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Independent Auditor’s Report
The Board of Directors
Motor Vehicle Accident Indemnification Corporation
We have audited the accompanying financial statements of Motor Vehicle Accident Indemnification
Corporation (the “Corporation”), which comprise the statements of financial position as of
December 31, 2015 and 2014, and the related statements of activities and cash flows for the years
then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
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 audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement.
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.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Motor Vehicle Accident Indemnification Corporation as of December 31, 2015
and 2014, and the changes in its net assets and its cash flows for the years then ended in accordance
with accounting principles generally accepted in the United States of America.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International Limited, a UK company limited by guarantee, and forms part of
the international BDO network of independent member firms.
BDO is the brand name for the BDO network and for each of the BDO Member Firms.
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Other Matters
Supplementary Information
Our audits were conducted for the purpose of forming an opinion on the financial statements as a
whole. The accompanying schedules of general and administrative expenses are presented for
purposes of additional analysis and are not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financial statements. The information
has been subjected to the auditing procedures applied in the audits 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 information is fairly stated in
all material respects in relation to the financial statements as a whole.

March 17, 2016
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Motor Vehicle Accident Indemnification Corporation
Statements of Financial Position

December 31,

2015

2014

$15,968,198
55,915,347
168,824
191,013
260,499
2,336,484

$16,260,978
53,538,215
122,538
173,462
253,872
2,547,353

$74,840,365

$72,896,418

$
28,565
45,848,445
12,980,573
5,847,474
2,194,437
423,726

$

Assets
Cash and cash equivalents
Fixed maturities, at fair value
Assessment receivable
Accrued interest receivable
Prepaid expenses and other assets
Fixed assets, net
Total Assets
Liabilities and Net Assets
Liabilities:
Deferred assessment income
Reserve for loss and allocated loss adjustment expenses
Reserve for unallocated loss adjustment expenses
Accrued pension and postretirement benefits
Deferred rent and tenant allowance
Other liabilities
Total Liabilities

58,410
45,641,018
12,083,149
7,327,331
2,263,421
342,278

67,323,220

67,715,607

7,517,145

5,180,811

$74,840,365

$72,896,418

Commitments and Contingencies (Notes 7, 8, and 9)
Net Assets – Unrestricted
Total Liabilities and Net Assets

See accompanying notes to financial statements.
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Motor Vehicle Accident Indemnification Corporation
Statements of Activities

Year ended December 31,
Income:
Assessment income
Net investment income
Total Income
Expenses:
Losses paid (net of $1,408,434 and $973,789 of subrogation
recoveries in 2015 and 2014, respectively)
Allocated loss adjustment expenses paid
Change in reserves for losses and allocated loss adjustment
expenses
Losses and Allocated Loss Adjustment Expenses
Incurred
General and administrative expenses:
Salaries and fringe benefits
Occupancy
Professional fees
Other administrative expenses
Change in unallocated loss adjustment expense
Total General and Administrative Expenses
Total Expenses
Change in Net Assets Before Change in Pension and
Postretirement Benefit Obligation

2015

2014

$30,310,438
438,029

$35,767,837
1,101,626

30,748,467

36,869,463

14,770,449
5,559,922

16,029,567
5,036,144

207,427

(3,717,321)

20,537,798

17,348,390

5,285,680
783,710
850,009
1,433,519
897,424

4,887,467
760,432
712,653
1,340,250
-

9,250,342

7,700,802

29,788,140

25,049,192

960,327

11,820,271

Change in Pension and Postretirement Benefit Obligation

1,376,007

Change in Unrestricted Net Assets

2,336,334

11,008,406

Net Assets (Deficit) - Unrestricted, Beginning of Year

5,180,811

(5,827,595)

Net Assets - Unrestricted, End of Year

$ 7,517,145

(811,865)

$ 5,180,811

See accompanying notes to financial statements.
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Motor Vehicle Accident Indemnification Corporation
Statements of Cash Flows

