














Oklahoma Schools Insurance Group

Management’'s Discussion and Analysis

Financial and Activity Highlights (Continued)

Claims administrators: Alternative Service Concepts, LLC:

o Richard Hall—liability claims adjuster
o  Glen Bynum—property claims adjuster
e Meagan Byrom—claims assistant

Independent adjusters:
o Double Eagle Claims Investigation

Accounting and assurance services:

e Hogan and Taylor, L.L.P. (accounting services)
s RSM US LLP (assurance services)

Insurance coverage and carriers:

Coverage Insurance Company AM BEST Financial Rating
Buildings and contents Alliant Property Insurance Program A-VIIII to A++XV
Automobile physical damage Alliant Property Insurance Program A-VIIII to A++XV
Cyber liability Alliant Property Insurance Program A-VIIII to A++XV
Boiler and machinery Travelers Prop. & Casualty A+t XV
General liahility United Educators Ins. Co. A VI
Automobile liability United Educators Ins. Co. A VI
Educators legal liability United Educators Ins. Co. A VIl
Umbrella liability United Educators Ins. Co. A VI
Pollution lllinois Union Insurance Company A++XV
School violent act protection Self-funded Not applicable
Crime Self-funded Not applicable

Mission statement: The mission of Oklahoma Schools Insurance Group (OSIG) is to provide quality,

cost effective, risk management products and services to member schools.

Overview of the Financial Statements

This report consists of the MD&A (this part), the statements of net position, the statements of revenues,
expenses and changes in net position and the statements of cash flows. These statements provide

financial information on OSIG as a whole.

These statements include all assets and liabilities using the accrual basis of accounting, which is
consistent with the accounting used by private-sector institutions. All of the current year’s revenues and
expenses are recognized when earned or incurred, regardless of when cash is received or paid. Capital

assets are capitalized and depreciated over their useful lives.

This financial report is designed to provide member school districts, creditors and suppliers with a general

overview of OSIG’s finances.

The statements of net position: The statements of net position and the statements of revenues,
expenses and changes in net position report OSIG’s net position and how it has changed over the stated
period. Net position, the difference between assets plus deferred outflows of resources and liabilities plus
deferred inflows of resources, is one measure of OSIG’s financial health or position. OSIG has no
deferred outflows or inflows at June 30 2015, 2014 or 2013. The following summarizes OSIG’s assets,

liabilities and net position as of June 30 2015, 2014 and 2013:
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Oklahoma Schools Insurance Group

Notes to Financial Statements

Note 1. Organization and Significant Accounting Policies

Organization: Oklahoma Schools Insurance Group (OSIG) was established by an agreement with an
effective date of July 1, 2001, and a duration of fifty years, unless sooner dissolved or extended. OSIG is
an Interlocal Cooperation Act Agency of schools offering membership to public school districts in Oklahoma
with a mission to provide quality, cost effective, risk management products and services to its members.

OSIG is governed by a seven-member Board of Trustees elected by and from representatives of its
members. Trustee responsibilities include reviewing and ensuring compliance with OSIG’s policies and
services as contemplated in its establishing agreement and by-laws. Title to all assets acquired by OSIG
is vested in it. Each participating member pays for all costs, premiums or other fees attributable to its
respective participation in any plan, policy or service created in the establishing agreement and is
responsible for its obligation under any contract entered into with OSIG. In the event of dissolution of
0SIG, the funds and other assets not necessary to pay claims or the expenses of OSIG are to be
distributed to the members in accordance with the by-laws as determined by the Board of Trustees.

Financial statement presentation: OSIG’s financial statements are presented in accordance with the
requirements of Governmental Accounting Standards Board (GASB) specific to enterprise fund activities.
Under these requirements, OSIG is required to present a statement of net position classified between
current and noncurrent assets and liabilities, a statement of revenues, expenses and changes in net
position, with separate presentation for operating and nonoperating revenues and expenses and a
statement of cash flows, using the direct method.

Basis of accounting: For financial reporting purposes, OSIG is considered a special-purpose
government entity engaged only in business-type activities. Accordingly, OSIG's financial statements
have been presented using the economic resources measurement focus and the accrual basis of
accounting. Under the accrual basis, revenues are recognized when earned and expenses are recorded
when an obligation has been incurred.

Cash, cash equivalents and other deposits: OSIG considers all demand deposit accounts and
investments with original maturities of three months or less to be cash equivalents.

