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

1-888-NJ Pool 1

Board of Trustees Meeting of November 16, 2016
Action Item
Special Report - Pricing Study

Each year NJSIG’s actuary, Towers Watson, evaluates the pricing for the Group’s risk
retentions as of September 30", That date is used for this pricing study because the resulting
pricing indications are available for budget development by the Group’s members.

Tower Watson’s attached report (NJSIG Rate Review 16_17 draft) indicates the rates the
Group should charge its members for the retained risk in each major coverage central
estimate. (see page 11) The coverage extended above the Group’s retained risk is reinsured.
This limits the Group’s potential payout on each claim to the retained portion. We will
address the price of reinsurance at the March meeting.

In WC (Workers’ Compensation) the Group retains $1,000,000 of risk for each occurrence.
Similarly the Group retains $500,000 for each GL (General Liability) and AL (Auto
Liability) occurrence (claim). The Group retains $1,000,000 of risk for each property
occurrence (claim) and retains the entire APD (Auto Physical Damage) line of coverage.
E&O (Errors and Omissions) is entirely reinsured.

The Towers Watson central estimate on page 7 indicates an overall rate decrease of 3.7%,
excluding E&O, for the 2017 - 2018 policy year.

Utilizing indications below the central estimate will reduce the rate and thus reduce the
costs to the members. Ultilizing indications above the central estimate would increase the
rate and thus increase costs to the members. See page 7 to see the effect of choosing the
indicated rates at the low reasonable or high reasonable levels. You can see that choosing
the rate indications at the low reasonable level would offer the Group’s members a rate
decrease of 6.5%. At the high reasonable level the Group’s members would see a rate
increase of 1.1% excluding the fully insured E&O line of coverage.

Selecting the low reasonable level would increase the probability that we would not collect
enough money to cover the Group’s expenses and thus have a fund year deficit. This would
require using the Group’s surplus funds to balance the financials for the year. Selecting the
high reasonable level results in higher rates for members and a greater chance of having
collected too much money. In today’s school budget environment choosing at the higher
reasonable level should be reserved to those times when the Group’s financial viability
requires this decision.
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Consistent with past practices, individual lines of coverage with dramatic indicated rate
changes are averaged to smooth the extent of annual fluctuations. For example, 10%
indicated rate increase for GL is averaged with the 26.3% rate decrease for AL, the 11.6%
increase for APD and the 20.6% decrease for property to yield a combined rate decrease of

14%.

Member rates for retained losses will increase 0.6% on average for WC. The loss history of
the membership of each sub fund is used to establish the WC rates for each sub fund. The
non-sub fund (NJSIG) members are evaluated together as their own group. Thus there is a
range of WC rate changes based on the loss history of the group of districts being evaluated.

My recommendation is to reduce the combined GL, AL, APD and property rates for
retained risk by 10% and keep WC rates the same for 2017-18.

The rate change for E&O coverage will be determined by the results of the renewal
renegotiation of the E&O policy, which is materially influenced by the actual loss experience
up to the date of the renewal negotiations.

GASB 68 balance sheet charges remain unpredictable, with the State providing an allocation
number late in the fiscal year. The number was $3.7 million. Because of the uncertainty
surrounding GASB 68 1 recommend withholding a small portion of the indicated rate
reduction for retained risk.

Recommended Resolution: Approve a 10% rate decrease for GL, AL, APD and property
lines of coverage, and a 0% increase in the WC line of coverage for the retained risk pricing
component. The result is an overall average rate decrease of 4% for the Members.

Foregoing a portion of the indicated rate decrease for the GL, AL, APD and property and
WC lines represents $410,000 of revenue in excess of expected retained risk costs.

Williovm Movyo-

William M. Mayo, Executive Director
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November 9, 2016

Mr. William M. Mayo, CPCU, ARM
Executive Director

New Jersey Schools Insurance Group
6000 Midlantic Drive

Suite 300 North

Mount Laurel, NJ 08054

Dear Bill:

Attached is our rate level review for the July 1, 2017-2018 policy year using data evaluated as of ™,

September 30, 2016. // /,/
/” o

This draft report is intended for discussion purposes only, and should not be relied. upon by NJSIG or
referenced or distributed to third parties without Willis Towers Watson's express Wniﬁ cto\nsent We
look forward to the opportunity to discuss our analysis and findings with you and Wwill issue aﬂnél
report shortly thereafter, which will replace this draft. // // \\ 5
oy /,-” ! \\
Attention is called to the section of the report entitled DfstrfbuU@n Wh/ch sets oujthe limits on \\.\‘ %
distribution of the report. \ \ & N
K, .
This report contains workpapers, trade secrets, and confidential ﬁforma)eﬁ of both NJSIG and Willis
Towers Watson, and as such, it is not |ntende¢d/f07)e, subject to d|sc\losure requirements under any

\ .
Freedom of Information Act or similar laws. | e N %

. - \ \
\ \ B me N "

The authors of this report are members of the Amencan A}sademy\of ActUgnés and meet its
qualification standards to renderthe actuarial obmlpn pontamed herem

- b
We have enjoyed Workmg ANith you iin the prepa&@ncm of this report. Please call if you have any
guestions. (./ - // / \
y = _a \I \
\ N, o e | |
Sincerely, " \‘\ e . .
e N T -
o . 5 .\ \\. {\ et
//// // \,\ \ \
¢ —~Ann M. Conwa FQAS MAA)S\ CERA Stacy L.T. Mina, FCAS, MAAA, CPCU
N 617.638.3774 \ % 617.638.3752
\ \,‘ l -
cé;\ Kelly M chyl — NJSIG
N % Michele Carosi - NJSIG
. % s
\\‘\ .\\//, L
-

Ann M. Conway, FCAS, MAAA, CERA
Managing Director

The Prudential Tower
800 Boylston Street
Boston, MA 02199-8103

T +16176383700
D +16176383774
F  +1617 6383999

W. willistowerswatson.com
Page 1 of 1
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Paid Development Method
Adjusted Reported Method

Reported Bornhuetter-Ferguson (B-F) Method
Paid Bornhuetter-Ferguson Method
Frequency/Severity Method
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Purpose and Scope

Willis Towers Watson was retained by the New Jersey Schools Insurance Group (NJSIG) to perform a
rate level review for the July 1, 2017 through June 30, 2018 policy year (2017-2018 policy year). Willis
Towers Watson was also asked to produce deductible rating factors for the 2017-2018 policy year.

This report was prepared for the internal use of NJSIG management to present our findings with
respect to this analysis. It is our understanding that NJSIG management will consider the findings of
this report for the purposes of establishing rate levels and for internal management reporting.

