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Friday, October 4, 2019 
 
 
Ms. Corinne Kelsch 
Executive Director 
Santa Clara County Schools Insurance Group 
645 Wool Creek Drive 
San Jose, CA 95112 
 
Re:  Actuarial Review of the Self-Insured Workers’ Compensation Program 
 

Dear Ms. Kelsch: 

As you requested, we have completed our review of Santa Clara County Schools 
Insurance Group’s self-insured workers’ compensation program. We estimate the 
program’s liability for the outstanding tail claims to be $1,276,000 as of June 30, 2019. 
This amount includes allocated loss adjustment expenses (ALAE), unallocated loss 
adjustment expenses (ULAE), and a discount for anticipated investment income. ALAE 
is the direct cost associated with the defense of individual claims (e.g. legal fees, 
investigation fees, court charges). ULAE is the cost to administer all claims to final 
settlement, which may be years into the future (e.g. claims adjusters’ salaries, taxes). 
The discount for investment income is calculated based on the likely payout pattern of 
the Group’s claims, assuming a 2.0% return on investments per year. Given estimated 
program assets of $2,542,000 as of June 30, 2019, the program is currently funded 
above the 90% confidence level. 

Although the program is currently fully insured, we have also analyzed the projected 
funding for the upcoming year, assuming an SIR of $250,000 per occurrence. We 
estimate the ultimate cost of claims and expenses for claims incurred during the 2019-
20 and 2020-21 program years to be $13,261,000 and $13,922,000, respectively. For 
budgeting purposes, the expected costs of 2019-20 and 2020-21 claims translate to 
rates of $0.96 and $0.98 per $100 of payroll, respectively. 

The $1,276,000 estimate is the minimum liability to be booked by the Group at June 30, 
2019 for its workers’ compensation program, in accordance with Governmental 
Accounting Standards Board (GASB) Statement #10. GASB #10 requires the Group to 
accrue a liability on its financial statements for the ultimate cost of claims and expenses 
associated with all reported and unreported claims, including ALAE and ULAE. GASB 
#10 does not prohibit the discounting of losses to recognize investment income. 

The liability estimate also includes $414,000 of estimated non-recoverable amounts 
from claims that have exceeded the SIR. These claims are listed on Exhibit 1 - Tail, 
Pages 2 and 3. This list is based on an excess claim run provided by Keenan & 
Associates which filters paid losses that exceed the SIR. The estimate of the total 
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unrecoverable is included on Exhibit 1 - Tail, Page 4 and is based on an assumption of 
25% of the outstanding reserves above the SIR. 

Our conclusions regarding the Group’s liability for unpaid loss and loss adjustment 
expenses (LAE) at June 30, 2019 are summarized in the table below. 

Santa Clara County Schools Insurance Group 
Self-Insured Workers’ Compensation Program 
Estimated Liability for Unpaid Loss and LAE 

at June 30, 2019 

   Marginally  Recommended Range   
 Expected  Acceptable  Low  Target  High  Conservative 
   70% CL  75% CL  80% CL  85% CL  90% CL 

Loss and ALAE $802,000

ULAE 157,000

Estimated Non-
Recoverable 414,000

Investment 
Income Offset (97,000)

Discounted Loss 
and LAE $1,276,000 $1,452,000 $1,531,000 $1,624,000 $1,740,000 $1,894,000

Assets 2,542,000

Surplus or (Deficit) $1,266,000 $1,090,000 $1,011,000 $918,000 $802,000 $648,000
 
GASB #10 does not address an actual asset requirement for the program, but only 
speaks to the liability to be recorded on the Group’s financial statements. 

Because actuarial estimates of claims costs are subject to some uncertainty, we 
recommend that an amount in addition to the discounted expected loss costs be set 
aside as a risk margin for contingencies. Generally, the amount should be sufficient to 
fund assets to the 75% to 85% confidence level for primary programs. We consider 
funding assets to the 70% confidence level to be marginally acceptable and funding 
assets to the 90% confidence level to be conservative. 
 
 
 



 

3 

The table below shows our funding recommendations for Santa Clara County Schools 
Insurance Group for the 2019-20 fiscal year, assuming a self-insured retention (SIR) of 
$250,000. 

