New Jersey Schools Insurance Group

NJSIG 6000 Midlantic Drive, Suite 300 Nozth

NEW JERSEY SCHOOLS Mount Laurel, New Jersey 08054
INSURANCE GROUP

WWW.njsig.org

Board of Trustees Meeting of September 26, 2018
Action Item
Reserve Study as of June 30, 2018

Representatives from Willis Towers Watson (WTW) will be presenting NJSIG’s
reserve study at the September 26, 2018 NJSIG meeting,.

The first 25 pages of the 06/30/18 WIW Reserve Study draft (dated August 20,
2018) area attached.

The WTW study presents the 06/30/18 actuarially determined liability
estimates for:

(1) Estimated Net Unpaid Loss and Allocated Loss Adjustment Expense
(ALAE)
(2) Unallocated Loss Adjustment Expense (ULAE)

These liabilities are reflected at the 65% confidence level in the financials for NJSIG’s
2017/2018 fund year.

Estimated Net Unpaid Loss and Allocated Loss Adjustment Expense (ALAFE)
liability:

WTW has estimated NJSIG’s net unpaid loss and ALAE liabilities in a range for the
2017/2018 fund year. The estimated ultimate liability is shown by confidence levels.
The 50% confidence level is $196,179,000. They also opined at the 65%, 75% and
90% levels which yielded reserves of $207,638,000, $217,941,000 and $240,334,000,
respectively. The higher the confidence level the more conservative the estimated

ultimate liability.

NJSIG has chosen a confidence level of 65% for the 2017/2018 year resulting in a
$207,638,000 ultimate unpaid loss and ALAE liability.

TEL (609) 386-6060 x 3017 | FAX (609) 386-8877 | mcarosi@njsig.org
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Unallocated Loss Adjustment Expense (ULAE) liability:

WTW also performed an additional reserving analysis for 2017/2018 to determine
NJSIG’s liability for unpaid claims and unpaid losses and loss/claim adjustment
expense. Their analysis resulted in Unallocated Loss Adjustment Expense (ULAE)
liability amounts according to confidence levels. The 50% confidence level is
$8,400,000. They also opined at the 65%, 75% and 90% levels which yielded reserves
of $8,900,000, $9,400,000 and $10,300,000, respectively. Again, the higher the
confidence level the more conservative the estimated ULAE liability.

NJSIG has chosen a confidence level of 65% for the 2017/2018 year resulting in an
$8,900,000 ULAE liability

The 2017/2018 recommendation is to use the WIW’s 65% confidence level of
$207,638,000 of ultimate unpaid loss and ALAE liabilities and $8,900,000 of ULAE
liabilities. These liabilities result in a $2.5 million increase (for the ultimate unpaid loss
and ALAE) and a $100 thousand decrease (for ULAE) to NJSIG’s 2017/2018 change
in position. Prior to any 2017/2018 Safety Grant declarations, the resulting
2017/2018 net change in position will increase NJSIG’s surplus from $78.7 million to
$94.1 million. (Any Safety Grant allocation will decrease the 2017/2018 surplus by
the exact safety grant amount.)

Recommended Resolution: Approve the reserve study as presented in the WTW’s
draft and presentation at the 9/26/2018 meeting and adopt the 65% confidence level
estimates of ultimate unpaid loss and ALAE liability and the ULAE liability from the
WTW reserve study of June 30, 2018. The 65% confidence level estimates are
$207,638,000 for the unpaid loss and ALAE liability and $8,900,000 for the ULAE
liability.

Michele Carosi

Michele Carosi
Comptroller

Page 2 of 2



WillisTowers Watson L:1"1'l:l

New Jersey Schools Insurance Group

Estimated Net Liabilities as of
June 30, 2018
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August 20, 2018

Mr. William Mayo

Executive Director

New Jersey Schools Insurance Group
450 Veteran's Drive

Burlington, NJ 08016-1268

Dear Bill:

\

Enclosed please find our report regarding the loss and allocated loss adjustment expen/erra/brhﬁes as
of June 30, 2018 for the New Jersey Schools Insurance Graup (NJSIG).

o

o 1
i =

This draft report is intended for discussion purposes only, and should not be rehedaﬂ)on b? NJSIG or
referenced or distributed to third parties without Willis Towers Watson's exp(eSS/wntten cons nt. We
look forward to the opportunity to discuss our analysis and fmdmgs with y;;u “and will |ssue\a\f|nal
report shortly thereafter, which will replace this draft. _// //

= o
Attention is called to the Distribution section of the final repoH, W‘mch sets/out/the limits on d|sﬁ’1bl}[|on
of the report. N //

\ N o

. . -
The authors of this report are members of the ?neﬁea\n Academy of ﬁ\\c\tuaries and we meet its
qualification standards to render the actuarial d\ppi\ﬁi@gcbﬂ@ined heré\i\n. L

\ ™ X N

1 kS B
\ <

1 \\_ \\ \\ i
We have enjoyed working on this analysis for y‘pu.\ PIeag@cg\nta\ct‘@jthervoﬁus with any questions.

. L e, F
Sincerely, A e \ . .

Ann M. Conway, FCA§ MAKAEERA '\\\;_/,,,

617 53( e R .
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\"S\ta L.T. Mina, /;Aﬁ MAAA CPCU
61-7 8 3752
\
‘\\ \ //‘/ /f/
;\.vv///

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

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

T +1 617 638 3700
D +1 617 638 3774
F +1 617 638 6999
W willistowerswatson.com

Towers Watson Delaware Inc.
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New Jersey Schools Insurance Group 1

Purpose and Scope

Willis Towers Watson was retained by the New Jersey Schools Insurance Group (NJSIG or the
Group) to prepare an actuarial analysis of NJSIG’s loss and allocated loss adjustment expense
(ALAE) experience for the purpose of developing estimates of net unpaid loss and ALAE as of June
30, 2018.

This report was prepared for the internal use of NJSIG management to present our findings W|th
respect to this analysis. It is our understanding that NJSIG management will consider ouynﬂ@gs for
the purposes of establishing liability estimates for external financial reporting and mtemal
management reporting. _ o \‘

Our report is not intended or necessarily suitable for any other purpo§§;8://,\/?“ 20

e Ay
The exhibits attached in support of our conclusions are an mtegrgi/part of this- report These sechor\s
have been prepared so that our actuarial assumptions and Judgments are dgoﬂmented Judgme\ﬁts
about the analysis and findings presented in this report should be m de;anly after considering the
report in its entirety. Our projections are predu;a’feé‘eg a number df\ass\umpnons as to future
conditions and events. These assumptions ara d&)cumehte\d in subsé\quent sections of this report, and
should be understood in order to place the actuarhal es‘hmates\m their app}*opnate context. In addition,
the projections are subject to a nur@er of reharﬁcets and/lfm,tteuoné as described in subsequent

sections of this report. //‘/,_, : \\ \\ *//_/ =
- ~ \. | ‘,,»-

We are available tﬁ) answer any quéstl/ons that m‘ay arlse regarding this report. We assume that the
user of this report will se\e\k syeﬁ 8J3|aﬁbﬂ on a\ny fmatter in question.