Year ended December 31,
Cash Flows From Operating Activities:
Change in unrestricted net assets
Adjustments to reconcile change in unrestricted net assets
to net cash provided by operating activities:
Change in pension and postretirement unfunded benefit
obligation
Depreciation and amortization
Net realized investment gain
Net unrealized investment (gain) loss
Amortization of bond premium and discount, net
(Increase) decrease in assets:
Assessment receivable
Accrued interest receivable
Prepaid expenses and other assets
Increase (decrease) in liabilities:
Deferred assessment income
Reserve for loss and allocated loss adjustment
expenses
Reserve for unallocated loss adjustment expense
Accrued pension and postretirement benefits
Deferred rent and tenant allowance
Other liabilities
Net Cash Provided By Operating Activities
Cash Flows From Investing Activities:
Proceeds from bonds sold or matured
Cost of bonds purchased
Fixed assets purchased
Net Cash Used In Investing Activities
Net (Decrease) Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year
Cash and Cash Equivalents, End of Year

2015

2014

$ 2,336,334

$ 11,008,406

(1,376,007)
303,605
(87,754)
454,811
190,901

811,865
314,950
(59,030)
(65,886)
204,538

(46,286)
(17,551)
(6,627)

(88,953)
66,552
58,095

(29,845)

(29,882)

207,427
897,424
(103,850)
(68,984)
81,448

(3,717,322)
24,067
(68,985)
24,156

2,735,046

8,482,571

14,313,234
(17,248,324)
(92,736)

18,851,203
(19,210,150)
(55,770)

(3,027,826)

(414,717)

(292,780)

8,067,854

16,260,978

8,193,124

$15,968,198

$ 16,260,978

See accompanying notes to financial statements.
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Motor Vehicle Accident Indemnification Corporation
Notes to Financial Statements

1. Nature of Business
The Motor Vehicle Accident Indemnification Corporation (the “Corporation”), which began
business on January 1, 1959, operates as a not-for-profit corporation. The Corporation was
established to pay certain claims of innocent victims of New York motor vehicle accidents caused
by uninsured motorists occurring on and after January 1, 1959. Since December 1, 1997, the
Corporation also pays no-fault benefits technically referred to as Personal Injury Protection
(“PIP”).
In June 1995, the New York State Legislature amended Section 1, Paragraph 1, of subsection (F) of
Section 3420 of the Insurance Law to increase the New York Financial Responsibility limits from
$10,000 per person and $20,000 per accident to $25,000 per person and $50,000 per accident,
respectively. These limits are equally applicable to uninsured claims submitted to the
Corporation. This law was effective for accidents occurring after January 1, 1996.
Every insurer authorized to write liability insurance in New York in connection with motor
vehicles, as a condition precedent thereto, is required to be a member of the Corporation. Each
member’s total assessment for the year is determined by the Board of Directors of the Corporation
and is based upon the member’s net written automobile premium in New York State for the year
two years prior to the assessment year (i.e., 2015 assessments are based on 2013 premiums
written).

2. Summary of Significant Accounting Policies
(a)

Basis of Presentation

The financial statements of the Corporation have been prepared on an accrual basis. In the
statement of financial position, assets and liabilities are presented in order of liquidity or
conversion to cash and their maturity resulting in the use of cash, respectively.
The classification of a not-for-profit organization’s net assets and its support, revenue and
expenses is based on the existence or absence of donor-imposed restrictions. It requires that the
amounts of each of three classes of net assets, permanently restricted, temporarily restricted,
and unrestricted, be displayed in a statement of financial position and that the amounts of change
in each of those classes of net assets be displayed in a statement of activities.
These classes are defined as follows:
(i)

Permanently Restricted - Net assets resulting from contributions and other inflows of assets
whose use by the Corporation is limited by donor-imposed stipulations that neither expire by
passage of time nor can be fulfilled or otherwise removed by actions of the Corporation.

(ii)

Temporarily Restricted - Net assets resulting from contributions and other inflows of assets
whose use by the Corporation is limited by donor-imposed stipulations that either expire by
passage of time or can be fulfilled and removed by actions of the Corporation pursuant to
those stipulations. When such stipulations end or are fulfilled, such temporarily restricted
net assets are reclassified to unrestricted net assets and reported in the statement of
activities.