A
/// //‘
Our report is not intended or necessarily suitable for any other purposes. /’/,/
//// \\\
o 7 \ \

The exhibits and appendices attached in support of our conclusions are an |ntegrai par’[ of\Kms\report
These sections have been prepared so that our actuarial assumptions ;md Judgments ae % X
documented. Judgments about the analysis and findings presented in t/hrs report should be ma%e E)nly
after considering the report in its entirety. Our projections are Lc>afed on a number of assum tions
as to future conditions and events. These assumptions are docu m\e\nted in &;u’dseduent sections of\tljré
report, and should be understood in order to place the actuanal\estn‘nates |n/the|r appropriate context.
In addition, the projections are subjectto a number of reliances ang I|mrtat|ons as described in
subsequent sections of this report. r/ e \\ \\ \

‘\\ \’\ 3 . > o i \\
We are available to answer any questions that! rmay anse i,’egard‘ng this rep/ort We assume that the

user of this report will seek 5ucﬁpLanahon on, an\%/ ma’tter in’ quesnon\
=

// e \ \ e
e Y

In this report, we develep estlmateé of)NJSIG s §01 -2018 rate indications on several bases
representing various intended measUres These }.nc‘lirde an actuarial central estimate, as well as
estimates above and b\elowfth |5Muar|al central eshf"nate We also develop deductible factors on an
act/uarral—emral estlrnate baé(s These estimates were arrived at through evaluation of the results of
/Narmfattuar|ar methﬁds and models applied to NJSIG's experience. As such, the derivation of these
// _estimates does not\refleét extreme events which are believed to have a remote possibility of occurring.

.\\ \"\, \ A \\ \\
\\ \ \ ) \ o
\ The scope does hot include quant|f|cat|on of the uncertainty in our estimates. However, our report

|néludes commerrtary on this uncertainty, to assist in understanding the financial implications of our
resu\ts L

Our\ana”I’S/sis was based on data evaluated as of September 30, 2016. Additional information was
provided through November 7, 2016. No account whatsoever has been taken in the projections of
developments or data received subsequent to November 7, 20186.

As requested by NJSIG, our analysis included the following coverages:

s  Workers Compensation

m  General Liability

November 9, 2016 WillisTowers Watson LI"1"l:l
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m Auto Liability
m Auto Physical Damage
m Errors and Omissions

m Property

We have included data only for those members who were part of the program from October 1, 2015
through September 30, 2016. We also excluded a portion of claims due to asbestos losses. NJSIG
has indicated that the property coverage document has been modified to exclude asbestos abatement
losses and as such these losses would no longer represent a future exposure to NJSIG.

A
///! v‘/!
Our analysis was performed on data net of subrogation and other such recoveries. We haveassumed

that all of NJSIG's future subrogation and other recoveries will be valid and coIIechble/In addmon we

have not reduced our projected premiums for anticipated investment income. \/ ,’,./ -\ \,\
o N
/ / \ \
Throughout this report, the term loss without modification, |ncludes Ioss and allocated loss adjustment
expense (ALAE), but does not include unallocated loss adjustmeht expense (ULAE) \ 5
\ \ o N, \‘\ >
\‘ \ /,/ e \\,/'
Material Assumptions N T
/‘\\ \\ "/

The findings in this report are materially |nf|uehcéwd\by certain assumpmon\s related to the 2017-2018
expenses and exposure levels selected by NJ‘SIq NJSIG Mded for\acasted expenses based on
knowledge of its operational costs and exposure Iévels ba?sed on expecte«g/ehanges in its book of

business. Evaluating the rgasongt\)léﬂess of these ?gsdmpfons‘rs outs;de the scope of this
assignment. s = |

- , ) .
= // /_/ // | \
5 X T \ \
N, N\ o . L
| - — L
N e . Lo
e N o e e
- ™, Y o -
o o s . % \ \\
- S \ L
> 5 \
o \\ \\ \'\\ \\\
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Distribution

Qur report is delivered under the following terms and conditions:

m This report is provided to NJSIG solely for the intended purpose, and may not be referenced or
distributed to any other party without our prior written consent

m This report has been prepared for use by persons technically competent in the areas covered and
with the necessary background information

m Draft versions of this report must not be relied upon by any person for any purpose

7 \
/
m A copy of this report may be shared with your auditors solely in the context of their gerfbrrmﬁg
regular audit activities e :
/’ 5 \ ‘»\
m You shall not refer to us or include any portion of this report in any sharer}dgr commumca’uon or
in any offering materials or fairness opinion provided by your professmﬁal)ad\nsors prep\\wedm
connection with the public offering or private placement ofany sgeunty/ 5. &
\ \‘\
m This report may be shared with your affiliates, provided that y ensure that/e;ach such af‘ﬁha’te
complies with the terms above and the applicable stateme\\to work asmt Were a party to them/
and you remain responsible for such compliance - \_\_/ -
In addition, we understand that NJSIG may wi h to prowde copies of thls report to its broker and
current or prospective reinsurers or excess insur ‘rs and e New Jersey Department of Banking and
Insurance (the Recipients). Permission is herepy gran“ted fo such dlstﬁbutlan on the conditions that:
\ . A o
m Each Recipient agrees npt’ttﬂeference or dlstﬁlbure’thefreport 0 agy other party
/” e \ e
m Each Recipient | recogm’zes that‘ the, furn|sh|n‘g oﬁms report is not a substitute for its own due
diligence and/ag/ee’s to place r no r,éhance onj thlé\ report or the data contained herein that would
result in the cieanon of any dutyfbr I|ab|I|ty b)}‘ W|1I|s Towers Watson to such party

m FachRegipient und\rst ds that Such. REC\PiENT IS DEEMED TO HAVE ACCEPTED THESE
o T;RMS PND CONDI ONS by retaininga copy of this report

ol \ \ \»\
We accept no ré\spdnsmnﬁ“y for‘\any conseqguences arising from any third party relying on this report. If
\\We agree to pl’O\)]de\ his repoﬂ’to a third party, you are responsible for ensuring that the report is

L prowded inits e t|r y, that the third party is made aware of the fact that they are not entitled to rely

\upén it, and tlja they may not distribute the report to any other party.

\,\ \\/ o A
Th|s report/contams workpapers, trade secrets, and confidential information of both NJSIG and Willis
Tow@ﬁs Watson. Because of the nature of the material contained in the report, it is not intended to be

subject to disclosure requirements under any Freedom of Information Act or similar laws.
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Background

Overview

In 1983, the New Jersey school districts joined to create a workers compensation partnership under
the sponsorship of the New Jersey School Boards Association. Since that time membership has
expanded and loss exposures covered by the Group have increased. Beginning in 2014, the Group
changed its name to the New Jersey Schools Insurance Group. NJSIG is governed by a Board of
Trustees, comprised of superintendents, school board members and business administrators from
member districts.

- N\
2
The NJSIG retains a portion of the following exposures: // /—/
)
m Workers Compensation (WC) \’\'//_,/-”/ L i
. /,-"\\"‘ p \ \\\
m General Liability (GL) T \\
,////"’ * \\
= Auto Liability (AL) (/’" o - S
L X S i 3
\‘ \ /,/ e X e
m Auto Physical Damage (APD) \,\ Y o
m Errors and Omissions (7/1/02 through 6/3910??0!:@) (E&O) \\ \/
e .
m Property \ L - \\

I\ ‘\"
We note that for E&O, APD y:dﬁrepyerty, coveﬁage is/ove “membeﬁdeducnble
// e \ /"' \\ /
All claims are self- adm|mstered by }\IJ$IG exceﬁpt fdr E&O claims beginning July 1, 2015. Effective
with the 2015- 2@16 p@ollcy year, §umm|t Claim Sér\nees LLC handles all E&O claims.

