New Jersey Schools Insurance Group
6000 Midlantic Drive, Suite 300 North
Mount Laurel, New Jersey 08054
(609) 386-6060 ¢ FAX (609) 386-8877
WWW.njsig.org

Board of Trustees Meeting of October 24, 2017
Action Item
NJSIG Financial Audit as of June 30, 2017

Representatives from Nisivoccia will be presenting NJSIG’s 06/30/2017 draft
tinancial audit report at this meeting. Please find the attached draft audit report for
your review and approval. After board resolution, the final audit report will be posted
on NJSIG’s website and submitted to NJ Department of Banking and Insurance

(DOBI).

Recommended Resolution: to approve the financial statements and audit report as
presented by Nisivoccia for the 2016/2017 fund yeat.

Michele Carosi

Michele Carosi, Comptroller
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September 23, 2017

The Honorable Chairperson and Members
of the Board of Trustees

New Jersey Schools Insurance Group

Mount Laurel, New Jersey

We have audited, i accordance with auditing standards generally aceepted in the United States of America,
audit requirements prescribed by the Division of Local Government Services, Department of Community
Affairs, State of New Jersey, and Government Auditing Standards 1ssued by the Comptroller General of the
United States, the financial statements of the New Jersgy Schools Insurance Group (the “Group™) for the
fiscal year ended June 30, 2017, and have 1ssued our repest thergon dated September 23, 2017,

As part of our audit, we performed procedures required by the New Jersey Department of Community
Affairs, Division of Local Government Services. :and g findinigs and results thereof are disclosed on the
following pages. This letter does not affect our report dated September 23, 2017 on the financial statements
of the Group.

We will review the status of any comments made during our next audit engagement. We have already
discussed any comments and suggesijong fnade Wwith various management personnel, and we will be pleased
to discuss them in further detailat your cenvenience or to perform any additional study of these matters, or to
assist you m implementing i it

This report is intended
trustees and managemen :
Government Services and the Jersey Department of Banking and Insurance. However, this report is a
matter of public record and its distribution is not limited.

NISIVOCCIA LLP

Valerie A. Dolan
Licensed Public School Accountant #2526
Certified Public Accountant

wwWw.nisivoccia.com
Independent Member of BKR Intemational



NEW JERSEY SCHOOLS INSURANCE GROUP
COMMENTS AND RECOMMENDATIONS

Management Suggestions

Economic Conditions and their Effect on Operations

The prolonged period of low interest rates we are experiencing has negatively affected the Group’s
investment yield and as a result Net Position. Investment income has declined from a high of more than
$7.400,000 in 2008 to approximately $1,332,620 in 2017.

Governmental Accounting Standards Board Statements

The next Governmental Accounting Standards Board (“GASB™) statement which will have a significant
impact on the Group will be GASB No. 75, dccounting and Financial Reporting for Postemplovment
Benefits Other than Pensions, which will be effective for the fiscal yeapanding June 30, 2018. This standard
replaces GASB No. 45, dccounting and Financial Reporting for Postemployment Benefits Other than
Pensions. It 1s similar to GASB Statement No. 08, dccounting and Finiancial Reporting for Pensions in that
successful implementation of this standard will require the provision ¢f certain key financial and non-
financial information from the New Jersey Division of Pensions.

Investments
As of June 30, 2017 the Group did not hold aneinvestments: We would suggest that the Group review

investment’s available to the Group to maxumize their investment income in accordance with the cash
management policy.

Status of Prior Year Comments and Recommendations

There were no recommendations in
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Independent Auditors' Report

The Honorable Chairperson and Members
of the Board of Trustecs

New Jersey Schools Insurance Group

Mount Laurel, New Jersey

Report on the Financial Statements

We have audited the accompanying financial statements of the MNew Jersey Schools Insurance Group (the
“Group™) as of and for the fiscal years ended June 30, 2017 and June 30, 2016, and the related notes to the
financial statements, which collectively comprise the Group’s basic financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

Management i1s responsible for the preparation and iais-presentation of these financial statements in
accordance with accounting principles generally accepted in tiie United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of

financial statements that are free fromataterial smisstateinent, whether due to fraud or error.

Auditor’s Responsibility

rese financial statements based on our audits. We conducted our
dards generally accepted in the United States of America, audit
of Local Government Services, Department of Community Affairs,
State of New Jersey, and - s applicable to financial audits contained in Government duditing
Standards, 1ssued by the Comptraller General of the United States. Those standards require that we plan and
perform the audits to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

Our responsibility is to ex;
audits in accordance w
requirements prescribed by

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers mternal control relevant to the Group’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as
well ag evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

www.nisivoccia.com
Independent Member of BKR Intemational
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The Honorable Chairperson and Members
of the Board of Trustees

New Jersey Schools Insurance Group
Page 2

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the tinancial
position of the Group as of June 30 2017 and June 30, 2016, and the changes in financial position and cash
flows thereof for the fiscal years then ended in accordance with accounting principles generally accepted in the
United States of America.

Other Matters
Regquired Supplementary Information

Accounting principles generally accepted mn the United States of America require that the Management’s
Discussion and Analysis, Schedule of Group’s Proportionate Share of this Net Pension Liability and Schedule
of Group Contributions and the related notes; and the accompanying Reconciliation of Claims Liabilities by
Fund and Ten-Year Claims Development Information Schedules be presented to supplement the basic
financial statements. Such information, although not a part of the basic finaneial statements, is required by the
Governmental Accounting Standards Board who considers # {0 be an essenfidf part of financial reporting for
placing the basic financial statements in an appropriate ogierational; economic, or historical context. We have
applied certain limited procedures to the required supplementasy information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the informaticn snd comparing the information for consistency with
management’s responses to our inquiries, the basig financisl statements, and other knowledge we obtained
during our audit of the basic financial statements. We de not express an opinion or provide any assurance on
the information because the limited precsdisees do st provide us with sufficient evidence to express an
opimion or provide any assurance.

Other Reporting Required by Governi udifing Standards

mdards, we have also issued our report dated September 23, 2017
nal ¢entrol over financial reporting and on our tests of its compliance
, contracts, and grant agreements and other matters. The purpose of

In accordance with Governg

that report is to describe the g

and the results of that testing, a5 io provide an opinion on internal control over financial reporting or on
compliance. That report is an intégral part of an audit performed in accordance with Government Auditing
Standards in considering the Group's internal control over financial reporting and compliance.

Mount Arlington, New Jersey NISIVOCCIA LLP
September 23, 2017

Valerie A. Dolan
Licensed Public School Accountant #2526
Certified Public Accountant



New Jersey Schools Insurance Group
Management’s Discussion and Analysis
(Unaudited)

This section of the annual financial report of the Group presents a discussion and analysis of the financial performance
of the Group for the fiscal years ended June 30, 2017 and 2016. Please read it in conjunction with the basic financial
statements, the notes, and the supplementary schedules that follow this section.