e e e o

7 - / —
Lmh|s~1/pBWe pqude\eshmates of NJ8IG’s net unpaid loss and ALAE as of June 30, 2018 on
/ $e’veral bases repres\?ntln \varrqus intended measures. These include an actuarial central estimate,
\\ a‘s\well as eshmatés above th@ attuarial central estimate. These estimates were arrived at through the
‘\eva1uat|on of the ressults of various actuarial methods and models applied to NJSIG's experience. As
s?skch ‘the derivation of these estimates does not include consideration of extreme events, which are
coﬁs|deYed/t(yﬁavE a remote possibility of occurring. The higher confidence level estimates are
mtend@d to present measures of the Group’s unpaid loss and ALAE that consider risk margins or
outcomes that may be considered unlikely, but that are not remote. We consider the actuarial central
estimate suitable for use in financial reporting contexts. The higher estimates may not be suitable for
this purpose.

QOur analysis was based on data evaluated as of June 30, 2018. We received additional information as
of August 10, 2018. No account whatsoever has been taken in the projections of developments or
data received subsequent to August 10, 2018.
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New Jersey Schools Insurance Group

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

s Workers Compensation (WC)
m  General Liability (GL)

m Auto Liability (AL)

m Auto Physical Damage (APD)

m FErrors and Omissions (E&O)

N
o R
=
m Property o -
o
/ %
Qur analysis was performed net of ceded excess insurance/freinsurance, net oﬁdeciuohbles‘ and net of
future salvage and subrogation. We have assumed that all of NJSIG’s ce;le\d excess ‘-\ \\
insurance/reinsurance and other recoveries will be valid and collect@ef _,,/" '\,\ 5
o o N,
e - \ N
/"/ // \\‘ \
All loss amounts are stated on an undiscounted basis as regé\rds&future inv/es’(rhgnt income k >
\‘ = =~ - i v
\ e
Throughout this report, the use of the term loss without rnod|f|cat|Qn mc’fudes loss and ALAE, but does
not include unallocated loss adjustment expense\gULAEl A \_\
E N 3
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New Jersey Schools Insurance Group 3

Distribution

Our 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

e
X

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

/

m A copy of this report may be shared with your auditors solely in the context offr(ew pérformlng
regular audit activities . \\

X %

N 5
m You shall not refer to us or include any portion of this report in any- Shaféholder comml}nlcabon or
in any offering materials or fairness opinion provided by your profeséonal advisors prep}a rechin
connection with the public offering or private placement of/any/sécunty - 5 \,\
// \, '\\ -
m This report may be shared with your affiliates, provided that yoqensare that each such afﬂllate
complies with the terms above and the appllcable statement\of WOI’K*aS if it were a party to them,
and you remain responsible for such comp’ﬂanoe % \\

\ e s ~: \ ",
\ ‘\ - N h \

In addition, we understand that NJSIG may Wléh tip provIde coble\s of thl\s réport to its broker, Willis
Towers Watson, and current or prospective renﬁsuiger;m EeXcess msugeréf and the New Jersey
Department of Banking and” Ir;sufanceﬁhe Remhehtg}fpermlssmﬂ -is hereby granted for such
distribution on the copd‘hons that: "‘ ;' |

/ | 1
i I
i, '\’ o \ \

B The Actuanal Report is /d+str|bute_d |n |t\eniuety

= e ~ -

. anhReeLmenf\agréQs ﬁqt to reference or distribute the report to any other party
< 1 " Each ReC|p|eht répogrni@s that the furnishing of this repert is not a substitute for its own due
5 \\ diligence and aygr es 1o pTaze no reliance on this report or the data contained herein that would
‘result in the cr at n of any duty or liability by Willis Towers Watson to such party
5 X

[ '\\Ea\Ch Re/LpTent understands that such RECIPIENT IS DEEMED TO HAVE ACCEPTED THESE
'NgRMS AINEJ CONDITIONS by retaining a copy of this report

Sy
We accept no responsibility for any consequences arising from any third party relying on this report. If
we agree to provide this report to a third party, you are responsible for ensuring that the report is
provided in its entirety, that the third party is made aware of the fact that they are not entitled to rely

upon it, and that they may not distribute the report to any other party.

This report contains workpapers, trade secrets, and confidential information of both NJSIG and Willis
Towers 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 |nformation 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
s
P P
i . < // \-"/
NJSIG retains a portion of the following exposures: s
- - /-'//ﬂ \\\ ‘\\
5 v 8
. TR » Nox
m  Workers Compensation = &
,//’/ o . \ \‘\
i o e P \ %
m General Liability - % K
& A\ iy
% = . //l i\. l\‘\" /.,/
= Auto Liability W8 ‘
\\ e /////
m Auto Physical Damage sl W 9t
\\ \\ \\\ \\‘ \‘\
m Errors and Omissions (7/1/02 through 6/30\/08 oniy\) % \‘\\
\. L N
\ | i . N >
. o £ e, W
m Property i P o

- . '\I‘ | \,,»'
We note that for E&@; APD and propefi\/, cover ge'\is over a member deductible.
5 < |

/ /' \
N \ e |
\ L
\

All cla|ms are s self- adr*qmétered/byNﬂSLG except for the E&O program which is administered by a
thwdpart@mmstratoh Surﬁm|t o

b

Wt \ \
i

Changes in 0 er tloﬁs a\sld Business Environment
her

E‘ffechve with the/éfuly 1, 2015 coverage year, the E&QO program was reinsured with QBE with all
cIaTms handledby Summ|t This change should have no impact on the E&QO findings herein given that
there\qs orﬂ? one open E&Q claim with $30,000 in case reserves where NJSIG has liability and the
changewas implemented subsequent to June 30, 2015.

In addition, the general liability claims with payment frequency increased significantly for the 2016/17
and 2017/18 accident years. NJSIG management believes that this increase is due to QBE'’s
participation in the E&QO program where they determined that bullying and physical assault claims
should fall under the general liability policy rather than the E&QO coverage where they were assigned
historically when NJSIG self-administered E&O claims. A fairly large percentage of these claims will
close without indemnity but expense costs can be material given the nature of these claims. In
addition, when indemnity is paid on these claims, the amount can be substantial. Given that there is
no claim detail that has been compiled to estimate the impact of this change, we have not made any
explicit changes to data or our projection metheds. Qur ultimate loss selections for these two accident

August 20, 2018 WillisTowers Watson Ll"I"l:l
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New Jersey Schools Insurance Group 5

years assume that NJSIG will have some exposure to these claims under the general liability
coverage.

Based on discussions with NJSIG management, we understand there have been several changes in
the workers compensation claims management process which could impact the average case
reserves on open claims and the overall claim severity. .