(iii)

Unrestricted - The part of net assets that is neither permanently nor temporarily restricted
by donor-imposed stipulations.
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Motor Vehicle Accident Indemnification Corporation
Notes to Financial Statements

(b)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reported period. Actual results could differ significantly from
those estimates.
(c)

Cash and Cash Equivalents

The Corporation considers all short-term investments with a maturity date at purchase of three
months or less to be cash equivalents, which principally consist of commercial paper.
(d)

Investments

The Corporation accounts for investments in accordance with Financial Accounting Standards
Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 320, “Investments - Debt and
Equity Securities”. The Company has classified its investments in fixed maturity securities,
preferred stock, and common stock as available-for-sale and, accordingly, they are carried at fair
value. The fair value of investments in fixed maturities and equity securities are based on quoted
market prices. Unrealized gains and losses are reported as a component of net investment income
in the statements of activities. If it is determined that a decline in fair value is other than
temporary, the cost basis is written down and a realized loss is recognized through the statements
of operations.
Short-term investments consist principally of money market instruments and are carried at cost,
which approximates their fair value.
Investment purchases and sales are recorded on the trade date. Realized investment gains or
losses on the sale of investments are determined on the specific identification method. The
amortization of premium and accretion of discount for fixed maturity securities is computed
utilizing the interest method. The effective yield utilized in the interest method is adjusted when
sufficient information exists to estimate the probability and timing of prepayments. Net
investment income, consisting of interest, net of investment expense, is recognized when earned.
Fair values of investments are based on quoted market prices.
Other-Than-Temporary Impairment: The Corporation has a process in place to identify securities
that could potentially have an impairment that is other than temporary. This process involves
monitoring market events that could impact issuers’ credit ratings, business climate, management
changes, litigation and government actions, and other similar factors. This process also involves
monitoring late payments, downgrades by rating agencies, key financial ratios, financial
statements, revenue forecasts and cash flow projections as indicators of credit issues.
The Corporation considers relevant facts and circumstances in evaluating whether the impairment
of a security is other than temporary. Relevant facts and circumstances considered include (1) the
length of time the fair value has been below cost; (2) the financial position of the issuer including
the current and future impact of any specific events; and (3) whether it is more likely than not
that the Corporation will not be required to hold the security until maturity or until it recovers in
value. Other-than-temporary impairments of investments are recognized as a component of net
investment income included in the statements of activities.
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Motor Vehicle Accident Indemnification Corporation
Notes to Financial Statements

Valuation of Investments: Financial instruments are carried at fair value in accordance with ASC
820, “Fair Value Measurement”. ASC 820 defines fair value as the price that would be received to
sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date in a principal or most advantageous market. Fair value is a market-based
measurement that is determined based on inputs, which refer broadly to assumptions that market
participants use in pricing assets or liabilities. These inputs can be readily observable, market
corroborated, or unobservable. ASC 820 established a fair value hierarchy, which prioritizes the
inputs to valuation techniques used to measure fair value in three broad levels. The standard
requires that assets and liabilities be classified in their entirety based on the level of input that is
significant to the fair value measurement. Assessing the significance of a particular input may
require judgment factors specific to the asset or liability, and may affect the valuation of the
asset or liability and its placement within the fair value hierarchy. The Corporation classifies
assets and liabilities measured at fair value based on the fair value hierarchy defined by ASC 820
as follows:
Level 1 - Valuations based on unadjusted quoted prices in active markets for identical assets or
liabilities. An active market for the asset or liability is a market in which transactions for the asset
or liability occur with sufficient frequency and volume to provide pricing information on an
ongoing basis. Valuation adjustments and block discounts are not applied to Level 1 instruments.
Level 1 securities include highly liquid U.S. Treasury securities and cash and cash equivalents.
Level 2 - Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly. Most debt securities and preferred
stock are model priced using observable inputs and are classified with Level 2.
Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value
measurement. The Corporation does not hold any Level 3 assets.
The Corporation invests in a variety of investment securities that in general are exposed to various
risks, such as interest rate, credit, and overall market volatility risk. Due to the level of risk
associated with certain investment securities, it is reasonably possible that changes in the values
of investment securities will occur in the near term and that such changes could materially affect
the amounts reported in the statements of operations.
A description of the valuation techniques applied to the Corporation’s major categories of assets
and liabilities measured at fair value is as follows:
Fixed Income
The Corporation has investments in fixed income securities. The Corporation’s custodian prices
these investments using nationally-recognized pricing services. The Corporation’s fixed income
investments include U.S. government and agency securities and corporate bonds and debentures,
high-yield bonds, asset-backed securities and collateralized securities. Since fixed income
securities other than U.S. Treasury securities generally do not trade, the pricing services prepare
estimates of fair value measurements for these securities using their proprietary pricing
applications which include available relevant market information, benchmark curves,
benchmarking of similar securities, sector groupings and matrix pricing. These investments are
classified as Level 2 of the fair value hierarchy. U.S. Treasury securities are valued using quoted
market prices and are categorized as Level I of the fair value hierarchy.
(e)

