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PRICEWATERHOUSE( QOPERS

PricewaterhouseCoopers LLP
125 High Street

Boston MA 02110

Telephone (617) 530 5000
Facsimile (617) 530 5001

Report of Independent Auditors

To the Board of Directors of Medical Professional Mutual Insurance Company

We have audited the accompanying statutory statements of admitted assets, liabilities and
surplus of Medical Professional Mutual Insurance Company (the “Company”) as of December
31, 2007 and 2006, and the related statutory statements of income and changes in surplus, and
of cash flows for the years then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits. :

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

As described in Note 2 to the financial statements, the Company prepared these financial
statements using accounting practices prescribed or permitted by The Division of Insurance of
The Commonwealth of Massachusetts, which practices differ from accounting principles
generally accepted in the United States of America. The effects on the financial statements of
the variances between the statutory basis of accounting and accounting principles generally
accepted in the United States of America are material; they are described in Note 2.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with accounting
principles generally accepted in the United States of America, the financial position of the
Company as of December 31, 2007 and 2006, or the results of its operations or its cash flows
for the years then ended.




In our opinion, the financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities and surplus of the Company as of December 31, 2007
and 2006, and the results of its operations and its cash flows for the years then ended, on the
basis of accounting described in Note 2.

Our audit was conducted for the purpose of forming an opinion on the basic statutory basis
financial statements taken as a whole. The accompanying Supplemental Summary Investment
Schedule, Supplemental Investment Risks Interrogatories, General Interrogatories, and
Reinsurance Summary Supplemental Filing of the Company as of December 31, 2007, and for
the year then ended are presented for purposes of additional analysis and are not a required
part of the basic statutory basis financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic statutory basis financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic statutory
basis financial statements taken as a whole.

Puicorvasenhstse Conpoony, LLP

April 22, 2008




Medical Professional Mutual Insurance Company
Statements of Admitted Assets, Liabilities and Accumulated Surplus
(Statutory Basis)

December 31, 2007 and 2006

(in thousands) 2007 2006
Admitted Assets
Cash and investments
Bonds, at carrying value $ 1,786,343 $ 1,591,858
Common and preferred stocks, at carrying value 234,869 249,743
Cash and short-term investments 25,081 79,441
Other invested assets 4,041 4,041
Total cash and investments 2,050,334 1,925,083
Premiums receivable 103,286 107,201
Interest and dividends accrued 16,393 12,604
Receivable from subsidiaries and affiliates 6,944 2,353
Federal income tax recoverable - 1,853
Net deferred tax asset 18,540 16,273
Electronic data processing equipment, net 571 609
Reinsurance recoverable on paid losses and loss adjustment expenses 2,994 175
Ceded reinsurance premiums receivable, net of ceding commissions - 403
Equity in pool 25,843 27,790
Other assets 3,506 3,614
Total admitted assets $ 2,228,411 $ 2,097,958
Liabilities and Accumulated Surplus
Liabilities
Loss and loss adjustment expense reserves $ 1,359,314 $ 1,326,139
Unearned premiums 168,241 174,219
Commissions payable and contingent commissions 2,643 2,808
Ceded reinsurance premiums payable, net of ceding commissions 60 -
Funds held by Company under reinsurance treaties 59,502 64,610
Reinsurance payable on paid losses and loss adjustment expenses 7,835 4,969
Policyholder dividends declared 1,229 1
Payable for securities purchased 960 7,516
Federal income tax payable 13,320 -
Other liabilities 12,492 12,916
Total liabilities 1,625,596 1,593,268
Accumulated surplus - 602,815 504,690
Total liabilities and accumulated surplus $ 2,228,411 $ 2,097,958

The accompanying notes are an integral part of the financial statements.
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Medical Professional Mutual Insurance Company
Statements of Income and Accumulated Surplus
(Statutory Basis)

Years Ended December 31, 2007 and 2006

(in thousands)

Premiums written
Decrease (increase) in unearned premiums

Premiums earned

Loss and loss adjustment expenses
Commissions

Taxes, licenses and fees

Other

Underwriting gain

Net investment income (Note 3)

Net realized gains (Note 3)

Finance and service charge income
Other expense

Dividends to policyholders (Note 10)

Income before federal income taxes

Federal income tax expense (Note 4)

Net income

Accumulated surplus at beginning of year

Net income

Net unrealized capital (losses) gains (Note 3)
Decrease in net deferred income tax

(Increase) decrease in nonadmitted assets (Note 7)
{Increase) decrease in provision for reinsurance

Accumulated surplus at end of year

2007 2006
316,336 $ 341,472
6,503 (3,741)
322,839 337,731
217,549 270,185
19,889 24,698
8,076 8,239
22,574 20,930
268,088 324,052
54,751 13,679
90,175 80,017
12,331 5,859
2,102 2,182
(6,839) (6,124)
(2,831) (1,900)
149,689 93,814
40,796 22,065
108,893 71,748
504,690 410,210
108,893 71,748
(6.781) 17,276
(594) (7,948)
(3,392) 12,851
) 553
602,815 $ 504,690

The accompanying notes are an integral part of the financial statements.
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Medical Professional Mutual Insurance Company
Statements of Cash Flows

(Statutory Basis)

Years Ended December 31, 2007 and 2006

(in thousands) 2007 2006
Operating activities
Premiums collected, net of reinsurance $ 319970 §$ 336,871
Investment income, net 88,784 84,540
Miscellaneous expenses (4,165) (3,889)
Benefits and loss related payments (130,351) (119,853)
Commissions and expenses paid (104,273) (120,155%)
Dividends paid to policyholders (1,603) (1,899)
Federal income taxes paid (34,083) (24,237)
Net cash provided by operating activities 134,279 151,378
Investing activities
Proceeds from bonds sold, matured or repaid 573,261 887,994
Proceeds from stocks sold 209,481 112,942
Proceeds from other invested assets 174 159
Total investment proceeds 782,916 1,001,095
Cost of bonds acquired (773,720) (1,076,507)
Cost of stocks acquired (190,008) (108,733)
Total investments acquired (963,728) (1,185,240)
Net cash used in investing activities (180,812) (184,145)
Total other cash (applied) provided (7,827) 16,009
Net decrease in cash and short-term investments (54,360) (16,758)
Cash and short-term investments, beginning of year 79,441 96,199
_Cash and short-term investments, end of year $ 25,081 $ 79,441

The accompanying notes are an integral part of the financial statements.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

1.

Business

Medical Professional Mutual Insurance Company ("ProMutual” or the "Company") is the largest
writer of medical malpractice insurance in The Commonwealth of Massachusetts. 100% of the
direct premiums written in 2007 and 2006 were from risks located in The Commonwealth of
Massachusetits. The Company has a 100% interest in ProMutuat Group, Inc. ProSelect Insurance
Company ("ProSelect"), ProSelect National Insurance Company, Inc. ("ProSelect National") and
ProMutual Insurance Agency, Inc. are wholly owned subsidiaries of ProMutual Group, Inc.
ProSelect is currently writing business in eight of the nine mid-Atlantic and New England states in
which it is licensed. ProSelect National is licensed in twenty-seven states, but is not currently
insuring risks.

