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FINANCIAL SECTION




SurLEE, CLOONEY & COoMPANY

CERTIFIED PUBLIC ACCOUNTANTS
308 Kast Broad Street, Westfield, New Jersey 07090-2122
Telephone 908-789-9300 Fax 908-789-8535

E-mail info@scnco.com

INDEPENDENT AUDITOR'S REPORT

Board of Commissioners

Suburban Municipal

Joint Insurance Fund

9 Campus Drive, Suite 216
Parsippany, New Jersey 07054-4412

Report on the Financial Statements

We have audited the accompanying financial statements of the Suburban Municipal
Joint Insurance Fund (the “Fund”), which comprise the statement of net position as of December
31, 2019 and 2018 and the related statements of revenue, expenses and changes in net

position, and cash flows for the years then ended, and the related notes to the financial
statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and Government Auditing Standards issued by the Comptroller
General of the United States. These standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Basis of Qualified Opinion

As permitted by the Departments of Community Affairs and Banking and Insurance,
State of New Jersey, we did not extend our audit to the underlying actuarial assumptions for
Incurred but Not Reported (IBNR) reserve amounts, since they are prepared by the Fund's
actuary.

Qualified Opinion

In our opinion, except for the effects of such adjustments, if any, as might have been
determined to be necessary had we audited the IBNR reserves, the financial statements
referred to above present fairly, in all material respects, the financial position of the Suburban
Municipal Joint Insurance Fund as of December 31, 2019 and 2018, and the changes in its net
position and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters
Required Supplementary Information

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



SUPLEE, CLOONEY & COMPANY

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Suburban Municipal Joint Insurance Fund’s financial statements.
The supplementary schedules are presented for purposes of additional analysis and are not a
required part of the financial statements.

The schedules listed above are the responsibility of management and were derived from
and relate directly to the underlying accounting and other records used to prepare the financial
statements. Such information has been subjected to the auditing procedures applied in the
audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the supplementary information is fairly stated in all material respects in
relation to the financial statements taken as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report
dated June 2, 2020 on our consideration of the Fund's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering Suburban Municipal Joint Insurance Fund’s internal control over
financial reporting and compliance.

June 2, 2020 4



SurPLEE, CLOONEY & COMPANY

CERTIFIED PuBLIC ACCOUNTANTS
308 East Broad Street, Westfield, New Jersey 07090.2122
Telephone 908-789-9300 Fax 908-789-8535

E-mail info@scnco.com

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF BASIC FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Commissioners

Suburban Municipal

Joint Insurance Fund

9 Campus Drive, Suite 216
Parsippany, New Jersey 07054-4412

We have audited, in accordance with the auditing standards generally accepted in the
United States of America, and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States, the
financial statements of the Suburban Municipal Joint Insurance Fund (the “Fund”) as of and for
the year ended December 31, 2019, and the related notes to the financial statements, which
collectively comprise the Suburban Municipal Joint Insurance Fund’s financial statements, and
have issued our report thereon dated June 2, 2020.

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions,
to prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control that
might be material weaknesses or significant deficiencies. Given these limitations, during our
audit we did not identify any deficiencies in internal control that we consider to be material
weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Suburban Municipal Joint
Insurance Fund's financial statements are free from material misstatement, we performed tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of This Report

The purpose of this report is solely to describe the scope of our testing of internal control
and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of the entity’s internal control or on compliance. This report is an integral part of
an audit performed in accordance with Government Auditing Standards in considering the
entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

June 2, 2020 ot
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Management’s Discussion and Analysis

In this section of the annual report, management of the Suburban Municipal Joint Insurance Fund (the
“Fund”) presents a narrative discussion and analysis of the Fund's financial activities for the years ended
December 31, 2019 and 2018. This section of the report should be read in conjunction with the Fund’s
audited financial statements and supplementary information for the years ended December 31, 2019 and
2018. The Fund's audited financial statements are presented in conformity with U.S. generally accepted
accounting principles.

Audit Assurance

The opinion of our independent auditors, Suplee, Clooney & Company is included in this report.

Financial Highlights

Total assets at year-end total $8.4 million and liabilities total $3.7 million. Assessments Receivable
comprises $1.2 million of total assets. Loss Reserves of $3.2 million comprise the majority of total
liabilities.

Cash and Investments of $5.8 million increased $365 thousand from the prior year.

