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Joint Risk Management Trust _

1333 Radcliff Avenue, Garden City, Ml 48135

Phone: (734) 425-3345 or 4030 « FAX: (734) 425-1290

www. maislonline.org

Executive Director: Daniel J. White Chairperson: Sandra Motz, Walled Lake Consolidated Schools
Risk Manager: Kenneth E. Beres Vice Chairperson: Tim Weeks, Bloomfield Hills School District
Accounting Manager: Kim Orsette Secretary: Witiam Routhier, Romulus Community Schools
Administrative Assistant: Susan Muskett Treasurer: Robert Cipriano, Dearbom Public Schools

Past Chairperson: Richard Witkowski, Garden City Public Schools
Director at Large: David Bergeron, Clarenceville Public Schools

DATE: October, 2005

TO: Board of Directors, Metropolitan Association for Improved
School Legislation Joint Risk Management Trust

The M.AIS.L. Joint Risk Management Trust is a trust voluntarily established pursuant to
Section 2 of Chapter 124 (PA. 1951, No. 35, Section 2) and Section 5 of Chapter 124 (PA.
1982, No. 138, Section 5) of the Michigan Compiled Laws for the purpose of providing
participating school districts such services and security as are approved by the Board of
Directors and permitted by the laws of the State of Michigan. Article 5 of the Trust
Bylaws established a Board of Directors and officers of the Trust,

After seventeen years, the M.A.LS.L. Joint Risk Management Trust has contfinued a
successful and well-established program providing school districts with insurance
coverage to suit their needs. The program is in constant review to mold its program to
provide the best insurance coverage available anywhere in the market and continues
to investigate various insurance-related group purchases to assist districts in receiving
insurance and risk reduction related services at discounted costs.

Since the original nine school district members began the progrom'in 1988, the Trust
membership has grown to thirtysix. As a not-for-profit organization, it is open to
interested school districts and other entities that meet the criteria as established by the
board.

A representative from each district serves on the board of directors. The board of
directors, through regular meetings, maintains control of the Trust, directing the self-
insurance program, evaluating coverage limits, and promoting loss prevention
methods.

The Trust provides extensive property coverage including building, contents, auto
physical damage, flood, earthquake, extra expense, electronic data processing
equipment and media, mobile equipment, and valuable papers. There is a $1,000
maintenance deductible with a $400,000 self-insured retention on property with excess
coverage of over $200 million. The liability coverage includes third-party liability for
bodily injury. property damage, and personal injury. There is no deductible, no
aggregate, with a $400,000 self-insured retention and $6 million in excess insurance

required by the Trust. Districts may purchase additional excess limits.
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as a criterion for determining contributions. Claim Payments from the |oss fund per
OCcurrence are paid Up to a self-insured retention of $400,000. In the event the loss
fund should be exhausted, the aggregate loss fund policy eliminates the self-insured
retention provision and the program reverts back to g conventional first dollar program.
Aggregate loss fung coverage is provided to comply with the Michigan State laws
Section 7.(a){iv) of PA 138 of 1982 that mandate a minimum of $5 million in excess
Ccoverage above the loss fund. The M.AIS.L Trust program secures unlimited protection
thereby insulating members from future assessments. Since 1991, the board of directors

fund balance, an additional contribution s requested from fund year members to
satisfy the 100% fung requirement with interest Credits applied.
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Financial Management

Daniel J. White, Executive Director, manages the daily operation of the Trust.  The
administrative staff is responsible for coordinating the operation of the Trust along with
maintaining the appropriate accounting system and records,

In developing or altering the Trust's accounting system, consideration is given to the
adequacy of internal accounting controls. These controls are designed to provide
reasonable, but not absolute, assurance regarding:

e disposition

* reliability of financial records for preparing financial statements

* maintaining accountability for assets
All internal control evaluations occur within the above framework. We believe the
Trust's internal accounting controls adequately safeguard assets and provide

Bylaws and state statutes require annual audits of financial records and transactions of

Financial Highlights

Each loss fund year is separate and based on history, exposure, and number of
participants. The Board of Directors determined in 1991, that the 90% funding level is
adequate with the 10% difference being supplemented by aggregate interest earnings
over the life of the fund. The following funding levels have been maintained for each
year:

1988/89 Loss Fund  $1,141,263 100%
1989/90 " " $1.310,614 78%
1990/91 * " $1.356,000 100%
1991/92 “ “ $1.485,000 90%
1992/93 " " $1.628,738  90%
1993/94 " " $1.778,648  90%
1994/95 " * $1.702,069  90%
1995/96 " " $1.496,700 100%
1996/97 " " $1.458,000 100%
1997/98 " " $1.755,000 90%

-—-“—_“‘—
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1998/99 N " $1,665,000 90%
1999/00 " “ $1.665,000 909
2000/01 " ! $1.800,000 90%
2001/02 " " $2,700,000 907
2002/03 " " $3.022,200 907
2003/04 " " $3.219,587 909
2004/05 N " $3.253,981 909