Overview of Basic Financial Statements

The Group’s basic financial statements are prepared on the basis of accounting principles generally accepted in the
United States of America for governmental entities and insurance enterprises where applicable. The primary purpose of
the Group is to administer a program of self funding and reinsurance to provide protection to members primarily in the
arcas of workers’ compensation, general liability, property, errors and omissions, and crime coverage. The basic
financial statements are presented on an accrual basis of accounting. The three basic financial statements presented are
as follows:

Statement of Net Position - This statement presents information reflecting the Group's assets, labilities, deferred
outflows and inflows of resources, and net position. Net position represgnts the amount of total assets and deferred
outflows of resources less total liabilities and deferred inflows of resourges:

Statement of Revenue, Expenses, and Changes in Net Position — This statement reflects the Group’s operating revenues
and expenses, as well as non-operating items during the reportisig period. The change in net position for an enterprise
fund 1s similar to net profit or loss for any other msurance company.

Statement of Cash Flows — The statement of cash flows is presented on the direct method of reporting, which reflects
cash flows from operating and investing activities. Cash collections and payments are reflected in this statement to
arrive at the net increase or decrease in cash and cash cquivalents for the fiscal year.




New Jersey Schools Insurance Group
Management’s Discussion and Analysis
(Unaudited)

Financial Highlights

The following tables summarize the financial position and results of operations for the Group as of and for the fiscal
years ended June 30, 2017, 2016 and 2015.

Summary Statement of Net Position

2016/2017 2015/2016
Percent Percent
2017 2016 Change 2015 Change
Assets:
Cash and Cash Equivalents
and Investments $ 325,631,556 § 305,785,525 6.49% % 287,673,393 6.30%
Other Assets 2.367.09 4,437,325 -46.65% 6,646,713 -33.24%
Capital Assets 774,210 791,566 =1 19% 305,983 158.70%
Total Assets 328,772,862 311,014416 5.2 294,626,089 5.56%
Deferred Outflow of Resources 7,185,341 343024 109.46% 946,598 262.39%
Liabilities:
Loss Reserves 218,935,000 218,760,544 0.08% 214,919,588 1.79%
Other Liabilities 17,525,621 11339772 54.55% 10,424,806 8.78%
Total Current Liabilitics 236,460,621 230,196,766 2.76% 225,344,394 2.11%
Long-Term Liabilities :

Net Pension Liability 26.713.990 15.866,572 30.55% 12,186,706 30.20%
Total Long-Term Liabilities 15.866,572 30.55% 12,186,706 30.20%
Total Liabilitics 245,967,338 237,531,100 3.55%
Deferred Inflow of Resource 255,104 -52.58% 726,261 -64.87%
Net Position:

Invested in Capital Assets 74,210 791,566 -2.19% 305,983 158.70%
Unrestricted 77,888,420 67,430,798 15.51% 57,009,343 18.28%
Net Position - Unrestricted $ 78662630 § 687222364 15.30% $§ 57315326 19.03%




New Jersey Schools Insurance Group
Management’s Discussion and Analysis
(Unaudited)

Summary Statement of Revenue, Expenses, and Changes in Net Position

2016/2017 2015/2016
Percent Percent
2017 2016 Change 2015 Change
Operating Revenue:
Assessments and Other Income $ 130479173  § 124,023 823 5.20% % 123,173,076 0.69%
Operating Expenses:
Provision for Clamms and Claim
Adjustment Expense 52,283,259 51,920,304 0.70% 63367392 -18.06%
Reinsurance Premiums 32280231 32.261.555 0.06% 29099924 10.86%
Salaries & Fringe Benefits 9,995,917 8, 784418 13.79% 8.267.768 6.25%
Agent Commissions 14,826,534 14,873 464 1.04% 15,133,038 -3.04%
Safety Grant Expense 8,500,000 5,000,000 182:33% 2,200,000 36.36%
Professional & Contractual Services 2,725,595 2488127 9.54% 2,436,250 2.13%
Other 390,952 57577 6.36% 312,127 17.77%
Depreciation 369039 4690.736 -21.44% 369371 27.17%
Total Operating Expenses 121,371,527 115:265,181 6.50% 121,185,870 -5.96%
Operating Income/(Loss) 5,187,646 10,058,642 -9.45% 1,987,206 406.17%
Investment Income 1332620 848.396 57.08% 931,484 -8.92%
Change in Net Position $ 10,907,038 -4.28% § 2918690 273.70%

Net Position increased primarily as a
the amount of increases in operating expenses.

Economic Conditions

ult of increases in assessment income and interest income that was greater than

The Group continues to be subject to inflationary trends in insurance and claim costs. The Group will continue to
monitor its claims and work with its members via the safety program to minimize the number and severity of claims.



New Jersey Schools Insurance Group
Management’s Discussion and Analysis
(Unaudited)

Capital Assets

More detailed information about the District’s capital assets are presented in Note 10 to the financial statements.

Capital Assets (Net of Depreciation)

Busmess-Type Activities Percent
Change
2017 2016 2016-2017
Furniture and Equipment $ 774210 8§ 791,566 -2.19%
Total $ 774,210 5 191,566 -2.19%

e The Group’s capital assets decreased $17,335, or 2.1996 Which is a result of the acquisition of assets of
$351,683 net of the annual depreciation of $362.039.

Long Term Liabilities

More detailed information about the Distriet’s long-term liahilities is presented in Note 7 to the financial statements.

Change
2017 2016 2016-2017
Net Pension Liabili $ 20,713,990 § 15.866,572 30.55%

¢ The hability for the n
reporting requirements.

sion liability increased $4.847,418 which was primarily a result of GASB 68

Contacting the Group’s Financial Management

This financial report is designed to provide the Group’s members, oversight entities and creditors with a general
overview of the Group’s finances and to demonstrate the Group’s accountability for the money it receives. If you have
questions about this report or need additional financial information, contact the Executive Director’s Office, 6000
Midlantic Drive, Mount Laurel, New Jersey 08054.
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NEW JERSEY SCHOOLS INSURANCE GROUP

STATEMENT OF NET POSTTION

June 30,
2017 2016
ASSETS:
Current Assets:
Cash and Cash Equivalents $ 325,631,556 265,785,525
Investments 40,000,000
Accrued Interest and Dividends 477,322
Assessment Receivable, Net 1,467,213 2,647,679
Remsurance Recervable 499,271
Prepaid Expenses and Other Assets 400,612 1,312,324
Total Current Assets 327,998,652 310,222,850
Long-Term Assets:
Capital Assets (Net of Accumulated Depreciation
of $548,391 and $555,569 for 2017 and 2016, respecticiy) 774,210 791,566
Total Long-Term Assets 774,210 791,566
Total Assets 328,772,862 311,014,416
DEFERRED OUTFLOWS OF RESOURCES
Changes in Assumptions - Pensions 4,290,832 1,703,943
Difference in Expected and Actual:Experience - Pension 385,217 378,521
Changes in Proportions - Pensions 1,056,205 1,347,926
Net Difference Between Pr
Earnings - Pension 789,843
Contributions Subseque nt Date 663,244
Total Deferred Outflows of Re 7,185,341 3,430,390
LIABILITIES:
Curent Liabilitics:
Loss Reserves 218,935,000 218,760,994
Unecamed Asscssments 418,661 1,606,448
Reinsurance Payable 35,689
Accounts Payable and Accrued Expenses 5,186,120 3,900,341
Safety Grant Payable 11,920,840 5,797,294
Total Current Liabilities 236,460,621 230,100,766
Long-Term Liabilities:
Net Pension Liability 20,713,990 15,866,572
Total Long-Term Liabilitics 20,713,990 15,866,572
Total Liabilities 257,174,611 245,967,338




