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Board of Trustees Meeting of September 21, 2016 

Action Item 
Risk Based Capital/Surplus Study as of June 30, 2016 

 
 
The Sigma Actuarial Consulting Group was engaged to perform a strategic Total Adjusted 
Capital/Risk Based Capital (TAC/RBC) analysis for NJSIG.  Sigma used the Group’s 
preliminary 06/30/16 financial reports which included the 06/30/16 Willis Towers Watson 
study of ultimate liabilities, the 06/30/16 GASB68 adjustments (as per the NJ KPMG state 
report), and the assumption of a $3 million 2015/2016 safety grant.    
 
The analysis for the range of the Group’s surplus requirement relies on the concept of Risk 
Based Capital (RBC).  RBC is an insurance industry financial evaluation tool defined by the 
National Association of Insurance Commissioner (NAIC) and is utilized by state insurance 
commissioners to measure the solvency of insurance companies licensed in their state.  The 
RBC defines the minimum amount of capital (surplus) that an insurance carrier should 
maintain to allot for claims payments and is also the minimum surplus required to prevent 
authorized/regulatory agency intervention. 
 
As per the Sigma study, the two major driving components of NJSIG’s RBC calculations are 
claims reserves (at 55.17%) and net written premiums (at 36.03%).  Sigma has calculated an 
adapted RBC after covariance of $31.6 million.  The NJSIG RBC ratio is 2.15.  The NAIC 
industry RBC ratio is 3.36.  The NJSIG total adjusted capital (TAC)/surplus threshold range 
would fall between the 2.15 and 3.36 RBC ratio.  At 06/30/16, Sigma recommends a 
06/30/2016 surplus target threshold between $67.9 million and $106.2million.  (Please see 
attached Section 5, Table 6 from Sigma’s study for these results) 
 
The projected 06/30/2016 NJSIG surplus (assuming a $3 million safety grant) is $68.2 
million.  This is within the study’s targeted threshold of $67.9 million and $106.2 million. 
 
Recommended Resolution:  Accept the 6/30/2016 Sigma Actuarial Consulting Group 
study.  Each year-end, until a new surplus study is performed, NJSIG should adopt the 
methodology that the NJSIG member equity (surplus) target threshold should minimally 
meet the adapted RBC value (as determined by Sigma), including a yearly inflation factor (as 
measured by the Consumer Price Index and published by the Bureau of Labor Statistics), 
times the RBC ratio range of 2.15 – 3.36 (as determined by Sigma).  The Group’s adapted 
RBC is to be evaluated at a minimum of every five years by an independent firm.  
 
 
Michele Carosi 
 
Michele Carosi, Comptroller 
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