Assessment Revenues to participating members are based on actuarial assumptions determined by the
Fund's actuary. Operating Revenues total $5.1 million which is an increase of $181 thousand or 3.6%
from the prior year. The increase is due to increased assessments of 2.4% or $118 thousand along with
a $63 thousand increase in Retrospective Premium.

Operating Expenses total $5.0 million which is an increase of $525 thousand or 11.7% from the prior
year. The Fund's provision for claims and claim adjustment expenses increased $326 thousand or
20.5%. Payments for insurance premiums increased $148 thousand or 7.7%. The Fund's largest
expenditures are provisions for claims and claim adjustment expenses and payments for insurance
premiums. In addition, the Fund incurred a Surplus Trigger Assessment with the RCF of $42 thousand.

As described in the Notes to the financial statements, the fund accounts for its equity interest in joint
insurance funds in which the fund is a member. At December 31, 2019 and 2018 the value of this equity
interest was $997,888 and $1,073,267, respectively. The Fund’s interest in joint insurance funds
decreased $75 thousand or 65.6%.

Overview of Annual Financial Report

Management's Discussion and Analysis (MD&A) serves as an introduction to, and should be read in
conjunction with, the basic audited financial statements and supplementary information. The MD&A
represents management’s examination and analysis of the Fund'’s financial condition and performance.

The financial statements report information about the Fund using full accrual accounting methods. The
financial statements include a Statement of Net Position;, a Statement of Revenues, Expenses and
Changes to Net Position; a Statement of Cash Flows; and notes to the financial statements.

The Statement of Net Position presents the financial position of the Fund on a full accrual historical cost
basis. This statement presents information on all of the Fund's assets and liabilities, with the difference
reported as net position. Over time, increases and decreases in net position is one indicator of whether
the financial position of the Fund is improving or deteriorating. While the Statement of Net Position
provides information about the nature and amount of resources and obligations at year-end, the
Statement of Revenues, Expenses and Changes in Net Position presents the results of the activities over
the course of the fiscal year and information as to how the net position changed during the year. All



changes in net position are reported as soon as the underlying event giving rise to the change occurs,
regardless of the timing of the related cash flows.

The Statement of Cash Flows presents changes in cash and cash equivalents, resulting from operationai,
financing, and investing activites. This statement presents cash receipts and cash disbursement
information, without consideration of the earnings event or when an obligation arises.

The Notes to the Financial Statements provide required disclosures and other information that are
essential to a full understanding of material data provided in the statements. The notes present
information about the Fund's accounting policies, significant account balances and activities, material
risks, obligations, commitments, contingencies and subsequent events, if any.

Summary of Organization and Business

The Suburban Municipal Joint Insurance Fund (the "Fund') was formed on January 1, 1994 in
accordance with P.L.. 1983, C.372, entitled "An Act Concerning Joint Insurance Funds for Local Units of
Government", and the supplementing Chapter 10 of Title 40A of the New Jersey Statutes. The Fund is
operated in accordance with regulations of the New Jersey Department of Insurance and the Division of
Local Government Services of the Department of Community Affairs. The Fund was established for the
purpose of providing low cost insurance coverage as well as providing stability in coverage. There are
currently ten member municipalities participating in the Fund.

Participating municipalities must remain in the Fund for the full term of membership unless earlier
terminated by a majority vote of the Fund Commissioners or a two-thirds vote of the Executive Committee
for nonpayment of assessments or continued non-compliance after written notice to comply with the
bylaws or other obligations.

All members' contributions to the Fund for claim payments are based on actuarial assumptions
determined by the Fund's actuary. The Commissioner of Insurance may order additional assessments to
supplement the Fund's claim, loss retention or administrative accounts to assure the payment of the
Fund's obligations.

An executive director/administrator is responsible for the overall administration of the Fund.
The following coverages are offered by the Fund to its members:

Workers' Compensation and Employers' Liability
General Liability and Auto Liability

Property Damage

Motor Vehicle

Public Officials’ Liability

Environmental

Cyber
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The Fund is also a member of the Municipal Excess Liability Joint Insurance Fund which provides excess
insurance for each of the coverages noted above, except for Public Officials Liability/Employment
Practices Liability coverage which is purchased by the Fund from a commercial carrier. The MEL does
provide optional limits in excess of the primary commercial policy for POL/EPL. In addition, the Fund is a
member of the New Jersey Environmental Risk Management Fund for environmental coverage. The
Fund purchases a commercial policy for Cyber Liability.