Basis of Presentation and Significant Accounting Policies

Statutory Basis of Accounting

The financial statements of the Company have been prepared on a statutory hasis of accounting in
accordance with accounting practices prescribed or permitted by The Division of Insurance of The
Commonwealth of Massachusetts.

Statutory accounting practices include a variety of publications of the National Association of
Insurance Commissioners ("NAIC") as well as state laws, regulations and general administrative
rules. Statutory accounting practices differ in some respects from accounting principles generally
accepted in the United States of America (GAAP). Significant differences include:

(a) Statutory accounting requires that policy acquisition costs (principally commissions and
premium taxes) be charged to operations when incurred, and ceding commission received on
reinsurance agreements related to the acquisition costs of the business ceded be recorded as
income when written. Under GAAP, these items would be deferred and then recognized
ratably over the policy period.

{b) Under statutory accounting, certain assets designated as "nonadmitted assets” (principally
premiums over three months past due, application software, prepaid expenses and office
furniture and equipment) are charged directly to accumulated surplus. Under GAAP, the
Company wouid maintain a reserve for doubtful accounts based upon estimated collectibility,
recoghize an asset on the balance sheet for prepaid expenses and office furniture and
equipment and software would be recognized at net depreciated cost.

(c) Ceded reinsurance balances relating to unpaid loss and loss adjustment expenses are
presented as offsets to reserves; under GAAP, such amounts would be presented as
reinsurance recoverable; moreover, under statutory accounting, a provision for reinsurance is
established for unsecured recoverable balances from reinsurers which are not authorized
which is not recognized under GAAP.

(d) Statutory accounting requires that certain debt securities be stated at amortized cost. Bonds
with ratings of three or lower are stated at the lower of amortized cost or NAIC market value.
Under GAAP, debt securities are classified as trading or available for sale, which are valued at
fair value, or as held to maturity and valued at amortized cost.




Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

(e) Under statutory accounting, classification of certain items on the statement of cash flows differs
from GAAP. A reconciliation of indirect cash flows is not presented in the statutory basis cash
flow statement, but would be required under GAAP.

(f) Under statutory accounting, majority owned insurance and noninsurance subsidiaries are not
consolidated. Under GAAP, such subsidiaries would be consolidated.

(9) The Company accounts for income taxes under the asset and liability method. Deferred
federal income taxes are generally recognized when assets and liabilities have different values
for financial statement carrying amounts and their respective tax bases. However, the
realization on any resulting deferred tax asset is subject to certain criteria in accordance with
SSAP 10, Income Taxes.

The following is a reconciliation of policyholders’ surplus on a statutory basis to policyholders'
surplus presented on a GAAP basis for the Company:

2007 2006

Policyholders' surplus, statutory basis $ 602815 $ 504,690
Valuation adjustments on investments 13,183 (6,552)
Deferred policy acquisition costs 18,678 © 19,949
Deferred federal income taxes 30,179 33,693
Cther, net 2,501 2,367
Nonadmitted assets 3,793 3,667
Provision for reinsurance 1 -
Policyholders' surplus, GAAP $ 671,150 §$ 557,814

The net income for the Company determined in accordance with GAAP for the years ended
December 31, 2007 and 2006 was $108,913 and $63,934, respectively.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with statutory accounting practices requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual restlts
could differ from those estimates.

Cash and Short-Term Investments

For financial statement purposes, the Company considers all cash and investments with maturities
of less than one year at the time of their acquisition to be cash and short-term investments. Short-
term investments, consisting primarily of money market funds, are stated at cost, which
approximates fair value.

The Company invests its excess short-term funds in repurchase agreements with reputable third
party financial institutions. Funds are debited from the Company's account on a nightly basis, earn
a predetermined rate of interest, and are redeposited in full the following business day. The funds
are fully collateralized, as required by the Company's policy, by bank-owned government agency
securities.




Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

{in thousands)

Investments

The Company employs New England Asset Management, Inc., Wellington Management Co.,
1..L..P., Advent Capital Management, L.L.C., and NISA Investment Advisors L.L.C. ("NISA") to
furnish investment management services. These investment fund managers, subject to the
supervision of the Board of Directors, direct the investments of the Company in accordance with
established investment objectives, policies and limitations. For their services under their respective
contracts, NISA receives a contracted flat annual fee and all other fund managers receive a
monthly management fee calculated based on market values. During 2007 and 20086, the
Company incurred aggregate management fees of approximately $2,199 and $2,049, respectively.

Valuation of investments is determined in accordance with the requirements, methods and values
adopted by the NAIC, which provide that bonds, so qualified, be carried at amortized cost,
preferred stock, so qualified, be carried at cost and other preferred and common stocks and other
_bonds at fair values established by the NAIC. The Company has elected to use the retrospective
adjustment method on loan-backed securities. The Company uses the scientific method for
amortizing its debt securities.

The Company values its investment in its subsidiary pursuant to the equity method using audited
GAAP equity adjusted for statutory requirements, as is required under the rules promulgated by the
NAIC.

Realized capital gains and losses on the sale of investments are included in net income and are
determined on a specific identification basis. Where declines in securities' values are deemed
other than temporary, the securities are reported at market value and the loss is reported as a
component of net realized gains (losses). Unrealized capital gains and losses from the valuation of
nonqualified bonds and equity investments at market are credited or charged directly to
accumulated surplus.

The Company participates in a securities lending program to maximize investment income. Certain
investment securities are exchanged for collateral, consisting of cash or U.S. Government
securities, equal to at least 102% of the fair value of the investment securities on loan. The fair
value of the loaned investment securities is monitored on a daily basis, with additional coliateral
obtained or refunded as the fair value of the loaned investment securities fluctuates. The collateral
is retained and invested by a custodian to generate additional investment income.

Reinsurance

In the normal course of business, the Company seeks to reduce the losses that cause unfavorable
underwriting results by reinsuring certain levels of risk in various areas of exposure with other
insurance enterprises or reinsurers. Amounts recoverable from reinsurers are estimated in a
manner consistent with the associated claim liabilities.

Premiums Earned and Unearned

Premiums are recorded as earned on a daily pro rata basis over the terms of the policies.
Unearned premiums represent the portion of premiums written applicable to the unexpired terms of
the policies in force. A statutory premium deficiency reserve relating to insurance contracts is
recognized if the sum of the expected loss and loss adjustment expenses, dividends to
policyholders, and maintenance costs exceed the related unearned premiums. The Company
anticipates investment income in determining the need for a premium deficiency reserve.




Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

Loss and Loss Adjustment Expense Reserves

Liabilities for losses and loss adjustment expenses represent the estimated ultimate net cost of all
unpaid reported and unreported claims. These estimates are continuously reviewed and modified
to reflect current conditions and any adjustments are reflected in current operating results. The
Company anticipates salvage and subrogation in recording its loss and loss adjustment expense
reserves. The Company does not discount its loss and loss adjustment expense reserves (Note 5).

Depreciation
The provision for depreciation on electronic data processing equipment is computed on the
straight-line method over the assets' estimated useful lives of three years.

3. Investments

At December 31, 2007 and 20086, the amortized cost, NAIC market values and gross unrealized
gains and losses of investments in securities are as follows:

2007
Gross Gross
Amortized Unrealized Unrealized NAIC
Cost Gains tosses Market Value

U.S. Treasury and obligations of U.S.

Government and agencies $ 219,773 3 10,089 $ (368) §$ 229,494
Obligations of states and political subdivisions 551,536 3,874 (5,615) 549,795
industrial and miscellaneous ' 315,540 6,816 {7,361) 314,995
Asset-backed securities 699,487 3,910 (4,311) 699,086

Total bonds $ 1,786,336 $ 24,689 $ (17,655) $ 1,793,370
2007
Gross Gross
Unrealized Unrealized NAIC
Cost Gains Losses Market Value
Preferred stock $ 29,191 $ 1,925 $ (1,203) $ 29,913
Common stock 131,397 44,923 (2,845) 173,475
tnvestment in subsidiary 37,500 - (4,314) 33,186
Total stocks $ 198,088 $ 46,848 $ (8362) § 236,574




Medical Professional Mutual Insurance Company

Notes to Financial Statements
December 31, 2007 and 2006

{in thousands)

2006

Gross Gross
Amortized Unrealized Unrealized NAIC
Cost Gains Losses Market Value
U.S. Treasury and obligations of U.S.
Govemment and agencies $ 171,519 $ 312 $ (1,479) $ 170,352
Obligations of states and political subdivisions 331,422 1,200 (697) 331,925
Industrial and miscellaneous 312,054 6,648 {5,466) 313,236
Asset-backed securities 777,393 1,965 (10,995) 768,363
Total bonds $ 1,592,388 $ 10,125 $ (18,637) $ 1,583,876
2006
Gross Gross
Unrealized Unrealized NAIC
Cost Galns Losses Market Value
Preferred stock $ 13,037 $ 1,237 $ 442) $ 13,832
Common stock 148,979 57,785 (772) 205,992
investment in subsidiary 37,500 - {6,325} 31,175
Total stocks $ 199,516 $ 59,022 $ (7,539) § 250,999

Other investments represent amounts invested in a LLC, accounted for under the cost method.

The amortized cost and NAIC market value of debt securities at December 31, 2007, by contractual
maturity, are shown below. Expected maturities will differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without call or prepayment

penalties.

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Asset-backed securities

2007
Amortized NAIC
Cost Market Value
$ 38546 $ 38,550
262,914 266,236
320,393 324,008
464,996 465,490
699,487 699,086
$ 1,786,336 $ 1,793,370

At December 31, 2007 and 20086, the Company held investments in certain bonds with an NAIC
rating of 3 or lower. This resulted in a $2,582 and $708 reduction to the investment balance at
December 31, 2007 and 2008, respectively, which was reflected as an unrealized loss for statutory
reporting purposes. Additionally $2,589 and $178 was recorded as unrealized gains on Treasury
inflation-protected securities in 2007 and 2006, respectively.

Management believes that the gross unrealized losses reflected on ProMutual’s fixed income
portfolio as of December 31, 2007 were primarily the result of increases in market interest rates
from the time of acquisition to the current period. These decreases in value are viewed as being
temporary as ProMutual has the intent and ability to retain such investments for a period of time

10




Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

sufficient to allow for any anticipated recovery in market value. The majority of the debt securities
that are in an unrealized loss position are highly rated by the Securities Valuation Office (SVO) of
the NAIC and are therefore not required to be written down under NAIC guidelines. An unrealized
loss on equity securities of $4,314 relates to a wholly owned subsidiary, for which management has
the ability and intent to hold for sufficient recovery. Management also believes that the remaining
gross unrealized losses recorded on ProMutual's domestic equity portfolio as of December 31,
2007 were primarily the result of routine fluctuations in market prices as opposed to the issuer's
financial condition. Therefore, these decreases in value are also viewed as being temporary. In
compliance with statutory regulations, the Company obtains its market prices and NAIC
designations from the SVO of the NAIC. All statutory unrealized losses have a direct impact on the
Company's policyholders' surplus.

Under Over
December 31, 2007 12 Months 12 Months Totals
Debt securities
Number of positions 168 269 437
NAIC market value $ 355808 $ 486464 $§ 842272
Amortized cost 365,367 494,560 859,927
Unrealized loss $ (9,559) $ (8,096) $ (17,655)
Equity securities
Number of positions 64 1 65
NAIC market value $ 46,893 $ 33,186 §$ 80,079
Cost 50,941 37,500 88,441
Unrealized loss $ (4,048) $ 4,314) $ (8,362)
Total
Number of positions 232 270 502
Carrying value $ 402,701 $ 519650 $ 922,351
Cost 416,308 532,060 948,368
Unrealized loss $ (13607) $ (12,410) $  (26,017)

Proceeds from the sale of investments during 2007 and 2006 were $651,130 and $848,219,
respectively. Gross gains of $11,516 and $14,142 and gross losses of $7,314 and $16,643 were
realized on sales of debt securities during 2007 and 2006, respectively. Gross gains of $29,872
and $13,509 and gross losses of $12,419 and $3,808 were realized on sales of equity securities
during 2007 and 20086, respectively. The calculation of the gain or loss on the sale of marketable
securities is based on specific identification at the time of sale. In addition, the Company realized
$1,038 and $0 losses in 2007 and 2006, respectively, due to other than temporary declines in
securities' market value.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands})

Net investment income for 2007 and 2006 consisted of the following:

2007 2006
Interest and dividend income $ 92532 $ 82,213
Investment expenses (2,357) (2,196)
Net investment income 90,175 80,017
Net realized gains (less capital gains tax of $8,460 in
2007 and $1,789 in 2006) 12,331 5,859
Net investment gain $ 102,506 $ 85,976

The Company participates in a securities lending program where they loan certain investment
securities in exchange for collateral, consisting of cash or U.S. Government securities, equal to at
least 102% of the fair value of the investment securities on loan. As of December 31, 2007 and
2006, investment securities with a fair value of $309,624 and $256,485, respectively, were on loan.
Investment income earned on securities lending transactions for 2007 and 2006 was $419 and |
$280, respectively. 3

4, Federal Income Taxes

The main components of the Company's deferred tax asset and deferred tax liability as of |
December 31, 2007 and 2006 are as follows:

2007 2006
Total of gross deferred tax assets . $ 75840 $ 75,504
Total of deferred tax liabilities 14,915 20,113
Net deferred tax asset 60,925 55,391
Deferred tax asset nonadmitted (42,385) (39,118)
Net admitted deferred tax asset $ 18,540 $ 16,273
Increase {decrease) in nonadmitted asset $ 3267 $§ (12,630)

The Company has no unrecognized deferred tax liabilities.