NEW JERSEY SCHOOLS INSURANCE GROUP
STATEMENT OF NET POSTTION

June 30,
2017 2016

DEFERRED INFLOWS OF RESOURCES

Net Difference Between Projected and Actual Investment

Earnings - Pensions $ 255,104

Changes in Proportion - Pensions $ 120,962
Total Deferred Inflows of Resources 120,962 255,104
NET POSTTION:

Investment m Capital Assets 774,210 791,566

Unrestricted 77,888,420 67,430,798
Total Net Position $ 78,662,630 $ 68,222,364

THE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS ARE
AN INTEGRAL PART OF THIS STATEMENT



NEW JERSEY SCHOOLS INSURANCE GROUP

STATEMENT OF REVENUE., EXPENSES AND CHANGES IN NET POSITION

Operating Revenue:
Assessments from Participating Members
Claims Servicing Revenue
Other Income

Total Operating Revenue

Operating Expenses:
Provision for Claims and Claim Adjustment Expense
Reinsurance Premiums
Salaries and Fringe Benefits
Agent Commissions
Safety Grant Expense
Management Fees
Office Expenses
Consulting and Professional Fees
Travel and Meeting Expense
Other
Depreciation

Total Operating Expense

Operating Income

Non-Operating Revenue:
Investment Income

Total Non-Operating Revenue
Change in Net Position

Net Position - Beginning of Year

Net Position - End of Year

THE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS ARE

For the Fiscal Year Ended June 30,

2017 2016
129,697,236 123,998,389
17,749 13,945
764,188 11,489
130,479,173 124,023,823
52,283,259 51,920,304
32,280,231 32,261,555
5,995,917 8,784,418
14,826,534 14,673,464
8,500,000 3,000,000
675,000 675,000
1,274,609 1,023,520
654,918 616,145
121,068 173,462
390,952 367,577
369,039 469,736
121,371,527 113,965,181
9,107,646 10,058,642
1,332,620 848,396
1,332,620 848,396
10,440,266 10,907,038
68,222,364 57,315,326
78,662,630 68,222,364

AN INTEGRAIL PART OF THIS STATEMENT
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NEW JERSEY SCHOOLS INSURANCE GROUP

STATEMENT OF CASH FLOWS

Cash Flows from Operating Activities:
Assessments Received
Reinsurance Premiums Paid
Claims Paid
Operating Expenses Paid
Salaries and Fringe Benefits
Other Income Received

Net Cash Provided by/(Used) for Operating Activities
Cash Flows from Investing Activities:

Proceeds from the Sales and Maturities of Investment Securities
Interest and Dividends on Investments

Net Cash Provided by/(Used) for Investing Activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of Year

Cash and Cash Equivalents - End of Year

Reconcilation of Operating Income to Nat Cash Provided byilsed)
for Operating Activities:

Operating Income
Adjustments to Reconcil Net Cash
Provided by/(UsedY

Depreciation

Changes in Assets and 55
(Increase)/Decrease in
Assessment Receivable
Reinsurance Receivable
Prepaid Expenses and Other Assets
Change in Assumptions - Pensions
Difference in Expected and Actual Experience - Pension
Changes in Proportions - Pensions
Net Difference Between Projected and Actual Investment
Earnings - Pension
Changes in Proportion- Pensions

For the Fiscal Year Ended June 30,

2017

2016

$

129,689,915
(32,280,231)
(52,109,253)
(18,657,004)

$

123,771,337

(32,261,555)
(48,078,898)
(17,806,169)

(9,037,592) (8,059,501)
781,937 25,434
18,387,772 17,590,648
39,648,317 141,969,058
1,809,942 1,476,803
41,458,259 143,445,861
59,846,031 161,036,509
265,785,525 104,749,016
$ 325631556  § 265,785,525
$ 9107646 $ 10,058,642
369,039 469,736
1,180,466 (278,030)
(499.271) 2,059,120
911,712 (200,109)
(2,586,889) (1,320,728)
(6,696) (378,521)
291,721
(789,843)
(663,244) (784,543)

-11-



NEW JERSEY SCHOOLS INSURANCE GROUP
STATEMENT OF CASH FLOWS

For the Fiscal Year Ended June 30,

2017 2016
Adjustments to Reconcile Operating Income to Net Cash
Provided by/(Used) for Operating Activities:
Changes in Assets and Liabilities:
Increase/(Decrease) in Liabilities:
Accounts Payable and Accrued Expenses $ 1,285,779 h (166,633)
Safety Grant Payable 6,123,546 994 932
Reinsurance Payable (35,689) 35,689
Change in Loss Reserves 174,006 3,841,406
Unearned Assessments (1,187,787) 50,978
Net Pension Liability 4. 847418 3,679,866
Changes in Proportion - Pensions 120,962
Net Difference Between Projected and Actual Investment
Earnings - Pension K (255,104) (471,157
Net Cash Provided by/(Used) for Operating Activities $ 18,387,772 $ 17,590,648

THE ACCOMPANYING NOTES TO FINANCIAL STATEMENTS ARE
AN INTEGRAL PART OF THIS STATEMENT

-12-



NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017

NOTE 1: NATURE OF OPERATIONS

The New Jerscy Schools Insurance Group (the "Group") was created on October 3, 1983, in
accordance with the New Jersey statutes (NJSA 18A:18b-1 et seq). The bylaws of the Group, as
supplemented by the Risk Management Plan, set forth the various procedures which are to be
followed in the organization, administration and operation of the Group. During the year ended
June 30, 2014 the Bylaws were amended changing the name from New Jersey School Boards
Association Insurance Group to New Jersey Schools Insurance Group.

The Group provides coverage for workers” compensation, general and automobile liability physical
damage, property, errors and omissions and crime. The Group uses reinsurance agreements to

reduce its exposure to large losses on the types of coverages.

A summary of the risk amounts retained by the Group, by ine of coverage, are as follows:

Line of Coverage Retention

Workers' compensation $1,008,800 pes sceurrence for fund vears 2004 to 2017,
$350,000 per occurrence for fund years 1992 to 2002,
and $500,000 per occurance for fund years 1986 to 1991
and 2083 For periods prior to 1987, annual aggregate
retefition based on minimum varying percentages of
stapdard earned premmum.

General liability and automiob:

$500,000 per occurrence for fund years 2003 to 2017,
$100,000 per occurrence for fund years 1999 to 2002,
$250,000 per occurrence for fund years 1988 to 1998,

and $200,000 per occurrence for periods prior to fund
year 1988.

$1,000,000 per occurrence for fund years 2002 to 2017,

Property
$150,000 per occurrence for fund years 1989 to 2001,
and $250,000 per occurrence for periods prior to fund
year 1989.

Crime $100,000 per occurrence

In, addition, there are aggregate retentions applicable to losses in excess of the per occurrence
retentions. For fund years 1994 to 1998 the aggregate retention is $250,000 for general and
automobile liability losses and $350,000 for workers’ compensation losses. For fund years 1999 to
2002, the aggregate retention is $100,000 for general and automobile liability and $350,000
workers’ compensation losses. For fund years 2003 to 2008 the aggregate retention is $500,000 for
general and automobile liability and workers” compensation losses. For fund years 2003 to 2008
there was an additional one time, inner aggregate retention of $300,000 excess of the $500,000
retention for general and automobile liability.