Financial Analysis

The following comparative condensed financial statements and other selected information serve as key
financial data and indicators for management, monitoring and planning.

December 31, Variance Dec 31,
2019 2018 Dollars % 2017
Assets
Cash and Investments $ 5,782,535 $ 5,417,608 $ 364,927 6.7% $ 4,901,414
Assessments Receivable 1,236,865 1,207,613 29,252 2.4% 1,137,518
Miscellaneous Receivables 387,937 276,480 111,457 40.3% 271,148
Investment in Joint Ventures 997,888 1,073,267 (75,379) -7.0% 1,118,782
Total Assets $ 8,405,225 $ 7,974,968 $ 430,257 5.4% $ 7,438,737
Liabilities
Accounts and Insurance Payable $ 201,304 $ 104,314 $ 96,990 93.0% $ 93,515
Loss Resenes 3,246,558 3,147,476 99,082 3.1% 3,136,633
Other Liabilities 204,474 109,668 94,806 86.4% 51,083
Total Liabilities $ 3,652,336 $ 3,361,458 $ 290,878 8.7% $ 3,281,211
Net Position
Unrestricted $ 4,752,889 $ 4,613,510 $ 139,379 3.0% $ 4,157,526
Total Net Position $ 4,752,889 $ 4,613,510 $ 139,379 3.0% $ 4,157,526
Total Liabilities and Net Position $ 8,405,225 $ 7,974,968 $ 430,257 5.4% $ 7,438,737

Condensed Statement of Revenue, Expenses, and Changes in Net Position

December 31, Variance Dec 31,
2019 2018 Dollars % 2017
Operating Revenues $ 5,138,852 $ 4,957,967 $ 180,885 3.6% $ 5,041,845
Operating Expenses 5,007,045 4,481,841 525,204 11.7% 4,397,401
Operating Income (Loss) $ 131,807 $ 476,126 $ (344,319) -72.3% $ 644,444
Non Operating Revenues (Expenses) 247,623 146,403 101,220 69.1% 78,247
Change in Investment in Joint Ventures (75,379) (45,515) (29,864) 65.6% 280,387
Change in Net Position $ 304,051 $ 577,014 $ (272,963) -47.3% $ 1,003,078
Net Position, Beginning of Year $ 4,613,510 $ 4,157,526 $ 455,984 11.0% $ 3,259,461
Fund Equity Distribution 164,672 121,030 43,642 36.1% 105,012
Net Position, End of Year $ 4,752,889 $ 4,613,510 $ 139,379 3.0% $ 4,157,526




Contacting the Fund’s Management

Any questions about the Fund's report or if additional information is needed, please contact the Executive
Director of the Suburban Municipal Joint Insurance Fund, 9 Campus Drive, Suite 216, Parsippany, New
Jersey 07054,



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

STATEMENTS OF NET POSITION
AS OF DECEMBER 31, 2019 AND 2018

Assets

Cash and Cash Equivalents

Investments

Assessments Receivable

Retrospective Premium Recoverable
Interest and Dividend Receivable
Aggregate Excess Insurance Recoverable
Investment in Joint Ventures

Total Assets

Liabilities and Net Position

Liabilities:
Accounts Payable
RCF Surplus Trigger Assessment
Surplus Return Reserve
Loss Reserves
Other Liabilities

Total Liabilities

Net Position:
Unrestricted

Total Net Position

Total Liabilities and Net Position

EXHIBIT "A"

2019 2018

2,127 427 2,471,683
3,655,108 2,945,925
1,236,865 1,207,613
359,714 263,153
28,223 10,558
- 2,769
997,888 1,073,267
8,405,225 7,974,968
43,483 27,876

41,726 -
116,095 76,438
3,246,558 3,147,476
204,474 109,668
3,652,336 3,361,458
4,752,889 4,613,510
4,752,889 4,613,510
8,405,225 7,974,968

The accompanying Notes to Financial Statements are an integral part of this statement.