Current income taxes incurred consist of the following major components:

2007 2006
Current income tax expense on operations 3 40,747 $ 21,786
Realized capital gains tax 8,460 1,789
Prior year underaccrual 49 279
Total income tax expense $ 49256 $ 23,854
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Medical Professional Mutual Insurance Company

Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

Changes in the main components of the Company’s deferred tax asset ("DTA”) and deferred tax

liability ("DTL") are as follows:

2007 Change
Deferred tax assets
Loss and LAE reserves $ 58,093 (790)
Unrealized capital losses 1,248 901
Impairments on investment securities 1,085 363
Unearned premium 11,777 (418)
Deferred compensation plans 1,503 164
Nonadmitted assets 1,374 99
Other 760 17
Total DTA 75,840 336
Nonadmitted DTA (42,385) 3,267
Admitted DTA 33,455 (2,931)
Deferred tax liabilities
Unrealized capital gains 14,727 (5,227)
Other 188 29
Total DTL 14,915 (5,198)
Net admitted DTA $ 18,540 2,267
The change in net deferred income taxes is comprised of the following:
2007 "Change
Total deferred tax assets $ 75840 336
Total deferred tax liabilities 14,915 (5.198)
Net deferred tax asset $ 60,925 5,534
Tax effect of unrealized gains (losses) , (6,128)
Change in net deferred income tax (594)

In accordance with SSAP 10, the Company has nonadmitted that portion of the deferred tax asset

that is not expected to be realized in the next year.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

The provision for federal and foreign income taxes incurred is different from that which would be
obtained by applying the statutory federal income tax rate to income before taxes. The significant
items causing this difference are as follows:

Effective

- 2007 Tax Rate
Provision com puted at statutory rate $ 55,352 35.0%
Tax-exempt income deduction (5,105) (3.2%)
Dividends received deduction (1,870) (1.2%)
Other 1,474 0.9%
49,851 31.5%
Federal and foreign income taxes incurred $ 49,257 31.1%
Change in net deferred income taxes 594 0.4%
Total statutory income taxes $ 49,851 31.5%

At December 31, 2007, the Company did not have any unused loss carryforwards available to
offset future taxable income.

The Company has $49,207 and $21,698 income taxes incurred in the current or prior years,
respectively, that are available for recoupment in the event of future net losses.

The Company files a consolidated federal income tax return with its subsidiaries, which include
ProSelect Insurance Company, ProSelect National Insurance Company, Inc., ProMutual Group,
Inc., and ProMutual Insurance Agency, Inc.

The method of allocation between the Companies is subject to written agreement, approved by the
Board of Directors. The consolidated tax liability is allocated to the Member Companies in
accordance with Reg. Section 1.1502-33(d)(2)(ii) in conjunction with the method provided by Reg.
Section 1.1552-1(a)(2) of the Internai Revenue Code whereby the tax is computed on an "as if
separate return” basis. Intercompany tax balances are settled annually.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)
5. Loss and Loss Adjustment Expense Reserves

The loss and loss adjustment expense reserves at December 31, 2007 and 2006 consisted of the

following:
2007 2006
Reported claims
Losses $ 542050 $ 542,259
Loss adjustment expenses 305 514
542,355 542,773
Claims incurred but not yet reported
Losses 473,859 459,335
Loss adjustment expenses 343,100 324,031
816,959 783,366
Loss and loss adjustment expense reserves $ 1,359,314 $ 1,326,139

The activity in the liability for unpaid loss and loss adjustment expenses is summarized as follows:

2007 2006

Balance at January 1 $ 1,326,139 $ 1,234,774
Payments made on claims existing at January 1 (180,280) (173,472)
Decrease in liability on claims existing at January 1 (91,215) (49,236)

Balance at December 31 on prior year claims 1,054,644 1,012,066
Estimated losses on new claims 308,764 319,421
Payments made on new claims _ (4,094) (5,348)

Balance at December 31 on current year claims 304,670 314,073

Total loss and loss adjustment expense reserves at

December 31 $ 1,359,314 $ 1,326,139

These liabilities include estimates of expected trends in claim severity, frequency and other factors
which could vary as the claims are ultimately settled. In establishing the reserve for losses and
loss adjustment expenses, the Company has relied upon its independent actuaries to review the
reasonableness of management's best estimates. These recommendations are based principally
upon the historical experience of the Company in writing medical malpractice insurance. As a
result of changes in estimates of insured events in prior years, the liability on claims existing at
January 1, 2007 and 2006, respectively, decreased $91,216 and $49,236 for the years ended
December 31, 2007 and 2006, respectively, primarily related to coverage years 2002 through 2006
predominantly in the physicians and surgeons line of business.

Claims in the medical malpractice line of insurance have traditionally been characterized by
delayed discovery and reporting and, in many cases, the final payment of claims is dependent
upon the outcome of litigation. As a result, the total of claims paid from the premiums eamed in
any policy year will not be known for many years.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

6.

Leases

The Company occupies office facilities under an operating lease agreement which expires on
February 29, 2016. Total rent expense was $1,564 and $1,557 for 2007 and 2008, respectively.

Minimum annual rental commitments as of December 31, 2007 under the operating lease are as

follows:

Fiscal Year
2008

2009

2010

2011

2012
Thereafter

Nonadmitted Assets

1,556
1,604
1,651
1,698
1,746
5,838

Certain assets, designated as nonadmitted by The Division of Insurance of The Commonwealth of

Massachusetts, were directly charged to accumulated surplus as follows:

2007 2006
Premiums receivable over three months due $ 175 44
Funds held by reinsured companies 34 34
Nonadmitted deferred income tax 42,385 39,118
Equipment, furniture and application software 2,262 2,334
Accounts receivable 30 21
Prepaid expenses and deposits 1,292 1,235
$ 46,178 42,786
EDP Equipment
EDP equipment at December 31, 2007 and 2006 consisted of the following:
2007 2006
EDP equipment $ 2,167 1,873
Less: Accumulated depreciation (1,596) {1,264)
$ 571 609

Depreciation expense was $332 and $342 during 2007 and 2006, respectively.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)
9. Employee Benefit Plans

The Company's employees are covered by a qualified defined contribution pension plan sponsored
by the Company. A contribution was made in 2007 in the amount of $671 for 2006 that was based
on each employee's age and average salary over the most recent five years to meet a target
benefit. A contribution of approximately $700 will be made for 2007 in 2008.

The Company sponsors a 401k Employee Savings Plan. Substantially all employees of the
Company are eligible to participate in the Company's Employee Savings Plan under which a
portion of employee contributions are matched by the Company. The match by the Company was
$722 and $520 in 2007 and 2006, respectively.

The Company's executives and members of the Board of Directors are also eligible to participate in
a deferred compensation plan.