-13-



NOTE 1:

NOTE 2:

NEW JERSEY SCHOOL.S INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017
(Continued)

NATURE OF OPERATIONS (Cont’d)

The Group also writes policies covering umbrella liability, equipment breakdown, cyber lability,
supplemental indemnity, environmental, and crisis management. All of which are ceded 100% to
remsurance. The errors and omissions prior to 2004, and 2008 to 2017, was ceded 100% to
reinsurance. During 2004 to 2008, the Group had a $1,000,000 retention.

During the fiscal year ended June 30, 2017 there were 413 New Jersey School Districts that were
members of the Group.

The Group members are subject to supplemental assessments in the event of deficiencies. If the
assets of the Group were to be exhausted, members would be responsible for the Group’s liabilities.
The Group considers investment income when determining ifa-delinquency exists.

The Group also provides claims processing services fot sevizal New Jersey School Districts. The
Group does not retain any risk for these school districts. The: Group had revenue from these
services of $17,749 and $13,945 during the fiscal years ended June 30, 2017 and 2016,
respectively.

Brokerage of policies is administered by Willis-®e Pooling under contract with the Group. The
Group administers the billings to membsgs.

SUMMARY OF SIGNIFICANT ACCOLUNTING POLICIES

The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing government acessunting and {inancial reporting principles. The more significant of the
Group’s accounting poligiss are described bélaw.

Reporting Entity

s Board ("GASB"™) Codification Section 2100, "Defining the
establishes standards to determine whether a governmental
icluded in the financial reporting entity. Component units are legally
vhich the elected officials of the primary government are financially
accountable. In ad i, component units can be other organizations for which the nature and
significance of their relationship with a primary government are such that exclusion would cause
the reporting entity's financial statements to be misleading. The primary government is financially
accountable if it appoints a voting majority of the organization's governing body and (1) it is able
to impose its will on that organization or (2) there is a potential for the organization to provide
specific financial benefits to. or impose specific financial burdens on, the primary government. A
legally separate, tax-exempt orgamization should be reported as a component unit of a reporting
entity if all of the following criteria are met: (1) The economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the primary
government, its component units, or its constituents. (2) The primary government, or its
component units, is entitled to, or has the ability to otherwise access, a majority of the economic
resources received or held by the separate organization. (3). The economic resources received or
held by an individual organization that the specific primary government, or its component units, 18
entitled to, or has the ability to otherwise access, are significant to that primary government. The
combined financial statements mclude all funds of the Group over which the Group exercises
operating control. There were no additional entitics required to be mcluded in the reporting entity
under the criteria as described above, in the current fiscal year. Furthermore, the Group is not
includable in any other reporting entity on the basis of such criteria.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Basis of Accounting

The Group utilizes the accrual basis of accounting whereby revenue is recorded as carned and
expenses are reflected as the liability is incurred. The Group utilizes total economic resources as
their measurement focus. Operating revenue, such as charges for services, result from exchange
transactions associated with the principal activity of the Group. Exchange transactions are those in
which each party receives and gives up essentially equal value. Nonoperating revenue, such as
subsidies and investment earnings, results from nonexchange transactions or ancillary activities.
Nonexchange transactions, in which the Group gives or receives value without directly receiving or
giving equal value in exchange, generally do not occur, with the exception of investment earnings.

Investments

The Group generally records investments at fair value and records the unrealized gains and losses
as part of investment income. Fair value is the grice that would be received to sell an investment in
an orderly transaction between market participanits at ie measurement date. The Group categorizes
its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. The hierarchy is-based on thevaluation inputs used to measure the fair value
of the asset. Level 1 inputs are quoted prices spactive warkets for identical assets; Level 2 inputs
are significant other observable inputs; Level 2 mpuis are signiicant unobservable mputs.

Income 'l'axes

The Group 1s a tax-exempt ization and not subject to either federal or state income taxes.

Assessments

ent 1s determined by the actuary and when combined with expense
onstitutes the Group’s budget. Assessments for participating School
Districts are dete *by underwriting criteria established by the Executive Committee.
Assessments are recognized over the course of the year for which coverage is being provided.

Assessments Receivable

Assessments receivable are unsecured and non-interest bearing and are recorded when invoices are
issued and are presented in the statement of net position. The Group recorded a reserve against
assessments receivables as of June 30, 2017 and 2016, in the amount of $368,792 and $369,314
respectively. Payments of assessments recervable are allocated to specific invoices identified on the
member’s invoice or if unspecified, they are applied “on account” to the member until
identification is received from the member. Assessments receivable are written off when they are
determined to be uncollectible.

Assessments Earned

Assessments carned are recognized on a daily pro rata basis over the term of the policy.
Assessments applicable to the unexpired terms of the pelicies in force are reported as a liability and
classified as unearned assessments at the balance sheet date.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)

Unpaid Claims [ .i1abilities

The Group establishes claims liabilities based on estimates of the ultimate cost of claims that have
been reported but not settled, and of claims that have been incurred but not reported. The length of
time for which such costs must be estimated varies depending on the coverage involved. Estimated
amounts of salvage and subrogation and reinsurance recoverable on unpaid claims are deducted
from the liability for unpaid claims. Because actual claims costs depend on such complex factors as
mtlation, changes in doctrines of legal liability, and damage awards, the process used in computing
claims liabilities does not necessarily result in an exact amount, particularly for coverages such as
workers compensation. Claims liabilities are recomputed pesigidically using a variety of actuarial
and statistical techniques to produce current estimates: that reflect recent scttlements, claim
frequency, and other economic and social factors. A provision for inflation in the calculation of
estimated future claims costs 1s implicit in the calculation because reliance 1s placed both on actual
historical data that reflect past inflation and on othicr factors that aig considered to be appropriate
modifiers of past experience. The Group does mot discount estimated claim liabilities. Adjustments
to claim habilities are changed or credited té expensc in the periods m which they are made.
Salvage and Subrogation, excluding reinsurance recaveries, are recognized as a reduction of claim
payments upon receipt of cash. During the fiscal yearended June 30, 2017 and 2016 subrogation
was $1,110,218 and $1,237,058, respectively.

Reinsurance

The Group uses reinsurasice agreeaients to texduce its exposure to large losses on certamn types of
msured events. Relnsura its recuvery of a portion of losses from reinsurers, although it
does not discharge, = ab111ty of the Group as direct insurer of the risks reinsured. The
as liabilities unless it is probable that those risks will not be
educted against claims expense as of June 30, 2017 and 2016
11,227,704 and $19,123.139, respectively.

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.

Pensions

For purposes of measuring the net pension liabihity, deferred outtlows of resources and deferred
inflows of resources related to pensions, and pension expense, information about the fiduciary net
position of the State of New Jersey Public Employees’ Retirement System (PERS) and additions
to/deductions from the PERS's net position have been determined on the same basis as they are
reported by the PERS. For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms. Pension
Plan mvestments are reported at fair value.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 3: RESERVES FOR UNPAID CLAIMS AND ALT.OCATED ADJUSTMENT EXPENSE

The liability for unpaid losses and loss adjustment expenses represents an estimate of the ultimate
net cost of all losses and loss adjustment expenses incurred but not yet paid as of June 30, 2017.
This estimate is based on the estimated ultimate cost of settling the claims considering the
historical experience of the Group, various other industry statistics, including the effects of
inflation and other societal or economic factors, and the Group's self-insured retention level.
Management believes that the liability for unpaid losses is adequate to cover the ultimate cost of
reported and unreported claims incurred but not yet paid. However, the ultimate cost may be more
or less than the estimated hability. The unpaid losses are stated net of any recoveries from excess-
loss insurance and reinsurance coverages.