In the 1990/9] fiscal year, the Board of Directors electeq to adopt the GASB 10 practice
of discounting claim reserves at the most conservative % rate allowed by the State of
Michigan. After further review of the interest rate trend and Consultation with our
Quditors, Plante & Moran, discount rates are now applied at 2%,

Interest income for each fund year has been invested gt current market rates in School
District Operoﬁng Money Market Funds with Chase Bank allowing for liquidity needs for
claim payments. The aggregate investment earnings for all fung years combined are
7.7%. During the seventeen years of investment of funds, the interest income has grown

breakdown by fund year demonstrates the board decision to allow aggregate interest
to accumulate to fund the difference:

1988/89 15%
1989/90 20%
1990/91 7%
1991/92 20%
1992/93 14%
1993/94 9%
1994/95 9%
1995/96 4%
1996/97 4%
1997/98 7%
1998/99 4%
1999/00 6%
2000/01 4%
2001/02 2%
2002/03 1%
2003/04 3%
2004/05 2%

expenditures, insurance premium equaled 68%; claims paid - 8%; contractual services —
13%; and operating expense - 1%. The remaining 10% is reflected gs Claim reserves and
IBNR. Member equity is retaineq in each loss fund year.
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Cost Containment

In a school district self-insured program, the portion to be paid for claims and expended
from the loss fund s the key to success. The loss fund represents dollars that could be

goal of the program. Loss fund dollars retained will ultimately be returned to member
districts and filtereq back into the education process.

Through our brokers, Arthur J. Gallagher Risk Management Services, excess insurance is
secured by utilizing extensive marketing techniques. Each year during the renewaq
process, the market is tested through the bid process. Collectively this provides school
districts with the benefit of group purchase power when securing excess insurance and
satisfies the required bid process. The loss history and experience of the Trust has

instrumental in achieving the primary goal, allowing school districts to retain valuable
dollars and the return of future surplus.

Another mechanism for claim cost control is loss prevention. The Trust has become q
network between member  districts to exchange ideas on loss. prevention,
maintenance, athletics and many other risk management areqas. Seminars are regularly
provided through the direction of Ken Beres, Risk Manager, and the Risk Management
and Loss Prevention Committees. In the past seventeen yeqrs, the Trust has used loss
prevention seminars and member involvement ang numerous loss prevention




the Trust program over the |ast seventeen years. The collective efforts of the thirty-six
member school districts to continue reducing the cost of insurance and actively
participate in preventing losses demonstrates the continuing philosophy that was the
basis for which the M.ALS.L. Joint Risk Management Trust was founded.

Respectfully submitted,

Sandra Motz Daniel J. WHite
Chairperson Executive .
M.ALS.L. Joint Risk Management Trust M.A1S.L. Joint Risk Management Trust
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Independent Auditor’s Report

To the Board of Directors
M.ALS.L. joint Risk Management Trust

We have audited the balance sheet of the M.AIS.L. Joint Risk Management Trust as of june 30,
2005 and 2004 and the related statements of revenue, expenses, and changes in net assets and

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of M.ALS.L. Joint Risk Management Trust at June 30, 2005 and 2004 and
the results of its operations and cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

Presentation of the required supplemental information. However, we did not audit the
information and €xpress no opinion on it.

statements taken as a whole.

A member of

A worldwitle assactation of Independent accouning firms

*_————_——r‘-_—t



To the Board of Directors
M.A.LS.L. joint Risk Management Trust

As described in Note |, M.ALS.L. Joint Risk Management Trust has implemented a new financial
reporting model, as required by the provisions of GASB Statement No. 34, Basic Financial
Statements - and Management'’s Discussion and Andlysis - for State and Local Governments, and

related statements, as of july |, 2003.
741422, f 77!4«40, PLee

August 17, 2005



M.A.LS.L. Joint Risk Management Trust

1
Management’s Discussion and Analysis

This section of the M.A.LS.L. Joint Risk Management Trust’s (the “Trust”) annual financial report
presents our discussion and analysis of the Trust’s financial performance during the year ended
June 30, 2005. Please read it in conjunction with the Trust’s financial statements, which
immediately follow this section.

Using this Annual Report

The Trust is a public entity self-insurance pool that provides property and liability coverages to
its participating members. Membership is primarily, but not limited to, school districts in the
state of Michigan. This annual report consists of a series of financial statements. The statement
of net assets and the statement of revenue, expenses, and changes in net assets provide
information about the financial activities of the Trust. This is followed by the statement of cash
flows, which presents detailed information about the changes in the Trust’s cash position during
the year.