Fixed Assets

Fixed assets are stated at cost, less accumulated depreciation and amortization. Depreciation and
amortization are computed to allocate the cost of those assets over their expected useful lives on
the straight-line method.
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Motor Vehicle Accident Indemnification Corporation
Notes to Financial Statements

Capitalized software costs are limited to purchased software and enhancement to the
Corporation’s information systems. The useful lives of computers and capitalized software costs
are between three to five years.
Leasehold improvements are amortized over the shorter of the lease term or the estimated useful
lives of the related assets.
(f)

Assessments

Assessments are periodically made of members to fund the Corporation’s operations. Assessments
are recorded as income when due. On December 4, 2015, the Board of Directors approved
assessments of $30 million for fiscal year 2016.
(g)

Reserve for Losses and Loss Adjustment Expenses (Allocated and Unallocated)

The reserve for losses and loss adjustment expenses (“LAE”) includes case basis estimates for
reported claims and estimates for losses incurred but not reported less anticipated subrogation
recoveries. Reserves for LAE are estimates of future expenses to be incurred in investigating and
settling all claims incurred prior to year-end. These reserves are determined using case-basis
evaluations and statistical analyses and represents estimates of ultimate net cost of all losses and
LAE incurred but unpaid at the balance sheet date. These reserves are subject to the impact of
future changes in claims severity and frequency, as well as numerous other factors. Management
believes that the liability is adequate, but the ultimate net cost of settling this liability may vary
from the estimated amounts. Accordingly, these estimates are continually reviewed and
adjustments, if any, are reflected in current operations.
Reserves for unallocated loss adjustment expenses (“ULAE”) are management’s estimate of future
administrative costs of managing claims, and are established based on a historical relationship of
paid ULAE as a percentage of paid losses applied to case and IBNR reserves.
If the Corporation’s actual future claims experience develops adversely to the currently estimated
ultimate liability and the Corporation’s net assets at that time is not adequate to provide for such
adverse development, the Corporation may increase prospective assessments from its members in
order to provide for such adverse claim development.
(h)

Concentration of Credit Risk

Financial instruments which potentially subject the Corporation to concentration of credit risk
consist primarily of cash and cash equivalents in excess of Federal Deposit Insurance Corporation
(“FDIC”) insurance limits. At various times during the year, the Corporation may have cash
deposits at financial institutions in excess of FDIC insurance limits. These financial institutions
have strong credit ratings and management believes that credit risk related to these accounts is
minimal.
The Corporation has not experienced any losses in such accounts and does not believe it is
exposed to any significant credit risk on its cash and cash equivalent accounts.
(i)

Pension and Post-Retirement Plans

In accordance with ASC 715, “Compensation – Retirement Benefits”, the Corporation recognized
the overfunded or underfunded status of its defined benefit pension and postretirement plans in
the statement of financial position. Changes in actuarial gains and losses, prior service costs and
transitional obligation are recognized as changes in unrestricted net assets.
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Notes to Financial Statements

