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December 19, 2011 ~ : & i

The Honorable Joseph G. Murphy _ 0
Commissioner of Insurance

The Commonwealth of Massachusetts o
Division of Insurance

1000 Washington Street, Suite 8‘\

Boston, Massachusetts 0211

Commissioner: “

Kto your specific instructions and by authonty of Section 251, of Chapter 152 of
Mass s General Laws (“MGL”), an examination has been made of the transactions and

c1 ondltlon as of December 31, 2010 of the

Q NEEIA COMPENSATION, INC,

at its main administrative office located at ¢/o TD Insurance/FutureComp, 123 Interstate Drive,
West Springfield, Massachusetts 01090. The following report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

NEEIA Compensation Inc., (herein after referred to as the “Group”) was last examined by the
Massachusetts Division of Insurance (“Division™) as of December 31, 2007. The present
examination of the Group was conducted by the Division and covers the transactions of the
Group from January 1, 2008, through December 31, 2010, including any material transactions
and/or events occurring subsequent to the examination date and noted in the course of the

examination. :
The examination was conducted in accordance with the NAIC Financial Condition Examine \ ; :

Handbook. The Handbook requires that we plan and perform the examination to eval
financial condition and identify prospective risks of the company by obtaining informati

the company, including corporate governance, identifying and assessing inherent risks the
company, and evaluating system controls and procedures used to mitigate th isks. An
examination also includes assessing the principles used and significant espi made by
management, as well as evaluating the overall financial statement presenjgii anagement’s
compliance with Statutory Accounting Principles and annual state structions, when
applicable to Massachusetts regulations.

examination process.

All accounts and activities of the company were considered ir*gance with the risk-focused

review of the Group’s business policies and pra¥ges, available corporate records, reinsurance
treaties, fidelity bonds and other insurance, er pertinent matters to provide reasonable
assurance that the Group was in complQ th applicable laws, rules, and regulations. In

planning and conducting the examinat sideration was given to the concepts of materiality
and risk and examination efforts ted accordingly. -

In addition to a review of the financial conditﬁ' n ofgghe Group, the examination included a

The Group has been audi ually by Shores, Tagman, Butler & Company, P.A. an

independent certified pu ounting firm. The firm expressed unqualified opinions on the
Group’s statutory fin ports for each of the three years under examination. Review and

use of the certifie accountants work papers were made to the extent deemed appropriate

and effectiv o

This§ xamination is written on an exception basis.

s of Findings of the Prior Examination

Reportable findings: None

HISTORY

The Group was organized on June 1, 1990, and commenced business within the Commonwealth _

of Massachusetts on July 1, 1990, pursuant to and in accordance with Massachusetts General
Law, Chapter 180, to establish a not-for-profit association of employers to constitute a workers’
compensation self-insurance group. The Group was created consistent with Massachusefts

2
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General Law, Chapter 152, Section 25E through 25U and 67.00 et seq. of Commonwealth of
Massachusetts Regulation 211 to provide a self-insured workers’ compensation program to
support the interest of colleges and schools engaged in the educational industry within the
Commonwealth of Massachuseitts.

During the period under review, the Group has engaged FutureComp a registered trademark of
TD Insurance, Inc. (the Administrator) to perform and manage the day-to-day activities of the

Group through a written administrative services agreement. !
TERRITORY AND PLAN OF OPERATION \

The Group is a self-insurance group permitted to transact workers’ compensation busin nly

in the Commonwealth of Massachusetts. e

90

Pursuant to the bylaws, the affairs of the Group shall be manage goard of Trustees, who
shall have and may exercise all the powers of the Group eé t Wse powers reserved to the

MANAGEMENT

members by law, the Articles of Organization or the By- o assist in the management of
the Group, the Board of Trustees shall appoint an A 1 to perform and manage the day-

to-day activities of the Group. The Board of TysteeS@ghall have the power to adopt and issue
rules, regulations, policies and procedures whi %all be binding upon the members and the

Administrator.

/
The Articles of Organization a\@ws were reviewed. The minutes of the Board of Trustees
examination. For that period, votes and authorizations were

were reviewed for the periow
found to be in order and rds indicated that the group appeared to be conducting its affairs
in compliance with 1 s and the laws of the Commonwealth of Massachusetts.

Cormporate Records

Annual Me"ip
. Accqadi ¢ By-laws, the annual meeting of the members shall be held in June of each year.

The% meeting may be held at the principal office of the corporation or at such other place
in the United States as the president, members or trustees shall determine.

Qoard of Trustees ‘

In accordance with the Group’s By-laws, the Board of Trustees shall consist of not fewer than
nine Trustees determined at each election mecting of the members. Each Trustee holds office for
a term of three years and is limited to no more than two consecutive terms. Upon expiration or
resignation his/her successor is elected at the next election meeting.

