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INDEPENDENT AUDITOR’S REPORT

The Chairperson and Members

of the Board of Trustees
New Jersey Schools Insurance Group
Mount Laurel, New Jersey

Report on the Financial Statements

We have audited the accompanying financial statements of the New Jersey Schools Insurance Group (the
“Group”) as of and for the fiscal years ended June 30, 2019 and 2018, and the related notes to the financial
statements, which collectively comprise the Group’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States and in compliance with audit requirements as prescribed by the Department of Banking and
Insurance and the Division of Local Government Services, Department of Community Affairs, State of New
Jersey. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free from material misstatement.

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
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The Chairperson and Members
of the Board of Trustees
New Jersey Schools Insurance Group

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the Group as of June 30, 2019 and 2018 and the changes in its financial position and its cash
flows for the fiscal year then ended, in conformity with accounting principles generally accepted in the United
States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, schedule of the Group’s proportionate share of the net pension liability, schedule of the
Group's contributions to the retirement system and changes in Group's Total OPEB liability and related ratios as
listed in the table of contents be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board, who considers it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the New Jersey Schools Insurance Group’s basic financial statements. The accompanying
supplementary schedules as listed in the table of contents are not a required part of the basic financial statements
and are presented for purposes of additional analysis. The accompanying supplementary schedules listed in the
table of contents are the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other records
used to prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our
opinion, the accompanying supplementary information is fairly stated, in all material respects, in relation to the
basic financial statements as a whole.



The Chairperson and Members
of the Board of Trustees
New Jersey Schools Insurance Group

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 18, 2019 on
our consideration of the Group’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the Group's internal control over financial reporting and compliance.

Respectfully Submitted,

Bowman & Company LLP
Certified Public Accountants
& Consultants

Voorhees, New Jersey
November 18, 2019
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

INDEPENDENT AUDITOR’S REPORT

The Chairperson and Members

of the Board of Trustees
New Jersey Schools Insurance Group
Mount Laurel, New Jersey

We have audited, in accordance with the auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, and in compliance with audit requirements as prescribed by the
Department of Banking and Insurance and the Division of Local Government Services, Department of
Community Affairs, State of New Jersey, the financial statements of the New Jersey Schools Insurance Group
(the “Group™), as of June 30, 2019 and for the fiscal year then ended, and the related notes to the financial
statements, which collective comprise the Group’s basic financial statements, and have issued our report thereon
dated November 18, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Group’s internal control over financial reporting
(internal control) to determine the audit procedures that are appropriate in the circumstances for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Group’s internal control. Accordingly, we do not express an opinion on the effectiveness of
the Group’s internal control.

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

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. Given these limitations, during our audit we did not identify any
deficiencies in internal control over financial reporting that we consider material weaknesses. However, material
weaknesses may exist that have not been identified.
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The Chairperson and Members
of the Board of Trustees
New Jersey Schools Insurance Group

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Group’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards, and audit requirements as prescribed by the Department of Banking and Insurance and the Division of
Local Government Services, Department of Community Affairs, State of New Jersey.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing
Standards and the audit requirements as prescribed by the Department of Banking and Insurance and the Division
of Local Government Services, Department of Community Affairs, State of New Jersey in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other purpose

Respectfully Submitted,

o /6’7 LLP

Bowman & Company LLP
Certified Public Accountants
& Consultants

Voorhees, New Jersey
November 18, 2019



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

This section of the annual financial report of the New Jersey Schools Insurance Group (the “Group™) presents a
discussion and analysis of the financial performance of the Group for the fiscal years ended June 30, 2019, 2018
and 2017. Please read it in conjunction with the basic financial statements that follow this section.

Overview of Basic Financial Statements

The Group’s basic financial statements are prepared on the basis of accounting principles generally accepted in the
United States of America for governmental entities and insurance enterprises where applicable. The primary
purpose of the Group is to provide property and casualty insurance coverage for school districts that are members
of the Group. The Group maintains separate enterprise funds by incurred years and line of coverage. The basic
financial statements are presented on an accrual basis of accounting. The three basic financial statements presented
are as follows:

Comparative Statements of Net Position — This statement presents information reflecting the Group’s assets,
deferred outflows, liabilities, deferred inflows, reserves, and net position. Net position represents the amount of
total assets and deferred outflows less total liabilities, reserves and deferred inflows.

Comparative Statements of Revenues, Expenses, and Changes in Net Position — This statement reflects the
Group’s operating revenues and expenses, as well as non-operating items during the reporting period. The change
in net position for an enterprise fund is similar to net profit or loss for any other insurance company.