The Group has created a loss reserve for any reported and_ gotential unreported losses which have
taken place but in which the Group has not recerved notizes er reports of losses. Loss reserves, at
June 30, 2017 and 2016 which have been estimated by*the Grotip's Actuary and the Internal Claims
Department, are as follows:

2017 2016
Case Reserves $ 120,678,000 $ 122.981.000
Losses Incurred but not Reported 98.257.000 95.779.994
Total Loss Reserves $ 218,935,000 $ 218,760,994

The following represents: changes m the agere gate reserves for the Group

2017 2016

ment Expenses,

Unpaid Claims a
islek $ 218,760,994 $ 214.919.588

Provision for Ins nts of the Current Period 72.028.100 66,247,665

(Decrease)/Increa Provision for Insured
Events of Prior Years (19,744 841) (14,327.361)
Total Incurred Claims and Claim Adjustment Expenses 52,283,259 51,920,304
Payments:
Claims and Claim Adjustment Expenses Attributable to
Insured Events of the Current Period 14,798,100 13.283.259
Claims and Claim Adjustment Expenses Attributable to
Insuranced Events of Prior Years 37.311.153 34,795,639
Total Payments 52,109,253 43,078,898

Total Unpaid Clams and Clam Adjustment Expenses,
End of Year $ 218,935,000 $ 218760994
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NOTE 3:

NOTE 4:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2017
(Continued)

RESERVES FOR UNPAID CT.AIMS AND AILTOCATED ADJUSTMENT EXPENSE (Cont’d)

The Group maintains contracts for msurance including excess insurance covering losses in excess
of an amount established between the Group and the insurer up to the limits of coverage sct forth in
the contract on a specific occurrence, or per accident or annual aggregate basis.

A contingent liability exists with respect to insurance coverage which would become an actual

liability in the event the insuring companies, or any of them, might be unable to meet their
obligations to the Group under existing reinsurance agreements.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include petty cash, change funds, amounts in deposits, and short-term
mvestments with original maturities of three months or less.

GASB requires disclosure of the level of custedial credit risk assumed by the Group in its cash,
cash equivalents and investments, if those items arg uninsured or unregistered. Custodial credit
risk 1s the risk that in the event of a bank failure, the sovernment’s deposits may not be returned.

Interest Rate Risk - In accordance witly its cash-management plan, the Group ensures that any
deposit or investment matures within the time périod tiiat approximates the prospective need for the
funds, deposited or invested.so that there 1s not a risk to the market value of such deposits or
mmvestments.

Credit Risk - The Group 4
which are those pe

s investments to those authorized i its cash management plan
tate statute as detailed in Note 5.

policy with respect to custodial credit risk requires that the
h and cash equivalents are only deposited in financial institutions in
funds are permitted to invest their cash and cash equivalents.

New Jersey statutes es that the Group deposit public funds in public depositories located in
New Jersey which are insured by the Federal Deposit Insurance Corporation, the Federal Savings
and Loan Insurance Corporation, or by any other agency of the United States that insures deposits
made in public depositories. The Group is also permitted to deposit public funds in the State of
New Jersey Cash Management Fund.

New Jersey statutes require public depositories to maintain collateral for deposits of public funds
that exceed depository insurance limits as tollows:

The market value of the collateral must equal at least 5% of the average daily balance of
collected public funds on deposit, and

In addition to the above collateral requirement, if the public funds deposited exceed 75% of the
capital funds of the depository, the depository must provide collateral having a market value at
least equal to 100% of the amount exceeding 75%.

All collateral must be deposited with the Federal Reserve Bank, the Federal Home Loan Bank or
a banking institution that is a member of the Federal Reserve System and has capital funds of not
less than $25,000,000.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 4: CASH AND CASH EQUIVAILENTS (Cont’d)

As of June 30, 2017 and 2016 cash and cash equivalents of the Group consisted of the following:

2017 2016
New Jersey Cash Management Fund $ 325578 $ 323,785
Petty Cash 183 300
Concentration and Checking Accounts d 325305795 265.461,440

$ 325.631.356 $ 263,785,525

The carrying amount of the Group's cash and cash equivalents at June 30, 2017 was $325,631,556
and the bank balance was $327,892,450. The New Jersey Cash Management funds are unregistered
and uninsured.

The carrying amount of the Group's cash and cash equivalents at June 30, 2016 was $265,785,525
and the bank balance was $268,575,733, The New Jersey Cash Management funds are unregistered
and uninsured.

NOTE 5: INVESTMENTS

New Jersey statutes permit the Group to purchase the following types of securities:

(1

(2)
3)

(4)

(5)

(6)

(7)

(8)

Bonds or other obligations of the United States of America or obligations guaranteed by
the United Statesof America;

“date of purchase, provided that such obligation bears a fixed rate of
interest no fident on any index or other external factor;

Bonds or other obligations of local units or bonds or other obligations of school districts
of which the local units are part or within which the school district is located,

Bonds or other obligations, having a maturity date not more than 397 days from the date
of purchase, approved by the Division of Local Government Services in the Department
of Community Affairs for investment by local units;

Local government investment pools;

Deposits with the State of New Jersey Cash Management Fund established pursuant to
section 1 of P.L. 1977, ¢.281 (C.52:18A-90.4); or

Agreements for the repurchase of fully collateralized securities if:

(a) the underlying securities are permitted investments pursuant to paragraphs (1) and
(3) above,
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NOTE 5:

NOTE é6:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

INVESTMENTS (Cont’d)

(b) the custody of collateral 1s transterred to a third party;
(c¢) the maturity of the agreement is not more than 30 days;

(d) the underlying securities are purchased through a public depository as defined in
section 1 of P.L. 1970, ¢.236 (C.17:9-41), and

(¢) a master repurchase agreement providing for the custody and security of collateral is
executed.

(9)  Debt obligations of federal agencies or governmeiit corporations with maturities not to
exceed 10 years from the date of purchase, excluding mortgage backed or derivative
obligations, provided that the investments age purchased through the State Division of
Investment and are invested consistent with the rules and regulations of the State
Investment Council.

The investments are held by the Group’s custgdial bank trust department in the Group’s name.
The bank’s trust department is also its agent mm purchasing and selling the securitics. The
investments are uninsured and unregigiered. All of the funds held by the custodial bank are held
in a fiduciary account in the Group’s name, and arc backed by the full faith credit of the U.S.
Government. As such, they are protected infhe event of the bankruptey of the bank. The Group
did not hold any Investments 35 of Jong 30,2017 and the Investments as of June 30, 2016
consisted of the following

Balance
June 30, 2016
$ 20,000,000 24.00
20,000,000 24.00
$ 40,000,000 24.00

The Group does not currently hold any investments as of June 30, 2017.
SAFETY GRANT

During the fiscal year ended June 30, 2009, the Group approved a new safety grant program to the
membership of the Group. The Group recognizes that in this current climate of tightening school
budgets it has become increasingly difficult to spend money on safety. In an effort to help
alleviate this problem, the Group approved this grant. The program is designed to help members

make safety, security and educational related purchases toward loss prevention at the membership
level.