\‘ / \‘-\ \ - !

Changé‘sﬁn\Opngtlon{and Busmess Enwronment

o Tn September 009\ the émuhlmplemented changes in the case reserving methodology for the
\\\ \ Workers Compensaion I|ne«0f/bu5|ness Specifically, the Group made an effort to increase case
\ }*eserve adequa/b rlier in the life of a claim for the purpose of developing mare accurate experience
mbgification fac

\‘ N o 7
\ o A

Dunng t’he»end of 2010 and the first six months of 2011, the Group made additional changes to the
case\reserving staff including the reassignment of claims. Indications suggest these changes have
resulted in significant case reserve strengthening on the Workers Compensation line of business. The
changes in reserving approach for this coverage impact the reporting pattern and the development of
ultimate losses.

In light of these changes, we have added a development and a Bornhuetter-Ferguson projection
method based on reported losses adjusted for case reserve adequacy. These projections and
triangles are displayed in Section WC, Exhibit 5 of the June 30, 2016 analysis. Further, we have
placed additional weight on the paid loss development techniques and the frequency/severity method,
which are less impacted by these changes.

November 9, 2016 WillisTowers Watson LI"1"l:l
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In addition, the E&O claims handling has been moved to a third party administrator (Summit Claim
Services LLC) effective July 1, 2015. Changes in claims handling could have a significant impact on
payment and reporting development patterns. We made no explicit adjustments to our analysis to
account for this change, given its recent implementation. However, we did make implicit adjustments
to react to what appears to be a greater level of claims reporting, along with a potential increase in
case reserve adequacy.

These recent changes in operations introduce additional uncertainty in the loss estimates for the WC
and E&O coverages.

Terminology .

AN
o
AT
Accident Year: Includes all claims that occurred during the “accident period’, e.g., accident/year
July 1, 2016 through June 30, 2017 would include all claims occurring during that/pe’ngd regerdless of

when they were reported. i o

o NN
- o . v

Allocated Loss Adjustment Expense (ALAE): ALAE refers to defens/e/1|t|gat|on and medical. cost
containment expenses, whether internal or external (e.g., attomey fe@s for defegse cost of engégmg \

experts, etc.). \‘ ‘\ ’/ o o

Case Reserves: The estimate of unpaid loss (e’r”lees and ALAE) amouﬁts established for unpaid
claims that have been reported to NJSIG. Cas\e r‘teeerves\are estabhehed\on an individual claim basis.

‘\., \
\ '\ \' = \\. \ b

Earned Premium: The pro ratap\mon of Wr|ttén premlum that repTesent\s t’he earned portion of the
insurance contract as of/gfverpomt\m time. | 1/ /,/ b =

// /' | J \l ‘\
Exposure: The @/n|t9fn which the iT/15)Arers expo%uré to loss are measured. In NJSIG's case,
exposures are deﬂned as pay;oll average. da|ly eiuttendance number of vehicles or total insured value.

\ e — \ =
\ o s — W

_‘R\ \ - I .
o \ . / K““//
/,Ffeguency,\(\:lal(ns pé&r un\lt\of exposure,
;l// //,/ \.\ \ \
\,\ \IBNR: IBNR stahdsjor cla|ms Ihcurred But Not Reported. In this report, we have used the term in its
\'\

Y to \as supplemental or IBNER — Incurred But Not Enough Reported) and unreported claims (also
refe]r(ed to as’ pw’e” IBNR or IBENYR — Incurred But Not Yet Reported).

‘\ N ,/ -
R o

Loe\s\/Adj’/tjstment Expense (LAE): The term LAE includes both allocated and unallocated loss
adjustment expense. See definition of unallocated loss adjustment expense below:.

broader more g;ine al sense to represent development on outstanding case reserves (also referred

Loss Development Factors: Factors used to project losses andfor ALAE to their ultimate value.
These factors adjust actual losses to include IBNR and case reserve adequacy, or total unpaid
amounts, to produce an estimate of total or ultimate loss (and/or ALAE).

Loss Reserves: A liability item on the entity’s balance sheet to provide for unpaid claims. It consists of
two components — case reserves and IBNR reserves.

November 9, 2016 WillisTowers Watson LI"1"l:l
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claims of the insured.

Paid Loss: The amount of money that has been paid by the entity on behalf of insureds to cover
Pure Premium: Loss (or loss and ALAE) per unit of exposure.

Reported Loss: The total of paid loss and case reserves for known claims.

Report Year: Includes all claims reported during the report period that occurred subsequent to the
retroactive date of the coverage, e.g., report year July 1, 2016 through June 30, 2017 with a
retroactive date of July 1, 2016 would include all claims arising from accident year 2016-2017 that
were reported in 2016-2017.

Severity: Average loss per claim.

\, N

z/// //
Unallocated Loss Adjustment Expense (ULAE): Those loss adjustment,e?\pehéés not
within ALAE (e.g., fees of adjusters, attorney fees incurred in the det/e;m/irlatfﬁn of coverage,

5 N
ingluded
Written Premium: The total premium that is charged for poliéi\ca
accounting period.

R o)

A
\th. Y
i 4
. 7 3 \
Ml . /"
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Findings

Based on our analysis of NJSIG’s experience at September 30, 2016 and subject to the
considerations set forth in the Reliances and Limitations section, we have developed the following rate
level indications.

Indicated Rate Level Changes for 2017-2018

The indicated results of our rate level review are summarized on Summary Exhibit 1 and in the table
below based on the indicated costs for the 2017-2018 year divided by the estimated premium for Khe
2017-2018 year using 2016-2017 rates, experience modification factors and member ratmg/ /

adjustments and 2017-2018 estimated exposures. A /

2017-2018 INDICATED PREMIUM AND RATE CHANGES

Central Estimate Low Rgasm;aﬁle ngh Reasonable \\
Premium Rate Premlum\ \Rate // Prémlum Rate )
{$000s) Change ($000s) \Change o ($0005) Change
WC at Statutory $67,096 +0. 6% ‘$65 761 ¥1 4% $69,431 +4.1%
T
GL at $500,000 726 A0 0% \‘ \&jGG" . -16%% \.\ 7,862 2.7%
A g 18 \s \"IA ’/’> o \ /
AL at $500,000 /,/3,761 \\ -26.3%\ L/’/gﬂ?T T -31/9’% 4,216 -17.4%
- //“_\' \ L - o
APD - 767) }+11.e%\ Y\ mn % 807  +17.4%
L 2 i
E&O at Policy Li\mits\'\‘ J7512” L 5% “\ ‘x‘s 16,763 +6.7% 18,759 +19.4%
o %, ¥ = P
_Property at $1 Million, 6 16 20°6% 5776  -25.0% 6,908  -10.3%
! /'/,/‘ e \\ \
= - \\ \
" Total B A '$Joé>§28 14%  $99,295  -45% $107,983  +3.8%
N \ \\__/j
\"‘Iotal Excl. E&g ) $85,016 -3.7% $82,531 -6.5% $89,225 +1.1%
\,\\ \\\\ /// //
\\ '\\/,/ ///
Y
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New Jersey Schools |nsurance Group 8

Comparison to Prior Analysis

Details of the effect of rating components underlying the central estimate rate level indications are
summarized in the following table.