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



New Jersey Schools Insurance Group

Management’s Discussion and Analysis - Unaudited

Financial Highlights

The following tables summarize the net position and results of operations for the Group as of and for the fiscal
years ended June 30, 2019, 2018 and 2017.

Statement of Net Position

Assets
Cash And Cash Equivalents
Investments
Capital Assets
Other Assets

Total Assets

Deferred Outflows
of Resources

Current Liabilities
Loss Reserves
Other Liabilities

Total Current Liabilities

Long-Term Liabilities
Safety Grant Payable
Retirement Benefits
Net Pensions Liabilities

Total Long-Term Liabilities

Total Liabilities
And Reserves

Deferred Inflows
of Resources

Net Position
Invested in Capital Assets
Unrestricted

Net Position - Unrestricted

2018 to 2019 Change

6/30/2019 6/30/2018 6/30/2017 Amount Percentage
$169,732.210 $158,384,192  $325,631,556 S 11,348,018 7.16%
184,653,311 180,435,386 4,217,925 2.34%
535,526 662,110 774,210 (126,584) -19.12%
4,931,501 2,855,368 2,367,096 2,076,133 72.71%
359,852,548 342,337,056 328,772,862 17,515,492 5.12%
6,023,951 6,616,774 7,185,341 (592,823) -8.96%
208,977,000 216,538,000 218,935,000 (7,561,000) -3.49%
12,013,740 10,603,354 7,662,278 1,410,386 13.30%
220,990,740 227,141,354 226,597,278 (6,150,614) 2.71%
13,485,278 15,985,278 8,500,000 (2,500,000) -15.64%
2,199,850 1,966,607 1,363,343 233,243 11.86%
15,969,473 17,643,695 20,713,990 (1,674,222) -9.49%
31,654,601 35,595,580 30,577,333 (3,940,979) -11.07%
252,645,341 262,736,934 257,174,611 (10,091,593) -3.84%
5,406,562 3,636,041 120,962 1,770,521 48.69%
535,526 662,110 774,210 (126,584) -19.12%
107,289,070 81,918,745 77,888,420 25,370,325 30.97%
$107,824,596 § 82,580,855 § 78,662,630 S 25243741 30.57%




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

Statement of Revenues, Expenses, and Changes in Net Position

2018 to 2019 Change

6/30/2019 6/30/2018 6/30/2017 Amount Percentage
Operating Revenue
Regular Contributions
& Other Income $132,146,959  §$129,340,074  $130,479,173 S 2,806,885 2.17%
Operating Expenses
Provision For Claims And
Claims Adj Recoveries 51,009,732 55,801,707 52,283,259 (4,791,975) -8.59%
Reinsurance Premiums 34,027,780 32,574,759 32,280,231 1,453,021 4.46%
Salaries and Fringe Benefits 9,463,928 9,978,144 9,995,917 (514,216) -5.15%
Agent Commissions 14,581,903 14,654,810 14,826,534 (72,907) -0.50%
Safety Grant Expense 2,000,000 11,485,279 8,500,000 (9,485,279)  -82.59%
Professional Services 2,799,197 2,437,015 2,725,595 362,182 14.86%
Other 662,449 1,810,638 390,952 (1,148,189)  -63.41%
Depreciation 504,819 597,722 369,039 (92,903)  -15.54%
Total Operating Expenses 115,049,808 129,340,074 121,371,527 (14,290,266) -11.05%
Operating Income 17,097,151 - 9,107,646 17,097,151
Investment Income 8,146,590 3,918,225 1,332,620 4,228,365 107.92%
Change In Net Position $ 25243741 $ 3,918,225 $ 10,440,266 $ 21,325,516  544.26%

Financial Highlights Continued

The Group’s total assets increased by 5.12% and total liabilities decreased by 11.07%. Included in total liabilities,
claim loss reserves decreased by 3.49%.

Assessments and other income increased by 2.17%. Operating income was up $17,097,151 primarily due to a
decrease in the safety grant from $11,485,279 at 6/30/18 to $2,000.000 at 6/30/19.

Investment income for the fiscal year ended June 30, 2019 increased by $4,228,365 from the prior year due to
favorable interest rates in a laddered portfolio of United States Treasury notes and US Treasury bills.

Net Position increased by $25,243,741.