10



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

STATEMENTS OF REVENUE, EXPENSES AND

CHANGES IN NET POSITION FOR THE YEARS ENDED

DECEMBER 31, 2019 AND 2018

Operating Revenue:
Assessments - Participating Members
Retrospective Premium

Total Operating Revenue

Operating Expenses:

Insurance Premiums
Professional Services
RCF Surplus Trigger Assessment
Other Expenses

Total Operating Expenses

Operating Income (Loss)

Non-Operating Revenue:
Interest and Dividend Income

Net Income
Net Position, Beginning of Year

Distribution to Participating Members

EXHIBIT "B"

019 2018
5,028,808 4,911,267
110,044 46,700
5,138,852 4,957 967
Provision for Claims and Claim Adjustment Expense 1,919,425 1,592,766
2,065,998 1,917,668
967,094 963,940
41,726 -
12,802 7,467
5,007,045 4,481,841
131,807 476,126
106,988 137,812
Realized/Unrealized Gain on Investments 140,635 8,591
Net Change in Investment in Joint Ventures (75,379) (45,515)
304,051 577,014
4,613,510 4,157,526
164,672 121,030
4,752,889 4,613,510

Net Position, End of Year

The accompanying Notes to Financial Statements are an integral part of this statement.

11



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

COMPARATIVE STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

Cash Flows from Operating Activities
Receipts from Participating Members' Assessments
Receipts for Retrospective Premiums
Payments for Insurance Premiums
Payments for Claims and Claims Adjustment Expense
Payments for Other Operating Expenses

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities
Sale (Purchase) of Investment Securities, Net
Investing Income

Net Cash Provided (Used) by Investing Activities

Cash Flows from Noncapital Financing Activities
Distribution to Participating Members

Net Cash Used by Noncapital Financing Activities

Net Increase (Decrease) 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 Provided by
Operating Activities:

Operating Income
Changes in Operating Assets and Liabilities:

(Increase)/Decrease in Assessment Receivable
(Increase)/Decrease in Retrospective Premium Recoverable
(Increase)/Decrease in Aggregate Excess Insurance Recoverable
(Increase)/Decrease in Other Assets
Increase/(Decrease) in Accounts Payable
Increase/(Decrease) in RCF Surplus Trigger Assessment
Increase/(Decrease) in Excess Insurance Payable
Increase/(Decrease) in Loss Reserves
Increase/(Decrease) in Other Liabilities

Net Cash Provided by Operating Activities

The accompanying Notes to Financial Statements are an integral part of this statement.

12
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EXHIBIT "C"

2019 018
4,999,556 4,841,171
13,483 40,448
(2,065,998) (1,917,668)
(1,722,768) (1,526,086)
(964,289) (966,563)
259,984 471,302
(568,548) 1,152,971
89,323 141,502
(479,225) 1,294,473
(125,015) (105,200)
(125,015) (105,200)
(344,256) 1,660,575
2,471,683 811,108
2,127,427 2,471,683
131,807 476,126
(29,252) (70,096)
(96,561) (6,252)
2,769 (2,769)
- 9,875
15,607 (5,031)
41,726 -
99,082 10,844
94,806 58,604
259,984 $ 471,302




SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

ORGANIZATION AND DESCRIPTION OF THE FUND

The Suburban Municipal Joint Insurance Fund (the "Fund") was formed on January 1,
1994 in accordance with P.L. 1983, C.372, entitled "An Act Concerning Joint Insurance
Funds for Local Units of Government", and the supplementing Chapter 10 of Title 40A of
the New Jersey Statutes. The Fund is operated in accordance with regulations of the
New Jersey Department of Insurance and the Division of Local Government Services of
the Department of Community Affairs. The Fund was established for the purpose of
providing low cost insurance coverage as well as providing stability in coverage. There
are currently ten member municipalities participating in the Fund.

Participating municipalities must remain in the Fund for the full term of membership
unless earlier terminated by a majority vote of the Fund Commissioners or a two-thirds
vote of the Executive Committee for nonpayment of assessments or continued non-
compliance after written notice to comply with the bylaws or other obligations.

All members' contributions to the Fund for claim payments are based on actuarial
assumptions determined by the Fund's actuary. The Commissioner of Insurance may
order additional assessments to supplement the Fund's claim, loss retention or
administrative accounts to assure the payment of the Fund's obligations.

An executive director/administrator is responsible for the overall administration of the
Fund.

The following coverages are offered by the Fund to its members:

a)  Workers' Compensation and Employers' Liability

b)  General Liability and Auto Liability

c) Property Damage

d)  Motor Vehicle

e) Public Officials' Liability/Employment Practices Liability
f) Environmental

g) Cyber

The Fund is also a member of the Municipal Excess Liability Joint Insurance Fund which
provides excess insurance for each of the coverages noted above, except for Public
Officials Liability/Employment Practices Liability coverage which is purchased by the
Fund from a commercial carrier. The MEL does provide optional limits in excess of the
primary commercial policy for POL/EPL. In addition, the Fund is a member of the New
Jersey Environmental Risk Management Fund for environmental coverage. The Fund
purchases a commercial policy for Cyber Liability.

