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 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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Section 5, Table 1
New Jersey Schools Insurance Group

Adapted Risk-Based Capital
R1 - Fixed Income Assets

Value ' Factor RBC
PRO0Y - Miscellaneous Assets: />
Cash and Cash Equivalents ) $265,785,525 " 0003 $797,357
Short Tem Investments 40,000,0V 0.003 120,000
Total $305,?85.x525/\ b $917,357

' NJSIG draft financial statements as of 6/30/16. %

z
SIGMA Actuarial Consulting Group, Inc.



Section §, Table 2
New Jersey Schools Insurance Group

Adapted Risk-Based Capital
R3 - Credit-Related Assets

value ! Factor RBC

PRQ12 - Credit for Receivables:

Reinsurance Recoverables : $30,000,000 ” 0.100 $3,000,000
Investment Income Due and Accrued 477,322 0 010 4,773
Recoverables from Parent, Subsidiaries and Affiliates 2,647, 6%}/\ 0.050 132,384
Total $33, 125 002 $3,137,157

! NJSIG draft financial statements as of 6/30/16. Reinsurance, récoverables are not shown in NJSIG's
financial statements in the manner that they would be for a: company,f ling an NAIC yellow book.
Therefore, reinsurance recoverables are assumed to be approxlmately $30M for purposes of this analysis.

N

2z
SIGMA Actuarial Consulting Group, Inc.



Section 5, Table 3

New Jersey Schools Insurance Group

Adapted Risk-Based Capital
R4 - Underwriting Risk - Reserves

Net Loss and

Net Loss and

Loss Adjustment Loss
Adjustment Industry Loss l;a_ctor for Adjustment
Expense Expense RBC Inngstment Expense
Unpaid Factor sincome * Reserve RBC
PRO17 - Underwriting Risk - Reserves;

Coverage: .
Workers Compensation $178,330,000 0.324 0.&3_0 $17,640,404
General Liability 26,449,000 0.511 0.852 7,600,702
Automobile Liability 9.079.030 0.911 1,094,292
Automobile Physical Damage 378,000 0.976 32,248
Property 3,026,000 0.966 455,431
Total %2:000 $26,823,077
Loss Concentration Factor 94.62%
Tolal Net Reserve RBC A $25,379.995

" NJSIG draft financiat statefents as of 6?39!16\___.\>
2

This factor is not adjustedJor company—speclﬁc -experience,
% Assumes a 5% interest rate and |ndustry payment pattems.

Q\

z

SIGMA Actuarial Consulting Group, Inc.



Section 5, Table 4
New Jersey Schools Insurance Group

Adapted Risk-Based Capital
RS - Underwrfting Risk - Net Written Premiums

Industry
Losses and
Loss Company Adjustment
Curent Year  Adjustment Underwmmg Factor for
Net Written Expense Efpense Investment Net Writlen
Premium Ratio * zRaho Income * Premium RBC

PRO18 - Underwriting Risk - Net Written Premiums:

Coverage:

Workers Compensation $69,441,216 0.839 $13,480,779
General Liability 8,525,979 0.816 1,515,213
Automobile Liability 5,345,456 0.890 1,105,255
Automobile Physical Damage 1,142,242 0.971 166,765
Property 7 281,941 0.949 1,605,335
Tota s91\7as 834 $17,873,347
Premium Concentration Facior 92.71%
Total Net Written Premium RBC £16,570,380

' NJSIG drafi financial statemenls as of,5130116

2 This factor is not acljuster;t féf‘company speclf [ expenence

3 Based on ratio of-expenses tomet premlum from NJSIG drafi financial statements as of 6/30/16.
* Assumes a,5% interest rate.and industry payment patterns.

z
SIGMA A ctiuarial Consulting Group, Inc.