Santa Clara County Schools Insurance Group 
Self-Insured Workers’ Compensation Program 
Loss and LAE Funding Guidelines for 2019-20 

Self-Insured Retention (SIR) of $250,000 

   Marginally  Recommended Range   
 Expected  Acceptable  Low  Target  High  Conservative 
   70% CL  75% CL  80% CL  85% CL  90% CL 

Loss and ALAE $13,565,000

ULAE 1,017,000

Investment 
Income Offset (1,321,000)

Discounted Loss 
and LAE $13,261,000 $14,388,000 $14,813,000 $15,303,000 $15,900,000 $16,682,000

Rate per $100 of 
2019-20 Payroll $0.96 $1.05 $1.08 $1.11 $1.16 $1.21

 
The funding recommendations shown in the table above do not include any recognition 
of the existing funding margin (surplus or deficit) at June 30, 2019. They are for losses 
and loss adjustment expenses only, and do not include a provision for loss control, 
overhead, excess insurance premiums, and other expenses associated with the 
program. 
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The table below shows our funding recommendations for Santa Clara County Schools 
Insurance Group for the 2020-21 fiscal year, assuming a self-insured retention (SIR) of 
$250,000. 

Santa Clara County Schools Insurance Group 
Self-Insured Workers’ Compensation Program 
Loss and LAE Funding Guidelines for 2020-21 

Self-Insured Retention (SIR) of $250,000 

   Marginally  Recommended Range   
 Expected  Acceptable  Low  Target  High  Conservative 
   70% CL  75% CL  80% CL  85% CL  90% CL 

Loss and ALAE $14,241,000

ULAE 1,068,000

Investment 
Income Offset (1,387,000)

Discounted Loss 
and LAE $13,922,000 $15,105,000 $15,551,000 $16,066,000 $16,692,000 $17,514,000

Rate per $100 of 
2020-21 Payroll $0.98 $1.07 $1.10 $1.13 $1.18 $1.24

 
The funding recommendations shown in the table above do not include any recognition 
of the existing funding margin (surplus or deficit) at June 30, 2020. They are for losses 
and loss adjustment expenses only, and do not include a provision for loss control, 
overhead, excess insurance premiums, and other expenses associated with the 
program. 
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The loss projections in this report reflect the estimated impact of benefit legislation 
contained in AB749, AB227, SB228, SB899, SB863, and recent WCAB court decisions 
based upon information provided by the WCIRB. The ultimate impact on loss costs of 
legislated benefit adjustments are generally difficult to forecast in advance because the 
changes typically take place over a period of several years following enactment. 
Furthermore, actuarially derived benefit level evaluations often underestimate actual 
future cost levels. The shortfalls result from a variety of circumstances, including: 
increases in utilization levels, unanticipated changes in administrative procedures, and 
cost shifting among benefit categories. Thus, actual cost increases could differ, perhaps 
substantially, from the WCIRB’s estimates. 

The report that follows outlines the scope of our study, its background, and our 
conclusions, recommendations, and assumptions. Judgments regarding the 
appropriateness of our conclusions and recommendations should be made only after 
studying the report in its entirety, including the graphs, attachments, exhibits and 
appendices. Our report has been developed for the Group’s internal use. It is not 
intended for general circulation. 

We appreciate the opportunity to be of service to Santa Clara County Schools 
Insurance Group in preparing this report. Please feel free to call Derek Burkhalter at 
(916) 244-1167, Dana Winkler at (503) 419-0455 or York Lee at (916) 244-1159 with 
any questions you may have concerning this report. 

Sincerely, 

Bickmore Actuarial 
 
 
 
 
Derek Burkhalter, ACAS, MAAA 
Senior Actuarial Manager, Bickmore Actuarial 
Associate, Casualty Actuarial Society 
Member, American Academy of Actuaries 
 
 
 
 
Dana Winkler, MBA, ACAS, MAAA 
Senior Actuarial Manager, Bickmore Actuarial 
Associate, Casualty Actuarial Society 
Member, American Academy of Actuaries 
 
 
 
 
York Lee 
Senior Analyst, Bickmore Actuarial 
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I. BACKGROUND 

Santa Clara County Schools Insurance Group was self-insured for its workers’ 
compensation program from October 1, 1978 to December 31, 1995. Effective January 
1, 1996, SCCSIG became fully insured with Fremont Insurance. From July 1, 2000 
through June 30, 2003, the Group was fully insured with ACE. Since July 1, 2003, 
SCCSIG has been self-insured with a zero-dollar insured retention through PIPS. 
Claims administration services are provided by Keenan & Associates for the pre-1996 
self-insured claims. Additional background on the program prior to January 1, 1996 is 
given in Appendix I - Tail. 