(j)

Income Taxes

The Corporation is a not-for-profit organization that is exempt from Federal, state and local
income taxes under Section 501(c)(6) of the Internal Revenue Code (the “Code”), and therefore
has made no provision for income taxes in the accompanying financial statements. In addition, the
Corporation has been determined by the Internal Revenue Service (“IRS”) not to be a “private
foundation” within the meaning of Section 509(a) of the Code. There was no unrelated business
income for 2015 and 2014.
Under ASC 740, an organization must recognize the financial statement effects of a tax position
taken for tax return purposes when it is more likely than not that the position will not be
sustained upon examination. The Corporation does not believe it has taken any material uncertain
tax positions and, accordingly, it has not recognized any liability for unrecognized tax benefits.
The Corporation has filed for and received income tax exemptions in the jurisdictions where it is
required to do so. For the years ended December 31, 2015 and 2014, there were no interest or
penalties recorded or included in the statements of activities.
The Corporation is subject to routine audit by a taxing authority. As of December 31, 2015 and
2014, the Corporation was not subject to any examination by a taxing authority. The Corporation
believes it is no longer subject to income tax examinations for the years prior to 2012.
(k)

Deferred Rent

The Corporation recognizes rent expense based on a straight-line amortization of all rental
payments, including fixed rent increases, less any rental abatements, over the term of the lease.
Tenant allowances for leasehold improvements are amortized over the life of the lease on a
straight-line basis as an offset to rent expense. The difference between rent expense and the
actual lease payments is reflected as deferred rent and tenant allowance in the accompanying
statement of financial position.

3. Fair Value Measurements
Fair Value Hierarchy
The fair value estimates of most fixed maturity investments are based on observable market
information rather than market quotes. Accordingly, the estimates of fair value for such fixed
maturities, other than U.S. Treasury securities, provided by the pricing services are included in
the Level 2 disclosures. The estimated fair value of U.S. Treasury securities are included in the
amount disclosed in Level 1 as the estimates are based on unadjusted market prices.
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The following tables present the level within the fair value hierarchy at which the Corporation’s
financial assets and financial liabilities are measured on a recurring basis at December 31, 2015
and 2014, respectively:
December 31, 2015

Total

Fair Value Measurements Using
Quoted Prices
in Active
Significant
Markets for
Other
Significant
Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)

Assets
Fixed maturities:
U.S. Treasury securities
Corporate bonds
Mortgage and asset-backed securities
Total fixed maturities
Cash equivalents:
Money market

$ 8,180,051
19,480,150
28,255,146

$8,180,051
-

$
19,480,150
28,255,146

$-

$55,915,347

$8,180,051

$47,735,296

$-

$

$ 441,771

$

$-

441,771

-

December 31, 2014

Total

Fair Value Measurements Using
Quoted Prices
in Active
Significant
Markets for
Other
Significant
Identical
Observable
Unobservable
Assets
Inputs
Inputs
(Level 1)
(Level 2)
(Level 3)

Assets
Fixed maturities:
U.S. Treasury securities
Corporate bonds
Mortgage and asset-backed securities
Total fixed maturities
Cash equivalents:
Money market

$ 7,503,968
16,742,730
29,291,517

$7,503,968
-

$

16,742,730
29,291,517

$-

$53,538,215

$7,503,968

$46,034,247

$-

$ 2,255,906

$2,255,906

$

$-
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4. Investments
Fair values are based on quoted market prices. The amortized cost and carrying values of
investments in fixed maturity securities are as follows:
December 31, 2015
Amortized
Cost
U.S. Treasury securities
Corporate bonds
Mortgage and asset-backed securities

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair Value

$ 8,206,797
19,596,376
28,265,825

$

78
29,067
192,215

$ (26,824)
(145,293)
(202,894)

$ 8,180,051
19,480,150
28,255,146

$56,068,998

$221,360

$(375,011)

$55,915,347

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

$ 7,492,974
16,616,688
29,127,398

$ 20,172
147,517
325,026

$

(9,178)
(21,475)
(160,907)