INDICATED 2017-2018 RATE LEVEL CHANGE BY COMPONENT — CENTRAL ESTIMATE

wc GL AL APD Property
Prior Analysis
Prior Indication +7.8% +4.3% -23.3% +20.8% -4.9%~,
Annual Loss Trend 0.0% +2.5% +2.3% +1.5% _A40.4%
T \\
Impact of 2016-17 W e
Rate Change -7.0% 0.0% 0.0% 0.0%, \9.0%
o R ‘ "\\
Preliminary . // AN \
Indication +0.2% +7.0% 21.6%  A22.7% -4.5\3& i
o e
i (-/ \/ /"/\'\- \\‘\ \
Updated Analysis \‘\ - s N
Experience Change -5.3% -11. 8% -2.1%'\,\ \‘\-/"/_;5’.7% -8.2%
\\‘\ ‘\/
Change in Trend 0.0% ( Q% \\ 0.0% \\ % 0 0% 0.0%
Change in Expenses +0.1% Q 4% T -O\.'@%\ iy -0 6% -0.4%
. A o
. S / ™~
Change in e- >
i ot - +5 9% \‘ +1 *\Q%L// - -3 5% e o -8B 9.1%
Current Indica(tioﬁ;.,f/"'/ +0.6 / -10.(&% "\ -26.3% +11.6% -20.6%
\\ ‘\.\‘ - - ‘.“\ ,\!
The mostsjgnifican"c\gbs\erﬁgtidﬁs_ré‘g‘afdj_n\g tﬁe\,ahélysis are detailed below:
. -

/ >
o

- Workers Compen§atlom The prior rate indication is +7.8%. We expected no inflationary cost impact
"\,‘ \\ on losses, refleotmg\offsethng ?’requency and severity trends. The average implemented rate increase
\ ‘fgrthe 2016- 201? palicy yearmostly offsets the prior indication resulting in a preliminary indication of
40, 2% Our curr nt/énaly5|s indicates favorable loss experience, which was slightly offsets by shifts in
\expexnence rT/wd|f|eat|on factors and underwriting credits and a minor increase in expenses. Combining
t\h@se effgc’ts [esults in an indicated rate change of +0.6%.

\ o

Gem;r/al Liability — The prior rate indication is +4.3%. We would expect the rate indication to increase
for inflationary costs by +2.5%, implying a preliminary rate indication of +7.0%. The rate indication
decreases due to favorable loss experience in the last twelve months and a reduction in trend, impacts
of -11.8% and -6.0% respectively. Expenses reduced slightly (-0.4%impact), while the change in
experience and individual modification factors creates an increase of 1.9%. The overall rate indication

as of September 30, 2016 is -10.0%.

Auto Liability — The preliminary rate indication implies a rate decrease of 21.6% based on the prior
indication of -23.3% and an expected trend impact of +2.3%. Favorable loss experience in the last
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New Jersey Schools |nsurance Group 9

twelve months (-2.1%), combined with decreases in expenses (-0.6%) and changes in experience and
individual modification factors (-3.5%) result in the current indication of -26.3%.

Auto Physical Damage — For the 2016-17 coverage year, the rate indication was +20.8%. This
combined with a loss trend of +1.5% results in a preliminary indication of +22.7%. The overall
indication for the 2017-2018 year is +11.6%, reflecting favorable loss experience (-5.1%), lower
expenses (-0.6%) and individual premium modification (-3.6%).

Property — The preliminary indication is a decrease of 4.5%. Historical experience and individual
rating for property improved by approximately 8.2% and 9.1%, respectively. There was no change in
the trend assumption and a slight decrease in expenses {-0.4%). The combined effect is a rate
indication of -20.6%. =~ b

/

Errors & Omissions — The change in the structure of the E&O program limits ourzb//ty to p{owde a
detailed year over year rate comparison. The significant increase in premlum aes/omated with the
structural changes in the program is the primary driver to the rate |nd|catLGrT 0I+48 9% last }rear\

reducing to +11.5% in our current analysis. ,,,/ o LN
-~ /" \ X,
. % %
. . . E - N 5 &
Key assumptions regarding premium and cost levels are as fo\uowk\: L o
\'\ % /'// o

Expenses (other than workers compensahon(spemﬂc items) — Expenses decreased $318,000 or 2.5%
from our prior analysis. Expenses are d|str|bu§ed p(opémonally by céxyerage based on a combination
of gross and net premium volume and managemént sasse\sment of the o\perahonal costs associated
with each coverage. We have offset operating s xpiensesp\y the pTemlum\re,tamed by NJSIG for the
“pass-through” coverages (eg bun‘ders risk, b¢|le§gnd machmer exeess liability, etc.). In addition,
expenses were reduced’ﬁy/pr/rﬁum collected fﬁr E&Q) coverage that was not ceded to reinsurers,
totalling $0.1 m|II|/Pr J / “ \

|
v g
| 7 LA

Sub Fund Admlnl!:tre;tloaneQJJhe\sub fund\a&immmtratlon fees were provided by NJSIG and are
deIefrrmm‘by\the squu ng}'agreementsl&mttacts The fees are allocated to the workers

o comﬁensaﬁen coverage onTy

\// &« - & \\, '\‘ \\
\'\,‘ X Experience Mo\ ification I\=at;t6rs The average experience modification factors for workers

\ compensanon fo all/members and for the sub funds were calculated based on the 2017-2018
exherlence mgaj);lcétlon factors and member premiums supplied by NJSIG. We understand that
NJSiG derwed the experience modification factors using the New Jersey Compensation Rating and

Inepectron Bireau (NJCRIB) approved plan effective January 1, 20186.

A~

\/

The average experience modification factors for general liability and auto liability were selected
judgmentally based on the 2017-2018 charged experience modification factors and the achievement of
a balanced plan (i.e., an overall modification factor of 1.00).

Individual Rating Adjustment — NJSIG adjusts individual risk premiums by coverage based on
underwriting judgment regarding member risk characteristics. The total adjustment across all
coverages is approximately $0.9 million or less than 0.85% of the estimated 2017-2018 premium. By
coverage, APD has a net debit while all other lines have net credits.
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New Jersey Schools |nsurance Group 10

Exposures — Estimated 2017-2018 exposures are assumed to increase 3.0% over the 2016-2017
levels for WC while we assume no exposure growth for all other coverages.

Trends — Annual loss trends by coverage are detailed in the Analysis section.
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New Jersey Schools |nsurance Group 11

Indicated Premiums and Rate Level Changes for Workers Compensation Sub
Funds

Details of our analysis of the indicated rates for the workers compensation sub funds and for the
remaining unassigned insureds (referred to as NJSIG) for the 2017-2018 policy year can be found in
the Summary section. Indicated deviations from the NJCRIB rates effective January 1, 2017 are
shown on Exhibit 3 of the Summary and the implied rate changes from 2016-2017 levels are shown in
Summary, Exhibit 2. The indicated premiums and rate changes for the 2017-2018 policy year are
summarized below.