13



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

Government Accounting Standards Board publication, defining the “The Financial
Reporting Entity” establishes standards to determine whether a governmental
component unit should be included in the financial reporting entity. The basic criterion
for inclusion or exclusion from the financial reporting entity is the exercise of oversight
responsibility over agencies, boards and commissions by the primary government. The
exercise of oversight responsibility includes financial interdependency, selection of
governing authority, designation of management, ability to significantly influence
operations, and accountability for fiscal matters. The Fund has determined that there
were no additional entities required to be included in the reporting entity under the
criteria as described above, in the current year. In addition, the Fund is not includable in
any other reporting entity on the basis of such criteria.

Basis of Presentation, Fund Accounting

The financial statements of the Fund have been prepared in accordance with generally
accepted accounting principles applicable to governmental entities. The Fund uses the
accrual basis of accounting, whereby income is recorded as earned and expenses are
recognized as incurred. The Fund utilizes total economic resources as their
measurement focus. The Fund’'s reports are based on all applicable Government
Accounting Standards Board (GASB) pronouncements.

Income Taxes

The Fund is a tax-exempt organization and is not subject to either federal or state
income taxes.

Assessments
The gross claim fund assessment is determined by the actuary and, when combined
with expense and premium projections, constitutes the Fund's budget. Assessments for

participating municipalities are determined by underwriting criteria established by the
Executive Committee.

14



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Unpaid Claims Liabilities

The Fund establishes claims liabilities based on estimates of the ultimate cost of claims
that have been reported but not settled, and of claims that have been incurred but not
reported. The length of time for which such costs must be estimated varies depending
on the coverage involved. Estimated amounts of salvage and subrogation and
reinsurance recoverable on unpaid claims are deducted from the liability for unpaid
claims. Because actual claims costs depend on such complex factors as inflation,
changes in doctrines of legal liability, and damage awards, the process used in
computing claims liabilities does not necessarily result in an exact amount, particularly
for coverages such as general liability. Claims liabilities are recomputed periodically
using a variety of actuarial and statistical techniques to produce current estimates that
reflect recent settlements, claim frequency, and other economic and social factors. A
provision for inflation in the calculation of estimated future claims costs is implicit in the
calculation because reliance is placed both on actual historical data that reflect past
inflation and on other factors that are considered to be appropriate modifiers of past
experience. Adjustments to claims liabilities are charged or credited to expense in the
periods in which they are made. The fund does not discount estimated claims liabilities.

In accordance with practices prescribed or permitted by the Departments of Community
Affairs and Insurance, State of New Jersey, the accountants' audit procedures were not
extended to the underlying actuarial assumptions for Incurred But Not Reported (IBNR)
Reserve amounts since they are prepared by the Fund's Actuary.

Reinsurance

The Fund uses reinsurance agreements to reduce its exposure to large losses on certain
types of insured events. Reinsurance permits recovery of a portion of losses from
reinsurers, although it does not discharge the primary liability of the Fund as direct
insurer of the risks reinsured. The Fund does not report reinsured risks as liabilities
unless it is probable that those risks will not be covered by reinsurers.

Prepaid Expenses

Prepaid expenses consist of the unexpired portion of an insurance policy purchased to
provide additional insurance coverage for the property fund. In the General and
Administrative Fund, prepaid expenses represent the prepaid portion of excess
insurance coverage and producer commissions.

Deferred Revenue

Deferred revenue represents the unearned assessments of participating municipalities.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Administrative Expenses

Administrative expenses are comprised mainly of compensation for services rendered by
servicing organizations and appointed officials pursuant to written fee guidelines
submitted and approved by a majority of the Commissioners.

Claims Case Reserves

Case reserves include estimated unpaid claim costs for claimants and allocated claim
adjustment expenses as reported by the service agent.

Claims Incurred But Not Reported (IBNR) Reserve

in order to recognize claims incurred but not reported, a reserve is calculated by the
Fund's actuary.

IBNR reserves include:
a) Known loss events that are expected to later be presented as claims,

b) Unknown loss events that are expected to become claims, and
¢) Expected future development on claims already reported.