10. Dividends to Policyholders

On June 7, 2006, the Board of Directors voted to pay a dividend of $1,900 related to the
experience of the dental line of business for calendar years 1986 through 1999 allocated to dentists
based on their respective premiums earned by the Company during the period. The dividends
were paid in November and December 2006.

On June 6, 2007, the Board of Directors voted to pay a dividend of $1,600 related to the
experience of the dental line of business for calendar years 1986 through 1999 allocated to dentists
based on their respective premiums earned by the Company during the period. The dividends
were paid in September 2007.

On December 12, 2007, the Board of Directors voted to pay a dividend to physician and surgeon
professional liability policyholders in The Commonwealth of Massachusetts on policies expiring
between July 1, 2008 and June 30, 2009, in the amount of 5% of the premium paid by such
policyholders. The amount accrued at December 31, 2007 was $1,229.

11. Reinsurance

Reinsurance is obtained to reduce exposure to large claims. Such ceded reinsurance includes
quota share and excess of loss contracts on all lines of insurance. These reinsurance contracts do
not relieve the Company from its obligations to policyholders. Failure of reinsurers to honor their
obligations could result in fosses to the Company.

The Company and ProSelect purchased an excess of loss agreement in 2006 and 2007, providing
coverage of 95% of $8 million in excess of $2 million. The principal reinsurers for this contract are
Axa Re, Platinum Underwriters Reinsurance, Inc., Max Re Ltd. and Transatlantic Reinsurance
Company.

The Company participates in the Massachusetts Medical Malpractice Reinsurance Plan (MMMRP),
a residual market pool. The Company as well as other insurance companies, cede policies into the
pool on a facultative basis. The MMMRP assesses each participant an amount based on the
profitability of the pool and its respective market share by policy vear.
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Medical Professional Mutual Insurance Company
Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

As of December 31, 2007 and 20086, a provision for reinsurance has been established in the
amounts of $1 and $0, respectively, for unsecured recoverables from unauthorized reinsurers.

Irrespective of the protection afforded against claim exposure by the above reinsurance
agreements, the Company remains liable as the direct insurer to the insured.

The amounts by which unearned premiums, loss reserves, loss adjustment expense reserves,
premiums earned and loss and loss adjustment expenses incurred have been decreased for
amounts ceded to unaffiliated reinsurers are as follows:

2007 2006
Unearned premiums $ 622 $ 3,944
Loss reserves 93,569 115,089
Loss adjustment expense reserves 26,846 31,869
Premiums earned 4,639 6,655
Loss and loss adjustment expenses incurred (8,920) 17,565
Commission equity 100 597

The effect of assumed reinsurance from unaffiliated insurers is as follows:

2007 2006
Unearned premiums $ - % -
Loss reserves 60,423 67,355
Loss adjustment expense reserves 16,569 19,132
Premiums earned : 2,775 11,782
Loss and loss adjustment expenses incurred (5,281) 27,868

Commission equity - -

The Company has a quota share reinsurance agreement with ProSelect. Under this agreement,
the Company assumes 100% of the ProSelect current and prior net liabilities under all insurance
business written. In turn, ProSelect pays the Company 100% of the premiums received on all
direct insurance business written by ProSelect after deducting return premiums payable,
reinsurance, and 100% of the net underwriting and claims expense. The terms of the agreement
are automatically extended for additional one-year terms. This agreement may be terminated at
any time a) by the mutual written consent of the parties or, b) by either party upon 60 days' prior
written notice. The amounts assumed under this treaty are as follows:

2007 2006
Unearned premiums $ 88,374 $ 94,494
Premiums earned 178,072 183,456
Loss reserves 401,350 375,861
Loss adjustment expense reserves 155,670 146,359
Loss and loss adjustment expenses incurred 96,345 121,361
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Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

12.

13.

14.

Commitments and Contingencies

Various legal claims arise from time to time in the ordinary course of business. In the opinion of
management, these claims should not result in judgments or settlements which, in the aggregate,
would have a material effect on the Company's results of operations or financial condition.

On January 3, 2008, the Company, as plaintiff, was successful in an arbitration ruling in a
reinsurance dispute which required final resolution within 60 days. On February 4, 2008, the
Company received $4,659 for amounts previously paid. The Company will record a surplus benefit
of $6,460 for the rescission of the reinsurance contract in its first quarter, 2008 financial
statements.

Related Parties

Total admitted assets of the Company include net receivables from ProMutual Group, Inc.,
ProSelect, ProSelect National and ProMutual Insurance Agency, Inc. of $6,944 and $2,353 at
December 31, 2007 and 20086, respectively. ProSelect had admitted assets of $80,211 and
$79,727, and liabilities of $59,866 and $61,373 at December 31, 2007 and 2006, respectively.
ProSelect National had admitted assets of $11,518 and $11,183, and liabilities of $67 and $13 at
December 31, 2007 and 2006, respectively.

The Company has an Administration and Management Services Agreement (the "Agreement") with
ProSelect. Under this agreement, ProMutual agrees to provide various services in connection with
the underwriting and management of ProSelect. These include underwriting, policy issuance,
billing and premium collection, claims handling, policy administration, actuarial, risk management,
investment advisory and all general administrative services relating to the business of ProSelect.
ProSelect and the Company further agree that, subject to certain limitations set forth in the
Agreement, the Company shall be the sole and exclusive provider of these services and that
ProSelect shall not accept applications for insurance except through the Company.

The terms of the agreement are automatically extended for additional one-year terms. The
agreement may be terminated at any time (a) by the mutual written consent of the parties or (b) by
either party on sixty days prior written notice. Management fees for these services are paid based
on a formula calculated on a pro rata basis of the direct premium wriften, direct losses paid, change
in direct case loss reserves and direct paid allocated loss adjustment expense, as set out in the
Agreement. The management fee was $15,698 and $14,940 for 2007 and 2006, respectively. The
Company has a receivable at year-end attributable to unsettled balances under this agreement.

Reconciliation to Statutory Annual Statement

Certain items in this report differ from corresponding items reflected in the statutory annual
statement, and are presented in the table below. The differences are due to the fact that the
Company's accounting treatment for the Massachusetts Medical Malpractice Reinsurance Plan
(MMMRP) reflected management’s best estimate of anticipated assessments in accordance with
SSAP No. 35, Guaranty Fund and Other Assessments. Additionally, the related reinsurance
transactions were recorded on a gross basis in accordance with SSAP No. 63, Underwriting Pools
and Associations Including Intercompany Pools. Upon further review of the MMMRP rules of
operation, it was deemed to be more appropriate to use SSAP No. 63 alone. The increase to net
income of $7,753 at December 31, 2006 represents the reversal of the after-tax impact of the net
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Notes to Financial Statements
December 31, 2007 and 2006

(in thousands)

cumulative effect of the adjustments since inception of the MMMRP which was reported in the
December 31, 2005 audited financial statements.

