
22 AANA NewsBulletin  ❙  November 2017  ❙  www.aana.com

MEETINGSBUSINESS OF ANESTHESIA

Based on a petition filed by the South Carolina 
Department of Insurance (DOI) requesting 
liquidation proceedings against Oceanus 

Insurance Company, the Court of Common Pleas for 
Richland County, S.C., declared Oceanus insolvent 
and has ordered the company into liquidation 
effective Sept. 21, 2017. Oceanus provides 
malpractice insurance for healthcare providers 
including CRNAs and facilities that employ CRNAs. 

CRNAs who have individual policies with Oceanus 
can secure replacement coverage with AANA 
Insurance Services. It is our understanding that 
Oceanus only provided claims-made coverage to 
CRNAs. AANA Insurance Services can provide prior 
acts coverage for Oceanus policyholders, alleviating 
the need to purchase a tail from Oceanus. We can also 
convert claims-made policyholders to an occurrence 
policy and provide the prior acts coverage at no 
charge. Regardless of the option you select, it will be 
as if you were never insured by Oceanus.

If your employer provides your malpractice 
coverage, I suggest that you find out the name of your 
employer’s insurance company if you don’t already 
know. Oceanus did business in nearly every state, but 
a great deal of its business was in the following states: 
New York, New Jersey, Florida, California, Georgia, 
Illinois, Texas, and Missouri. We are aware of at least 
one large CRNA employer insured by Oceanus. If 
your employer is insured by Oceanus, please contact 
AANA Insurance Services immediately.

Risk Retention Groups
It is important to note that Oceanus is structured as 

a risk retention group (RRG). To address the shortage 
of traditional insurance companies willing to write 
more volatile classes of liability insurance, including 
malpractice liability, Congress passed the Liability 
Risk Retention Act (LRRA) in 1986. While doing a 
number of different things, the LRRA allowed for the 
formation of RRGs.

Every state has a guaranty fund to protect 
policyholders if their insurance company goes 
bankrupt. Unfortunately, this only applies to 
companies regulated by the states. Since RRGs were 
formed as a result of federal legislation that exempted 
state regulation, CRNAs with an insurance policy 
from an RRG would receive no protection from their 
state guaranty fund if the RRG fails. The Declaration 
Page of an RRG policy will often contain the following 
statement: “State insurance insolvency guaranty funds 
are not available for your risk retention group.”

If you are insured by Oceanus and are seeking 
a replacement policy, you should not be offered 
nor should you accept a replacement policy from a 
non-admitted insurance company.

Admitted insurance companies are regulated by 
state departments of insurance, and non-admitted 
insurance companies are not. Because non-admitted 
insurance companies aren’t regulated, the insurance 
agents who sell non-admitted policies must meet 
certain legal requirements when selling these 
policies. (These requirements only apply to the 
agent, not the purchaser of the insurance policy.) The 
reason for these legal requirements? Because non-
admitted insurance companies are unregulated, these 
companies can reduce their coverage and increase 
the premiums they charge without notifying their 
policyholders. As such, departments of insurance 
want to make sure that non-admitted policies are only 
sold in very specific and limited situations. 

In addition, just like RRGs, state guaranty funds 
afford no protection whatsoever to non-admitted 
insurance companies. If you are insured by a non-
admitted insurance company that goes bankrupt or 
is financially unable to pay claims, you would receive 
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no protection from your state’s insurance guaranty fund, and you 
would be responsible for paying your own legal expenses and any 
settlement or judgment.   

Selecting a malpractice insurance company is one of the most 
important financial decisions you will ever make. In reality, you 
are dependent on your insurance agent to help you select the 
right company. As a wholly-owned subsidiary of the AANA, we 
are employees of the AANA and work for you. No other insurance 
agency is more concerned about your interests than we are. Please 
call (800) 343-1368 or email us (insuranceinfo@aana.com) and let 
us know how we can help.

Evaluating a Company’s Financial Strength
At least two other malpractice insurance companies also have 
recently faced financial issues. Doctors & Surgeons National Risk 
Retention Group was placed in rehabilitation by the state of Vermont 
on Oct. 7, 2016, and Galen Insurance Company was ordered 
liquidated on May 31, 2017, by the state of Missouri.

Three important indicators provide important information about 
an insurance company’s financial strength and stability: net income, 
combined ratio, and policyholder surplus. 

Net income is a company’s total earnings. It is calculated by 
subtracting total expenses from total revenues. If the number is a 
positive, there is profit. If the number is a negative, there is a loss. 
Based on financial information available from A.M. Best, Oceanus 
had a net income of -$788,000 in 2013; -$4,834,000 in 2014 and 
-$2,297,000 in 2015.

Combined ratio is a measure used by insurance companies to help 
determine their profitability. The ratio is calculated by taking the 
total of both losses and expenses and then dividing them by the 
premium. To make it a bit easier to understand, all you really need 
to know is that a ratio below 100 percent indicates the company 
is making an underwriting profit, while a ratio above 100 percent 
means the company is paying out more in claims than the premiums 
it is taking in. Based on the financial information available from A. 
M. Best, the graph below compares Oceanus’ combined ratio with 
the malpractice industry average.