+ Additional focus on safety programs at the member level including the increased use of
modified duty to return injured workers to work faster

A new medical bill review provider has been engaged which has increased network

+ . & o
penetration and savings e
o
- P . - & // 5
¢ Adjusters utilizing new tools to assist in setting case reserves 2 \,\
/' P %
o % b
. L &
¢ Aggressive use of nurse case management to control medical co/st»s \.\ N
i %
¢ Recent success in getting litigated claims settled or d|sm|ssed N

We gave consideration to these changes in our selection of uiﬂm@{e losses fo f/Mhe 201415 to Q0‘1\7!18
years. \ N o

N /
Effective July 1, 2017, the claims managemeqfsofhﬁ;are was ohanged for all coverages except E&O.
Based on input from NJSIG, we do not ant|C|pate that th|§\change wn{ |mpact the findings herein.

\ \ i T \\ N
L > o .
e

Based on discussions with N,JSTGmanagemen\ W? aré nefaware o? any other recent changes in its
claim, underwriting, ren;surapeé or\any Pther as ect)afthe Group’s operat|on or business environment
that would be expegtéd Iﬂmatenally% aﬂjeot the thbds or assumptions used in this analysis.
Conseguently, we havé not mad%nf adjustmenhs t& the data, methods, assumptions or parameters
implied by the Group\s hls\toncaldaiato ac\ount Tb; such changes.

e =
// \\ \ / \\\//
- N, i

/,,/I’{ejn’éuranc\e\ -
: & 5 -

N 1 \ i -

\ \ . N e .

S NJSIG retentions ﬁy cbverage\"and year are summarized below.
R ]
X \ H

Policy Period we GL E&O AL Property
10/83-6/85 $150 - - - -
7/85-6/87 500 $200 - $200 $250
7/87-6/88 500 250 - 250 250
7/88-6/91 500 250 s 250 150
7/91-6/98 350 250 - 250 150
7/98-6/01 350 100 - 100 160
7/01-6/02 350 100 - 100 1,000
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New Jersey Schools Insurance Group 6

7/02-6/03 200 500 1,000 500 1,000
7/03-6/08 1,000 200 1,000 500 1,000
7/08-6/18 1,000 500 -- 500 1,000

These retentions refer to losses only. ALAE is shared pro-rata with NJSIG's reinsurers once the
retained limit has been pierced. Deductibles inure to the benefit of the reinsurer/excess insurer. All
coverages are written on an occurrence form, except for E&O which is written on a claims-made basis.
NJSIG also issues tail liability coverage for E&O business.

APD coverage is unlimited. e
/// \.\
e
i i " 7 o \ N,
NJSIG's retentions are also subject to inner aggregates as follows: - B \,\ 5
3
/’ e \ \

P
-

m  7/1/1983 through 6/30/1998 — $250,000 excess of $250,000. forAlf L and excess of $Xo*50 000
for WC losses and ALAE with aggregate of $250,000 ,\ o N N

\ 3 _> \/

7

m 7/1/1998 through 6/30/2002 — $500,000 excess of $100, DOhfor\AI: GL/and excess of $350,000

for WC losses and ALAE with aggregate of $500 000 \
\\ %
m 7/1/2002 through 6/30/2003 — $500,000 exice§s of $\O€JKOOO for Al_ GL and WC losses and ALAE
with aggregate of $500,000 ‘, \ . \..\ .
‘ o - V/
m  7/1/2003 through 6/32%608 $5OQ 000 exdess ch $5OO OOO erAL and GL losses and ALAE with
aggregate of $500£} \ \ &
ko
v d / |
Terminology \ ;_LK | \1
N N '// T I‘l -
\\. \ / /"ﬁ“\, \“‘-\\L/

~
Acgldent Year hqcludés alls cla|rns that occurred during the "accident period”, e.g., accident year
dﬁlyﬂ 2017 tthugh Jun\e\30 2018 would include all claims occurring during that period, regardless of
< \a(\fhen they were r\epoi‘ted : \\

\

% \ \ \ -

>
P

l\lloc\ated Loss Pudjuétment Expense (ALAE): ALAE refers to defense, litigation and medical cost
cohtamment exp/ nses whether internal or external (e.g., attorney fees for defense, cost of engaging
expefts Et?:)

LY
Case Reserves: The estimate of unpaid loss (or loss and ALAE) amounts established by the claim
department for unpaid claims that have been reported to NJSIG. Case reserves are established on an

individual claim basis.

Earned Premium: The pro rata portion of written premium that represents the earned portion of the
insurance contract as of a given point in time.

Exposure: The units in which the insurer's exposure to loss are measured. In NJSIG's case,
exposures are defined as payroll, average daily attendance, nhumber of vehicles or total insured value.
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New Jersey Schools Insurance Group 7

Frequency: Claims per unit of exposure.

IBNR: IBNR stands for claims Incurred But Not Reported. In this report, we have used the term in its
broader, more general sense, to represent development on outstanding case reserves (also referred
to as supplemental or IBNER — Incurred But Not Enough Reported) and unreported claims (also
referred to as “pure” IBNR or IBNYR — Incurred But Not Yet Reported).

Loss: The use of the term loss without modification includes loss and ALAE, but does not include
ULAE.

\

Loss Adjustment Expense (LAE): The term LAE includes both allocated and unalloca;ed’lgss/
adjustment expense. See definition of unallocated loss adjustment expense below e
5

a0
Loss Development Factors: Factors used to project losses and/or ALAEtQ ﬂ*reﬂr uIt|ma\te value
These factors adjust actual losses to include IBNR and case reserve,adequacy, or total un\p\aud\

amounts, to produce an estimate of total or ultimate loss (andlorALAE’) -
¢ v A L
‘\ \ & \. \\ e

Loss Reserves: A liability item on the entity’s balance sheet tdprovldefor/uﬁpald claims. It oon3|sts

of two components — case reserves and IBNR reserves.  H
. 9
\\ \\ \\\ \ \\
Paid Loss: The amount of money that has be@n ﬁpaﬁ’ by t%&nﬂty on behalf of insureds to cover
claims of the insured. s e \v/
!.»////—i\\‘\ ‘.\I \ //, ///_/ \_n\- :\)
_ ,_// P i i
Pure Premium: Loss {or loss and A\/LAEE) per unit of exposure.
. /] L
ey A Lo

Reported Loss: Th\é\to“té\l of,.péij(:iflggs: ?:fria‘sasle\ ngéwes for known claims.

e T T /‘

5 s / et
ﬁeport?ear leuc;[es aN cla}ms reported during the report period that occurred subsequent to the
('/ rEtroactwe date of thé cove{age e.qg., report year July 1, 2017 through June 30, 2018 with a
L rétroactlve date of\Jng;‘l 20\}7 would include all claims arising from accident year 2017/18 that were

\“\rep&rted in 201718. (Generally used to analyze claims-made policy experience.)