2006

Accumulated surplus as reported in the statutory

annual statement $ 504,690
Increase to underwriting expenses -
Decrease to federal income tax expense -
Increase to net deferred income tax asset -
Increase to nonadmitted assets -

Accumulated surplus as reported in the audited

financial statements $ 504,690
Net income as reported in the statutory annual statement $ 63,995
Decrease o underwriting expenses 9,691
Increase to federal income tax expense (1,938)

Net income as reported in the audited
financial statements: 3 71,748
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ANNUAL STATEMENT.FOR THE YEAR 2007 OF THE Medical Professional Mutual Insurance Company

SUMMARY INVESTMENT SCHEDULE

Admitied Assels as Reported
Gross inthe
| Investment Holdings Annual Staternent
Investment Categories | Am:)unl Perc:Ltagg A_n_uf_;m Perc:nlage
" 1. Bonos: B o
1.4 U.S. treasury securilies 117,617,535 5.731 117,617,535 5.137
1.2U.8. g ‘agency gati g mortgage-backed
socurities): . -
1.21 issued by us.g : : 0 0.000 90 05.000
1.22 tssued by U.S. gOVernment SPONSOes BBENCIBS ....uvurmmswsmriusfonrrcrmion 104 745 006 5.109° 104,745,006 5.109
1.3 fmr:j 3 (lnch:dlng Canada, excluding mwtgaged-backed 0,254 | 0.0 . o014
1.4 Securti by states, tenitories, and p and political . : '
subdivisidns in the U.S.: = B '
141 Stales, terfitories and possesslcns general obllgauons . 245,094,672 11.954 245 094,672 11.954
142 P&:mml of states, and p and - F
pollt!eal subdivisions ganaral obllga!lons ] D.000 0 0.000
143 Re and t obligat o308 A BT [ 14.946 [.ooerre R IO R
_ 1.44 Indusirial development and sinllar 0 0.000 |. : b 0,000
1.5 Morigage-backed securities (includes residential and . )
MBS): | :
1.51 Pass-!hrough securihea ) .
1 _611 1ssued or guaranteed by GNMA 59,217,529 |....... e eeeeen 2,888 59,217,529 2,888
11612 Issued or guaranteed by FNMA 800 FHMC .eve. i e 348,743,337 17.056 349,713,337 17.05%
1:613 Al other , : : i [ I 9.000 ol £.000
1.52 CMOs and REMICs:
1:621 Issued or guaranteed by GNMA, FNMA, FHLMC or VA 54,610,377 2.663 54,610,377 2.683
1,522 tssuied by non-L1.S; Govemment savers and . '
d secirities lssued or -
guaranteed byagenckw shown In Ling 1.621...... 235,945,040 11,508 ..235,945,040 11.508
1.523 All other 0 0.000 0 0.000
2. Other debt and other fixad Income securities. (excluding short-term):
2.1 Unaffiiated domestic securities (Inciudes credit tenant loans rated by the :
SVOY oot . _ : 312,665,915 .15.250 312,665,915 16.250
2.2 Unaffilatel foseign securil 0 0.000 I 0.000
2.3 Affliated 9 £.000 ) 0.000
3. Equity interests:
3.1 investments in mutuat furids 0 0.000 0 £.000
3.2 Preferred stocks:
3.21 Affilzted .. 0 0.000 9 9.000
3.22 Unaffiiated ; 28,207 505 1.376 28,207 595 1.376
3.3 Publicly riided equity securities {excluding preferred stocks): : :
3.1 Affilated o 0.000 : Iy 0.000
332 U’naﬂiﬁsle& 173,474,341 8.461 173,474,341 8.461
3.4 Other aqu:ny securities: o
3.41 Affiiated 33,166,185 1.618 33,185,185 1,619
342 Unaffilated ) 2.000 W £.000
3.5 Other equity interests including tangible parsons!»prdpsny under lease: '
3.64 Affitlated 0 0.000 ] 0,000
3.52 Unaffiliated . D £.000 I} ..0.000
4. Mortgage loans: .
41C and land P 0 0.060 0 0.000
4.2 A9 ] 0,000 0 0.000
4.3 Single famlly resids piop 0 0.000 0 0.000
4.4 Multifamily residential prop 0 0.000 0 D.000
45C ial loans D £.000 ] 0.000
4:8 Mezzanin reat estate joans 0 0.000 1} £.000
§. Real estate ifvestments:
5.1 Property dccupied by the [} £.000 i} 0.000
§.2 Property Helkd fod the production of income (inciuding
$ .. : D of property acquired In sallsfaction of debl) 0 0.800 0 0.000
5.3 Property held 107 e (INCIAING $ +.eovvrcrrcrsmnssrscassrese 0  propery
quired In satisk of debt) 0 .0.000 ] 0.000
6. Contractloang 0 0.000 ] 0.000
7. Receivables for securities 9 0.000 : [V} £.000
8. Cash, cash eguivalents and short-term investy 25,081,159 1.223 25 ,081,159 ..1.223
5. Other Invested assels 4,041,100 0.197 4,041,100 | 0.197
10._Total invested assets 2,050,333.703 100.000 2,050,333,703 100.000
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SUPPLEMENTAL EXHIBIT FOR THE YEAR 2007 OF THE Mediéal Professional Mutual Insurance Company

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES

For The Year Ended December 31, 2007
{To Be Filed by April 1)

OF The Medical Professional Mutual Insurance Company

Address (Clty, State and Zip Code)  Boston, MA 02110-1129

NAIC Group Code 1154 ; NAIC Company Code 10206, Employer's ID Number  04-2595783...........c.cccoumnes A

The investment Risks Interrogatories are to be filed by April 1. They are also to be included with the Audited Stalutory Financial Statements,

Answer the following interrogatories by reponing the applicable U. S. dollar amounts and percen!ages of the reporting entity's total admitted assets held in that category of
investments.

1. Reporting entity's total admitted assets as reported on Page 2 of this annual $ 2,228,411,414
2. Ten largest exposures 10 a single issuer/borrowerfinvestment.

! z s Percen\age of Totat
Issuer Description of Exposure Amount Admitted Assets
- 2.0 CLARK CNTY NEY SCH DIST 60. Bond ; $ 19,598,000 %
202 BANK OF ABERICA CORP.............coooonn.... Bond/Conmon Stock $ 15,076,000 %
2.03  BEAR STEARNS CMBS ' Bond, $ 15,021,525 %
2,04  COMMONWEALTH OF HASSACHUSETTS Bond $ 13,566,033 %
205  MISSOURI STATE HIGHEAYS & TRANSIT COMMIS....Bond $ 12,751,233 %
2.06  HARRIS CNTY TEX REV. Bond. $ 12,625,624 %
207 CITIGROUP INC Bond/Common Stock $ 12,599,656 %
2.08  J P MORGAN CHASE & C0......cccooos oo Bond/CoMmON S10CK.....oove.srerececenesnecesenecanss e ene $ 12,114,465 %
209  CSFB COML MTG PTC.. Bond. $ 12,020,040 %
240  OHIO ST GO, g Bond $ 11,830,920 %

3. Amounts and percentages of the reporting entity's total admitted assets held in bonds and preferred stocks by NAIC rating.