As of June 30, 2019, the Group had assets of $2,542,000 for the program. The June 30, 
2019 fund balance is net of non-claims-related liabilities as shown on Appendix J - Tail. 

The purpose of this review is to provide a guide to the Group to determine reasonable 
funding levels for its self-insurance program according to the funding policy the Group 
has adopted and to comply with Governmental Accounting Standards Board Statements 
#10 and #30. The specific objectives of the study are to estimate the Group’s liability for 
outstanding claims as of June 30, 2019, project ultimate loss costs for 2019-20 and 
2020-21, and provide funding guidelines to meet these liabilities and future costs. 
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II. CONCLUSIONS AND RECOMMENDATIONS 

A. LIABILITY FOR OUTSTANDING CLAIMS 

Graph 1 on the following page summarizes our assessment of the Group’s funding 
position as of June 30, 2019. The dark-colored bars indicate our estimates of the 
program’s liability for outstanding claims before recognition of the investment income 
that can be earned on the assets held before the claim payments come due. The 
horizontal line across the graph indicates the Group’s available assets at June 30th. 

Our best estimate of the full value of the Group’s liability for outstanding claims within its 
self-insured retention (SIR) is $1,373,000 as of June 30, 2019. This amount includes 
losses, allocated loss adjustment expenses (ALAE), and unallocated loss adjustment 
expenses (ULAE). ALAE is the direct cost associated with the defense of individual 
claims (e.g. legal fees, investigation fees, court charges). ULAE is the cost to administer 
claims to final settlement, which may be years in the future (e.g. claims adjusters’ 
salaries, taxes). 

There is some measure of uncertainty associated with our best estimate because of the 
random nature of much of the process that determines ultimate claims costs. For this 
reason, we generally recommend that a program such as this include some funding 
margin for the possibility that actual loss costs will be greater than the best estimate. 
We generally measure the amount of this margin by thinking in terms of the probability 
distribution of actual possible results around our best estimate. As the margin grows, 
the probability that the corresponding funding amount will be sufficient to meet actual 
claim liabilities increases. We typically refer to this probability as the "confidence level" 
of funding. Graph 1 shows the liabilities for outstanding claims at several confidence 
levels that are typically of interest to risk managers in formulating funding policies for 
self-insurance programs. 

The Group can earn investment income on the assets it holds until claims payments 
come due. Assuming a long-term average annual return on investments of 2.0%, we 
estimate the impact of investment income earnings to be about 7.0% if the program is 
funded within the range indicated in the graph, resulting in a discounted liability for 
outstanding claims of $1,276,000 as of June 30, 2019. 

Investment income earnings will be less than this when the program does not maintain 
sufficient funding, and more when there is excess funding. Thus, thinking in terms of 
liabilities discounted for investment income can actually mask funding deficiencies and 
redundancies that might otherwise be obvious. However, the discounted liabilities do 
represent legitimate funding targets. The light-colored bars on Graph 1 show our 
estimates of the Group’s discounted liability for outstanding claims. 
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Graph 1 
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The table below displays a breakdown of the program’s outstanding loss and LAE 
liabilities into case reserves and incurred but not reported (IBNR) reserves at June 30, 
2019, before recognition of investment income. 

Santa Clara County Schools Insurance Group 
Self-Insured Workers’ Compensation Program 

Estimated Liability for Unpaid Loss and LAE at June 30, 2019 

Year 
Case 

Reserves 
IBNR 

Reserves 
Total 

Outstanding 
    

1977-78 $0 $0 $0 

1978-79 0 0 0 

1979-80 12,336 1,850 14,186 

1980-81 48,342 2,901 51,243 

1981-82 0 0 0 

1982-83 101,079 10,108 111,187 

1983-84 0 0 0 

1984-85 0 0 0 

1985-86 26,873 4,031 30,904 

1986-87 36,607 5,491 42,098 

1987-88 0 0 0 

1988-89 8,427 843 9,270 

1989-90 79,810 7,981 87,791 

1990-91 71,304 10,696 82,000 

1991-92 102,141 5,107 107,248 

1992-93 0 0 0 

1993-94 83,341 372 83,713 

1994-95 124,126 20,305 144,431 

1995-96 27,747 10,321 38,068 

    

Loss and ALAE $722,133 $80,005 $802,138 

    

ULAE  157,467 157,467 

    

Non-Recoverable 414,000  414,000 

    

Total $1,136,133 $237,472 $1,373,605 
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B. PROGRAM FUNDING: GOALS AND OBJECTIVES 

As self-insurance programs have proliferated among public entities, it has become 
apparent that there is a large measure of inconsistency in the way in which these 
programs recognize and account for their claims costs. This is the result of the fact that 
there have been several different sources of guidance available, none of which has 
been completely relevant to public entity self-insurance programs. 