./
N 2
\

'\ - X // - i
Seve\rlty:\‘Aver,age Ioss per claim.
o ,////

%
Unallocated Loss Adjustment Expense (ULAE): Those loss adjustment expenses not included
within ALAE (e.g., fees of adjusters, attorney fees incurred in the determination of coverage, etc.).

Written Premium: The total premium that is charged for policies with effective dates during the
accounting period.

August 20, 2018 WillisTowers Watson Ll"I"l:l

Confidential Draft — For Discussion Purposes Only. This drqfh"s intended for discussion purposes only. It should not be distributed
to any third party, or published in whole or in part in any form, without prior written consent of Willis Towers Watson.



New Jersey Schools Insurance Group 8

Findings

Based on our analysis of NJSIG's experience at June 30, 2018, and subject to the considerations set
forth in the Refiances and Limitations section, we have reached the following conclusions.

Estimated Net Loss and ALAE Liabilities as of June 30, 2018

The actuarial central estimate of net liabilities by coverage and in total is summarized in the table
below and in Summary, Exhibit 1, Sheets 1 through 3. Ve also provide various confidence level
estimates as shown below and on Summary, Exhibit A. For example, the 65% oonﬂdenoeﬂe\,;er/
liabilities are $207.6 million, which means that there is an estimated 5% probab|l|ty that ‘Ehe future
payments associated with these liabilities will be less than or equal to $207.6 rr;ulﬁog/’l?he rlsk margins
presented on Exhibit A are based on a combined accident period and cover\age/basm ang réﬂect the
historical retention levels for each coverage. Had we developed risk marglns by coverage \and\
accident period, the results at higher confidence levels would begréater ‘than those shown on EXh|b|t

A. (/ ,\/ ,»/"\ \\.\
\\. \ . // /_}. ‘\’“ /,,/
N o
The various confidence level estimates shown b;low and on SUmrna/ry/Ekh|b|t A, are derived using
Monte Carlo simulation techniques. & \ %

NET UNPAID LOSS AND ALAE ESTIMATES AFTER DEDUCTIBLE AS OF JUNE 30, 2018
($000s) — CENTRAL ESTIMATE

Coverage //// Caé\p I-'g\)eserves‘\‘ ‘/ IBNR Total Liability
Workers Compehsa\i‘on 7 A | $57,190 $150,564
General Liabilty % \// o \1;14946\“"/ 12 876 24,823
_Altoiabllity L 1,700 5,355 7,055
(‘” ~Auto Physical Egarnage A N 68 (46) 2
\"\\ Errors and Om|s\5|orws N 30 2 32
. Prmperty / /’ 4,036 286 4,322
mner v‘\—\ggre/ ate” 311 . 361
TotaJ ,./'/’ $120 466 $75,714 $196,179
Conﬂdence Levels

65% $207 638
75% 217,941
90% 240,334
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New Jersey Schools Insurance Group

Comparison with Prior Analysis

A comparison of our current central net ultimate loss and ALAE estimates for the 2016/17 and prior
accident years to our analysis as of June 30, 2017 is as follows.

COMPARISON OF NET ULTIMATE LOSSES AND ALAE
($000s)

Accident Year June 2017 June 2018 Percent Change
2004/05 and Prior $305,900 $305,426 //’O/'%/
2005/06 45,713 45 947 : // \(3:1%
2006/07 41,900 42 524 - o \ + %
2007/08 48,701 48, 31‘1 - \1 %
2008/09 45 246 4475‘1/ ‘ -1\3@\ ‘\
200910 58,491 5 162 - -1%\'\, >
S 7/ N
201011 50,506 50 918 +1%
201112 55,842 (/\\ . 56\181\ +1%
201213 54 073 ‘\\ "\‘\' . 1 . 52 508 -3%
Vo 5
201314 70,612 "\ | — 69\191 h /)' -2%
. e \ \ . =
201415 e 6\4 255 \ e P 6‘1\682 -4%
2015186 /"/, ; 5#3 447 \ { 54,490 -8%
< \

201617 “\\ /,/ ﬁi 029 l“,l 62,120 -4%

/,_,_'Iigtgl . ’TQB%J‘IG “,, v $950,210 -1%

Y g '// - .
ot P \ \

$13\5 million. |

/

\. \ y,-
\

‘\, Qverall the estlmé\ted uIUma‘te Idsses for 2016/17 and prior accident years improved by 1% or about

Changes\ in ult/ rnafe loss estimates are influenced by several factors which affect the frequency and
severrty o‘fcjarms Frequency can be impacted by general economic factors as well as members'
focus orvsafety and attitude toward loss control. The frequency by year is particularly significant for
lines such as E&O, where the volume of claims is low. Severity is influenced by inflation (e.g., medical
costs, social inflation, public aftitudes), claims handling practices and NJSIG's retention level. Higher
retentions generally lead to increased volatility in severity results by accident year. Details of the
changes by lines of business are as follows:

m  Workers Compensation: Indicated net ultimate net loss and ALAE decreased by $10.9 million from
our June 2017 analysis for coverage years 2016/17 and prior, driven by favorable severity
emergence across most accident years.
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New Jersey Schools Insurance Group 10

m  General Liability: In total, net ultimate loss and ALAE decreased by $1.4 million since our June
2017 analysis. Unfavorable experience caused by large loss emergence in accident years
201112 and 2013/14 was more than offset by stable or favorable experience in other accident
years.

m Auto Liability: Results for all years impraved by approximately 4% or $1.3 millien. All years showed
favorable or stable loss development since the June 30, 2017 analysis except for the 2010/11 year
in which reinsurance recoveries were reduced and the 2013/14 year, which was impacted by large
loss emergence.

m Auto Physical Damage: Overall our ultimate loss and ALAE estimates deteriorated slightly
($24,000) since our June 2017 analysis. The favorable results in accident years 2014/15 and
2015/16 were more than offset by deterioration in the 2013/14 year. Both frequency and severity
have been relatively stable over the last five years, resulting in relatively consistent Iosé results.

/ ,/

m Errors and Omissions: One claim re-opened since June 30, 2017 in an acmgteht/year\where
NJSIG retained liability (2002/03 to 2007/08). This claim has case reserve;s s 0f $30, G\OO Ekhd $2,000
of IBNR. o

g pr \
s S

m Property: Deterioration in accident years 2012/13 and 2016!4’7/;r,uare than offset stables
favorable loss emergence in all other years. Both frequency and severity results for all aootgeht\
years were generally as expected. Overall, net ultimate het\lca)\ss and AL?(Ethoreased by 0.2
million. . T

X ‘ o

\ -

‘\

®  Aggregate: Our overall estimate mprovedf)y $O “million. The W\a\s some improvement in the
underlying workers compensation expenehce for. 1@98{99 resulting n\rnore than a commensurate
decrease in the aggregate. The ultimate Io$s tor the\2006‘/97 acmc\)‘eht year also improved as a
result of the likelihood of Ioss h|tt|hg the aggre%ate Iafer,decreasmg\oxo“er time.