Financial Overview

This annual report consists of three parts - management’s discussion and analysis (this section),
the basic financial statements, and required supplemental information. The Trust is considered a
special-purpose government solely engaged in business-type activities. The basic financial
statements, which follow this section, provide both long-term and short-term information about
the Trust’s financial status. The Trust uses the accrual method of accounting in accordance with
accounting principles generally accepted in the United States of America. These statements
reflect only the risk carried by the Trust, which also includes any potential unrecoverable
reinsurance claims. The three basic financial statements presented are as follows:

» Statement of Net Assets - This statement presents information reflecting the Trust's
assets, liabilities, and net assets.

s Statement of Revenues, Expenses, and Changes in Net Assets - This statement
reflects the operating and nonoperating revenues and expenses for the previous two fiscal
years. Operating revenues primarily consist of member contributions and investment
income, with the major sources of operating expenses being claims and claims adjustment
expense, general and administrative expenses, and reinsurance costs.

¢ Statement of Cash Flows - This statement is presented on the direct method of reporting
and reflects cash flows from operating activities. Cash collections and payments are
reflected in this statement to arrive at the net increase or decrease in cash for the fiscal year.




M.A.LS.L. Joint Risk Management Trust

Management’s Discussion and Analysis

Condensed Financial Information

The statements report the Trust’s net assets and how they have changed. Net assets - the
difference between the Trust’s assets and liabilities - is one way to measure the Trust’s financial
health, or position. Over time, increases and decreases in the Trust’s net assets are an indicator
of whether its financial health is improving or deteriorating, respectively. Summarized financial
information follows:

Net Assets Changes in Net
Assets
As of June 30 2005 2004 Year Ended June 30 2005 2004
Total assets $7,325,199 | $5,750,187 | Total revenue $9,531,629 | $9,195,760
Total liabilities 5513,213 3,503,373 | Total expenses 9,966,457 | 8,502,167
Net assets 1,811,986 2,246,814 | Decrease in net (434,828) 693,593
assets

In addition to net assets, when assessing the overall health of the Trust, the reader needs to
consider other nonfinancial factors such as the legal climate in the state, the general state of the
financial markets, and the level of risk prevention undertaken by the Trust and its members.

The Trust cannot control the first two factors. However, since its inception, the Trust has been
a leader in implementing aggressive risk-prevention programs. It provides extensive training to
its members in various areas of school district operations. It makes use of several advisory
committees comprised of member employees holding job responsibilities related to the activities
of the committees.

Condensed Comparative Financial Highlights

e Overall, the Trust’s net assets decreased by $434,828, from $2,246,814 to $1,811,986, due
to an increase in the unsettled claims incurred but not reported.

e Total revenue increased by $335,869, from $9,195,760 to $9,531,629. Member
contributions for insurance coverage premiums increased approximately $243,000 and
investment income increased by $87,542.

e Risk management, underwriting, and other administrative expenses decreased by $2,193,
from $293,340 to $291, 147 due to vacancy of the executive director position.

* Incurred claims and claims adjustment expenses were $3,879,126 and $2,720,574 for the
years ended June 30, 2005 and 2004, respectively.



M.A.L.S.L. Joint Risk Management Trust

L~
Management’s Discussion and Analysis (Continued)

e Outside reinsurance costs increased by $203,571, from $4,740,438 to $4,944,009.

e Reserves (reported net of estimated reinsurance recoveries), both reported and incurred
but not reported, increased by $1,898,972.

e Investment income of $132,402 was earned this year compared to $44,860 in the prior year.
This increase was a direct result of market interest rates during the current year.

Cash and Cash Equivalents

Cash and cash equivalents comprise the most significant numbers in the asset section of the
Trust’s statement of net assets.

Currently, all cash and cash equivalents of the Trust are made as permitted by Michigan School
Law and as permitted under the Insurance Code of 1956, Act 218 of the Public Acts of 1956 as
amended, being Sections 500.100 to 500.8302 of the Michigan Compiled Laws.

Currently, all cash and cash equivalents of the Trust are professionally managed in money
market funds and held in trust by |JP Morgan Chase Bank, N.A.

Reserves for Unpaid Claims

The Trust’s most significant numbers in the liability section of the statement of net assets are the
reserves for reported and incurred but not reported claims and claim adjustment expenses.
Milliman Consultants and Actuaries, a Milliman Global Firm, conducts an independent actuarial
analysis to determine the adequacy and reasonableness of such reserves.

Contacting the Trust's Administration

This report is designed to give an overview of the financial condition of M.A.LS.L. Joint Risk
Management Trust. If there are additional questions or information needed, please contact the
administration at (734) 425-4030.