According to the Governmental Accounting Standards Board (GASB), the most relevant 
source of guidance on the subject is Financial Accounting Standards Board Statement 
#60. A liability for unpaid claim costs, including all loss adjustment expenses, should be 
accrued at the time the self-insured events occur. This liability should include an 
allowance for incurred but not reported claims. It may be discounted for investment 
income at an appropriate rate of return, provided the discounting is disclosed. The 
regulations detailing the way in which this must be done are outlined in GASB’s 
statements #10 and #30. These regulations are required to be applied by the Group. 

GASB #10 and #30 do not address asset requirements. They do, however, allow a 
range of amounts to be recognized for accounting purposes; specifically, GASB #10 
and #30 allow recognition of a risk margin for unexpectedly adverse loss experience. 
Thus, for accounting purposes, it is possible to formulate a funding policy from a range 
of alternatives. The uncertainty in any estimate of the program’s liability for outstanding 
claims should be taken into consideration in determining funding policy, but it may be 
offset by recognizing anticipated investment income earnings. This usually means 
developing a funding program based on discounted claims costs with some risk margin 
for unexpected adverse loss experience. 

The amount of the risk margin should be a question of long-term funding policy. We 
recommend that the risk margin be determined by thinking in terms of the probability 
that a given level of assets will prove to be adequate. For example, a reasonable goal 
might be to maintain assets at the 85% confidence level. 

A key factor to consider in determining funding policy is the degree to which stability is 
required in the level of contributions to the program from year to year. If you elect to 
maintain assets at a low confidence level, the chances are much greater that future 
events will prove that additional contributions should have been made for old claims. 
The additional contributions for old claims may be required at the same time that costs 
are increasing dramatically on new claims. The burden of funding for increases on past 
years as well as on current years, may well be prohibitive. 
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We generally recommend maintaining program assets at the 80% confidence level, 
after recognition of investment income, with a recommended range of the 75% to 85% 
confidence levels. We tend to think of the 70% confidence level as marginally 
acceptable and of the 90% confidence level as conservative. We recommend the 75% 
to 85% confidence level range because the probabilities are reasonably high that 
resulting assets will be sufficient to meet claim liabilities, yet the required risk margins 
are not so large that they will cause most self-insured entities to experience undue 
financial hardship. In addition, within this range, anticipated investment income 
generally offsets the required risk margin for the most part, which means that assets are 
likely sufficient on an undiscounted basis. 

We also strongly believe, however, that the confidence level to which any future year is 
funded should be evaluated in light of the relative certainty of the assumptions 
underlying the actuarial analysis, the Group’s other budgetary constraints, and the 
relative level of risk it is believed appropriate to assume. This means formulating both 
short and long-term funding goals, which may be the same in some years, but different 
in others. 

In general, we recommend funding each year’s claims costs in that year. When 
surpluses or deficits have developed on outstanding liabilities and funding adjustments 
are necessary, they should be clearly identified as such so that the habit of funding 
each year’s claims costs that year is maintained. We also recommend that you reduce a 
surplus more slowly than you would accumulate funding to reduce a deficit. 

It is estimated that program assets were $2,542,000 as of June 30, 2019, resulting in 
the program being funded above the 90% confidence level. 
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C. HISTORICAL TRENDS IN THE SELF-INSURANCE PROGRAM 

Loss Rate 

The program’s dollars of loss per $100 of payroll (based on losses limited to $100,000 
per occurrence), or loss rate, has been relatively stable over the period shown below. 
Our projected 2019-20 loss rate is $0.75 per $100 of payroll. See Graph 2 below. 

Graph 2 
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Severity 

The program’s average dollars of loss per claim (based on losses limited to $100,000 
per occurrence), or severity, has increased since a low of $7,400 in 2014-15. The 
projected 2019-20 severity of $12,500 per claim reflects the apparent increasing trend. 
See Graph 3 below. 

Graph 3 
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Frequency 

The program’s number of claims per $1 million of payroll, or frequency, has been 
decreasing since 2013-14. The projected 2019-20 frequency of 0.60 claims per $1 
million of payroll reflects this observed decreasing trend. See Graph 4 below. 