/ /

Historical Loss Ratl/ le’ure Pr\emlum§ISQVerltylFrequency

A
On Exhibit 1 Sheét2 Of each ooverage section, We tjenve various diagnostic ratios of total loss costs
based on the cehtrattestrmate tiet ulti métetesses Far all coverages combined, the net loss ratio
|hcreasecLe+gn|f|cahtIy\|h QO@Q}TD \ofhae\stayaa‘ at the higher level through 201 7/18. The 2013114,
2014f15 aDdQOW‘IB acadéht year loss ratios were particularly high, driven by unfavorable results for
aﬂ cmferages éxoept auts I|abll|ty and auto physical damage. Observations by coverage are as
teﬂows % \, NN
% \ X%
“Workers Compbngahon The frequency of claims decreased significantly from 2000/01 through
>Q‘I 516 and has beeh relatively flat from 2015/16 through 2017/18. Claim severity increased from
A 20&0/01 threugh 2013/14 but has been relatively flat from 2013/14 through 2017/18 which we
b\el|eve/has been impacted by several changes in claims handling as detailed in the Changes in
O}Qeratfoﬂs and Business Environment section of this report. For accident years 2009/10 and
subsa;fqueht the estimated ultimate loss ratios generally lie in the range of 75% - 80% with the
exception of unfavorable results in accident year 2013/14. The 2015/16 through 2017/18 years are
showing considerable improvement cver the prior two years which were influenced by winter storm
related claims.

m  General Liability — Severity for the 2008/02 and subsequent years is significantly higher than the
prior levels. Claims frequency dropped considerably in the 2013/14 accident year and has been
increasing from 2013/14. The 2016/17 and 2017/18 frequency levels are significantly higher than
the prior three years and comparable to the 2006/07 through 2011/12 year average frequency.
This frequency increase in 2016/17 and 2017/18 is the result of the change in classification of
bullying and physical assault claims as general liability instead of E&O (see the Changes in
Operations and Business Environment section of this report). The loss ratio increases are driven
primarily by severity. There is also an increase in the frequency and severity of large claims in
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New Jersey Schools Insurance Group 11

excess of the historical levels in the 2008/09, 2009/10, 2012/13, 2013/14, 2016/17 and 2017/18
years.

m Automobile Liability — Frequency has been generally declining since 2000/01. The average
severity and loss ratio has been volatile across all years. The most recent ten years (2008/09 to
2017M8) are showing a sighificant severity increase over the prior levels except for 2012/13 and
201415, primarily due to large loss activity.

m  Auto Physical Damage — The reported claim frequency generally decreased from 2000/01 through
2017M18. However, the frequency of claims that close with a payment decreased at a much slower
rate through 2008/09 and the rate of decrease subsequent to 2008/09 has been similar to the
reported frequency decrease. The loss ratios for the 2008/09 through 2012/13 accident years are
at a significantly higher level than all other years, driven by rate changes and storm actmty
(201112 and 2012/13 years). v /,/

m Property — The average loss ratio for the 2015/16 and 2016/17 years improved s&gmﬂoantly from
the average 2006/07 through 2014/15 level;, however, the 2017/18 loss ra‘f\o/réturne\j to'the higher
level. The high 2017/18 loss ratio was dnven by an increase in both,tﬁe\frequency an se\«enty of
large losses. The 2007/08, 2009/10, 2011/12 and 2013/14 resultsreflect both large los acﬁwty
and an increased frequency of cla|rns These large claims are g;e,n/erally due to burst p|pes ahq
asbestos abatement. The increase in frequency for cla|ms bqtﬁ/een $500,600 and $1 million |s\
notable for the 2007/08 year. Subsequent to the 2007/08 ct\average ye@(, jhe coverage docu?*ﬁent
was modified to exclude asbestos abatement losses. Ev

: _
\‘\ \\

Unallocated Loss Adjustment Expeﬁs& \“‘\\ S
\ = '\\ \\ \
We derived ULAE indications for NJSIG based on two cbmmcﬁ‘ﬂy\used me)thods a cost per claim
“touched” method and an mdusLPy'—Fano method\ Oigr re,gdltaape presentéd on Summary, Exhibit B,
Sheet 1 and below. . . ==
o , o N \ ‘\ /_/’

&

ESTIMATED ULAE LIABILITIES AS OF JUNE 30, 2018 ($000s)

g TW‘fhed \-\ ~ _Central Esfimate- 65% Conf Level 75% Conf Level 90% Conf Level

’Cgsfper claim: touched N '\\ $8,302 $8,787 $9,223 $10,171
o % L
N Lndustry ratio \\\ \ \'\\ \_; 8670 9176 9.632 10.621
\\ N N P
% S\é{ected ULAE Iiébillies $8,400 $8,900 $9,400 $10,300

%

De’fans taf the/ULAE by coverage and accident period at the 65% confidence level are on Summary,
Exhibit B, Sheet 2.

'V"/
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New Jersey Schools Insurance Group 12

Analysis

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

Various projection metheods are used to determine unlimited ultimate losses for each year. We adjust
the estimated ultimate losses for claims which have pierced the retention. We then subtract limited
paid losses from the net ultimate losses to estimate outstanding liabilities. The estimates are
developed on a nominal basis and do not contain a provision for adverse experience.

Development Patterns 7 /j//
=
/// =
Our projection of future claim reporting and payment is based on NJSIG's h|ster|calfex|s;er|eygce Using
historical loss development experience provided by NJSIG, we select rep@rt\ -to<report ( R\TR

development factors. i \ X

)

In lines of business with lengthy development oharactenshcs,(Ioss\develognentswnl often oontw‘rue/
beyond the greatest maturity level reflected in the underlying de\ta When neoessary, we have
estimated development tail factors by reviewing ecomparable benchmarks developed internally by
Willis Towers Watson along with the known dévelppment progress?Qn reflected in NJSIG's experience.
%

‘ \l \ \.\ X X
Benchmark patterns are constructed internally by W|Il|s Iéwers Watson \dfawmg upon available public
entity development data. Bencﬁmarks re rewsed beno/drcally as\QeWmformahon and trends emerge.
While each entity’s owrm/vei/pmemt c%n be ex ected to vary from the benchmark based on
individual cwoumstarices, we beheve the benchn‘\ark\ls an appropriate supplement to the analysis of
entity data, as it represents our/ourrent_jtudgment\as 1{0 the typical emergence of loss that can be.

expected forthat ola%of\opverage\\ \ i \/\,

o

. T
- sl N\ \ \/ ~

- ‘\\
/'I{heéeleoted development paTtterns are used for the loss development, Bornhuetter-Ferguson and

/
5 frequency/seventy\ pr&]ecnor{ methods

N\ \ W \/

Imtlal Expecteﬁ Losses

/

The sEIeoTe;i/1ﬁ|t|aI expected losses (IELs) are based on a review of the results of our June 30, 2017
anaIyS|evt'ﬁe 2018/19 rate level analysis and observed trends.
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New Jersey Schools Insurance Group 13

Selected Ultimate Losses

In general, the selected ultimate losses are based on the results of five projection metheds: the
reported and paid development methods, the reported and paid Bornhuetter-Ferguson methods, and
the frequency/severity method. Our selections are based on judgment reflecting the range of
estimates produced by the methods and the strengths and weaknesses of each method. These
methods are described in the final section of this report. We also calculated the implied severities and
pure premiums as a reasonability check.