Investments: Investments, which include certificates of deposit and mortgage-backed securities
obligations, are reported at fair value. Fair value is the last reported sales price at current exchange rates
on a national exchange, as available, or estimated fair value as provided by the investment manager. All
investments expected to be liquidated in the next fiscal year to cover claim payments are reported as
current. Remaining investments are reported as noncurrent.

Allowance for doubtful accounts: Based on a review of the current status of existing receivables,
0SIG’s management determined that an allowance for doubtful accounts for reinsurance receivables at
June 30, 2015 and 2014, was not necessary.

Unpaid losses and loss adjustment expenses: The provision for unpaid losses and loss adjustment
expenses includes the estimated costs of investigating and settling all claims incurred as of the date of
the statements of net position. Such amounts include estimates for case reserves and incurred but not
reported (IBNR) claims and are determined on the basis of claims adjusters’ evaluations and independent
actuarial estimates. Unpaid losses and loss adjustment expenses are reported net of amounts that are
expected to be recovered from excess carriers. Unpaid losses and loss adjustment expenses are not
discounted for expected investment rates of return.

Estimates: The preparation of financial statements in conformity with accounting principles generally
accepted in the United State of America requires management to make estimates and assumptions that
affect certain reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.
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Oklahoma Schools Insurance Group

Notes to Financial Statements

Note 2. Deposits and Investments

Custodial credit risk—deposits: Custodial credit risk is the risk that in the event of bank failure, OSIG's
deposits may not be returned to it. OSIG does not have a deposit policy for custodial credit risk. As of
June 30, 2015 and 2014, OSIG had fully insured cash on deposits with financial institutions of
approximately $500,000. As of June 30 2015, approximately $ 2,270,000 of OSIG’s bank balance of
approximately $ 2,771,000 (carrying amount of approximately $ 2,368,000) was uninsured and
uncollateralized and therefore exposed to custodial credit risk. As of June 30, 2014, approximately
$1,778,000 of OSIG’s bank balance of approximately $2,278,000 (carrying amount of approximately
$2,124,000) was uninsured and uncollateralized and therefore exposed to custodial credit risk.

Custodial credit risk—investments: For an investment, custodial credit risk is the risk that OSIG will not
be able to recover the value of its investments that are in the possession of its safekeeping custodians. All
of OSIG's investments are held by its agent in OSIG’s name. Accordingly, no investments are subject to
custodial credit risk. At June 30, 2015, OSIG held twenty-three non-negotiable certificates of deposit with
an original maturity exceeding three months, totaling $5,728,117. At June 30, 2014, OSIG held five non-
negotiable certificates of deposit with an original maturity exceeding three months, totaling $1,221,974.
The certificates of deposit are fully insured by the Federal Deposit Insurance Corporation (FDIC).

Credit risk: OSIG's mortgage-hacked securities may contain provisions that they are callable before
maturity at the option of the issuer with call dates of less than one year. Of OSIG’s bond portfolio, as of
June 30, 2015 and 2014, $-0- and $999,294, are invested in Federal Home Loan Discount Note
mortgage-backed securities and are rated A-1+ by Standard & Poor’s. The balance of the June 30, 2015
and 2014 mortgage-backed securities are in Federal Home Loan Bank, Freddie Mac, or Fannie Mae
mortgage-backed securities, which total $ 12,475,927 and $10,997,511, respectively, and are rated AA+
by Standard & Poor’s.

Fair value of investments as of June 30, 2015 and 2014, are as follows:

2015 2014

Certificates of deposit $ 5728117 $ 1,221,974
Mortgage-backed securities:

Federal Home Loan Bank 7,242,851 10,997,511

Federal Home Loan Discount Note - 999,294

Freddie Mac 996,029 -

Fannie Mae 4,237,045 -
Total $ 18,204,042 $ 13,218,779
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Oklahoma Schools Insurance Group

10-Year Loss Development

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

(1) This line shows the total of each of the fiscal year's earned premium revenues and investment
revenues, net of costs for reinsurance.

(2) This line shows each fiscal year's other administrative costs of OSIG, including overhead and claims
expense not allocable to individual claims.

(3) This line shows OSIG’s incurred claims and allocated claim 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 (policy year).

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

(5) This line shows the latest reestimated amount of losses assumed by reinsurers for each policy year.

(6) This section shows how each policy years' incurred claims increased or decreased as of the end of
successive years. This annual reestimation results from new information received on known claims,
reevaluation of existing information on known claims, as well as emergence of new claims not
previously reported.

(7) This line compares the latest reestimated incurred claims amount originally established (line 3) and
shows whether this latest estimate of claims cost is greater or less than originally thought. As data for
individual policy years mature, the correlation between original estimates and reestimated 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.

(Continued)
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