2017-2018 SUB FUND PREMIUMS AND RATE CHANGES

2

Indicated — Indicated — Indlcated - \
Central Estimate Low Reasonable ngh Reasonqble\
Premium Rate Premium Rate ‘,Pfe Rat\e\ .
{$000s) Change ($000s) Change <~ 005) Change
/ \\ \
BACCEIC $5,980 -4.7% $5,862 5‘}{( $6,161 -1.8% '\\ >
,/ > N
MOCSSIF 10,706 +3.3% 10,501 +1\3\°0 . /1'/_1,(4(7’5 +7.9%
o v’/'
ERIC -3.0% / = 5
NORTH 19,359 \ 1\8923 L —5.1% \\ \1\9,894 -0.3%
‘\-,\ \\ ‘\\
NJEIF 10,735 +0.9% \ 1d 536 s -1\“;@% \\1 1/;‘;134 +4.6%
s T “\ "x // N e
ERIC - N \ e T
SOUTH o t iy ,,
7,381 +1)0.8]% \7,240 +8.7% 7,644 +14.8%
ERIC WEST < \ i LA
QBO/ - 1% ‘\\jﬁiﬂf -2.1% 8,009 +4.2%
SR T 262( JB% T oBEAS A8 2,725 +4.3%
’ ""/NJSIG \'\\ \ 26\32 +4.5% 2,605 +3.4% 2,689 +68.7%
% \ \ \
.\ TOTAL \‘: $}57 096 o +0.6% $65,761 -1.4% $69.,431 +4.1%

/ o

Eoné{stent/mth olr prior analysis, the indications were produced at a $1 million limit and use the
a\)erage experlence modification factor for all insureds, which gives more weight for favorable
expé{/eﬁce The workers compensation sub fund expenses are generally allocated based on the total
payroll for each group. The only expense item which is sub fund specific is the sub fund administration
fees as provided by NJSIG.

We also produce results for each sub fund based on the sub fund’s average experience modification
factor. Details can be found in Appendix 3.
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Details of the effect of rating components underlying the sub fund central estimate rate level
indications are summarized in the following table.

INDICATED 2017-2018 SUB FUND RATE LEVEL CHANGE BY COMPONENT - CENTRAL

ESTIMATE
Prior
Analysis BACCEIC MOCSSIF ERICN NJEIF ERICS ERICW CAIP NJSIG
Prior
Indication +14.0% +4.5% +3.6% +6.4% +7.5% +9.8% +7.6% +1.3%
Annual //‘/\
Loss Trend 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% ~0.0% 0.0%
o A
Impact of e
2016-17 i
rate change -10.8% -4.4% -8.1% -6.2% 02% 0.0% \‘\7.1%\ -1.3%
. o %
Preliminary L N
Indication +1.7% 0.0% -0.3% 02% 8% -0.1% 0.0%, \‘\ 0.0%
- & - o ,,_,/"-\ \,\‘\ \
Updated Analysis N\ \‘\ o N
\- \ ,-/// ,/’//
Experience \.\ Y -
Change -11.4% -1.6% -9, @9/\ . -3.0% \4;(\).8%\\ -4.3% -0.4% +0.5%
e \
Change in ‘ \ N e \“-\ \\
Trend 0.0% 0.0% 00‘?( '\{LQ% = 0.0%, v 0.0% 0.0% 0.0%
2 = N
Change in e S\ "\ /'/ . -
Expenses +0.4% A18% 4-0.1“/* i/ vﬁZ% ~03% +.2% -0.7% -0.4%
Exper / 7 '/;_,/"' j /J \k ‘~
Individ Mod < 5% +$4% 7 +15%| | +4.4% +7.6% +4.4% +1.7% +4.4%
s \ e L 3
Current N \\ o e “\‘ /,-\‘
Indication-—_ -4.]‘% - P +3.3% \\\\_\?!_q%_;f +0.9% +10.8% -0.1% +0.5% +4.5%
//-"/ /‘/W—A—i‘\'\ .\\ \ ‘\\

-~ \/ “The primary dnversfor cﬁang\gs in sub fund rate level indications from our prior analysis to the current
\\\ X analy5|s are exp\erle)wce and |n/d|\/|dual modification factors. ERIC South and NJISG sub funds
\ éXpenenced slightly unfavorable loss experience while all other sub funds showed improvement in
N Ioss expenen(ﬁe) /
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Indicated Deductible Factors for the 2017-2018 Policy Year

Appendix 2 details the estimated deductible factors for the 2017-2018 policy year for each coverage.
Observations by coverage are as follows; note that our commentary assumes no change in member
deductible, which may not prove accurate, particularly if there are significant changes in the level of
credits offered.

m For WC and APD, NJSIG does not currently offer deductibles. We have provided indicated
deductible rating factors at limits similar to other coverages.

m The selected deductible factors for GL indicate that the current rates provide more discount to
members than the data suggests. For example, at a $5,000 deductible the current rate wouldbe
reduced by 10% (1.000 — 0.900). The selected factor indicates that the credit should be 7.4%.~
(1.000 — 0.9286). If NJSIG implements the selected factors found in Item (14) of App/enfii;c%,/Exhibit
1, Sheet 2, member premium would increase if there is no offset made to the /asé r/atef‘\\

.

m The selected deductible factors for AL at all levels are similar to the curre@t\factf)rs. Tﬁere would

likely be minimal change in the premium collected if the selected fa/ctOrs/Were implemen\ted. \\

b

-

o o \ bt
m For ERQ, the base rate deductible is $5,000. The differencg,»iﬁ' the"s/elected and current fact\qrs %Or
deductibles above $5,000 is significant. The current factors pr&ide more prémium credit to \\ >
members than the selected factors indicate. The selected Ei%du tible bct/o;s«,/ﬁ‘ implemented,
would increase the premium (if no offset to base rate). . -
o \‘ e
m The current property factors are giving mq/re Qré‘r‘niu\(n credit than is indicated by the selected
deductible factors below $15,000. The deductib'ie\factags at the hi\gheNeveIs provide less credit
than the selected factors. Implementation d?fthe séTleced“fanors, V\>'rt\h n\q base rate change, would
5 5 ,

likely increase total premiu[n collected. \ | e . S

e e e

//,.»" . \ \ L ;’/,./ e
Some of the key ass/umpy_gns/in dé\riviﬁg these }\actwé include:
- / |

s /

o
\ ! -
\ o

/ P
o b / { \

{\ N \
= The deductible will be app}ieﬁ against loss on\\ly fépr each and every claim.

X e = L
o b

-/__/$ﬁé_ﬁ’mqm ar\e\,apbliief:l/to the prffﬁé?ykpre’fﬁium derived from the base rates and exposures.
_~~ _Primary.premium i}»\deﬁned as premium for coverage limited to $500,000 for AL and GL, limited to
- Bt miIIion\c\?r p}r\operty,\liﬁ\ited to policy limits for E&Q and at statutory limits for workers

1 -~ \
\\\ \,\\ compensatlgp. | 4 )
X & 1 ) &
N s / /
N g
\‘\ N T &
\\ p ¥ /‘///
& .
o
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Analysis

For each coverage reviewed, our analysis consisted of the steps outlined below.