Estimated Claim Frequency, Severity, Pure Premiums and Loss Ratios

e /i/'/‘
We use our projections of ultimate claim counts and losses to estimate reported clgm/agd/claims
with payment frequencies (reported claims per exposure unit and claims with p/ayﬁjgnt\per\\exposure
unit), claim severity (losses per claim with payment), and pure premium (I/os\sé\s/p’er epr'\e,ur\e\unit).

\\
. N
< - /'/ 3

Qur frequency calculation relies on NJSIG’s exposure data. Ou,r/s’éflgeﬁc’)n of ultimate counts}‘is b\é§ed
on projections of both reported claims and claims with payme:ﬁts:\fl‘hese sel;,e’mgns are compa\i*e\d tp
exposures to determine estimated claim frequency. To derive\tbe égvep'tfy/c/:gmﬁonent, we divide the
projected ultimate losses by ultimate claims With/[:@yment. \\\ / e

We also calculate pure premiums by dividing tfﬂe \pé’f\rgtéi\ne\d_\ uItimaf‘e\Io:éses by NJSIG exposures and
loss ratios by dividing the net retained ultimate ‘»]\os]‘";‘ses by\/raet p\remi\um.\\v)

— o F ok ~
= = -~ o T b

%

i ! 5 o e 2

e L 2 - ., 7
Estimated Net Li/a.lai’/ﬁjie?. as of June 30, 2018
,/' = / / l,‘ |

/ \

-

N8 . P

We use our loss es‘ti‘méﬁ:e__s aqd/N/JSfé”sﬂsLQ[ical\ pa}yments to estimate net liabilities as of June 30,

2018. We first adjust {h\e ﬁktrfqatéflﬁselegji\o@tg"reﬂect NJSIG's reinsurance, deductibles and other

rggevi?’_rle&_l,qc_i\ioétg‘d Iiakiilitiéis as of June 30, 2018 are calculated by subtracting the net loss

//[f)?ymems from “[Q\e e§\ti mated Tgtention-adjusted ultimate losses.

L - - o

\Us\qg the reported l-aan paid Ic;éses and ALAE for workers compensation, auto liability and general
I“ia.bilfty, we compi (;J/aims that fall into the inner aggregate layers and estimate liabilities based on
ca\s@ régewe&ang/the potential for further development of large losses into these layers. Details are
shovVn\ in\E?bjbi‘t/Q of the Summary section.

5, o

LN
A, 5

W
Unallocated Loss Adjustment Expense

We derived ULAE indications based on two commonly used methods: a cost per claim “touched” and
an industry ratio method. Our results are presented on Summary, Exhibit B and in the ULAE section.

The cost per claim “touched” method is displayed in ULAE, Exhibit 1. This method models claim run-
off activity based on NJSIG's claim development. A historical cost per claim “touched” is developed
based on the latest six years of NJSIG ULAE payment per claim data. This cost is trended 1.5%
annually.
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New Jersey Schools Insurance Group 14

The industry ratio method applies an average unpaid ULAE ratio to 100% of NJSIG's incurred but not
reported (IBNR) losses and to 50% of NJSIG's case reserves. The average unpaid ULAE ratio is
based on industry data. See Section ULAE, Exhibit 2, Sheets 1 and 2 for details.

Variation from Expected Results

We use the results of our analysis to estimate NJSIG's experience at various confidence levels. These

estimates are derived using computer simulation technigues. Claim frequency is assumed to oceur

according to a Poisson probability distribution, and the costs associated with these claims (severity)

are assumed to follow a lognormal distribution. These distributions are commonly used in the actuarial

profession as models for claim frequency and claim severity, respectively. ///'-”27/
=

A simulation model of this type cannot capture all or completely describe all of the d/yham\la\forces that
impact property and casualty losses. Such a model can, however, prowde Qor‘ts;elerable \ln5|ght into the
range of potential fluctuations of losses. o \ ‘\

Ea

The simulation is based on estimates for property and I|ab|l|ty of (‘I/) the number of open cla|ms\and\
expected IBNR claims, (2) the estimated average severities, ahqd ) a coeffi préht of variation CV) that
measures the severity variability of a probability distribution in relatmﬁ tp its mean. These parameters
are based on our analyses of NJSIG's expenqh/é thtough June 30 2018

General Overview of Exhibits "-\ | e e W 0 B g

e \ - .
Lo - 7

Exhibit 1 of the Summapﬂeetmh Sum}nary, E)ig|b|t‘[ Sheets 1 through 4) presents a summary of
our analysis. Sump’tary, Exhibit 2 §he¢ts 1 and 2 show the derivation of the inner aggregate liability
by accident year. ﬁkcompanson of current and prtor é;shmated ultimate losses is found in Summary,
Exhibit 3. s ITEE e b

- = N e
// iy N "\ / i

N
s

/E/aplprsubseque\ﬂt sect|0h of exh|b|ts (WC, GL, AL, APD, EQ, and Property) documents our analysis
ﬁ{r each line of co\(eré\ge E\xh|bt§s are set up similarly for each section except EO.

\\ M N

&

3
E}ghibit 1 Sheet/‘t —/éurnmary of estimated central estimate, net ultimate losses and indicated
N\ liabilties'as of June 30, 2018

X
¢ \/ =

\ 7
% e

"~ Sheet 2 — Average severities, frequencies, pure premiums and loss ratios, net of
reinsurance and recoveries and gross of deductibles

Exhibit 2: Summary of loss projections and selected central estimate ultimate losses by year
Exhibit 3: Reported loss development method projections
Exhibit 4. Paid loss development method projections

Exhibit 5: WC, GL & AL: Frequency/Severity projection method
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New Jersey Schools Insurance Group 15

APD, E&O & Property: Reported count development method projection

Exhibit 6: WC, GL & AL: Reported count development method projection

APD, E&O & Property: Claim count with payment development method projection

Exhibit 7: WC, GL & AL: Claim count with payment development method projection

APD, E&O & Property: Summary of data

Exhibit 8. WC, GL & AL: Summary of data el
/// \.\
il
APD, E&QO & Property: Large loss listing with recoveries by cla|rQ - \.\ \\
il ‘< ~ \\ \\\
Exhibit 9. WC, GL & AL: Large loss listing with recoveries by gjaiﬁa//" N\ \‘\
¥ . L b
\. \ /-// 7/“\‘ ‘\"‘/,/
APD, E&O & Property: Actual versus Expected Loss and ALAE
/ \ \\\ I;/,,/