CASH AND CASH EQUIVALENTS

The Fund considers cash in banks and deposits in the New Jersey Cash Management
Fund and Short-Term Investments with original maturities of three months or less as
cash and cash equivalents.

New Jersey statutes permit the deposit of public funds in institutions which are located in
New Jersey and which meet the requirements of the Governmental Unit Deposit
Protection Act (GUDPA) or the State of New Jersey Cash Management Fund. GUDPA
requires a bank that accepts public funds to be a public depository. A public depository
is defined as a state bank, a national bank, or a savings bank, which is located in the
State of New Jersey, the deposits of which are insured by the Federal Deposit Insurance
Corporation. The statutes also require public depositories to maintain collateral for
deposits of public funds that exceed certain insurance limits. All collateral must be
deposited with the Federal Reserve Bank or a banking institution that is a member of the
Federal Reserve System and has capital funds of not less than $25,000,000.00.
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(3)

SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

CASH AND CASH EQUIVALENTS (CONTINUED)

The Fund had the following cash and cash equivalents at December 31, 2019 and 2018:

2019 2018
Checking Accounts $1,206,072 $ 941,257
Money Market Accounts 908,843 1,518,188
State of New Jersey Cash Management Fund 12,512 12,238
TOTAL $2.127 427 $2.471,683

The carrying amount of Suburban Municipal Joint Insurance Fund cash and cash
equivalents at cost at December 31, 2019 and 2018 was $2,127,427 and $2,471,682.85,
respectively. The bank balances were $2,213,610 and $2,613,682, respectively. Of the
bank balance, $1,000,000 was covered by federal depository insurance in each year and
$1,201,098 and $1,471,683 was covered by the collateral pool maintained by the banks
as required by New Jersey statutes, respectively. The $12,512 and 12,238 invested in
the cash management fund is not covered by federal depository insurance or collateral
pool.

Custodial Credit Risk - Custodial credit risk is the risk that in the event of a bank failure,
the deposits may not be returned. The Authority does not have a specific deposit policy
for custodial credit risk other than those policies that adhere to the requirements of
statute. As of December 31, 2019, based upon the coverage provided by FDIC and
NJGUDPA, no amount of the bank balance was exposed to custodial credit risk.

INVESTMENTS

New Jersey statutes permit the Fund to purchase the following types of investments:

a) Bonds or other obligations of the United States of America or obligations
guaranteed by the United States of America

b) Government money market mutual funds

c) Any federal agency or instrumentality obligation authorized by Congress that
matures within 397 days from the date of purchase, and has a fixed rate of
interest not dependent on any index or external factors

d) Bonds or other obligations of the local unit or bonds or other obligations of school

districts of which the local unit is a part or within which the school district is
located

17



SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

INVESTMENTS (CONTINUED)

e)

9)
h)

Bonds or other obligations approved by the Division of Investment of the
Department of Treasury for investment by local units

Debt obligations of federal agencies or government corporations with maturities
not greater than ten (10) years from the date of purchase, excluding mortgage
backed obligations, providing that such investments are purchased through the
New Jersey Division of Investment and are consistent the Division's own
investment guidelines, and providing that the investment a fixed rate of interest
not dependent on any index or external factors

L.ocal Government Investment Pools

Repurchase agreements of fully collateralized securities, subject to rules and
conditions establish by the N.J. Department of Community Affairs

No investment or deposit shall have a maturity longer than ten (10) years from date of
purchase. At any given time, the Fund's investment portfolio shall conform to the
following criteria:

a) Any bonds or other obligations held by the Fund shall have a minimum long-
term investment grade underlying credit rating, or equivalent rating provided
by a Nationally Recognized Statistical Rating Organization as outlined by the
U.S. Securities and Exchange Commission, with the exception of bonds
issued pursuant to the Municipal Qualified Bond Act, which may have an
underlying credit rating below investment grade so long as the Municipal
Qualified Enhanced Rating is investment grade, or equivalent rating provided
by NRSO.

b) A minimum of thirty-five (35) percent of aggregate total par amount of bonds
and other obligations shall have a minimum long-term, underlying credit
rating of AA-, or equivalent rating by an NRSRO.

¢) The aggregate par amount of bonds or other obligations with a long-term
underlying credit rating below A-, or equivalent rating by an NRSRO, shall not
exceed thirty (30) percent of the aggregate total par amount of bonds,
investments and other obligations held by the Fund.

d) The aggregate par amount of bonds or other obligations with maturities
longer than five (5) years shall not exceed sixty (60) percent of the aggregate
total par amount of bonds, investments and other obligations held by the
Fund.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

INVESTMENTS (CONTINUED)

Any exception to or deviations from the above criteria must be approved by the New
Jersey Division of Local Governmental Services and the New Jersey Division of
Investment.