Graph 4 
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D. COMPARISON WITH PREVIOUS RESULTS 

The prior report for Santa Clara County Schools Insurance Group was dated September 
20, 2018. In the table below we display actual versus expected development of incurred 
losses and ALAE by accident year between the June 30, 2018 evaluation date of the 
prior report and the June 30, 2019 evaluation date of the current report. 
 

Actual Versus Expected Incurred Loss and ALAE Development 

    

Accident 
Year 

Expected 
Incurred 

Development 

Actual 
Incurred 

Development 
Actual 

Minus Expected 
    

1977-78 $0 $0 $0 
1978-79 0 0 0 
1979-80 2,000 0 (2,000) 
1980-81 2,000 23,000 21,000 
1981-82 0 0 0 
1982-83 9,000 35,000 26,000 
1983-84 0 0 0 
1984-85 0 0 0 
1985-86 4,000 0 (4,000) 
1986-87 4,000 21,000 17,000 
1987-88 5,000 (34,000) (39,000) 
1988-89 4,000 (31,000) (35,000) 
1989-90 9,000 (2,000) (11,000) 
1990-91 4,000 57,000 53,000 
1991-92 8,000 (17,000) (25,000) 
1992-93 0 0 0 
1993-94 12,000 (6,000) (18,000) 
1994-95 17,000 (30,000) (47,000) 
1995-96 3,000 19,000 16,000 

    
Total $83,000 $35,000 ($48,000) 

 
As shown, actual incurred development was less than anticipated since the prior report. 

Based on the assumptions from the prior report, it was expected that incurred losses 
through accident year 1995-96 would increase by $83,000 between the two evaluation 
dates. However, actual development was approximately $35,000; or about $48,000 less 
than expected. 
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In the table below we display actual versus expected development of paid losses and 
ALAE by accident year between the June 30, 2018 evaluation date of the prior report 
and the June 30, 2019 evaluation date of the current report. 
 

Actual Versus Expected Paid Loss and ALAE Development 

    

Accident 
Year 

Expected 
Paid 

Development 

Actual 
Paid 

Development 
Actual 

Minus Expected 
    

1977-78 $0 $0 $0 
1978-79 0 0 0 
1979-80 16,000 1,000 (15,000) 
1980-81 41,000 13,000 (28,000) 
1981-82 0 0 0 
1982-83 51,000 26,000 (25,000) 
1983-84 0 0 0 
1984-85 0 0 0 
1985-86 7,000 2,000 (5,000) 
1986-87 5,000 11,000 6,000 
1987-88 8,000 20,000 12,000 
1988-89 5,000 1,000 (4,000) 
1989-90 10,000 4,000 (6,000) 
1990-91 3,000 15,000 12,000 
1991-92 15,000 41,000 26,000 
1992-93 0 0 0 
1993-94 29,000 118,000 89,000 
1994-95 22,000 4,000 (18,000) 
1995-96 2,000 4,000 2,000 

    
Total $214,000 $260,000 $46,000 

 
As shown, actual paid development was greater than anticipated since the prior report. 

Based on the assumptions from the prior report, it was expected that paid losses 
through accident year 1995-96 would increase by $214,000 between the two evaluation 
dates. However, actual development was approximately $260,000; or about $46,000 
more than expected. 
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In the table below we display the change in our estimates of the program’s ultimate 
losses and ALAE by accident year since our prior report. 
 

Change in Ultimate Loss and ALAE 

    
   Change 

Accident 
Year 

Prior 
Report 

Current 
Report 

In 
Ultimate 

    
1977-78 $32,000 $32,000 $0 
1978-79 1,329,000 1,329,000 0 
1979-80 2,304,000 2,304,000 0 
1980-81 2,353,000 2,377,000 24,000 
1981-82 3,119,000 3,119,000 0 
1982-83 3,663,000 3,699,000 36,000 
1983-84 5,573,000 5,573,000 0 
1984-85 3,487,000 3,487,000 0 
1985-86 4,123,000 4,123,000 0 
1986-87 6,465,000 6,488,000 23,000 
1987-88 6,588,000 6,549,000 (39,000) 
1988-89 6,980,000 6,946,000 (34,000) 
1989-90 7,285,000 7,282,000 (3,000) 
1990-91 10,108,000 10,172,000 64,000 
1991-92 9,092,000 9,072,000 (20,000) 
1992-93 8,981,000 8,981,000 0 
1993-94 8,836,000 8,818,000 (18,000) 
1994-95 7,561,000 7,516,000 (45,000) 
1995-96 4,639,000 4,658,000 19,000 