/ \‘\
Exhibit 10: WC, GL & AL: Actual versus Expecbtebl LosS\and ALAE \ \\

3 l“ L \\. \\ \
0 L > o N
For ULAE, exhibits are set up a;f_QLLows. \ W\ - 2 g
- ﬁ.‘ \\ \ \//‘/ /’-/ \ -

o
Exhibit 1: Derlvat@}@fj:hé pald UUAIE/ per olalr% touched based on historical data and application of
the avé{age ULAE cost; tre’nded to th\e é\xpeoted claims volume in each subsequent fiscal
year 20*9 th@ugh QOALL L

- L
=
= e e L
- - ~ / e

ﬁxﬁlblt? _\heet T\— Esﬁmaﬁon of ULAE liabilities based on application of the industry ratio to NJSIG

P

o IBNR\?nd\oase Reserves
5 |
\ ‘\ \ \- o

|

bt

\ \,\ Sheet I—/Derivation of industry unpaid ULAE to unpaid loss and ALAE ratios
N \"\ g g

Exhi‘h\i.t é’?«/Esﬂrﬁétion of newly reported claims and closed claims by calendar year

. 7
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New Jersey Schools Insurance Group 16

Reliances and Limitations
Inherent Uncertainty

Projections of loss and ALAE liabilities are subject to potentially large errors of estimation, since the
ultimate disposition of claims incurred prior to the financial statement 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 socialfeconomic conditions such as inflation. Any estimate of future costs is
subject to the inherent limitation cn one’s ability to predict the aggregate course of future everfts It
should therefore be expected that the actual emergence of loss and ALAE will vary, perhépS/
materially, from any estimate. Thus, no assurance can be given that NJSIG’s actuaHoss«and ALAE
will not ultimately exceed the estimates contained herein. In our judgment, we, havpvémployged
technigues and assumptions that are appropriate, and the estimates pregemte@ﬁerem a}e réasonable
given the information currently available. e L i N

The inherent uncertainty associated with loss and ALAE liabili I([y eghmates LS/magmﬂed in this case>
due to the following circumstances. S 7 s

\ \ -
;\ 7 //

e

B NJSIG's mix of business is weighted toward Qeverages such as\work\ars compensation and
general liability for which the estimation of unpald LossTsmore unt:\e in than for shorter-tailed
property and casualty lines

a! />
,‘.; .

| -
e e

m  NJSIG has relatively h)gh Pe;qccu‘rrence re‘tenh/r]s which mc:reases the uncertainty associated

with our I|ab|l|ty esj:}rhajes e \ @

/ /! b

m  Recent Changes in Qla|ms haﬂdlua(gprocedurés a\ind coverage determination increases the
uncertainty assomatéq Wtﬁ o,uLhabmty éstlma\tes

S
..

/ o P
" The/geegraphtq and\ Qublkgseotor concentrahon of NJSIG could cause adverse results due to

//’ Aegislative or. Jud\\mal changes or catastrophic events (e.g., hurricanes)
<« \ N
A \ \ " \

No‘te that a quanhf\:ation of ’[h\IS unoer“[amty would likely reflect a range of reasonable favorable and
adve 'se scenario bdt not necessarily a range of all possible cutcomes. Further, the proper
ap}shcatlon of any range is dependent on the context. NJSIG's financial reports are governed by
acco\mhhg standards and such standards vary among jurisdictions. Under current accounting
standards the ends of a range that is illustrative of uncertainty would likely not be suitable for financial

repomng purposes.
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Data Reliance

Throughout this analysis, we have relied on historical data and other guantitative 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 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 were three items where data was inconsistent or incomplete. We do rpt be)eve
that the items listed below have a material impact on our estimates. e o

7 Y
m Net premium for the 2000/01 year for several of the coverages appears\uﬁgst]al com a\red to
subsequent vears and reported exposures. Also the 2003/04 year | prgrruum for E&QO |

consistent with the exposures and premium for other coverage. yéars “Both years' premMme are

consistent with data provided for our prior analysis. e // i .
E = oy Y
m  Net premium for 2009/10 and subsequent years for GL w prbwdedfne/ef reinsurance med pay
premiums. Prior to 2009/10, GL net premiums included this amount THe impact of this change is
approximately 5% of premium. // - X \_
: v A

i s .
‘\ \\ N \\ b \'\

Complete and consistent data is a critical compoﬁent of actuaual analyseé} incomplete and/or
inconsistent data increases the uncertamty assboleted Wrth our eshmatésx

=

e — \\ \‘ ,»'/ - \ e
- - ’/’_///// '\.‘ “| \ : o
Risk Margins o 7 4 5
\, . i ‘* |

The mathematical technﬁ:]u/es urldeclygg our- estlmate of the risk margin are intended to provide a
roughapproxmahon c}fghe pofent|al vanétrons/m losses. This estimate reflects only the potential
,pfoo,ese‘f_ﬁk @eﬂhed as the risk associated with the projection of future contingencies that are

/‘” mherently vanable e\(en V\>Qen t\he parameters are known with certainty) and some portion of the
“parameter risk” ( V\xhere “paré(neter risk is defined as the risk that the parameters used in the

‘\rnetbods or models are not representative of future outcomes) based on the assumed loss model and

the selected para,rZejers and our selected model for estimating parameter risk. Additional “parameter”
and ”madel" usk (Lé ‘Model” risk is the risk that the methods are not appropriate to the circumstances
or the, mod/ Iea/ re not representative of the specified phenomenon) exists and is not reflected by the
risk maﬁgms estimated in our model.
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Extraordinary Future Emergence

We have not anticipated any extraordinary changes to the legal, social, or economic environment that
might affect the cost, frequency, or future reporting of claims. In addition, our estimates make no
provision for potential future claims arising from loss causes not represented in the historical data
(e.g., new types of mass torts or latent injuries, terrorist acts, etc.) except insofar as claims of these
types are included but not identified in the reported claims and are implicitly analyzed.

Excess Insurance/Reinsurance Collectibility

Our estimates are presented net of excess insurance/reinsurance. Based solely on mqy@’s;ﬂade of
senior management, we understand that none of NJSIG's reinsurance is con&deredﬁncatfech ble. An
independent evaluation of the quality of security provided by NJSIG's excess msure)sﬂrelns\urers is
outside the scope of our engagement. We have assumed that all of the eptl\y’s excess \,\
insurancefreinsurance protection will be valid and collectible. Contmgeﬁt Ilab|l|ty may eXIst\for‘any

excess insurancefreinsurance recoveries that may prove to be unzollezt’ble Should such I|él{|l|t| s

materialize, they would be in addition to the net liability estm’@tes eontained herein. .
\. \ /-// 7/" ‘\"‘/',/
\‘\ \ //-/ ‘,,/’//
Underlying Assets o .
e W b
| - b \\