Initial Expected Losses

The selected initial expected losses (IELs) in the Bornhuetter-Ferguson (B-F) projection methods for
the coverage analysis are based on the results of the June 30, 2016 liability analysis dated October 6,
2016, adjusted to reflect the current membership. For 2009-2010 and subsequent, the |IELs for E&O
are based on the frequency/severity method in Section EQ, Exhibit 3, Sheet 1. This method is -~

.

described in the Description of Projection Methods section of this report. /// /./’
i ///
e €
//’ ™ \\‘

Trends &
{ = % \

b o X \\

o B N

Pure premium trend factors are applied to historical loss experience tO/f)I’OJE‘Ct the impact of the %
economic, judicial, and social changes that affect loss costs. Purefﬁrgm/um trends are a funchorq of\
severity, frequency and exposure trends. The annual trend rafes a’re based on. N.:I\SIG s h|stor|cal\ >
experience and insurance industry data and are as follows: \‘\ N ,/'/ o Bt

TREND RATES FOR 2017-2018 RATE LEVEL ANALYSIS

Pure Premium \', | Seventy V“‘\\ Fréqyéncy Exposure
Coverage — Trend H "\ ]'rend/ o - Trend Trend
= - . \ W '\v_/

Workers Compens |6g . O 8;% \ .;-”+4.5% -4.5% +3.0%

General L|ab|hfty ("/ A1 g% “‘x‘ ’\' +5.0% -3.5% 0.0%

Auto Liability '\\ //”:/_tg.ow\\\ | A+6.5% 3.5% 0.0%

/Auto Physical Damf{ge e nfa nfa 0.0%

. Erors & Om|55ths s, % 125% +6.0% +6.0% 0.0%
e A N

'-\\\ \2\\ Property \ ‘-\ \\ \\; +0.5% nfa nfa 0.0%

™ 1 N
X ¥ | J >

\ \

hY

\
\Inereased yr/nlt/ Factors

N o

X \'\‘ ,/’ //"'
In\cgeaééd/,li-mit factors (ILFs) are used to project the selected losses to the current retention level.
\‘\/ .
It is assumed that NJSIG's experience is only partially meaningful as a measure of expected limited
loss. We do not believe that the data available for NJSIG's exposure is sufficient in size to rely upon

exclusively regarding expected losses at retention. The |LFs applied are based on a blend of
insurance industry data and NJSIG's large loss experience.
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Expenses

NJSIG provided estimated expenses for the 2017-2018 policy year (based on internal budgets), which
we show in Summary, Exhibit 6, Sheets 1 through 2. Expenses were generally allocated to coverage
based on of gross and net premium volume and management's assessment of the operational costs
associated with each coverage.

Reinsurance

We have assumed the following retentions for the 2017-2018 policy year.

N

o N
NJSIG LOSS RETENTIONS ($000s)
wce GL E&O AL ~_Property.
$1,000 $500 Policy limits 8500 $1.000, 1\
- — e - ‘ % \‘\‘
% 5 /"’/ N \\ \
\\ \ ,/’ o \\,//

N o e

These retentions refer to losses only. ALAE is shared pro-rata Wfth NJSK}S reinsurers once the
retained limit has been pierced. Auto Physwal@amage coverage |§ unlm|ted

\\‘\ \"\ \

\\ &\ =, .,\\ \\ \\

All coverages are written on an occurrence form excepf‘For E&@ WhICh is written on a claims-made
0

basis. NJSIG also issues ta|I liability. coverage %pr E&O/bﬂsmees \“\\ »

/” e \\“ \ .

Development P/afterhe / /J |

This report ut|||zes\the\repo¢-to repoﬁ“deveLopme\nt factors (RTR factors) selected in our liability
analy&&a%pf June 30 2016.The h\tom\al RT\Wfactors and benchmark factors based on industry
/eﬁpeﬂenee\from pu blic. enhty pools in other states form the basis for selecting the RTR factors used in
o prﬁjectlng the\gurrent valuathn of losses to an ultimate basis. In addition, a tail factor is selected to
"\\ \ account for Ioss\de\}\elopment beyond the observed experience. The tail factor is based on trends
\ \shown in the dat¢ and consideration of external benchmarks. For our analysis, we rely on the
: X be\nchmark patt rimarily for the E&QO coverage. While we show benchmarks for WC, GL and AL

\for Gompanso p poses, our selections rely on NJSIG specific experience.

\ Kt

Benc\rlmafﬁ patterns are constructed internally by Willis Towers Watson, drawing upon available
relevant sources of loss development data. Benchmarks are revised periodically as new information
and trends emerge. While each entity’s own development can be expected to vary from the
benchmark based on individual circumstances, we believe the benchmark is an approximate
supplement to the analysis of NJSIG data, as it represents our current judgment as to the typical
emergence of loss that can be expected for that class of business.
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The selected development patterns are used for both the development and B-F projection methods.

Ultimate Losses

The ultimate losses for each coverage are selected in Exhibit 2 of each respective section (and in
Exhibit 6 for the WC sub funds). The ultimate loss and ALAE are selected based on the results of five
projection methods: the reported and paid B-F and development methods, and the
Frequency/Severity Method, where applicable. Projection methods for workers compensation are
based on the adjusted reported patterns as discussed above. These methods are described in the
final section of this report. We have selected central, low reasonable and high reasonable estimates
for ultimate losses.

= %
e
/// /’/
Rate Level Review a0
- d X
= - \ “\

Exhibit 1 of each section and Exhibit 5 of Section WC show the calculation ot "ﬁlu:é premlers on
level.” This means that historical ultimate losses are adjusted to expected 204’7 2018 cost an\d béneﬂt
levels. We selected an expected 2017-2018 pure premium, as Wellas a 6w reasonable and h\%ha 5
reasonable estimate, based on various averages of the h|stoge purﬁ prem|ums on level. The sel cteﬁ\
pure premiums are then converted to indicated losses and ALAE bs( multlp/)ung by the estimated 2017-
2018 exposures. The total indicated 2017-2018 cost is calculate\:j by\agdmg,tﬁe estimated loss and the
allocated expenses by coverage or sub fund. //\ N e

\ A,
\\ “\\-\ = %

We compare the total estimated costs for eacH\ caverage or\sub fund tEl the\premmm derived using
2017-2018 exposures and 2016-2017 rates, WWICH produ/oés the Mcate@wte change for each
coverage or sub fund. The res(uIEEre shown on Su{mrfrfary, Exh*ert\2 ‘Sheet 1 shows the results at the
central estimate. Summary) Exhibit 2, Sheets 2 E‘nd ;’vshow the low reasonable and high reasonable
rate indications, rgspec;trﬁely Summarj Exhibit shows the indicated premiums and rate changes
under all three s%\enanos A \ \

o |

4 o L
\ \ o i e
% e ‘*\\\ =

Summam|b|t 3, hows{ﬁe |nd|cated tentral estimate deviation factors from the benchmark rates.