Investments are recorded at fair value. All of the investments are held by the Fund’s
custodial bank trust department in the Fund's name. Investments at December 31
consisted of the following:

2019 2018

Fair Fair
Value Cost Value Cost
U.S. Treasury Bonds

and Notes - Level 1 $3,655,108 $3,633,064 $2,945,925 $2,955,023

Investment Rate Risk - The Fund has a formal investment policy that limits investment
maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk - New Jersey Statutes limits investments to those specified in the Statutes.
The type of allowance investments are Bonds of the United States of America, bonds or
other obligations of the towns or bonds or other obligations of the local unit or units
within which the town is located: obligations of federal agencies; government money
market mutual funds; the State of New Jersey Cash management Plan; local
government investment pools; or repurchase of fully collateralized securities.

Concentration of Credit Risk - The fund places no limit on the amount the Fund may
invest in any one issuer.

FAIR VALUE OF FINANCIAL INVESTMENTS

The following methods and assumptions were used to estimate the fair value of each
class of financial instruments for which it is practical to estimate that value:

Cash and Cash Equivalents - The carrying amount approximates fair value
because of the short maturity of these instruments.

Investments - The Fund has long term investments in U.S. Treasury Bonds and
Notes guaranteed by agencies of the United States, with maturities greater than
one year. The fair value of the securities is based on year-end quoted market
prices.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

MEMBERSHIP IN JOINT INSURANCE FUNDS (JOINT VENTURES)

Municipal Excess Liability Residual Claim Fund

The Fund is also a member of the Municipal Excess Liability Joint Insurance Fund which
provides excess insurance for each of the coverages noted above, except for Public
Officials Liability/Employment Practices Liability coverage which is purchased by the
Fund from a commercial carrier. The MEL does provide optional limits excess of the
primary commercial policy for POLEPL. In addition, the Fund is a member of the New
Jersey Environmental Risk Management Fund for environmental coverage. The Fund
purchases a commercial policy for Cyber Liability.

As a member of the Residual Fund, the Fund could be subject to supplemental
assessments in the event of deficiencies. If the assets of the Residual Fund were to be
exhausted, members would become jointly and severally liable for the Residual Fund'’s
liabilities.

The Residual Fund can declare and distribute dividends to members upon approval of
the State of New Jersey Department of Insurance. These distributions are divided
among the members in the same ratio as their individual assessment related to the total
assessment of the membership for that fund year. In accordance with Statement No. 10
of the Government Account Standards Board, these distributions are used to reduce the
amount recorded for the Fund's membership assessment in the year in which the
distribution was declared.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

MEMBERSHIP IN JOINT INSURANCE FUND (JOINT VENTURES) (CONTINUED)

Municipal Excess Liability Residual Claim Fund (Continued)

During 2019, the Residual Fund assumed the obligation for discharging the Fund’s
liabilities for claims and losses for the year 2015. Loss reserves were assumed in
exchange for the Fund’s assessment for participation in the Residual Fund.

Selected audited financial information for the Residual Fund as of December 31, 2019 is
as follows:

Municipal Excess
Residual Claims
Fund

(Unaudited)
Total Assets $102.863,955

Net Position $ 12,110,198
Total Revenue $ 29,006,573
Total Operating Expenses $ 27,358,705
Change in Net Position for the Year Ended December 31, 2019 $ 1,001,868
Distribution to Participating Members $ 646,000

New Jersey Municipal Environmental Risk Management Fund

In 1996, the Fund became a member of the New Jersey Municipal Environmental Risk
Management Fund (the “Environmental Fund”). The Environmental Fund provides its
members with various environmental related coverages. The Environmental Fund is a
risk-sharing public entity risk pool that is both an insured and self-administered group of
joint insurance funds established for the purpose of providing low-cost insurance
coverage for their respective members in order to keep local property taxes at a
minimum. Each member appoints an official to represent their respective entity for the

purpose of creating a governing body from which officers for the Environmental Fund are
elected.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

MEMBERSHIP IN JOINT INSURANCE FUND (JOINT VENTURES) (CONTINUED)

New Jersey Municipal Environmental Risk Management Fund (Continued)

As a member of the Environmental Fund, the Fund could be subject to supplemental
assessments in the event of deficiencies. If the assets of the Environmental Fund were
to be exhausted, members would become responsible for their respective shares of the
environmental Fund's liabilities.