M.A.LS.L. Joint Risk Management Trust

Statement of Net Assets

June 30
2005 2004
Assets
Cash and cash equivalents (Note 2) $ 7,156,999 $ 5,527,764
Accounts receivable - Excess insurance carrier - 55,968
Funds on deposit with claims administrator 150,000 150,000
Other assets 18,200 16,455
Total assets $ 7,325,199 $ 5,750,187
Liabilities and Members' Equity
Liabilities
Accounts payable:
Trade $ 15480 $ 10,972
Excess insurance carrier 77,662 -
Allowance for unsettled claims and claims incurred but
not reported (Note 3):
Due within one year 2,817,095 1,663,833
Due in more than one year 3,178,854 2,144,054
Amounts due from excess insurance carrier (707,883) (418,793)
Other accrued liabilities 132,005 103,307
Total liabilities 5,513,213 3,503,373
Net Assets - Undesignated 1,811,986 2,246,814
Total liabilities and net assets $ 7,325,199 $ 5,750,187

See Notes to Financial Statements. 6




M.A.LS.L. Joint Risk Management Trust

Statement of Revenue, Expenses, and Changes in Net Assets

Year Ended June 30
2005 2004
Operating Revenue
Member contributions $ 9,393,989 $ 9,150,900
Investment income 132,402 44,860
Miscellaneous revenue 5,238 -
Total operating revenue 9,531,629 9,195,760

Operating Expenses
Provision for claims:
Payments 1,980,154 2,051,965
Increase in liabilities for unsettled claims
and claims incurred but not reported - Net of

reinsurance recoveries (Note 3) 1,898,972 668,609

Excess insurance premiums 4,944,009 4,740,438

Service fee 487,498 462,342
Administrative expenses:

Risk manager 50,581 48,172

Insurance and bonds 16,422 16,422

Professional fees 30,967 28,402

Office expenses 53,582 78,328

Administrative fee 139,595 122,016

Surplus lines tax/state assessments 364,677 285,473

Total operating expenses 9,966,457 8,502,167

Operating Income (Loss) (434,828) 693,593

Net Assets - Beginning of year 2,246,814 1,553,221

Net Assets - End of year

+

1,811,986 $ 2,246,814

See Notes to Financial Statements. 7




M.A.LS.L. Joint Risk Management Trust

Statement of Cash Flows

Cash Flows from Operating Activities
Cash received from members

Cash payments to suppliers for goods and services

Net cash provided by operating activities
Cash Flows from Investing Activities - Interest

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning of year
Cash and Cash Equivalents - End of year

Reconciliation of Operating Income to Net Cash from
Operating Activities
Operating income (loss)
Adjustments to reconcile operating income (loss) to net
cash from operating activities:
Interest and dividends

(Increase) decrease in assets:
Accounts receivable

Other assets
Increase (decrease) in liabilities:
Accounts payable
Allowance for unsettled claims and claims incurred but
not reported
Accrued liabilities

Year Ended June 30

2005

2004

$ 9,453,450 $ 9,087,873

_(7,956,617) __ (7,875,737

1,496,833 1,212,136

132,402 44,860
1,629,235 1,256,996
5,527,764 4,270,768

$ 7,156,999 $ 5,527,764

$

(434828) $ 693,593
(132,402) (44,860)
55,968 (50,197)
(1,745) (12,830)
82,170 (22,169)
1,898,972 668,609
28,698 (20,010)

Net cash provided by operating activities $ 1,496,833 § 1,212,136

See Notes to Financial Statements, 8




M.A.LS.L. Joint Risk Management Trust

Note | -

Notes to Financial Statements
June 30, 2005 ang 2004

Nature of Entity and Significant Accounting Policies

The M.ALS.L. Joint Risk Management Trust (the “Trust”) was established June 30,

stated coverages, and utilize the funds contributed by members to defend any
member of the pool against stated liability or loss. Membership in the Trust is
considered after a formal réquest supported by a resolution from the Board of

by giving written notice. Written notice must be given six months prior to the
following fiscal year.

Trust underwriting and rate-setting policies are established after consultation with
the excess insurance underwriters and the actuaries. Members are given 30 days’
notice to make annual contributions to the Trust. The annual contributions are

based on a final budget approved by the board of directors.




M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
June 30, 2005 and 2004

Note | - Nature of Entity and Significant Accounting Policies (Continued)

Cash Equivalents - The Trust considers all highly liquid investments purchased with
an original maturity of three months or less, including bank-managed investment
pools, to be cash equivalents.

Accounts Receivable - Trade accounts receivable are stated at net invoice
amounts. Collectibility of balances is reviewed periodically. Any amounts deemed
to be uncollectible are written off at that time. No allowance for bad debts is
recorded because management considers all accounts receivable to be collectible.

Federal Income Tax Status - The Trust’s income is exempt from taxation under
Internal Revenue Code Section |15. Accordingly, no provision has been made for
taxes on income.

Contribution Deficiency - Anticipated investment income is considered in
determining if a contribution deficiency exists.

Reclassification - Certain prior year amounts have been reclassified to conform to
the current year presentation.

Use of Estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those estimates. Significant
estimates related to allowances for unsettled claims and claims incurred but not
reported are described in Note 3.

Accounting Change

GASB Statement No. 34 - Effective july |, 2003, M.A.L.S.L. Joint Risk Management
Trust implemented the provisions of Governmental Accounting Standards Board
Statement No. 34 (GASB No. 34), Basic Financial Statements - and Management’s
Discussion and Analysis - for State and Local Governments.