Bonds. 1 2 Preferred Stocks 3 4

3.01 NAIC-1 % 3.07 P/RP-1 $ 8,953,563 04 %
3.02 NAIC-2 % 3.08 PIRP-2 $ 5,984,066 0.3 %
3.03 NAIC-3 % 3.09 PIRP-3 $ 2,435,707 0.1 %
3.04 NAIC-4 $ s 13 987,546 .08 % 310 PIRP-4 3 7,185,765 03 %
3.08 NAIC-5 $ o 6,302,055 SV | < B S R T PIRP-5 $ 3,648,494 0.2 %
3.08 NAIC-6 $ ] 00 % 312 . PIRP-6 $ 1} 00 %
4. Assets held in foreign invesiments:

4.01 Are assets held in foreign investments less than 2.5% of the reporting entity's total admitted assets? Yes (X} No [}
4.02 Total admitted assets hefd in foreign i $ 292,235 00 %
4.03 Foreigncunency-denomiriéted' t . $ 0 00 %
4.04 Insurance liabilities denominated in that same foreign currency. $ 0 0.0 %

If response to 4.01 above is yes, responses are not réquired for intercogatories 5 — 0.




SUPPLEMENTAL EXHIBIT FOR THE YEAR 2007 OF THE Medical Professional Mutual Insurance Company

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES (cont.)

Aggregate foreign i

10.

“Two largest foreign investment exposures in a single country,

Aggregate unhedged foreign currency exposure.

Aggregate unh

P gorized by NAIC s ign rating:

by NAIC ign rating:

foreign

Twao largest unhedged foreign currency exposures to a single country, categorized by the country's NAIC sovereign rating:

24

categorized by the country’s NAIC sovereign rating:

Ten largest non

ign {i.e. non-goverr

1) foreign issues:

0.0



SQPPLEMENTAL EXHIBIT FORv THE YEAR 2607 OF THE Medical Professional Mutual lnéurance Company
SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES (cont) ‘ |

11.  Amounts and percenlages of the reporting entity’s total admitted assets held in Canadian i and unhedged Canadian currency

11.01 Are assets held in Canadian investments Jess than 2.5% of the reporting entity's total admitted assets?
if response to 11.01 is yes, detail is not required for the remainder.of Interrogatory 11

12. Report aggregate amounts and p

12,01 Are assets held in investments with contractual sales restrictions less than 2.5% of the reporting entity's lotal admilied assets?..........orvuvenecn.

If response to 12.01 is yes, responses are not required for the remainder of Interrogatory 12.

13.  Amounts and percentages of admitted assets held in the ten largest equity interests:
13.01 Are assets held in equity interest less than 2.5% of the reporting entity's total admitted assets

If response to 13.01 above is yes, responses are not required for the remainder of Interrogatory 3.

ges of the reporting entity's total admitted assets held in investments with contractual sales reslﬁclions.

Yes {X)

Yes {X]

Yes [X]

No [ ]

No I-']

o]




SUPPLEMENTAL EXHIBIT FOR ‘i’HE YEAR 2007 OF THE Medical Professional Mutual Insurance Company

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES (cont.)

14.  Amounts and percentages of the reporting entity's total admitted assets heid in nonaffifiated, privately placed equities:

14.01 Are assets held in nonaffiliated, privately placed equities iess than 2.5% of the reporting entity’s total admitted asSelS?..............cceureeeence

If response to 14.01 abovea is yes, resp are not required for the inder of Interrgatory 14.

15. Amounts and percentages of the reporting entity's total admitted assets held in general parinership interests:
15.01 Are assets held in general partnership interests fess than 2.5% of the reporting entity’s total admitted assets?

If response to 15.01 is yes, responses are not required for the remainder of interrogatory 18.

6. A s and p of the reporting entity's total admitted assets held in mongage loans:
16.01 Are morigage loans reported in Schedule B less than _2.5% of the reporting entity's total admitted assets?

i response 10 16.01 above is yes, resp are not quired for the i of intefrogatory 18 and interrogatory 17.

Yes {X] No [ ]

Yes [X} No [ ]

Yes [X} No{ ]




SUPPLEMENTAL EXHIBIT FOR THE YEAR 2007 OF THE Medical Professional Mutual Insurance Company

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES (cont.)

18. Amounts and percentages of the reporting entity’s total admitted assets held in each of the five largest investments in real estate:

“18.01 . . A
18 Are assets held in real estate reported less than 2,5% of the reporting entity’s total admitted assets? ..

if response to 18,01 above is yes, resp are not required for the der of gatory 18.

19 Report aggregale amounts and percentages of the reporting entity's total admitied assets held in lnvestmenpé held in mezzanine real estate loans:
19.01

Are assets beld in investments held in mezzanine real estate loans less than 2.5% of the reporting entity's total admitted assets?
If response to 19.01 above is yes, responses are not required for the remainder.of Interrogatory 18, ’ )

Yes (X} Mo |}

Yes X} No { }




SUPPLEMENTAL EXHIBIT FOR THE YEAR 2007 OF THE Medical Professional Mutual Insurance Company

SUPPLEMENTAL INVESTMENT RISKS INT'ERROGATORIES (cont.)

20. Amounts and percentages of the reporting entity’s tolal admitted assets subject to the following types of agreements:

At Year-end At End of Each Quarter
1st Quarter - 2nd Quarter 3rd Quarter
. 1 2 3 4 5
20.01 Securities lending agreements {(do :
not include assets held as
collateral for such transactions) ...... s........309,624,232 9 % £... .350,612,811
20.02 Repurchase agr 5 25,521,218 11 % S ...23,547 095
20.03 R purch g 3 8 0 % s . 0
20.04 Dollar repurch ar A $ 0 £ % $ 0
20.05 Dollar reverse repurchase
- ag s 0 0 % 3 0 $ 0 3 0
21.  Amounts and percentages of the reporting entity's total admitted assets for warrants not attached to other financial instruments, options, caps, and floors:
: ' Owned Wiitten
1 2 3 4 .
21.01 Hedging [ 0 0.0 % $§ 0 0.0 %
202 income tion s 0 006 % -8 0 00 %
2103 Giher . s 0 00 % % 0 0.0 %
22] Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for collars, swaps, and forwards:
' At Year-end Lo At End of Each Quarter
1st Quarter 2nd Quarter 3rd Quarter
1 2 3 - 4 5
22.01 Hedging 3 0 00 % % 0 3 0 s [i]
22.02 Income ion s 0 0.0 % 3 0 3 1] 3 0
22.03 Replicati $ 0 00 % s 0 3 0 5 0
22.04 Other... [ 0 (X % % . 0 3 ] k4 0
23.  Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for futures cdntrac!s;:
At Year-end . At End of Each Quarter
1st Qtr 2nd Qty 3rd Qir
L 1 2 3 4 5
23.01 MHedging $ 0 00% s 0 [ 0 $ 1]
23.02 - lncome generation 3 0 00% s 0 $ 0 $ 0
23.03 Repli $ i} 0.0 % 3 g $ 1] $ i1}
3 ] 00 % s ] $ I $ 0

2304 Other
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ANNUAL STATEMENT FOR THE YEAR 2007 OF THE Medical Professional Mutual Insurance Company
To be Filed by March 1

REINSURANCE SUMMARY SUPPLEMENTAL FILING FOR GENERAL
INTERROGATORY 9 (Part 2).