Section 5, Table 5

New Jersey Schools Insurance Group

Adapred Risk-Based Capital
Total Risk-Based Capital After Covariance

RBC

PR031-PR0O33 - Computation of Total Risk-Based Capital After Covariance:
RO - Affiliated Insurance Company Assets:RBC

R1 - Fixed Income Assets 917,357
R2 - Equity Assets RBC \0
R3 - Credit-Related Assets 3,137,157
R4 - Underwriting Risk - Reserves 25,379,985
RS - Underwriting Risk - Net Written Premiums 16,570,380

Total RBC Before Covariance $46,004,889

<$31 632,791

Total RBC After Covariance A~

b
SIGMA Actuarial Consulting Group, Inc.



Section 5, Table 6

New Jersey Schools Insurance Group

Adapted Risk-Based Capital
Comparison of Unique and Industry TACG/RBC Ratios

Percentage of Total RBC
Befare Covariance Adjusiment

Industry

Excluding RO

NJSIG Industry and R2

RO - Affiliated Insurance Company Assets RBC 0.00% ‘:1:3?2752." N/A

R1 - Fixed Income Assels 1.99% 2.39% 4.22%

R2 - Equity Assets RBC 0.(;%:‘"‘ 29.00% N/A

R3 - Credit-Related Assets 6.’?}% 3.82% 6;73%

R4 - Underwriting Risk - Reserves és\?‘u?% s 30.83% 54.50%

RS - Underwriting Risk - Net Written Premiums 35.\02% 19.61% 34.55%

Total o~ 100.00%. 100.00% 100.00%
Lo ™ NN

~N Industry

NJSIG  (Thousands)

L
Total RBC After Covariance (RBC) "":‘\/( T~$31,632,791 $247,350,969

Total Adjusted Capital (TAC) 67.958,568 830,075,697
7 L

TAC/RBC Ratio 7 2.15 3.36

Note: Industry data is from NAIC's Ag@regate P/C Rasuylts by Year for 2014 (excluding Catastrophe Risk).
RBC ratios in the NAIC documeént (aﬁg defined in & RBC for Insurers Model Act) are based on the
Authorized /(r:onmel RBC*Ratios in this analysis are based on the Total RBC After Covariance,
which is fwo tim Authorized Gontrol Level RBC.

z
SIGMA Actuarial Consulting Group, Inc.



Section 5, Table 7

New Jersey Schools Insurance Group

Adapred Risk-Based Capital
Percentape of Simutated TAC/RBC Ratios Within Each Action Level

Percentage of TAC/RBC Within Each Level

2014
NAIC Actlon Level : TAC/RBC Ratio 6/30/17 6/30/18 630119 6130120 630721 Industry
Mandatory Control Level Below 0.35 0.00% 0.48% 1.52% 2.54% 3.30% 0.98%
Authorized Contro! Level 0,35 to 0.50 0.01% 0.22% o.sa@‘s.} 0.85% 1.02% 0.48%
Regulatory Aclion Leve! 05010 0.75 0.13% 0.74% 1’.5_;% 1.90% 2.40% 0.32%
Campany Action Leve! 0_.‘75 o 1.00 0.23% 1.43% 72\}53% 313% 3.56% 0.48%
No Action Required 10010 1.25 0.74% 285% o _3.95\% 4.78% 510% 2.18%
No Action Required 1.2510 2.50 87.75% 72.2:%" 6373&% 58.74% 58.77% 14.35%
tto Action Required 25010 5.00 11,14% 22.04% 26.20% 28.06% 27.85% 28.46%
No Action Required 5.00 t0 50.00 0.00% _9;00% 7 0.00% 35.18%
No Action Required . Greater than 50.00 0.00% A —70.00% , . 0.00% 17.56%
Total 100.06% /oo.ou%/\ 100.00% 100:00% 100.00% 100.00%

Note: Industry data is from NAIC's Aggregate P/C Resulls by Year for 2014 (ehﬂing Cagasuébha Risk}.
RBC ratios In the NAIC dogument {and defined in the RBC for Insurers Model Act) are.t‘lta?_s?ed an the
Authorized Coniral Level RBC, Ratios in this analysls are based on the Total RBC After Covarance,
which is two times the Authorized Control Level RBC.

z
SIGMA Actuarial Consulting Group, Inc.
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