:
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The members of the Board of Trustees serving as December 31, 2010 were as follows:

Name of Trustee Affiliation
Lita Adams Springfield College
Michael Curley | Worcester Polytechnic Institute

John Donohoe Emerson College \*
John Eldert (Trustee Emeritus) Berklee College of Music oo

Karen Kmppa Suffolk University

Anne Marie Martorana Wheelock College a

Lynne O’Toole Endicott College 9

Diane Parker : Lasell Colle Q

Thomas Pistorino {

Richard Wood Qﬁeld Mount Herman School
At any meeting of the Trustecs, a majori ¢ Trustees then in ofﬁce shall constitute a
quorum. The minutes indicated that a was obtained at all meetings of the Board of

Trustees held during the examinatign o

In accordance with provision CMR 67.07 (1) all Trustees serving are residents of the
commonwealth or officers oéoration authorized to do business in the commonwealth.

Officers
Pursuant to $s the officers of the Group shall be elected by the Trustees and there shall
be a presi surer clerk and such other officers, if any as the Trustees may from time to

tim . The officers shall be elected annually by the Trustees at their first meeting
follo e annual meeting of the members. The Group may also have such agents, if any, as
Trustees may appoint. The president and treasurer of the corporation must be a Trustee

Q Ohe elected officers and theu‘ respective titles at December 31, 2010, follow:

Name of Officers Title

Michael Curley President
Thomas Pistorino | Vice President
John Donchoe Treasurer

Lita Adams Secretary -

4
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Conflict of Interest Procedures

The Group has adopted a policy statement pertaining to conflict of interest in accordance with
Question 17 of the General Interrogatorics of the Annual Statement. The Group has an
established procedure for the disclosure to the Board of Trustees of any material interest or
affiliation on the part of any officer or Trustee which is in or is likely to conflict with his/ber
official duties. :

DISASTER RECQVERY and BUSINESS CONTINUITY \*

The Administrator has a formal disaster plan for the continuity of the Group’s 9
- operations in the event of any disaster. The total recovery effort is governed by the

Insurance Business Continuity Plan. The plan was made available to the exami or review

and determined to have addressed adequately the process in which to res n critical

business functions of the Group. ‘-‘@

FIDELITY BONDS AND OTHER INSU

Administrator maintains
e aggregate limit of hability
by the NAIC’s schedule of suggested

In accordance with MGL Chapter 152, Section 235G, th
fidelity coverage with an authorized Massachusetts 4
provides coverage above the prescribed minimum se
minimum amounts of fidelity insurance.

$100,000 and any securities or certificafg posit shall have a remaining maturity of one year
or less from their time of purcha$ cember 31, 2010, the Group did not have a security

ctober 5, 2011, a rolling Deposit Certificate based on
a term of eleven months or less, was created to satisfy this

211 CMR 67.08 (2)(d), states that the Grog have a security deposit or bond not less than

deposit that followed these crit
rates, in the amount of $450,

requirement. :

The Gro gntains specific excess workers compensation and employers liability insurance
poli unaffiliated excess insurance carriers authorized to transact reinsurance in the

gl

EXCESS INSURANCE

calth of Massachusetts. All are rated (A) by A.M. Best & Company. Under the
icies, the Group initially retained the first $250,000 of each occurrence and subscquently
creased their per occurrence retention limit to $750,000 at December 31, 2010, on each

mdividual accident.

The Group obtained permission from the Division of Insurance to replace ifs aggregate excess
workers’ compensation insurance requirement by providing a restricted fund of $1,000,000. At
December 31, 2010, the Group had $1,371,201 of U.S. Government bonds provided as security
for the Commonwealth of Massachusetts to satisfy this requirement.

The Group remains primarily liable for its obligations under its reinsurance contracts. In the
event the reinsurer would be unable to pay its portion of any losses incurred, the Group would be
liable for such obligations. _

' 5
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ACCOUNTS AND RECORDS

The trial balances, general ledgers and audited financial statements provided by the Group were
reviewed for the years ending December 31, 2010, 2009, and 2008. The financial accounting
records are processed and maintained by FutureComp automated administrative system. The
system supports all statutory reporting and accounting requirements as set by the NAIC for the

Group’s business operations.