N

We have not examined the assets underlying I\\IJé‘le‘s\oufstandmg Ilablhties and we have formed no
opinion as to the validity or value of these asseks We haye as\trmed th[oughout the analysis that
NJSIG's outstanding loss liabilities are backed R \{aI;d/asséts mgth s\uﬂably scheduled maturities
andfor adequate I|qU|d|t/y,to meefbash’fow req rem&nfs

s
-

Self-nsurance RlSk !—!«H\, ‘x, \

\. \ / /"‘ﬁ“\, \\\\‘,/

e —
= e e
~,

Wben gwewmg our f|ndmgs,\|t is important 1o note certain implications of a self-insurance group. The
i /en’ur'é retained h§k remams Wﬁh the members of the self-insurance group, which likely exposes the
“\\ members to greater potenna{ flugtuatlons in financial experience than does a first dollar insurance
X prOgram The me be s of NJSIG should have sufficient financial capacity to reserve for and withstand
thos\e fluctuations. Ao/tual losses in excess of projected losses will have to be paid by NJSIG
mémbErs Itis n péssnble to estimate such fluctuations completely accurately; however, the effects of
such\fluétuaﬂons/can be reduced by the funding of a provision for contingencies (a margin for the risk
of adv@ge déviation from the expected loss levels).

An important factor bearing on a self-insured group’s financial capacity is the existence of an excess
insurance/reinsurance program. Excess insurancefreinsurance is generally considered an integral part
of programs with the potential for catastrophic losses; workers compensation, property 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 outstanding liability level should be
considered in that decision.
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NJSIG provided the following data and information for use in this analysis:
m For each line of coverage, gross paid and reported loss and ALAE development data, evaluated
as of each coverage year-end through June 30, 2018
m For each line of coverage, reported and claims with payment count development data, evaluated
as of each coverage year-end through June 30, 2018
m For each line of coverage, recoveries (salvage, subrogation and excess insurance) a;d[&né"SO,
2018 - o
/'// A \\\
- i : o AN '
m Gross and net earned premium information for each calendar year by coverage” \\
e . B
e 5o
m Exposure data for each accident year by coverage T \,\ 5
L s b
o - \ %
m History of claims handling procedures i il . \\ \,\
b X, o . \A\. N
% e o S Sy
m Calendar year ULAE costs for 2012-13 through 2017-18 o
. . i \\ o
m Claims detail for each coverage as of Jun?SQ,QQ‘]\B L
Y \ S T % i
Lt NN
L . b e N
E A description of NJSIG’s excess msuranoe){rel‘psur‘ange égrgemen‘t§ )
. "\\ “‘ /‘/> . \\““\ -
!_,/// \“-\\ "\I \ /// S \_\ / =
s \l \ i .
. g | b
E A Lo
i A - A | |
‘\‘\ \\ /'// . —“‘1-“\\‘ ‘Il 1
N, \ L o e 7
= e \ S by <
o ™ \, 2 Ty
- s | < o
/// . B ‘\_\\ N \ .\\
,/”/ //"’ ‘\ \\ \ ‘\\
{ 5 4 N 5
.\ \‘ 5 '\\ 5
L 5 \ \ o
\ \\, / ;"
% ‘,\ I./
\\\ " ///, /,
% \ /// L
\\\ ////’
o
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New Jersey Schools Insurance Group 20

Description of Projection Methods

The choice of method to estimate ultimate losses should consider, among other things, the line of
coverage, the number of years of experience, and the age of the accident year being developed. In
general, these methods can be applied to losses, ALAE, and various measures of claim count.

Reported Loss Development Method

The reported development method is based upon the assumption that the relative change in;l given

year's reported loss estimates from one evaluation point to the next is similar to the rela/twe gha/nge in
prior years' reported loss estimates at similar evaluation points. In utilizing this rnethed actUal annual
historical reported loss data is evaluated. Successive years can be arranged to,forrp/a tnam\gle of data.

'\ // \, =

L N 1
RTR development factors are calculated to measure the change in gur‘ngla‘t/ve reported costs ﬂ*orn one
evaluation point to the next. These historical RTR factors and oomparéble benchmark factors\form the
basis for selecting the RTR factors used in projecting the cur{enwaluatlon of- fo*sses toan uIUma\te\
basis. |n addition, a tail factor is selected to account for loss déyelbpmeﬁt bgyond the observed
experience. The tail factor is based on trends shgwn in the data and’ co/uaderahon of external
benchmarks. g % &

This method's implicit assumption is that the relatn/e ad\gfuacy\oi case" {eserves has been consistent
over time, and that there hav&been‘ﬂg matenal\oh‘anges inthe. (ate ai WhICh claims have been
reported or paid. e \ P

Paid Loss Devej‘o\p{nenrt/Methed\\ P

b e
e \\,L/

o N o T~
Thg/pa;idexglopment r‘ﬂeth\od is similar to the reported development method; however, case reserves
i /areexcluded frbm the anal SIS While this method has the disadvantage of not recognizing the
“\ mformanon prowded by ourrent qase reserves, it has the advantage of avoiding potential distortions in

. tha data due to chqng s in case reserving methodology.
\\ \\, ‘,
‘\\ ‘,\ ./

Th\s method &1ﬁ1|:;l}(0|t assumption is that the rate of payment of claims has been relatively consistent
over ‘Nm G

.
\ -

Xy
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Reported Bornhuetter-Ferguson 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
future IBNR reserve 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.

/’/ b
The reported B-F method combines these two methods by setting ultimate losses equal | to,actual
reported losses plus expected unreported losses. As an experience year matureee/ ngd, ex\pected
unreported |losses become smaller, the initial expected loss assumption becomesgradu\allyless

important. e N

o 5

/
Two parameters are needed to apply the B-F method: the |ngt4a’l expected Iosses and the exp\eoted

reporting pattern. The initial expected losses are selected as deanbed in the Analysrs section, Mﬂe

the expected reporting pattern is based on the incurred loss developmenja’nalyas described above.
//\ S \'\\ I\.

This method is often used for long-tail lines ang |§§| &tyahms where t\he rePorTed loss experience is

relatively immature or lacks sufficient cred|b|l|t))s for the appllcatlon of other ‘methods.

.
| > - - \/

— \ P -

o T |

Paid Bornhuetter-F,efgggﬁ,\M\étho d \ \ ,/

. 7 ‘. ‘\
F

/
The paid Bornhuetter Ferguson method is analogou§ to the reported B-F method using paid losses
and development paﬂerns b plaeeef reported leeees and patterns.

e, R N 4 e
/F req uencylSeverlty I\Qethod
\\ \ 3 \

\

- The\frequency/severit;/ method oalculates ultimate losses by separately projecting ultimate claim
ﬁequ\ency (cla|m§/pey exposure) and ultimate claim severity (cost per claim) for each experience
pemod AL ypmaﬂy loss development methods are used to project ultimate frequency and severity
based on: kfstoréal data. Ultimate losses are calculated as the product of the two items. This method
is mten\ded to avoid distortions that may exist with the other methods for the most recent years as the
result of changes in case reserve levels, settlement rates, etc. In addition, it may provide insight into
the drivers of the loss experience.
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