’The/benEhmark rates for aII\coverages except workers compensation were provided by NJSIG. The
&~ fﬁvorkers compe\nsa ion bégchmark rates are the NJCRIB published rates effective January 1, 2016.
\,\ * Exhibit 3 also pr\g)\n s estlmaté;s of the stabilization fund amounts for each coverage and sub fund

\'\\ based on the cejtral estlmate rate indications.
: ]
5 o

) N / -
Selé\ctep/ﬂgdilctible Factors
L e e

. \
N

Our selécted loss elimination ratios are based on indications derived from the trended reported data.
First historic unlimited loss and ALAE are trended to the 2017-2018 policy year using the trend
assumptions described above. This is done for each individual historic claim from accident years
7/1/2001-02 through 7/1/2013-14 for the liability coverages and 7/1/2001-02 through 7/1/2015-16 for
APD and property. The severity trends for APD and property are based on Willis Towers Watson
analysis of industry information.
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Each individual trended claim is then reduced by the various deductible amounts. The loss elimination
ratios are calculated for each accident year by summing up the trended losses and ALAE reduced by
the deductible amount and dividing by the retained trended losses and ALAE. This loss elimination
ratio is interpreted as the average percent of retained loss and ALAE that is not eliminated from the
application of the deductible.

Retained losses are limited to $500,000 for AL and GL, $1 million for E&O and Property and statutory
limits for workers compensation and include ALAE on a pro-rata basis.
Selected loss elimination ratios are based on various averages of the historic ratios and judgment

reflecting the range of estimates. The selected loss elimination ratios are then adjusted to a rate basis
by loading in a provision for general expenses which are unaffected by the deductible level. -

A
g /
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//’ ™ \\
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Reliances and Limitations

Inherent Uncertainty

Projections of loss and ALAE in connection with rate level indications are subject to potentially large
errors of estimation, since the ultimate disposition of claims incurred prior to the evaluation date,
whether reported or not, is subject to the outcome of events that have not yet occurred. Examples of
these events include jury decisions, court interpretations, legislative changes, changes in the medical
condition of claimants, public attitudes, and social/feconomic conditions such as inflation. Any estimate
of future costs is subject to the inherent limitation on one’s ability to predict the aggregate course of
future events. It should therefore be expected that the actual emergence of loss and ALAE WI|| vaTy
perhaps materially, from any estimate. Thus, no assurance can be given that NJISIG's or anv sub
fund’s actual loss and ALAE will not ultimately exceed the estimates contained herein. ,1/ ouT
judgment, we have employed techniques and assumptions that are appropnate a{ﬁ the”\pont:lusmns

presented herein are reasonable, given the information currently available. o G \\ \
/_/ . N A \\
The inherent uncertainty associated with loss and ALAE estlmates/ls magnlfled in this case du\e\to ﬂ\e
following circumstances. - A NR
. ® s .
\‘ \ /,/ e N
\ N o

m  NJSIG's mix of business is weighted toward  coverages such as Wérkers compensation, general
liability and auto liability for which the eshmahéﬂof loss is more unoertam than for shorter-tailed

Eon =

property and casualty lines. vl X b
\\ e % %

m  NJSIG has relatively high per occurrence rﬁetennons Wh|chﬁﬂqrease the uncertainty associated
with our estimates. This is particularly 5|gn|f|cax1t W|th/respact to"the E&D coverage, which is a high
severity/low frequeny éxposure \\ ’\ /—-/ .

\ -

m The geographm’c/nCentratlon Qf I\}JSIG coui\d cause adverse results due to legislative or judicial
changes or éatastroph ic eve,nts (é g hurr|cahes\p
\ \ !
= Rece&mchangewn Ibséeme’r?me case Feséfvmg methodology (especially for WC and E&O),
. _~€laims staffing angd ecaefiomic cond|t|ons“\méy produce different patterns of loss development than
o~ _are an’fr&patéd by our a\qaly5|s
" \ N
. m NJSIG has a relatwely ‘small volume of losses for some of the WC sub funds. Loss projections
%
\, based on small \,}olumeS\QFdata tend to be volatile.

/
| b .The year to/year variation in the impact of individual risk rating adds additional uncertainty to the

“\ rate |n<1|eat|0n s.
\'\ ,/ o

\ 7 ot
A '
\ /

Fu rth@rrﬁ'ore, there is no guarantee that the rate level indications will prove to be adequate or not
excessive.

Range of Estimates

The range of estimates presented herein is intended to reflect the reasonably expected variation in
loss and LAE based on information currently available. It is possible that actual results will fall outside
this range.
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Data Reliance

Throughout this analysis, we have relied on historical data and other quantitative and qualitative
information supplied by NJSIG. We have not independently audited or verified this information;
however, we have reviewed it for reasonableness and internal consistency. We have assumed that the
information is complete and accurate, and that we have been provided with all information relevant to
the analysis of NJSIG’s and each sub fund's ultimate losses and ALAE. The accuracy of our results is
dependent upon the accuracy and completeness of the underlying data; therefore, any material
discrepancies discovered in this data should be reported to us and this report amended accordingly, if
warranted.

We note that there was one area where data was inconsistent or incomplete. E&O reportedgn’digéid
loss histories were provided to us on an accident year basis, while the coverage is prog_i;le’a gn/é
claims-made basis. Estimates of ultimate losses on a report year basis may differ f/rorﬁ the i‘gsults by

/ o

1 o ,, v 5
accident year. A \\‘ "
e S
' . i _ o - \ B
Complete and consistent data is a critical component of actuarial anatyses; incomplete andfor,
: : , . . ; L N
inconsistent data increases the uncertainty associated with our/estmjlates. \\ N\
i = e
L e v
Extraordinary Future Emergence \-\\ ot
o \\ -

. . %
We have not anticipated any extraordinary ch'@ng‘es\_ta\thexlegal, soc}a_l, o\r\economic environment that
might affect the cost, frequency, or future repo};tin OT'BJQimET-—lQ additidq, our estimates make no
provision for potential future claims arising fron‘\ Ioilas cau§és V_rlpt\'c\en\t?inéq,m}‘the historical data (e.g.,
new types of mass torts or/l‘atéﬁ’ﬁmugi\es, terrorist alc/ts/ ’ej;g_/)/ except insofar as claims of these types

are included but not id;aﬁfffli,edﬁh?hg reﬁ)orted Ioé\sesﬁ_arfa are impliﬁfy/analyzed.
L : | / i

o

o / P A
v & ¥ ,,'/ ‘\ - .
Excess Insurﬁné’e\lRein_;Mfrance_QoIlectlblllty
b \ o e b -
. o e L

o -~

Qu‘r/é‘si_ti)m@tgé\a(e presented net of the retentions as described in the Analysis section. We have
o g,ssﬁmed thé-t\all b;f NJSIG's'excess insurancefreinsurance protection will be valid and collectible.

\// ('Contingent liability \rnay exist ar any excess insurance/reinsurance recoveries that may prove to be
\'\\, \.uncollectible. Sh ulcj such IiapiJﬁies materialize, they would be in addition to the net prospective cost

N \e§timates contained herein.
- .