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

Economic Conditions

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

Contacting the Fund's Management

This financial report is designed to provide the New Jersey Schools Insurance Group’s members and the
Department of Banking and Insurance of the State of New Jersey with a general overview of the Group’s finances
and to demonstrate the Group’s accountability for the public funds it receives. If you have any questions about this
report or need additional financial information, contact the Executive Director’s Office at 6000 Midlantic Drive,
Mount Laurel, New Jersey 08054.



NEW JERSEY SCHOOLS INSURANCE GROUP

COMPARATIVE STATEMENTS OF NET POSITION

AS OF JUNE 30, 2019 AND 2018

ASSETS

Current Assets:
Cash and Cash Equivalents
Investments
Assessment Receivable, Net
Accrued Interest and Dividends
Reinsurance Receivable
Prepaid Expenses and Other Assets

Total Current Assets
Capital Assets
Total Assets

DEFERED QUTFLOWS OF RESOURCES
Related to Pension

LIABILITIES AND RESERVES

Current Liabilities:
Unearned Assessments
Accounts Payable and Accrued Expenses
Safety Grant Payable

Total Current Liabilities

Claims Reserves:
Case Reserves
IBNR Reserves

Total Claims Reserves

Long-Term Liabilities
Safety Grant Payable
Other Post Employment Benefits
Net Pensions Liabilities

Total Long-Term Liabilities

Total Liabilities and Reserves

DEFERED INFLOWS OF RESOURCES
Related to Pension and OPEB

NET POSITION
Investment in Capital Assets
Unrestricted

Total Net Position

N
o
-
©

$ 169,732,210

Exhibit A-1

N
o
—
Co

$ 158,384,192

184,653,311 180,435,386
1,875,790 1,618,637
792,833 565,988
1,737,913 271,276
524,965 399,467
359,317,022 341,674,946
535,526 662,110
359,852,548 342,337,056
6,023,951 6,616,774
362,348 357,483
6,843,112 5,798,777
4,808,280 4,447,094
12,013,740 10,603,354
116,567,000 120,466,000
92,410,000 96,072,000
208,977,000 216,538,000
13,485,278 15,985,278
2,199,850 1,966,607
15,969,473 17,643,695
31,654,601 35,595,580
252,645,341 262,736,934
5,406,562 3,636,041
535,526 662,110
107,289,070 81,918,745
$ 107,824,596 $ 82,580,855

The Accompanying Notes to Financial Statements are an Integral Part of this Statement



NEW JERSEY SCHOOLS INSURANCE GROUP

Exhibit A-2

COMPARATIVE STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

FOR THE FISCAL YEARS ENDED JUNE 30, 2019 AND 2018

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

Total Operating Revenue

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

Total Operating Expenses
Operating Income

Non-Operating Revenue:
Investment Income

Change In Net Position
Net Position, Beginning

Net Position, Ending

019

$ 132,125,180

201

$ 129,326,634

6,932 7,510
14,847 5,930
132,146,959 129,340,074
51,009,732 55,801,707
34,027,780 32,574,759
9,463,928 9,978,144
14,581,903 14,654,810
2,000,000 11,485,279
675,000 675,000
1,216,767 1,124,528
778,725 510,357
128,705 127,130
662,449 1,810,638
504,819 597,722
115,049,808 129,340,074
17,097,151 -
8,146,590 3,918,225
25,243,741 3,918,225
82,580,855 78,662,630
$ 107,824,596 $ 82,580,855

The Accompanying Notes to Financial Statements are an Integral Part of this Statement
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NEW JERSEY SCHOOLS INSURANCE GROUP
COMPARATIVE STATEMENTS OF CASH FLOWS
FOR THE FISCAL YEARS ENDED JUNE 30, 2019 AND 2018

Exhibit A-3

019 2018
Cash Flows From Operating Activities:

Assessments Received $ 131,872,892 $ 129,114,032

Reinsurance Premiums Paid (34,027,780) (32,574,759)

Claims Paid (60,037,369) (57,970,712)

Operating Expenses Paid (18,763,526) (27,384,343)

Salaries and Fringe Benefits (11,041,563) (876,251)

Other Income Received 21,779 13,440
Net Cash Flows Provided By Operating Activities 8,024,433 10,321,407
Cash Flows From Investing Activities:

Proceeds from the Sales and Maturities of Investment Securities 261,834,541 261,834,541

Purchase of Investments (264,952,827) (442,130,520)

Investment Income 6,820,106 3,212,830
Net Cash Provided By (Used In) Investing Activities 3,701,820 (177,083,149)
Cash Flows From Capital and Related Financing Activities:

Purchase of Capital Assets (378,235) (485,622)
Net Increase (Decrease) in Cash and Cash Equivalents 11,348,018 (167,247,364)
Cash and Cash Equivalents - Beginning 158,384,192 325,631,556
Cash and Cash Equivalents - Ending $ 169,732,210 $ 158,384,192
Reconciliation of Operating Income to Net Cash

Provided By Operating Activities:

Operating Income $ 17,097,151 $ -
Adjustments to Reconcile Operating Income to Net Cash
Provided By Operating Activities:
Depreciation 504,819 597,722
Changes in Assets and Liabilities:
(Increase)/Decrease in Assets
Assessment Receivable (257,153) (151,424)
Reinsurance Receivable (1,466,637) 227,995
Prepaid Expenses and Other Assets (125,498) 1,145
Net Changes in Deferred Outflows 592,823 568,567
Increase/(Decrease) in Liabilities
Accounts Payable and Accrued Expenses 1,044,335 1,976,000
Safety Grant Payable 361,186 1,026,254
Change in Loss Reserves (7,561,000) (2,397,000)
Unearned Assessments 4 865 (61,178)
Net Pension Liability (3,940,979) 5,018,247
Net Changes in Deferred Inflows 1,770,521 3,515,079
Net Cash Flows Provided By Operating Activities $ 8,024,433 $ 10,321,407

The Accompanying Notes to Financial Statements are an Integral Part of this Statement
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Note 1:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AND DESCRIPTION OF THE GROUP

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

Membership in the Group is open to all qualified New Jersey school districts and/or educational
institutions as determined by the Group’s Trustees. The Boards may apply for membership by resolution of
their respective Boards of Education/Trustees. All applicants to the Group must also include a letter
certifying that the school district has never defaulted on a claim, and has not been canceled for non-
payment of insurance premiums for a period of at least two (2) years prior to the date of application. This
certification must also be included in the Members Resolution of Participation. The Trustees may approve
qualified applicants by majority vote.

The Group provides coverage for workers” compensation, general and automobile liability, auto physical
damage, property, errors and omissions, and crime. The Group uses reinsurance agreements to reduce its
exposure to large losses on the types of coverages.

All members' contributions to the Group, including a reserve for contingencies, are based on actuarial
assumptions determined by the Group's actuary. The Commissioner of Banking and Insurance may order
additional assessments to supplement the Group's claim, loss retention or administrative accounts to assure
the payment of the Group’s obligations.

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

Line of Coverage Retention

Workers’ compensation $1,000,000 per occurrence for fund years 2004 to 2019,
$350,000 per occurrence for fund years 1992 to 2002, and
$500,000 per occurrence for fund years 1986 to 1991 and
2003. For periods prior to 1987, annual aggregate retention
based on minimum varying percentages of standard earning
premium.

General liability and automobile liability $500,000 per occurrence for fund years 2003 to 2019,
$100,000 per occurrence for fund years 1999 to 2002,
$250,000 per occurrence for fund years 1988 to 1998, and
$200,000 per occurrence for periods prior to fund year
1988.

Property $1,000,000 per occurrence for fund years 2002 to 2019,
$150,000 per occurrence for fund year 1989 to 2001, and
$250,000 per occurrence for period prior to fund year 1989.
Crime $100,000 per occurrence.

In addition, there are aggregate retentions applicable to losses in excess of the per occurrence retentions.
For fund years 1994 to 1998, the aggregate retention is $250,000 for general and automobile liability
losses and $350,000 for workers’ compensation losses. For fund years 1999 to 2002, the aggregate
retention is $100,000 for general and automobile liability and $350,000 workers’ compensation losses.

13



Note 1:

Note 2:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS

ORGANIZATION AND DESCRIPTION OF THE GROUP (CONT’D)

For fund years 2003 to 2008, the aggregate retention is $500,000 for general and automobile liability and
workers’ compensation losses. For fund years 2003 to 2008, there was an addition one time, inner
aggregate retention of $500,000, excess of the $500,000 retention for general and automobile liability.

The Group also writes policies covering umbrella liability, equipment breakdown, cyber liability,
supplemental indemnity, environmental, and crisis management. All of which are ceded 100% to
reinsurance. The errors and omissions prior to 2004, and 2008 to 2019, was ceded 100% to reinsurance.
During 2004 to 2008, the Group had a $1,000,000 retention.

During the fiscal years ended June 30, 2019 and 2018, there were 377 and 387 New Jersey School
Districts, respectively, that were members of the Group.