Upon renewal, each member will be eligible for the grant amount defined by the Group’s Trustees
and allocated to sub funds and non-sub funds by the Group’s independent actuary. Each sub fund
members grant amount will be determined by its respective grant sub fund committee. The Group

developed the guidelines, application and approval process under which all members may apply
for a grant.
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NOTE é6:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

SAFETY GRANT (Cont’d)

Based on the criteria of the grant and the review of each members’ application, grants were
awarded for $3,000,000 (as of June 30, 2009), $5,000,000 (as of June 30, 2010), $4.000,000 (as of
June 30, 2011), $-0- (as of June 30, 2012), $5,175,335 (as of June 30, 2013) $1,700,000 (as of
June 30, 2014) $2,200,000 (as of June 30, 2015) $3,000,000 (as of June 30, 2016).

In fiscal year 2017, the Trustees awarded safety grants in the amount of $8,500,000, paid
$2,376,453 from the prior awarded safety grants, for which $11,920,840, is recorded as a payable
as of June 30, 2017,

The safety grants awarded as of June 30, 2017 will bg distributed as follows: $4,00,0000
distributed after 07/01/2018 to NJSIG 2016/2017 piembers of record as of 7/01/2018;
$1,500,000 distributed after 07/01/2019 to NJSIG 2817/2018 members of record as of
07/01/2019; $1.500,000 distributed after 07/01/2026 to NJSi4: 20182019 members of record
as of 07/01/2020; and $1,500,000 distributed after 07/01/202% 1o NJSIG 2019/2020 members
of record as of 07/01/2021.

NOTE 7: LONG-TERM LIABIITTTES

During the Fiscal year ended June 30, Z017 the folliwing changes occurred in liabilities reported
in the financials.

Balance Balance
/30/2016 Accrued Retired 6/30/2017

866572 $ 4847418 8 -0- $ 20,713,990

Net Pension Liabil

The Public Employees’ Retirement System’s (PERS) net pension hability of the governmental
fund types is recorded in the current and long-term liabilities and will be liquidated by the General
Fund. The current portion of the net pension liability at June 30, 2017 is $-0- and the long-term
portion is $20,713,990. See Note 8 for further information on the PERS.
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NOTE 8&:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

PENSION PLLANS (Cont’d)

The Group’s employees participate in a contributory, defined benefit public employee retirement
system, Public Employee’s Retirement System (PERS) of New Jerscy.

A. Public Employees” Retirement System (PERS)

Plan Description

The State of New Jersey, Public Employees’ Retirement System (PERS) is a cost-sharing
multiple-employer defined benetit pension plan administered by the State of New Jersey, Division
of Pensions and Benefits (the Division). For additional information about the PERS, please refer
to the Division’s Comprehensive Annual Financial Regort (CAFR) which can be found at
www. state i us/treasurv/pensions/anurprts shtml.

Benefits Provided

The vesting and benefit provisions are set by N.J.S.A: 43:15A. PERS provides retirement, death
and disability benefits. All benefits vest after ten 3ears of service. The following represents the
membership tiers for PERS:

Tier Definition
1 Members who wete enrolled prior T July 1, 2007
2 Members who wete ehigible to enell on or after July 1, 2007 and prior to November 2, 2008
3 ; ible to enroll on or after November 2, 2008 and prior to May 22, 2010
4 to enroll on or after May 22, 2010 and prior to June 28. 2011
5 to enroll on or after June 28, 2011
Service retirement bengtits of 1/55™ of final average salary for each vear of service credit is

available to Tiers 1 and 2 members upon reaching age 60 and to Tier 3 members upon reaching age
62. Service retirement benefits of 1/60™ of final average salary for each year of service credit is
available to Tier 4 members upon reaching age 62 and to Tier 5 members upon reaching age 65.
Early retirement benefits are available to Tiers 1 and 2 members before reaching age 60, to Tiers 3
and 4 with 25 or more vears of service credit betore age 62 and Tier § with 30 or more years of
service credit before age 65. Benefits are reduced by a fraction of a percent for cach month that a
member retires prior to  the age at which a member can receive full early retirement benefits in
accordance with their respective tier. Tier 1 members can receive an unreduced benefit from age
55 to age 60 if they have at least 25 years of service. Deferred retirement is available to members
who have at least 10 years of service credit and have not reached the service retirement age for the
respective tier.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 8: PENSION PLANS (Cont’d)

A. Public Emplovees” Retirement System (PERS) (Cont’d)

Contributions

The contribution policy for PERS is set by N.J.S.A. 43:15A and requires contributions by active
members and contributing members. The local employers’ contribution amounts are based on an
actuarially determined rate which includes the normal cost and unfunded accrued liability. Chapter
19, P.L.. 2009 provided an option for local employers of PERS to contribute 50% of the normal and
accrued liability contribution amounts certified for payments due in State fiscal year 2009. Such
employers will be credited with the full payment and any such amounts will not be included in their
unfunded liability. The actuaries will determine the unfunded liability of those retirement systems,
by employer, for the reduced normal and accrued liability cantributions provided under this law.
This unfunded liability will be paid by the employerin level anmual payments over a period of 15
years beginning with the payments due in the fiscal vear ended Juss: 30, 2012 and will be adjusted
by the rate of return on the actuarial value of assets. TheGroup’s contributions to PERS amounted
to $643.434 for fiscal year 2017.

The employee contribution rate was 7.20% effectivi July 1, 2016. Subsequent increases after
October 1, 2011 arc being phased in sver Zoyears eifective on each July 1% to bring the total
pension contribution rate to 7.5% of base zalary as ofduly 1, 2018.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensdons

orted a itability of $20,713,990 for its proportionate share of the
1on liability was measured as of June 30, 2016, and the total
¢ net pension liability was determined by an actuarial valuation

pension plan re
determined. At Jun 16, the Group's proportion was 0.069%, which was an decrease of
0.001% from its proportion measured as of June 30, 2015.