10




M.A.LS.L. Joint Risk Management Trust

Notes to Financial Statements
Jjune 30, 2005 and 2004

Note 2 - Deposits and Investments

The Trust's investment policy authorizes the Trust to make deposits in the accounts
of federally insured banks, credit unions, and savings and loan associations that have
offices in Michigan.

The Trust has designated Bank One for the deposit of its cash.

The Trust's cash and investments are subject to several types of risk, including
custodial credit risk, which is examined in more detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Trust’s deposits
may not be returned to it. The Trust does not have a deposit policy for custodial
credit risk of bank deposits. At year end, the Trust’s deposit balance of $7,742,658
had $7,542,658 of bank deposits (checking and savings accounts) that were
uninsured and uncollateralized. The Trust believes that due to the dollar amounts of
cash deposits and the limits of FDIC insurance, it is impractical to insure all deposits.
As a result, the Trust evaluates each financial institution with which it deposits Trusts
and assesses the level of risk of each institution; only those institutions with an
acceptable estimated risk level are used as depositories.

Note 3 - Allowances for Unsettled Claims and Claims Incurred but Not
Reported ’

As discussed in Note 1, the Trust establishes a liability for both reported and
unreported claims that includes estimates of both future losses and related claim
adjustment expenses.




M.A.L.S.L. Joint Risk Management Trust

—
Notes to Financial Statements

June 30, 2005 and 2004

Note 3 - Allowances for Unsettled Claims and Claims Incurred but Not
Reported (Continued)

At June 30, 2005 and 2004, the estimates are as follows:

2005 2004

Case reserves (estimated by insurance service

provider) $3,128377 $ 1,812,046
Estimate of future development on case reserves and

claims incurred prior to June 30, not reported as of

that date, that are expected to be filed in the

future (actuarially calculated) 3,015,474 2,148,167
Less portion to be paid by excess insurance carrier
(Note 4) (707,883) (418,793)
Net undiscounted reserves 5,435,968 3,541,420
Less effect of discount (147,902) (152,326)
Net discounted reserves $ 5,288,066 $ 3,389,094

For the years ended June 30, 2005 and 2004, the estimates of the claims incurred
but not reported as of those dates were actuarially determined and are based on the
estimated ultimate cost of settling the claims, including the effects of inflation and
other societal and economic factors. The reserves for unsettled claims and claims
incurred but not reported are presented at present value using a discount rate of
2 percent and 3 percent and a 50 percent confidence level for the years ended
June 30, 2005 and 2004, respectively. Although management believes that the
provision for unpaid claims is adequate, no assurance can be given that the ultimate
settlement of these liabilities may not be greater or less than such estimates. Any

future adjustments of these amounts will affect the reported results of future
periods.
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Notes to Financial Statements
June 30, 2005 and 2004

Note 3 - Allowances for Unsettlied Claims and Claims Incurred but Not
Reported (Continued)

The following table represents changes in the unpaid claims for the Trust for the
years ended June 30, 2005 and 2004:

2005 2004

Unpaid claims and claims adjustment expenses -
Beginning of fiscal year $ 3,389,094 $ 2,720,485

Incurred claims and claims adjustment expenses:
Provision for insured events of the current fiscal

year 2,923,004 2,734,750
Change in provision for insured events of prior
fiscal years 1,245,212 218,752
Total incurred claims and claims
adjustment expenses 4,168,216 2,953,502
Payments:
Claims and claims adjustment expenses attributable
to insured events of the current fiscal year 526,924 967,417
Claims and claims adjustment expenses attributable
to insured events of prior fiscal years 1,453,230 1,084,548
Total payments 1,980,154 2,051,965

Change in amount to be paid by excess insurance
carrier (289,090) (232,928)

Unpaid claims and claims adjustment expenses -
End of fiscal year $ 5,288,066 $ 3,389,094

The estimated liability for incurred prior year claims increased in 2005 and 2004 due
primarily to claims settling for amounts different from those originally estimated.
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Notes to Financial Statements
June 30, 2005 and 2004

Note 4 - Insurance Coverage

The Trust has acquired excess liability insurance coverage for both specific claims
and aggregate claims paid by the Trust. The specific insurance policy will reimburse
the Trust for any specific claims in excess of the amounts shown below, up to the
maximum coverage shown below. Under the aggregate policy, the insurance carrier
will reimburse the Trust for all claims paid in excess of the Loss Fund as shown
below. Upon exhaustion of the Loss Fund, the excess insurance carrier becomes
the primary insurer to the extent of the coverage provided in the contract as
specified below.