    
Total $102,518,000 $102,525,000 $7,000 

 
As shown, overall we have increased our estimated ultimate losses by $7,000 since our 
prior report. The changes in our estimates of ultimate losses reflect a certain amount of 
weight applied to both the incurred and paid development listed on the previous two 
pages. 
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At the time of the prior report, we estimated the liability for outstanding claims as of 
June 30, 2018 to be $1,522,000 at the discounted, expected level. Our current estimate 
as of June 30, 2019 is $1,276,000, a decrease in our assessment of the Group’s 
outstanding liabilities, as shown below: 

Outstanding Claim Liabilities for Loss and LAE 

 Prior Current  
 Report at Report at  
 June 30, 2018 June 30, 2019 Change 
    

(A) Case Reserves: $947,000 $722,000 ($225,000) 

(B) IBNR Reserves: 109,000 80,000 (29,000) 

(C) Claims Administration Reserves: 204,000 157,000 (47,000) 

(D) Estimated Non-Recoverable: 400,000 414,000 14,000 

(E) Total Reserves: $1,660,000 $1,373,000 ($287,000) 

(F) Offset for Investment Income: (138,000) (97,000) 41,000 

(G) Total Outstanding Claim Liabilities: $1,522,000 $1,276,000 ($246,000) 
 
As shown, our estimate of outstanding claims liabilities at the discounted, expected level 
has decreased between June 30, 2018 and June 30, 2019, as reflected in our prior and 
current reports, respectively. 

Total case reserves have decreased by $225,000, reflecting the claims run-off, while 
our estimate of IBNR reserves has decreased by $29,000. Reserves for future claims 
administration expenses have also decreased. We estimate a slight increase in the 
amount of non-recoverable case reserves above the SIR than had been listed in the 
prior report. Total reserves are estimated to be $287,000 less than the estimate from 
the prior report. Investment income is expected to be lower. The net change due to the 
above factors is an overall decrease of $246,000 in our estimate of outstanding claim 
liabilities for loss and LAE. 
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At the time of the prior report, available assets were estimated to be $2,790,000 as of 
June 30, 2018, which corresponded to the then-estimated discounted liability for 
outstanding claims above the 90% confidence level. Available assets are currently 
estimated to be $2,542,000 as of June 30, 2019, which corresponds to the currently 
estimated liability for outstanding claims above the 90% confidence level. It can be 
summarized as follows: 

Funding Margin 

 Prior Current  
 Report at Report at  
 June 30, 2018 June 30, 2019 Change 
    

(A) Outstanding Liability at the 
 Discounted Expected Level: $1,522,000 $1,276,000 ($246,000) 

(B) Estimated Assets    
 At June 30: 2,790,000 2,542,000 (248,000) 

(C) Surplus/(Deficit): $1,268,000 $1,266,000 ($2,000) 
 
As you can see, our estimate of the program’s funding margin at the discounted, 
expected level has decreased by $2,000 between June 30, 2018 (as previously 
estimated) and June 30, 2019 (as currently estimated). This is driven by a decrease in 
the estimated fund assets between the two points, mostly offset by a decrease in the 
estimated outstanding liability. 
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At the time of the prior report, our funding estimate for the 2018-19 year was 
$13,306,000 at the discounted, expected level, assuming an SIR of $250,000. That 
amount included allocated loss adjustment expenses (ALAE), unallocated loss 
adjustment expenses (ULAE), and a discount for anticipated investment income. Our 
current estimate for the 2019-20 year is $13,261,000 at the discounted, expected level, 
a decrease in the program’s expected loss costs, as shown in the table below: 

Comparison of Funding for Loss and LAE 

 Prior Current  
 Report Report  
 2018-19 2019-20  
 SIR = $250,000 SIR = $250,000 Change 
    

(A) Ultimate Loss and ALAE: $13,588,000 $13,565,000 ($23,000) 

(B) Ultimate Claims Administration (ULAE): 1,019,000 1,017,000 (2,000) 

(C) Total Claim Costs: $14,607,000 $14,582,000 ($25,000) 

(D) Offset for Investment Income: (1,301,000) (1,321,000) (20,000) 

(E) Total Recommended Funding: $13,306,000 $13,261,000 ($45,000) 

(F) Funding per $100 of Payroll: $0.99 $0.97 ($0.02) 
 
As you can see, our funding recommendations at the discounted, expected level have 
decreased between 2018-19 and 2019-20, as shown in our prior and current reports, 
respectively. 