For the fiscal year ended June 30, 2017, the Group recognized pension expense of $2,242,860. At
June 30, 2017, the Group reported deferred outtlows of resources and deferred inflows of resources
related to pensions from the following sources:
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NOTE 8: PENSION PLANS (Cont’d)

A. Public Emplovees” Retirement System (PERS) (Cont’d)

Pension Liabilities, Pension Expense. and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions (Cont’d)

Amortization Deferred Deferred
Year of Period Outflows of Inflows of
Deferral i Years Resources  Resources

Changes m Assumptions 261 6.44 § 260379
2615 5.72 1,063,966
2016 5.57 2,966,487
4,290,832
Difference Between Expected and Actual Experience 2015 5.72 295,192
2016 5.57 90,025
385,217
Net Difference Between Projected and Aciaal 2014 5.00 (390,181)

Investment Earnings on Pension Plan Investnrents 2015 5.00 249635
2016 5.00 930,389
789,843
Changes in Proportio 2014 6.44 356,257
. 2015 5.72 699,948

2016 5.57 $ 120,962

1,056,205 120,962

Dsstrict Contribution St nt to the Mecasurement Date 2016 1.00 063,244

$7.185341 $ 120,962

Amounts reported as deferred outflows of resources and deferred inflows of resources (excluding
employer specific amounts including changes in proportion) related to pensions will be recognized
mn pension expense as follows:
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NOTE 8. PENSION PLLANS (Cont’d)

A. Public Emplovees” Retirement System (PERS) (Cont’d)

Pension Liabilities. Pension Expense. and Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions (Cont’d)

Fiscal Year
Ending June 30, Total
2017 $ 1,230,595
2018 1,230,596
2019 1,425,687
2020 1,197,786
2021 381,228

$ 5465892

Actuarial Assumptions

The total pension liability for the June 34 2076 mieasurement date was determined by an actuarial
valuation as of July 1, 2015 which was relled forward to June 30, 2016. This actuarial valuation
used the following actuarial assumpiions:

Intlation Rate 3.08%

Salary Increases:

1.65 — 4.15% based on age
2.65 —5.15% based on age
7.65%

were based on the RP-2000 Employee Pre-retirement Mortality Table
rticipants. For local employees, mortality tables are set back 2 years
for males and 7 years for females. In addition, the tables provide for future improvements in
mortality from the base year of 2013 using a generational approach based on the plan actuary’s
modified MP-2014 projection scale. Post-retirement mortality rates were based on the RP-2000
Combined Healthy Male and Female Mortality Tables (set back 1 year for males and females) for
service retirements and beneficiaries of former members and a one-year static projection based on
mortality improvement Scale AA. In addition, the tables for service retirements and beneficiaries of
former members provide for future improvements in mortality from the base year of 2013 using a
generational approach based on the plan actuary’s modified MP-2014 projection scale. Disability
retirement rates used to value disabled retirees were based on the RP-2000 Disabled Mortality Table
(set back 3 years for males and set forward one year for females).
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NOTE 8. PENSION PLLANS (Cont’d)

A. Public Emplovees” Retirement System (PERS) (Cont’d)

Actuarial Assumptions (Cont’d)

The actuarial assumptions used in the July 1, 2015 valuation were based on the results of an
actuarial experience study for the period July 1, 2011 to June 30, 2014. It is likely that future
experience will not exactly conform to these assumptions. To the extent that actual experience
deviates from these assumptions, the emerging liabilities may be higher or lower than anticipated.
The more the experience deviates, the larger the impact on future financial statements.

Long Term Expected Rate of Return

In accordance with State statute, the long-term expected rate offreturn on pension plan investments
(7.65% at June 30, 2016) is determined by the Statg Treasurer, atter consultation with the Directors
of the Division of Investments and Division of Pensions and Benefits;-the Board of Trustees and the
actuaries. The long-term expected rate of returit &as determined using a building block method in
which best-estimate ranges of expected future real rates of return (expected returns, net of pension
plan investment expense and inflation) are developed for each major asset class. These ranges are
combined to produce the long-term expected wite of rettirn by weighting the expected future real
rates of return by the target asset allocation perceatage and by adding expected inflation. Best
estimates of arithmetic real rateg 6f return for cach major asset class included in PERS’ target asset
allocation as of June 30, 2016 are summarizeg in the following table:

Long-Term
Target Expected Real
Allocation Rate of Return
5.00% 0.87%
1.50% 1.74%
[nvestment Grade Credit 8.00% 1.79%
Mortgages 2.00% 1.67%
High Yield Bonds 2.00% 4.56%
Inflation-Indexed Bonds 1.50% 3.44%
Broad U.S. Equities 26.00% 8.53%
Developed Foreign Equities 13.25% 6.83%
Emerging Market Equities 6.50% 9.95%
Private Equity 9.00% 12.40%
Hedge Funds/Absolute Return 12.50% 4.68%
Real Estate (Property) 2.00% 6.91%
Commodities 0.50% 5.45%
Global Debt ex. U.S. 5.00% -0.25%
REIT 5.25% 5.63%
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NOTE 8. PENSION PLLANS (Cont’d)

A. Public Emplovees” Retirement System (PERS) (Cont’d)

Discount Rate

The discount rate used to measure the total pension liability was 3.98% as of June 30, 2016. This
single blended discount rate was based on the long-term expected rate of return on pension plan
investments of 7.65% and a municipal bond rate of 2.85% as of June 30, 2016 based on the Bond
Buyer Go 20 Bond Municipal Bond Index which includes tax-exempt general obligation municipal
bonds with an average rating of AA/Aa or higher. The projection of cash flows used to determine the
discount rate assumed that contributions from plan members_#ill be made at the current member
contribution rates and that contributions from employers will be made based upon the confribution
rate in the most recent fiscal year. The local employers contributed 100% of their actuarially
determined contributions. Based on those assumptions, the plan's fiduciary net position was
projected to be available to make projected future benetit payments af current plan members through
2034. Therefore, the long-term expected rate of geturn on plan investrments was applied to projected
benefit payments through 2034, and the municipal bofid rate was applied to projected benefit
payments after that date in determining the total pension liability.

Sensitivity of the Group's Proportionate Shire of the Net Pension Liability to Changes in the
Discount Rate

The following presents the Grewgp's proportionate share of the collective net pension liability as of
June 30, 2016 calculated usdng the discounf fate as disclosed below, as well as what the Group's
proportionate share of the npet pension liability would be if it were calculated using a discount rate
that is 1-percentage-point low -percentage-point higher than the current rate:

p—t

June 30, 2016
1% Current 1%
Decrease Discount Rate Increase
(2.98%) (3.98%) (4.98%)
Groups 's proportionate share of the Net
Pension Liability $ 25382576 $ 20,713,990 $ 16,859,666

Pension plan Fiduciary Net Position

Detailed information about the pension plan's fiduciary net position is available in the separately
1ssued PERS financial statements.
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NOTE 9: COMMITMENTS AND CONTINGENCIES

In the normal course of its operations, the Group has a number of lawsuits filed by claimants in
various stages. Although estimated loss reserves have been established by the Group, a number of
these cases may possibly be scttled for amounts in excess of the Group's loss reserves. No

provision for these contingencies has been included in the financial statements since the amounts
are not reasonably estimable.

NOTE 10: CAPITAL ASSETS

Capital assets balances and activity for the fiscal years ended June 30, 2017 and 2016 were as
follows:

Balance Balance
June 30, 2016 Increases Decreases June 30, 2017

Capital Assets Bemg Depreciated:
Furniture and Equipment $ 1347145 § - 351683 - § (376219 § 132259
Less Accumulated Depreciation (555,560 (369.039) 376,219 (548.389)

Net Investment in Capital Assets ¥ (17356) % -0- $ 774210

2L

Bakhace Balance
June 306 2015 Increases Decreases June 30, 2016

Capital Assets Bei
Furniture and [

$ 967521 § 955318 § (575704) § 1347135
(661,538) (469,735) 575,704 (555,569)

$ 305983 § 4853583 % -0- $ 791,566

Equipment is recorded at cost and depreciation is provided on the straight-line method over the
estimated useful lives of the respective assets. Maintenance and repairs are charged to expense as
mcurred; major renewals and betterments are capitalized. Capital assets were reviewed for
impairment.