Aggregate
Specific Occurrence Reinsurance
Accident Date by In Maximum Loss Maximum
Insurance Period Deductible  Excess of Coverage Fund _Coverage
Policy year 16:
General and auto liability $ - $ 400,000 $ 6,000,000 (3) (1) 4)
Damage to insured's property 1,000 400,000 500,000,000 (1)  Unlimited
Robbery and forgery 1,000 400,000 100,000 ) 2)
Employee fidelity 1,000 400,000 200,000 ) (2)
Boiler and machinery 1,000 - 50,000,000 - )
Policy year 17:
General and auto liability - 400,000 6,000,000 (3) (D) 4)
Damage to insured's property 1,000 400,000 500,000,000 (1) Unlimited
Robbery and forgery 1,000 400,000 100,000 n )
Employee fidelity 1,000 400,000 200,000 ) (2)
Boiler and machinery 1,000 - 50,000,000 - 2)

(1) The maximum exposure to the Trust for any combination of the above types of
claims is as follows:

Years Ended
June 30 Amount
2005 $ 3,615,533
2004 3,577,319

(2) Liability reverts back to the school district after the specific limit is reached.

(3) Several member school districts have purchased additional coverage for general
liability claims, ranging from $6,000,000 to $26,000,000.

(4) Coverage is limited only by the maximum allowed recovery per school district
per year, which ranges from $8,000,000 to $28,000,000.
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Required Supplementary Information

Schedule of Claims Information for All Lines of Coverage

The table on the following page illustrates how the Trust’s earned revenue (net of reinsurance)
and investment income compare to related costs of loss (net of loss assumed by reinsurers) and
other expenses assumed by the Trust as of the end of each of the last 10 years. The rows of the
table are defined as follows:

(1) This line shows the total of each fiscal year's gross earned contribution revenue and
investment revenue, contribution revenue ceded to reinsurers, and net earned contribution
revenue and reported investment revenue.

(2) This line shows each fiscal year’s other operating costs of the Trust, including overhead and
claims expense not allocable to individual claims.

(3) This line shows the Trust’s gross incurred claims and allocated claim adjustment expenses,
claims assumed by reinsurers, and net incurred claims and allocated adjustment expenses
(both paid and accrued), as originally reported at the end of the first year in which the event
that triggered coverage under the contract occurred (called policy year).

(4) This section of 10 rows shows the cumulative net amounts paid as of the end of successive
years for each policy year.

(5) This line shows the latest re-estimated amount of claims assumed by reinsurers as of the end
of the current year for each accident year.

(6) This section of 10 rows shows how each policy year’s net incurred claims increased or
decreased as of the end of successive years. This annual re-estimation results from new
information received on known claims, re-evaluation of existing information on known
claims, as well as emergence of new claims not previously known.

(7) This line compares the latest re-estimated net incurred claims amount to the amount
originally established (line 3) and shows whether this latest estimate of net claims cost is
greater or less than originally thought.

As data for individual policy years matures, the correlation between original estimates and re-
estimated amounts is commonly used to evaluate the accuracy of incurred claims currently
recognized in less mature policy years. The columns of the table show data for successive policy
years. A part of the annual change in estimated claims will be an increase attributable to
accretion in the present value computation. That amount is not shown separately. All
computations of claims are made using the discounted present value method and a 50 percent
confidence level.
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Statement of Actuarial Opinion
METROPOLITAN ASSOCIATION FOR
IMPROVED SCHOOL LEGISLATION
JOINT RISK MANAGEMENT TRUST
For the Year Ended June 30, 2005

IDENTIFICATION

SCOPE

I have examined the reserves listed in Exhibit A, as shown in the Financial Statement of the Trust as
prepared for filing with state regulatory officials, as of June 30, 2005.

The items upon which I am expressing an opinion, as shown in Exhibit A, reflect the Loss Reserve
Disclosure Items, as shown in Exhibit B.
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Statement of Actuarial Opinion
METROPOLITAN ASSOCIATION FOR
IMPROVED SCHOOL LEGISLATION
JOINT RISK MANAGEMENT TRUST
For the Year Ended June 30, 2005

the use of such actuarial assumptions and methods and such tests of calculations as I considered
necessary.

My review was limited to the items included in Exhibit A, and did not include an analysis of any
income statement items or other balance sheet items. My opinion on the reserves is based upon the
assumption that all reserves are backed by valid assets, which have suitably scheduled maturities
and/or adequate liquidity to meet cash flow requirements.

OPINION

In my opinion, the sum of the amounts carried on account of items A and B and the amounts
carried on account of item C, all as shown in Exhibit A:

A. Meet the requirements of the insurance laws of Michigan;

B. Are consistent with reserves computed in accordance with Standards of Practice issued by the
Actuarial Standards Board (including the Casualty Actuarial Society’s Statement of Principles
Regarding Property and Casualty Loss and Loss Adjustment Expense Reserves); and

C. Make a reasonable provision for all unpaid loss and loss expense obligations of the Trust under
the terms of its contracts and agreements.

This opinion is made in accordance with the category “Determination of Reasonable Provision,” as
contained in the 2004 Property and Casualty Annual Statement Instructions regarding Statements of
Actuarial Opinion.

RELEVANT COMMENTS

Risk of Material Adverse Deviation

contemplated in the loss and loss adjustment expense reserves. In addition, large liability claims
may take several years to settle, thereby increasing the variability in our projections.