General ledger account balances were reconciled and traced to amounts reported in the Annual
Statement for 2010. Al balance sheet accounts were summarized and traced to the appropriate

asset exhibits and liability lines within the Group’s Annual Statement. Selected income
expense allocations and postings were sampled and verified for reasonableness.

with the Administrator. Reliance upon the controls was utilized as appropriate i lection of

The internal control structure for the Group and for selected accounting streams s discussed
examination procedures. &
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FINANCIAL STATEMENTS

The following financial statements comply with Statements of Statutory Accounting Principles
promulgated by the NAIC in its Accounting Practices and Procedures Manual and with practices
prescribed or permitted by the Massachusetts Division of Insurance which adopted the
codification of statutory accounting principles effective January 1, 2001.

These financial statements reflect the Group’s assets and liabilities as determined by the

examination, which include a review of the following: \g

Statement of Assets and Liabilities as of December 31, 20.10

Statement of Income for the year ended December 31, 2010 ' oo
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Statement of Admitted Assets Liabilities
' As of December 31, 2010
= : : Per Per
: Assets . Statement Adjustments Examination Note
Bonds $16,362,395 $16,362,395
Cash and short-term investments 1,131,048 1,131,048
: Receivables for securities 3,342 3,342 '
: Investment Income due & accrued 164,852 164,852 O
. Total Assets : $17,661,637 $17,661,637

Per Per
Liabilities Statement Adjus& Examination Note
Losses $3,066, $3,066,626 1
! Loss adjustment expense 154,6 154,673 1
1 Other expenses ,850 54,850
Taxes, licenses and fees 00 '82,700
Dividends unpaid 0,509 14,300,509

2,279 2,279
517,661,637 $17,661,637

Ceded reinsurance premiums payable
Total Liahilities VS
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Statement of Income

As of December 31, 2010
Per Per
Statement Adjustments Examination Note
tUnderwriting Income 55,308,641 55,308,641 \
Losses incurred . 1,387,509 1,387,509 ‘
Loss adjustment expenses incurred 432,702 432,702
Other underwriting expenses incurred 852,021 852,021
Totalunderwriting deductions 2,672,232 ) 26 72,2%
Net underwriting gain {loss) ) 2,636,409 26
Netinvestment!ncome earned 710,463 710,463
Netrealized capital gains (losses)} 54,213
Net investment gain (loss) 764,676 ‘ 764,676
Netincome bhefore dividends to a
policyholders 3,481,08 3,401,085
Divid ends to policyholders $3 5 ' $3,401,085
Netincome SO . ¢}

(’\O
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NOTES TO FINANCIAL STATEMENTS

Note (1) -
Losses and loss adjustment expenses $3.221,299

The Group establishes reserves based upon the case basis estimates of its claims and an analysis
of loss and loss adjustment expense reserves performed on an annual basis by an independent
actuarial consulting firm, Milliman, Inc. This review is in tumn relied upon by the Group’s
certified public accountants. The Massachusetts Division of Insurance has reviewed all available
documentation of the Group’s loss and loss adjustment expense reserves, and has relied on th
opinion of this independent and qualified expert as deemed appropriate. o

The reserve for unpaid losses and loss adjustment expenses includes an estimated pro for
incurred but not reported losses (IBNR) as well as reported losses. The IBNR prggision totaled
approximately $2,218,000 on an undiscounted basis as of December 31, 2010. é

The net loss and loss adjustment expense reserves reported have be%scounted using a
discount factor not less than the discount factor that would result fro he interest rate and
loss pattern prescribed by and under section 846 of the Inte nue Code of 1986, as
amended. Such discounting of loss and loss adjustment expe; rmitted by Massachusetts’
Regulation 211 CMR 67.08 (2). ‘ -

The unpaid losses and loss adjustment expenses wegscounted approximately $602,000 for a
net carried reserve of $3,221,299 at December 010%

Commitment and Contingencies ¢,

s o“

The Group has entered into &d application and indemnity agreement with each member to
provide risk managem ces and workers’ compensation insurance. The agreement
stipulates, among othg s, that each member is jointly and severally liable for the workers’
compensation ob of the Group and its members which were incurred during the
member’s embership in the Group, irrespective of the subsequent termination of the
-member S R

ship in the Group, the insolvency of bankruptcy of another member of the
r facts or circumstances. Accordingly, the financial v1ab1hty of the Group is

Q pon the financial viability of the individual members.
Group does not have any pending legal proceedings. The Group does not have any material

e 00nt1ngent liabilities as of the Annual Statement date.

10
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CONCLUSION

; We have applied verification procedures to the data contained in this report using substantive
= statistical sampling techniques as deemed appropriate. While sampling techniques do not give
complete assurance that all errors and irregularities will be detected, those that were detected
; during the course of this examination have been disclosed in this report. We were not informed
= of, and did not become aware of, any other error or irregularity that could have a material effect
on the financial condition of the Group as presented in this report.
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Examiner 1I Daniel R. Dowd in this examination. o
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