NOTE 11: POSTEMPLOYMENT BENEFIT PL AN

Governmental Accounting Standards Board Statement No. 45, Accounting and Financial
Reporting by Employers for Post-employment Benefits Other Than Pensions, require to account
for other post-employment benefits, on an accrual basis rather than on a pay-as-you go basis.

Plan Description

The Group has established a postemployment benefit plan to assist retirees in paying for medical

coverage. The plan will provide a monthly payment of $500 to all eligible employees with full
vesting occurring at retirement age 60 with 25 years of service.
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NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIATL STATEMENTS
JUNE 30, 2017
(Continued)

NOTE 11: POSTEMPLOYMENT BENEFIT PLAN (Cont’d)

Funding Policy

The present value of $1,363,343 has been recorded as a liability and $182,402 was expensed by
the Group during the fiscal year ended June 30, 2017 and 1s included in accounts payable and
accrued expenses on the accompanying statement of net position and salaries and fringe benefits
on the accompanying statement of revenues, expenses and changes in net position respectively.

Actuarial Valuations:

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and health care cost trends. Amounts
determined regarding the funded status of the Plan asnd the annual required contributions of the
Group are subject to continual revisions as actual rgsults are cempared with past expectations and
new estimates are made about the future.

Actual Methods and Assumptions

Projects of benefits for financial répsting purpuses are based on the substantive Plan (as
understood by the employer and Plan membeis) and melude the type of benefits provided at the
time each valuation and historical pattéén of dharhig of benefit costs between the Group and the
Plan members at that point. /1 ke actuarial methods and assumptions used include techniques that
are designed to reduce the effects of shott=ferm volatility in actuarial accrued habilities and the
actuarial value of assets; consistent with the long-term perspective of the calculations.

aluations, the liabilities were computed using the projected credit
method and eyt ion over 30 years. The actuarial assumptions include a 5.00%
discount ratg,

‘OPEB Obligation

The Group’s annual GFEB cost is calculated based on the annual required contribution (ARC) of
the employer. The Group has engaged an actuary to calculate the ARC and related information
per the provisions of GASB Statement No. 45. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal costs each year and to amortize any unfunded
liability over a period not to excess 30 years.

Benefit Obligations and Normal Cost

2015 2016 2017
Actuarial accrued lability (AAL):
Retired employees $ -0- $ -0- $ -0-
Active employees 673,699 1,010,799 $1,010,799
Unfunded actuarial accrued Lability (UAAL) $ 673,699 $1.010,799 $1,010,799
Normal Cost Component $ 77943 $ 182402 $ 182,402
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NEW JERSEY SCHOOILS INSURANCE GROUP

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2017
(Continued)

NOTE 12: ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and Accrued Expenses for the fiscal years ended June 30, 2017 and 2016 were

as follows:
2017 2016
Accounts Payable - Vendors $ 1,341,008 $ 621,922
Rate Stabilization Reserves - SubFunds 1,818,525 2,001,457
Post Employement Retirement Benefits 1,363,343 1,186,902
Pension Contribution Subesquent to Measurement Date 663,244
$  5.186,120 $ 3,900,341
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NEW JERSEY SCHOOILS INSURANCE GROUP
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
FOR THE FISCAIL YEAR ENDED JUNE 30, 2017
UNAUDITED

A. PUBLIC EMPLOYEES® RETIREMENT SYSTEM

Benefit Changes

There were none.

Changes of Assumptions

The discount rate changed from 4.90% as of June 30, 2015 to 3.98% as of June 30, 2016. The municipal
bond rate changed from 3.80% to 2.85%. The long-term expected rate of return on pension plan investments
changed from 7.90% to 7.65%.

The inflation rate changed from 3.04% as of June 30, 2015 to 3.08%% as of June 30, 2016.  The salary
increases changed from 2.15% - 4.40% for 2012 — 2021 to 1.65%-4.15% through 2026 and from 3.15%-5.40%
thereafter to 2.65%-5.15% thereafter.

The mortality rates in the July 1, 2014 actuarial valuation were based on the follewing:

Mortality rates were based on the RP-2000 Combined Healtlsy Male and Female Mortality Tables (setback 1
year for females) for service retirement and benefigiaries of former members with adjustments for mortality
improvements from the base year of 2012 based on Prajgigtion Seale AA. The RP-2000 Disabled Mortality

Tables (setback 3 years for males and setback one year for females) are used to value disabled retirees.

The mortality rates in the July 1, 2015 aetuarial valuation were based on the following:

the RI=2000 Employee Pre-retirement Mortality Table for male
ployees mortality tables are set back 2 years for males and 7
¢ for future improvements in mortality from the base year of
e plan actuary’s modified MP-2014 projection scale. Post-
he RP-2000 Combined Healthy Male and Female Mortality Tables
for service retirements and beneficiaries of former members and a one-
year static projection based on improvement Scale AA. In addition, the tables for service retirements
and beneficiaries of former mem provide for future improvements i mortality from the base year of 2013
using a generational approach based on the plan actuary’s modified MP-2014 projection scale. Disability
retirement rates used to value disabled retirees were based on the RP-2000 Disabled Mortality Table (set back
3 years for males and set forward one year for females).

Pre-retirement mortality rates were by
and female active participan
years for females. 14
2013 using a generatio
retirement mortality rat
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Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based
on an Audit of Financial Statements Performed in Accordance with Government duditing Standards

Independent Auditors' Report

The Honorable Chairperson and Members
of the Board of Trustecs

New Jersey Schools Insurance Group
Mount Laurel, New Jersey

We have audited, in accordance with the auditing standards generally accepted in the United States of
America, audit requirements prescribed by the Division of Local Government Services, Department of
Community Affairs, State of New Jersey, and the standards. applicable to financial audits contained in
Government Auditing Standards 1ssued by the Cemiptroller General of the United States, the financial
statements of the New Jersey Schools Insurance Gesup (thic “Hroup™) as of and for the fiscal year ended June
30, 2017 and the related notes to the financial statements, which collectively comprise the Group’s basic
financial statements, and have issued our report thereon dated September 23, 2017.

Internal Control Over Financial Eeporting

financial statements, we considered the Group’s internal control
determine the audit procedures that are appropriate in the
ng our opinion on the financial statements, but not for the purpose of
of the Group’s internal control. Accordingly, we do not express an
p’s internal control.

In planning and performin
over financial reporting
circumstances for the pu
expressing an opinion on t
opmion on the effectiveness o

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in
internal control, such that there is a reasonable possibility that a material misstatement of the Group’s financial
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Our consideration of mternal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in
internal control that we consider to be material weaknesses. However, material weaknesses may exist that
have not been 1dentitied.

www.nisivoccia.com
Independent Member of BKR Intemational
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Board of Trustees

New Jersey Schools Insurance Group
Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Group's financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The results
of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Governmeni Auditing Standards.

Purpose of this Report

The purpose of this report 1s solely to describe the scope of our testing of internal control and compliance and
the result of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or
on compliance. This report is an integral part of an audit performed in acesrdance with Government Auditing
Standards in considering the entity’s internal control and comphiance. Accordingly, this communication is not
suitable for any other purpose.

September 23, 2017 NISIVGECIA BEP
Mount Arlington, New Jersey

Falene A Dolan
Licensed Public School Accountant #2526
Certified Public Accountant
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