() FINANCIAL IMPACT -

1 ) 2 3
Restated without
ta 1 7 a . Infe o y 9
As Reported -_Reinsurance Effect -_Reinsurancs °
| a0t Assets " 2.2BAVA | 167.944,399) ... 2,296,355,807
A2, Llabilities 1.625,596,046 R susn{ 54,596,672} 1. 1.680,192,718
AD3. Swuiplus as Regards g Policyhol 02,815,368 {13.347.721} s 516,163,089
204 ncome Before Taxes: | 149,689,152 (430509 - 15400375
8 SUMMARY OF REINSURANCE CONTRACT TERMS (C) MANAGEMENT'S QBJECTIVES
Calendar year 2000 Ihrough 2004 aggregale stop loss ge attaching at To reduce the cost of and provide p against the volslility
annuat acci yeer Joss and def and cost i i d ralios, from a single line of business.
subject to annual aggregate IImits of subjett premi This Is being rted
pursuant to Interrogatory 8.1 (c).

. H#ihe response to General Interrogatory 9.4 (Part 2 Property & Casuslly Intemrogatories) is yes, explain blow why the contracts are reated ditfesently for GAAP and SAP..
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ANNUAL STATEMENT FOR THE YEAR 2007 OF THE Medical Professionatl Mutual Insurance Company

GENERAL INTERROGATORIES

PART 2 - PROPERTY & CASUALTY INTERROGATORIES

any simitar p
If yes, indicate the number of rei L

Has the reporting entity reihsured any risk with any other entity under a guota share rel tract that incli a provislon that would
limit the relnsure_r’s losses below the stated quo!e share percentage (e.9., 3 deduclible, a loss ratio corridor, 2 loss cap, an aggregate fimlt o
Yes [ ] NofX]
k (1]
If yes, does the amount of feinsuiance crodit taken reflect the s reducnon In quota share coverage caused by any applicable limiting
Yes [ ] No[ }

provision{s)?,

Has the reporting entity ceded any tisk under any re} 1 {or under multiple As with the same resnsurer or Its affillates)
for which during the perlod 1 by the slat @it ded & positive or negative undeswriting resull greater than 5% of prior year-
end surplus as regards policyh or it reported dar year written premium ceded ory hd foss and foss expense reserves caded
greater than 5% of prior year-end surplus as regards policyholders; (i) it d for that act as reil and not as a deposit; and
(iii) the contraci(s) contain-one or more of the following 55 or other f that would have similar results:

(a) A contract term !ongar than two years and the contract is noncancellable by the reporting entity during the conlraol term;

{b) A limited or conditlonal cancelialion provision under which t 'dggers an obligation by the reporiing entity, o an affiliate of

the reporting entity, to enter into 2 new rei with the rei yr, oF an effiliate of the reinsurer;

{c) Aggregate stop-loss yelnsurance coverage; ’

{d) A unilateral right by either party {or both parhes) to the sel , whether conditional or not, excep! for such

provisions which are only mggered by a decline in the credit status of the other party:

(e) A provislon pemiting reporting of losses, or t of losses, le3s frequently than oh'a quarierly basl$ (unless there is no activity

during the period); of

(N Payment sch i {rom mullipte years or any teatures Inherently designed to delay timing of the

seimbursement to the ceding enmy
Has the reporting entily during the period covered by the statement ceded any risk under any relnsurance gontract (or under muitiple
contracts with the same reinsurer os its affillales), for which, during the period covered by the statemsnt, il recorded a posliive or nagslive
underwrlting result greater than 5% of priof year-gnd surplus as ragards policyholders or it reported calondar year wmten premmm caded of
year-end loss and 1053 expoense fesefves ceded greater than 5% of prior year-snd surplus as segards policynold ions 1o
approved pooling agreemanis or to caplive insurance companies that are directly or Indlrectly controfling, controlled by, or under common
control with (i) one or morg unafiiliated pollcyholders of the reporting entity, or (i) an assoclation of which one or more unafﬁlrated
policyholders of the vepcmhg ‘entity Is 3 member, where: -

(a) The written premi 1 caded 1o the rel by the reporting entity or lts pffillates represanls fifty percenl (50%) or more of the entire

direct and assumed premlum written’ by’ the reinsurer based on its most recently available financlal statement; or

(b) Twenty-five peroem-(zs%) of more of the wrilten premium ceded o the ralnsurer has been retroceded back to the reporting entity or

its affiliates ina
iyes 0 8.1 or 8.2, please provnde the following in ion In ths Rell Yy Sup Fiing for General Interrogatory 9:

(a) The aggregale | nnanmal statement Impact gross of all such ceded relnsurance contracts onthe balance sheet and-statement of
lncome
(b) A summary of the rolnsurance contract lerms and indicate Whelher it applies to the contracls meeting the criteria in 9.1 or 8.27°and
(c) A brief of g princip jectives In {
achieved.
Excepl for tansactions meeling the requirements of paragraph 30 of SSAP No. 62 Propany and Casualty Reinstirance, has the reporliag
entity ceded any risk under any relnsurance contract (or muitiple contracls with the same relnsurer or its arf Iiales) during lhe perlod coversd
by the financial statemant,jand either:

pay

{a) Accounted for that ’ tract as rel (eithe’r pecti b ive) under statutory accounting principles (*SAP") and as a
deposit under g Y. ing principles ('GAA '), or - . - . o .
(b) Accounted for that conlrac! as reinsurance under GAAP and as a deposit urider SAP?
If yes to 9.4, explain in the Rei y Suppl | Filing for G b gatory 9 (Section D) why the contract(s) is treated
differently for GAAP and SAP. . .

The reposting enlity Is exempt from the Reinstirance Atiestation Supplement under one or more of the following criterta:

(a) The entlly does not utilize reinsurance; or,

(b) The entity only engages in a 100% quota share conlract with an affil llate and the effiliated or lead company has filed an attestation
supplement; or

(¢) The entity has no external fons and only particip In'an inter y pool and the affiliated of tead company has file
altestation supplement. : o ’ N . A

g into the rei conifact mcludlng the gconomic purposa tobe

Yes [X] No{ }

Yes |

Yes |

Yos |
Yes |
Yes |

] Mo fx}

] Mo [X]

3 w[xy

} Mo fX])
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