The Environmental Fund can declare and distribute dividends to members upon
approval of the State of New Jersey Department of insurance. These distributions are
divided among the members in the same ratio as their individual assessment related to
the total assessment of the membership body.

Selected audited financial information for the Environmental Fund as of December 31,
2019 is as follows:

New Jersey Risk
Management Fund

(Audited)
Total Assets $ 33,215,865
Net Position $ 20,818,512
Total Revenue $ 5177954
Total Operating Expenses $ 2479,087
Change in Net Position for the Year Ended December 31, 2019 $ 698867
Distribution to Participating Members $ 2,0000,000

Municipal Excess Liability Joint Insurance Fund

The fund is a member of the Municipal Excess Liability Joint Insurance Fund (the
‘MEL"). The MEL provides its members with excess property, excess workers’
compensation and employers’ liability, excess liability other than motor vehicles, excess
motor vehicles and related coverages. The MEL is an insured and self-administered
group of joint insurance funds established for the purpose of providing low-cost
insurance coverage for their respective members in order to keep local property taxes
and user fees at a minimum. Each member appoints an official to represent their
respective joint insurance fund for the purpose of creating a governing body from which
officers for the MEL are elected.
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

MEMBERSHIP IN JOINT INSURANCE FUND (JOINT VENTURES) (CONTINUED)

Municipal Excess Liability Joint Insurance Fund (Continued

As a member of the MEL, the Fund could be subject to supplemental assessments in the
event of deficiencies. If the assets of the MEL were to be exhausted, members would
become responsible for their respective shares of the MEL'’s liabilities.

The MEL can declare and distribute dividends to members upon approval of the State of
NJ Department of Banking and Insurance. These distributions are divided among the
members in the same ratio as their individual assessment related to the total
assessment of the membership body.

Selected unaudited financial information for the MEL as of December 31, 2019 is as
follows:

Municipal Joint
Insurance Fund

(Audited)
Total Assets $80,294 462
Net Position $26.272,636
Total Revenue $49,733,294
Total Operating Expenses $51,222.164
Change in Net Position for the Year Ended December 31, 2019 $ (1,488,870)
Distribution to Participating Members 3 -0-

The Fund records its share of the Net Position of the Funds as Investment in Joint
Ventures. The net change in investment value is recorded as Non-Operating Revenue.
For the year ended December 31, 2019, the investment in the net position of joint
ventures and net change are as follows:

12/31/2018 Net Change 12/31/2019

Municipal Excess Liability Fund $ 406,899 $(87,180) $ 319,719
Municipal Residuat Claims Fund (97,510) (86,710) 10,800
NJ Municipal Environmental Fund 763,878 1,001 764,879

$1,073,267 $(75,379) $ 997,888
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SUBURBAN MUNICIPAL JOINT INSURANCE FUND

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018

PERMANENT FUND TRANSFERS

Permanent intertrust fund transfers are made upon the expressed approval of the
Commissioners, following prior written notification to the Commissioners of Insurance
and the Department of Community Affairs.

Interyear fund transfers require prior approval of the Departments of Insurance and
Community Affairs. The fund may seek approval from the Commissioner to make
interyear fund transfers at any time from a claims or loss retention trust account from any
year which has been completed for at least 12 months. The interyear fund transfer may
be in any amount subject to the limitation that after the transfer, the remaining net
current surplus must exceed 35 percent of unpaid claims for that fiscal year. Claims
must be undiscounted, the IBNR reserve must be certified by an actuary and the
membership for each fiscal year involving interyear fund transfers must be identical
between fiscal years.

All fund transfers are recognized at the time actual transfers take place.

RETURN OF SURPLUS

Return of surplus is recognized upon authorization of the Fund Commissioners with the
approval of the Commissioner of Insurance of the Department of Banking and Insurance
of the State of New Jersey. Any moneys for a Fund year in excess of the amount
necessary to fund all obligations for that fiscal year as certified by the Fund's actuary
may be declared to be refundable by the Fund from any claim fund that has been
completed for not less than twenty-four months, provided that the remaining net current
surplus in the account from which the refund is made must equal or exceed the surplus
retention formula promulgated by the regulations governing joint insurance funds.
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