Our estimates of ultimate loss and ALAE have decreased by $23,000. In addition, 
claims administration costs are expected to be lower, resulting in an overall decrease in 
total claim costs of $25,000. Investment income is expected to be higher. The net 
change due to the above factors is an overall decrease of $45,000 in our annual funding 
estimate for loss and LAE. The funding rate per $100 of payroll has decreased by 
$0.02. 
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E. DATA PROVIDED FOR THE ANALYSIS 

Overall, the data utilized in preparing this report appears to be accurate. 

Comments and issues regarding the data are as follows: 

 We received loss data evaluated as of June 30, 2019 (See Appendix K - Tail and 
Appendix H - Project Funding). We also utilized the data from the Group’s most 
recent actuarial study for our assessment of loss development. 

 Data was not available for the 1996-97 through 2002-03 years. Since these years 
are fully insured, there is no impact on the estimated liability for outstanding 
claims. 

 Our estimated outstanding claims administration cost for the self-insured period 
(which ended in 1995-96) is based on information provided by the claims 
administrator, namely that the average ULAE cost per claim in 2019-20 will be 
approximately $975 and that about 6 claims are expected to close each year. 

 The June 30, 2019 fund balance is net of non-claims-related liabilities as shown 
on Appendix J - Tail. 

 The program has a number of claims that have exceeded the SIR. It is our 
understanding that paid amounts in excess of SIR may not be recoverable by the 
Group. These claims are listed on Exhibit 1 - Tail, Pages 2 and 3. This list is 
based on an excess claim run provided by Keenan & Associates which filters 
paid losses that exceed the SIR. The estimate of the total unrecoverable is 
included on Exhibit 1 - Tail, Page 4 and is based on an assumption of 25% of the 
outstanding reserves above the SIR. 

 For the purpose of projecting 2019-20 and 2020-21 costs, we have assumed that 
the program’s self-insured retention would be $250,000 per occurrence. 

 We have assumed that the Group’s payroll for 2019-20 and 2020-21 will be 
$1,374,415,000 and $1,415,647,000, respectively, based upon information 
provided by the Group (See Appendix I - Project Funding). 

 Our estimate of claims administration for the 2019-20 and 2020-21 projected 
funding estimates is based on an assumption of ULAE costs being equivalent to 
7.5% of total loss and ALAE. 

The data provided for the analysis appears to be reasonable for use in this actuarial 
valuation of liabilities and projection of loss costs. 
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III. ASSUMPTIONS AND LIMITATIONS 
 
Any quantitative analysis is developed within a very specific framework of assumptions 
about conditions in the outside world, and actuarial analysis is no exception. We believe 
that it is important to review the assumptions we have made in developing the estimates 
presented in this report. By doing so, we hope you will gain additional perspective on 
the nature of the uncertainties involved in maintaining a self-insurance program. Our 
assumptions, and some observations about them, are as follows: 

 Our analysis is based on loss experience, exposure data, and other general and 
specific information provided to us by the Group. While we have not 
independently audited or verified this information, we have reviewed it for 
reasonableness and internal consistency. 

 We have also made use of loss statistics that have been developed from the 
information gathered and compiled from a large group of public entities with 
similar self-insured workers’ compensation programs. 

 We have assumed that the future development of incurred and paid losses can 
be reasonably predicted on the basis of development of such losses in the recent 
past. We have also assumed that the historical development patterns for a large 
group of public entities with similar self-insured workers’ compensation programs 
in the aggregate form a reasonable basis of comparison to the patterns from 
Santa Clara County Schools Insurance Group’s data. 

 We have made use of cost relationships for claims of various sizes derived from 
the most recent actuarial review of a large group of public entities with similar 
self-insured workers’ compensation programs. 

 We have assumed that there is a continuing relationship between past and future 
loss costs. 

 It is not possible to predict future claim costs precisely. Most of the costs of 
workers’ compensation claims arise from a small number of incidents involving 
serious injury. A relatively small number of such claims could generate enough 
loss dollars to significantly reduce, or even deplete, the self-insurance fund. 

 We cannot predict and have not attempted to predict the impact of future law 
changes and court rulings on claims costs. This is one major reason why we 
believe our funding recommendations are reasonable now, but should not be 
extrapolated into the future. 

 The changes in cost levels associated with benefit increases and administrative 
changes typically take place over a period of several years following their 
enactment, and these changes are very difficult to forecast in advance. We have 
based our benefit level factors on those produced by the Workers’ Compensation 
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Insurance Rating Bureau of California (WCIRB). See Appendix E - Projected 
Funding for a display of the benefit level cost indices by fiscal year. 