MILLIMAN
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IMPROVED SCHOOL LEGISLATION
JOINT RISK MANAGEMENT TRUST
For the Year Ended June 30, 2005

I believe that the risk factors above, coupled with the variability that is inherent in any reserve
estimate, could result in material adverse deviation from the carried net reserve amounts. In
making this determination, I have considered a material adverse deviation to be one in which the
actual net outstanding losses and loss adjustment expenses exceed the total of A and B on
Exhibit A by an amount greater than $181,199. This materiality standard, shown as Item 1 in
Exhibit B, is equal to 10% of the Trust’s statutory surplus.

With respect to the gross reserves, the materiality of adverse deviation as it relates to the Trust’s
surplus will depend on the Trust’s excess insurance protection. If the Trust’s excess insurance
protection does not respond to adverse reserve deviation, such deviation could materially affect
the Trust’s surplus.

My selection of the materiality standard (10% of statutory surplus) was based on the fact that this
opinion is prepared for the regulatory review of the Trust. Other measures of materiality might
be used for reserves that are being evaluated in a different context.

In evaluating whether the reserves make a reasonable provision for unpaid losses and loss expenses,
it is necessary to project future loss and loss adjustment expense payments. It is certain that actual
future losses and loss adjustment expenses will not develop exactly as projected and may, in fact,
vary significantly from the projections. Further, my projections make no provision for extraordinary
future emergence of new classes of losses or types of losses not sufficiently represented in the
Trust’s historical database or that are not yet quantifiable.

Other Disclosures

The data underlying my review, and the resulting estimates, are gross of subrogation and salvage.
The Trust does not reduce reserves to reflect anticipated subrogation and salvage recoveries.

I evaluated the loss and loss adjustment expense reserves on a discounted basis with regard to the
time value of money. The Trust reduces reserves to reflect discounting.

The Trust does not participate in any voluntary and involuntary pooling arrangements.

I have reviewed the Trust’s exposure to asbestos and environmental claims. In my opinion, there is
a remote chance of material liability, since the Trust has had no claim activity reported to date.

The Trust does not write extended loss and expense contracts and therefore carries no extended loss
and expense reserves.

MILLIMAN
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METROPOLITAN ASSOCIATION FOR
IMPROVED SCHOOL LEGISLATION
JOINT RISK MANAGEMENT TRUST
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Excess Insurance

Based solely on discussions with Trust management and its description of the Trust’s excess
insurance, I am not aware of any insurance transaction that either has been or should have been
accounted for as retroactive insurance or as financial insurance (defined as contractual arrangements
that do not include transfer of both timing and underwriting risk).

My opinion on the loss and loss adjustment expense reserves net of excess insurance assumes that all
excess insurance is valid and collectible. The Trust has represented to me that it knows of no
uncollectible insurance cessions. I am not aware of any insurance that the Trust treated as collectible
but should have treated as uncollectible. This does not imply an opinion on the financial conditions
of the Trust’s insurers. I have not anticipated any contingent liabilities that could arise if the insurers
do not meet their obligations to the Trust as reflected in the data and other information provided to
me.

SUPPORTING DOCUMENTS AND USAGE

An actuarial report, including underlying actuarial work papers supporting the findings expressed in
this Statement of Actuarial Opinion, has been provided to the Trust to be retained for a period of
seven years in the administrative offices of the Trust and made available for regulatory examination.

This statement of opinion is solely for the use of, and only to be relied upon by, the Trust and the
various state departments with which it files its Financial Statement.

ot D\Wiek

Peter G. Wick, F.C.AS.,, M A AA.
Milliman, Inc.

15800 W. Bluemound Road - Suite 400
Brookfield, WI 53005

(262) 784-2250

QOctober 5, 2005
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Exhibit A: SCOPE

Loss Reserves: Amount
A. Allowance for unsettled claims and claims incurred but not reported (Note 3):
1. Due within one year $2,817,095
2. Due in more than one year $3,178,854
B. Amounts due from excess carrier $(707,883)
Total of of A.1., A.2 and B. $5,288,066
C. The Page 3 write-in item reserve, “Retroactive Reinsurance Reserve Assumed” $0
Premium Reserves: Amount
D. Reserve for Direct and Assumed Unearned Premiums for Long Duration Contracts $0
E. Reserve for Net Unearned Premiums for Long Duration Contracts $o0
MILLIMAN
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For the Year Ended June 30, 2005

Exhibit B: DISCLOSURES

1. Materiality Standard expressed in $US $181,199
2. Statutory Surplus $1,811,986
3. Anticipated net salvage and subrogation included as a reduction to loss reserves as

reported on balance sheet $0

4. Discount included as a reduction to loss reserves and loss expense reserves as
reported on balance sheet
4 (a) Nontabular Discount $147,902
4 (b) Tabular Discount $0
5. The net reserves for losses and expenses for the Trust’s share of voluntary and
involuntary underwriting pools’ and associations’ unpaid losses and expenses that
are included in reserves $0