Sﬂelf\-‘l\r]sufén‘ée Risk

N,

\ e
b A

Wheﬁ/reviewing our findings, it is important to note certain implications of a group self-insurance plan.
The entire retained risk remains with the group members, which likely exposes these entities to
greater potential fluctuations in financial experience than does a first-dollar insurance program. The
members of NJSIG should have sufficient financial capacity to reserve for and withstand those
fluctuations. Actual losses in excess of projected losses will have to be paid by NJSIG members. Itis
not possible to estimate such fluctuations completely accurately; however, the effects of such
fluctuations can be reduced by the funding of a provision for contingencies (a margin for the risk of
adverse deviation from the expected loss levels).
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An important factor bearing on a group self-insurer’s financial capacity is the existence of an excess
insurancefreinsurance program. Excess insurance/reinsurance is generally considered an integral part
of programs with the potential for catastrophic losses; workers compensation and liability losses are
characterized by this potential.

Nothing in this report should be construed as recommending that NJSIG members should or should
not self-insure these coverages. Many factors other than the indicated rate levels should be
considered in that decision.
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Data and Information

NJSIG provided the following data and information for use in this analysis:

m Foreach coverage, recoveries (salvage, subrogation and excess insurance) as of September 30,
2016

m Gross and net earned premium information for each calendar year by coverage

m  Exposure, experience medification factor and coverage data for each accident year by coverage

and member -
AN
/‘ /
m Individual risk premium adjustments by member and coverage as of for the 2016- 20)700verage
year o
,/// /.// \‘\, \\\
m Claims detail for each coverage as of September 30, 2016 . ‘\/\/«" \\ 5
o R ‘ "\\
m A description of NJSIG's reinsurance agreements //‘//—/ \‘\ \‘\.\
- e \ N
N A
m 2017-2018 expense budget, including WC sub fund admmstr@tron fees \ N
\ /,/’ _// X //
m Policy year 2016-2017 sub fund definitions \\ o
o \\‘ v’/'
m Benchmark rates by coverage ( L e N \\
\\ \\\ \\‘\ \\-\\, \\' ‘\\‘
m 2016-2017 NJSIG rates by coverage l\ \ '\'\\ \‘\\ \\ \.\
|\ ‘\ \\ . \\\// b
m  Distribution of APD exposures by.» veh|cle type f\or2015~20‘r6\ .
e . .
m Estimated WC reiﬁsw?ance costs fc?r 2016-2 17~
b
m Estimated |néreas<§ in 201§—20 Llpﬁoperty coSt ;:ier square foot
\‘ / //—*\&_‘ \\\ \_ ,,/
e N b . = -
- i T \\"\ \ 2\ .
. : V\\\. \\\ \\ \\‘\
\\ \‘ \\\ ‘\\
% | \‘\ S
% / /
\\ : N & ///
NN o
NN e
\
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Description of Projection Methods

Reported Development Method

The reported development method is based upon the assumption that the relative change in a given
year's reported loss estimates from one evaluation point to the next is similar to the relative change in
prior years' reported loss estimates at similar evaluation points. In utilizing this method, actual annual
historical reported loss data is evaluated. Successive years can be arranged to form a triangle of data.

Report-to-report (RTR) development factors are calculated to measure the change in cumulative
reported costs from one evaluation point to the next. These historical RTR factors and oompapable
benchmark factors form the basis for selecting the RTR factors used in projecting the cu/n;ent vaTuat|on
of losses to an ultimate basis. In addition, a tail factor is selected to account for Ioss/déveloﬁment
beyond the observed experience. The tail factor is based on trends shown in thedata/anq \\\

\\/

consideration of external benchmarks. Sy \ &

This method'’s implicit assumption is that the relative adequacy pf’case reserves has been constetent

over time, and that there have been no material changes in tﬁe rate/at which Qlan’ns have been >

reported. \ \_\ o /. o

Paid Development Method E L

The paid development method is similar to the trep\orted development met@gé however, case reserves
are excluded from the analysis”While this method aS/the/d‘sa\d\Aanta of not recognizing the
information provided by/(furrent‘ase réserves |t has the advantage of avoiding potential distortions in
the data due to ch/ange,s/fn case reg%er\)mg meth@dot\?gy

\ /, \ y‘

This method's |mp\\\c|t as\sumptmn_ts that thefate \ofpayment of claims has been relatively consistent
oveptlﬁte o \\ - .

- L 7 .
e " ~ \
- \

( o Adjusted Repot{ted Nlethod
Lo
\,\ \

\ The adjusted re ! rtld development method is analogous to the reported development method except
\that the report oéses used in the calculation of development factors are first adjusted to a common
éase resewe adequacy basis. As noted above, the reported loss development technique is dependent
on Qon5|steﬁcy in reserving philosophies and procedures to produce reliable results. The adjusted
reporteﬂ development method medifies the raw data to restate historical case reserves to the level that
the current case reserves would imply, after the consideration of trend.

\/

This technique is also known as the Berquist-Sherman method. It is designed to reduce distortions
that may exist due to changes in the adequacy of case reserves over the experience period.
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Reported Bornhuetter-Ferguson (B-F) Method

The reported Bornhuetter-Ferguson (B-F) method is essentially a blend of two other methods. The first
method is the loss development method whereby actual reported losses are multiplied by an expected
loss development factor. For slow reporting coverages, the loss development method can lead to
erratic and unreliable projections because a relatively small swing in early reportings can result in a
large swing in ultimate projections. The second method is the expected loss method whereby the
IBNR estimate equals the difference between a predetermined estimate of expected losses and actual
reported losses. This has the advantage of stability, but it does not respond to actual results as they
emerge.

The reported B-F method combines these two methods by setting ultimate losses equal to a;;ttlal 3
reported losses plus expected unreported losses. As an experience year matures and e;@p’ecLed/
unreported losses become smaller, the initial expected loss assumption becomes g;a/ually less
important. e
P %
Two parameters are needed to apply the B-F method: the initial expec’[eguésses and the exp\epted\
reporting pattern. The initial expected losses are selected as desCrlbed in the Analys.'s section, whne\
the expected reporting pattern is based on the reported loss dgvek{pment a /atysrg, described abov\e

\ \ ,-// /’/
This method is often used for long-tail lines and in.situations Wher\e the reported loss experience is
relatively immature or lacks sufficient credibili y fgr théﬁpphcanon of\othar methods.

\ . % X

Paid Bornhuetter- Ferguson Method \ \ > o o
T \ | = ‘\

. L >~
The paid B-F method.is ana’[ogous‘to t)pe reported BT—‘ method using paid losses and development
patterns in place a‘frep()rted Iosse;/ anﬂ patterns“x |
5 e | 4

\ \. o —— \ \

% e ol
I e
FrequengylSeve\rltyMethod .
o /" /"")i‘\ \ ‘\
// ?Fhe frequenche\}enty methmd calculates ultimate losses by separately projecting ultimate claim
"\\\ X, frequency (clalms per eprg,uré and ultimate claim severity {cost per claim) for each experience
X ‘penod Typically, !Ios)s develogment methods are used to project ultimate frequency and severity based
L oh historical d;t/a) Ultimate losses are calculated as the product of the two items. This method is
\|nte*nded to aveid distortions that may exist with the other methods for the most recent years as the
r\esultpf gh’anges in case reserve levels, settlement rates, etc. In addition, it may provide insight into
the\dnver&dfthe loss experience.
S
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