The Group also provides claims processing services for several New Jersey School Districts. The Group
does not retain any risk for these school districts. The Group had revenue from these services of $6,932
and $7,510 during the fiscal years ended June 30, 2019 and 2018, respectively.

Brokerage of policies is administered by Willis Re Pooling under contract with the Group. The Group
administers the billings to members.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of the significant policies followed by the Group in the preparation of the
accompanying financial statements:

Component Unit

In evaluating how to define the Group for financial reporting purposes, management has considered all
potential component units. The decision to include any potential component units in the financial reporting
entity was made by applying the criteria set forth in GASB Statements No. 14, The Financial Reporting
Entity, as amended by GASB Statement No. 39, Determining Whether Certain Organizations are
Component Units, GASB Statement No. 61, The Financial Reporting Entity: Omnibus - an amendment of
GASB Statements No. 14 and No. 34, and GASB Statement No. 80, Blending Requirements for Certain
Component Units — an amendment of GASB Statement No. 14. Blended component units, although legally
separate entities, are in-substance part of the primary entity’s operations. Each discretely presented
component unit would be or is reported in a separate column in the financial statements to emphasize that
it is legally separate from the primary entity.

The basic-but not the only-criterion for including a potential component unit within the reporting entity is
the primary entity's ability to exercise oversight responsibility. The most significant manifestation of this
ability is financial interdependency. Other manifestations of the ability to exercise oversight responsibility
include, but are not limited to, the selection of governing authority, the designation of management, the
ability to significantly influence operations, and accountability for fiscal matters. A second criterion used
in evaluating potential component units is the scope of public service. Application of this criterion involves
considering whether the activity benefits the primary entity and / or its citizens.

A third criterion used to evaluate potential component units for inclusion or exclusion from the reporting
entity is the existence of special financing relationships, regardless of whether the primary entity is able to
exercise oversight responsibilities. Finally, the nature and significance of a potential component unit to the
primary entity could warrant its inclusion within the reporting entity.
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Note 2:

NEW JERSEY SCHOOLS INSURANCE GROUP
NOTES TO FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT’D)

Component Unit (Cont’d)

Based upon the application of these criteria the Group has no component units and is not includable in any
other reporting entities.

Basis of Presentation

The financial statements of the Group have been prepared in accordance with accounting principles
generally accepted in the United States of America applicable to enterprise funds of State and Local
Governments on a going concern basis. The focus of enterprise funds is the measurement of economic
resources, that is, the determination of operating income, changes in net position (or cost recovery),
financial position and cash flows. The Governmental Accounting Standards Board (GASB) is the accepted
standard setting body for establishing governmental accounting and financial reporting principles.

Basis of Accounting

Basis of accounting determines when transactions are recorded in the financial records and reported on the
financial statements. Enterprise funds are accounted for using the accrual basis of accounting.

Revenues - Exchange and Non-Exchange Transactions - Revenue resulting from exchange transactions,
in which each party gives and receives essentially equal value is recorded on the accrual basis when the
exchange takes place. Member Assessments are recognized as revenue at the time of assessment.

Expenses - On the accrual basis of accounting, expenses are recognized at the time they are incurred.

Cash, Cash Equivalents and Investments

Cash and cash equivalents include petty cash, change funds and cash in banks and all highly liquid
investments with a maturity of three months or less at the time of purchase and are stated at cost plus
accrued interest. Such is the definition of cash and cash equivalents used in the comparative statements of
cash flows. U.S. treasury and agency obligations and certificates of deposit with maturities of one year or
less when purchased are stated at cost. All other investments are stated at fair value.

New Jersey governmental units are required by N.J.S.A. 40A:5-14 to deposit public funds in a bank or
trust company having its place of business in the State of New Jersey and organized under the laws of the
United States or of the State of New Jersey or in the New Jersey Cash Management Fund. N.J.S.A. 40A:5-
15.1 provides a list of investments, which may be purchased by New Jersey municipal units. These
permissible investments generally include bonds or other obligations of the United States of America or
obligations guaranteed by the United States of America, government money market mutual funds, any
obligation that a federal agency or a federal instrumentality has issued in accordance with an act of
Congress, bonds or other obligations of the local unit or bonds or other obligations of school district of
which the local unit is a part or within which the school district is located, bonds or other obligations
approved by the Division of Local Government Services in the Department of Community Affairs for
investment by local units, local government investment pools, deposits with the State of New Jersey Cash
Management Fund, and agreements for the purchase of fully collateralized securities with certain
provisions. In addition, other State statutes permit investments in obligations issued by local authorities
and other state agencies.
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