 We have assumed that the loss rate trend associated with claim costs increases 
at 1.4% per year. We have assumed that claim severity increases at 3.5% per 
year, and that claim frequency decreases at 2.0% per year. 

 We have assumed that payroll and other inflation-sensitive exposure measures 
increase 2.5% annually due to inflation. 

 At the Group’s instruction, we have assumed that assets held for investment will 
generate an average annual return of 2.0% over the duration of payment of the 
loss liabilities. It should be noted that actual future investment returns may vary 
significantly from this assumption, depending upon the prevailing investment 
market conditions. 

 The claims costs we have estimated include indemnity and medical payments, 
and all loss adjustment expenses. We have not included estimates for excess 
insurance premiums and other expenses associated with the program based 
upon information provided by the Group. 

 Our funding recommendations do not include provisions for catastrophic events 
not in the Group’s history, such as earthquakes, flooding, mass civil disorder, or 
mass occupational disease. 

 Unless otherwise specified, our estimates assume that all excess insurance is 
valid and collectible. Further, our funding recommendations do not include a 
provision for losses greater than the Group’s excess coverage. 

 The Group’s assets available for the program are estimated to be $2,542,000 as 
of June 30, 2019 for use in this report. This is shown in further detail in Appendix 
J - Tail. 
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IV. GLOSSARY OF ACTUARIAL TERMS 
 
Accident Year - Year during which the accidents that generate a group of claims 
occurs, regardless of when the claims are reported, payments are made, or reserves 
are established. 
 
Allocated Loss Adjustment Expenses (ALAE) - Expense incurred in settling claims 
that can be directly attributed to specific individual claims (e.g., legal fees, investigative 
fees, court charges, etc.) 
 
Benefit Level Factor - Factor used to adjust historical losses to the current level of 
workers’ compensation benefits. 
 
Case Reserve - The amount left to be paid on a claim, as estimated by the claims 
administrator. 
 
Claim Count Development Factor - A factor that is applied to the number of claims 
reported in a particular accident period in order to estimate the number of claims that 
will ultimately be reported. 
 
Claim Frequency - Number of claims per $1 million of payroll. 
 
Confidence Level - An estimated probability that a given level of funding will be 
adequate to pay actual claims costs. For example, the 85% confidence level refers to an 
estimate for which there is an 85% chance that the amount will be sufficient to pay loss 
costs. 
 
Discount Factor - A factor to adjust estimated loss costs to reflect anticipated 
investment income from assets held prior to actual claim payout. 
 
Expected Losses - The best estimate of the full, ultimate value of loss costs. 
 
Incurred but not Reported (IBNR) Losses - Losses for which the accident has 
occurred but the claim has not yet been reported. This is the ultimate value of losses, 
less any amount that has been set up as reported losses by the claims adjuster. It 
includes both amounts for claims incurred but not yet received by the administrator and 
loss development on already reported claims. 
 
Loss Development Factor - A factor applied to losses for a particular accident period 
to reflect the fact that reported and paid losses do not reflect final values until all claims 
are settled (see Section IV). 
 
Loss Rate - Ultimate losses per $100 of payroll. 
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Non-Claims Related Expenses – Program expenses not directly associated with 
claims settlement and administration, such as excess insurance, safety program 
expenses, and general overhead. These exclude expenses associated with loss 
settlements (Indemnity/Medical, BI/PD), legal expenses associated with individual 
claims (ALAE), and claims administration (ULAE). 
 
Outstanding Losses - Losses that have been incurred but not paid. This is the ultimate 
value of losses less any amount that has been paid. 
 
Paid Losses - Losses actually paid on all reported claims. 
 
Program Losses - Losses, including ALAE, limited to the SIR for each occurrence. 
 
Reported Losses - The total expected value of losses as estimated by the claims 
administrator. This is the sum of paid losses and case reserves. 
 
Self-Insured Retention (SIR) - The level at which an excess insurance policy is 
triggered to begin payments on a claim. Financially, this is similar to an insurance 
deductible. 
 
Severity - Average claim cost. 
 
Ultimate Losses - The value of claim costs at the time when all claims have been 
settled. This amount must be estimated until all claims are actually settled. 
 
Unallocated Loss Adjustment Expenses (ULAE) – Claim settlement expenses that 
cannot be directly attributed to individual claims (e.g., claims adjusters’ salaries, taxes, 
etc.) 
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