Policyholder surplus is the difference between an insurance 
company’s assets and its liabilities. In the simplest of terms, it’s 

an insurance company’s net worth. According to the financial 
information available from A. M. Best, Oceanus’ policyholders’ 
surplus went from $20,862,000 in 2013 to $7,666,000 in 2016. 
That’s a decrease of $13,196,000, or 63 percent, in three years.

All of the financial information above was available to AANA 
Insurance Services, which means it was also available to every 
agent representing Oceanus.

We advise our members that when selecting an insurance 
company, always look at its Best’s Rating. Founded in 1899, 
A.M. Best is the oldest and most widely recognized rating agency 
dedicated to the insurance industry. Best was the first insurance 
rating organization and is recognized as the industry leader. 

A.M. Best assigns a rating to virtually every insurance company. 
The Best’s Rating represents an opinion based on a comprehensive 
quantitative and qualitative evaluation of a company’s balance sheet 
strength, operating performance, and business profile. The object of 
Best’s Rating system is to provide an opinion of an insurer’s financial 
strength and ability to pay claims. 

Best’s Rating opinions are divided into two broad categories— 
“Secure” and “Vulnerable.” This delineation provides a gauge of 
how A.M. Best views a company’s ability to meet its obligation 
to policyholders. Based on Best’s Solvency Studies, Secure-rated 
companies have experienced a very low failure frequency, one that is 
significantly lower than Vulnerable-rated companies. Oceanus does 
not have a Best’s Rating.

Reinsurance—What it Means for Policyholders
When members questioned their agents about Oceanus’ lack of a 
Best rating, they were told not to worry; Oceanus was reinsured by 
insurance companies that had “Secure” ratings.

As a bit of a reference, reinsurance is a type of insurance coverage 
purchased by insurance companies and RRGs from other insurance 
companies called reinsurers. Essentially, reinsurance is insurance for 
the insurance company. Insurance companies and RRGs purchase 
reinsurance to reduce their potential financial liability. Virtually all 
insurance companies and RRGs purchase reinsurance. 

Consider an insurance company or RRG that sells 1,000 policies, 
each with a $1 million policy limit. Potentially, that RRG could be 
responsible for paying out $1 billion in claims (1,000 x $1,000,000). 

Rather than take on all of that potential risk itself, an insurance 
company or RRG may decide to purchase insurance to protect itself 
from having to pay out an excessive amount in claims.

According to the South Carolina Department of Insurance’s petition 
filed for Oceanus’ liquidation, Oceanus has no reinsurance for policy 
years prior to 2014-2015. For the 2014-2015 and 2015-2016 policy 
years, Oceanus is responsible for the first $450,000 of any claim. 
For the 2016-2017 policy years, Oceanus is responsible for the first 
$350,000 of any claim. As you can see, having reinsurance does not 

 Combined Ratio Industry Average

2012 85.5 93.9

2013 115.3 92.8

2014 135.7 92.3

2015 130.8 104.5

2016 156.7 102.9
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necessarily eliminate a policyholder’s entire potential financial risk if 
an insurance company is unable to pay claims.

The Danger of Paying too Little for Insurance
To stay in business, pay the claims of its policyholders, and cover its 
expenses, an insurance company must charge an adequate premium. 
If it doesn’t, it won’t survive. It turns out you can pay too little for 
your malpractice insurance.

Anesthesia-related claims can be very large. You expect that your 
insurance company will be around to defend you and pay any 
settlements or judgments that you incur. For this reason, you want 
an insurance company that charges premiums that are adequate to 
cover its claim payments and expenses now and into the future. 
Because of this, price should never be the most important factor 
when buying a malpractice policy.

In most states, a CRNA malpractice policy provides a $1 million 
per occurrence limit and a $3 million aggregate policy limit. 
Consider two insurance companies—one that charges $2,000 for 
its policies and another that charges $4,000. For the company that 
charges $2,000 for its policies, it must write at least 500 policies 
(1,000,000/$2,000) to pay for a single $1 million per occurrence 

limit claim, and that wouldn’t include any of the insurance 
company’s other expenses. 

The company that writes its policies for $4,000 only has to write 
half as many policies (250) and takes on half the risk as its cheaper 
competitor. To explain, in writing 500 policies, the company that 
only charges $2,000 now has the potential exposure of having to 
pay out $500 million (500 policies x $1,000,000) for per occurrence 
limits claims. When you then consider the aggregate policy limit ($3 
million per policy), the cheaper company’s total potential exposure is 
actually $1.5 billion (500 policies x $3 million). The total exposure 
for per occurrence claims for the company that charges $4,000 
for its policies is only $250 million, and $750 million for its total 
aggregate exposure. And remember, at this point, each company has 
only collected $1 million in premiums.

Realistically, no malpractice insurance company will ever have to 
pay claims out on all of its policies. In addition, most malpractice 
insurers take steps to reduce their exposure by purchasing 
reinsurance, but the purchase of reinsurance comes with a cost, 
which reduces the funds available to pay claims. Eventually, every 
insurance company has to pay some claims. How sure are you of your 
insurance company’s ability to pay claims now and in the future? ■
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