6. The net reserves for losses and loss adjustment expenses that the Trust carries for
the following liabilities

6 (a) Asbestos . $0
6 (b) Environmental $0
7. _The total claims made extended loss and expense reserve
7(a) amount reported as loss reserves $0
7(b) amount reported as uneamed premium reserves $0
MILLIMAN
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M.A.LS L. JOINT RISK MANAGEMENT TRUST
Budget to Actual Table
for the Twelve Month Period Ended June 30, 2005

|_BUDGET | ACTUAL (OVER)UNDER|
CLAIMS EXPENSES:

Uncommitted Reserves - LF $0.00 $0.00 $0.00
SIMS - Claims Paid 3,253981.00  526,924.00 $2,727.057.00
Loss Reserve $0.00  2,396,085.00 ($2,396,085.00)
IBNR 8000 50,00 $0.00
Total Claims Expense: $3,253.981.00 $2,923.009.00 $330,972.00

INSURANCE AND RELATED EXPENSE

Service Fee - GB 388,563.00 388,563.00 0.00
Contingent Liab.-GB 98,935.00 98,935.00 0.00
Pool Management Administration 413,825.00 413,825.00 0.00
Surplus Lines Tax 401.00 401.00 0.00
Excess Insurance Premiums
Auto, Gen. & Prop. 1,204,916.00  1,204,916.00 0.00
MCCA Assessment 351,392.00 342,148.36 9,243 64
Excess Property 725,116.00 725,116.00 0.00
Excess Liability ($5MM) 1,215,801.00 1,215,801.00 0.00
Boiler & Machinery 281,101.00 281,101.00 0.00
School Board Legal 1,103,618.00 1,103,618.00 0.00
Foreign Legal Liability 0.00 0.00 0.00
Directors & Officers 16,054.00 16,054.00 0.00
Bond-Officers & Empl. 0.00 0.00 0.00
Insurance Assessment-St of Mich 17,453.00 22,127.23 (4,674.23)
Total Insurance and Related Expenses $5,817,175.00 $5,812,605.59 $4,569.41
ADMINISTRATIVE EXPENSES
Contractual Services:
Executive Director $43,120.00 $32,337.00 $10,783.00
Risk Manager Fee $50,581.00 50,581.00 $0.00
Insurance Program/Accounting $38,934.00 34,591.00 $4,343.00
Administrative Assistant $37,318.00 31,929.80 $5,388.20
Benefits $25,275.00 33,389.98 ($8,114.98)
Sick Bank Expense $7,451.85 7,346.85 $105.00
Loss Prevention 25,000.00 21,677.30 $3,322.70
Legal Fees 8,000.00 8,618.00 ($618.00)
Audit Fees 12,000.00 13,000.00 ($1,000.00)
Actuarial Fees 9,000.00 9,348.76 ($348.76)
Sub-total $256,679.85  $242,819.69 $13,860.16
Operating Expenses:
Travel, Conferene & Meeting Expense $44,000.00 $32,748.89 $11,251.11
Supplies & Off. Exp. 2,500.00 2,113.81 386.19
Printing 1,500.00 755.61 744.39
Postage 1.400.00 912.43 487.57
Telephone 2,940.00 2,829.03 110.97
Rent 4,200.00 4,200.00 0.00
Furn. & Equip. 2,000.00 944 45 1,055.55
Miscellaneous 4,000.00 (13,064.00) 17,064.00
Web Site 400.00 458.71 (58.71)
Sub-total T $62,940.00 $31,898.93 $31,041.07

Total Administrative Expense

TOTAL EXPENSE

__$319619.85 _ $274,718.62

$9,390,775.85 $9,010,333.21

$44,901.23

$380,442.64
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GLOSSARY
ALAE (Allocated Loss Adjustment Expenses) Attorneys' fees, investigative fees, etc.
associated with individual claims.
CAFR Comprehensive annual financial report.

Case Reserve A claim administrator's estimate of the future payments on a known
case.

Case Reserve Development Changes in reserve amounts on known cases as more
information becomes available over time.

Discount Factor Factor to decrease the amount of money required at some future
date so that the discounted current amount plus accrued interest will equal the
required amount at the future date.

Expected losses An estimate of the total dollar amount that will pe paid on g
particular set of claims.

GAAP Generally accepted accounting principles
GASB Governmental Accounting Standards Board

Incurred Losses The doliar amount that will ultimately be paid for g particular set of
Claims according to the funding or contract terms. Also call "Ultimate Losses".

Reported Losses Sum of paid losses and case reserves

ULAE (Unallocated Loss Adjustment Expense) Cost of handling claims not directly
attributable to individual Claims.

Unreported Claims (IBNR) Claims that have occurred that have not been reported.
Unreported Losses Losses that have not been reported, arising out of claims that have

occurred. This includes both losses for claims that have not been reported and case
reserve development of reported claims.