$ 7,503,968
16,742,730
29,291,517

$53,237,060

$492,715

$(191,560)

$53,538,215

December 31, 2014

U.S. Treasury securities
Corporate bonds
Mortgage and asset-backed securities

Fair Value

The amortized cost and fair value of fixed maturity securities at December 31, 2015, by
contractual maturity, are shown below. Expected maturities will differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call
or prepayment penalties.
December 31, 2015
Due in one year or less
Due after one year through five years
Due after five years through ten years
Mortgage and asset-backed securities
Total
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Amortized Cost

Fair Value

$ 8,533,555
17,259,527
2,010,091
28,265,825

$ 8,492,060
17,163,312
2,004,829
28,255,146

$56,068,998

$55,915,347

Motor Vehicle Accident Indemnification Corporation
Notes to Financial Statements

The net investment income earned during the years ended December 31, 2015 and 2014 is
comprised of:
Year ended December 31,
Interest and dividends
Realized gains

2015

2014

$ 947,403
87,754

$1,123,465
59,030

1,035,157
(448,153)
(148,975)

Unrealized gains (losses)
Investment fees
Net investment income

$ 438,029

1,182,495
65,886
(146,755)
$1,101,626

Gross realized gains and (losses) from the sale of debt securities were $87,754 and $-0- and for
2015 and $59,030 and $-0- for 2014, respectively.

5. Fixed Assets, Net
Fixed assets, net, stated at cost, consist of the following:
December 31,

2015

Computer equipment
Computer software
Leasehold improvements
Furniture

$ 363,219
130,648
2,389,069
431,864
3,314,800
(978,316)

Less: Accumulated depreciation
Fixed assets, net

$2,336,484

2014
$

439,604
556,318
2,387,626
431,864

3,815,412
(1,268,059)
$ 2,547,353

Depreciation expense for the years ended December 31, 2015 and 2014 was $303,605 and
$314,950, respectively.
During 2015, the Corporation wrote off $593,347 for fully depreciated assets.
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6. Reserve for Loss and Allocated Loss Adjustment Expenses
Activity in the reserve for loss and allocated loss adjustment expenses is summarized as follows:

Balance at January 1
Incurred related to:
Current year
Prior years
Paid related to:
Current year
Prior years
Balance, at December 31

2015

2014

$ 45,641,018

$ 49,358,340

22,239,580
(1,701,782)

25,165,020
(7,816,630)

20,537,798

17,348,390

(3,205,224)
(17,125,147)

(4,019,867)
(17,045,845)

(20,330,371)

(21,065,712)

$ 45,848,445

$ 45,641,018

For the years ended December 31, 2015 and 2014, incurred loss and allocated loss adjustment
expense reserves attributable to insured events for prior years decreased by approximately $1.7
million and $7.8 million, respectively, as actual claim emergence was favorable to what was
contemplated at the previous year-end. This decrease is generally a result of ongoing analysis of
recent loss development trends. Original estimates are increased or decreased as additional
information becomes known regarding individual claims.

7. Employee Benefits
(a)

Defined Benefit Plan

The Corporation has in effect a noncontributory defined benefit pension plan (the “Pension Plan”)
covering substantially all of its employees. The Pension Plan takes part in an Immediate
Participation Guarantee (“IPG”) type funding vehicle under which there is direct participation by
the Pension Plan in the fund’s mortality and investment experience.
Net periodic pension cost included the following components:
Year ended December 31,

2015

2014

Service cost – benefits earned during the year
Interest cost on projected benefit obligation
Expected return on plan assets
Net amortization and deferral

$ 113,838
269,630
(169,611)
92,559

$ 113,961
291,737
(155,805)
35,218

Net periodic pension cost

$ 306,416

$ 285,111
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An analysis of change in fair value of plan assets is as follows:
December 31,

2015

2014

Fair value of plan assets at beginning of the year
Actual return on plan assets
Employer contributions
Benefits disbursed from plan assets

$4,233,270
(18,548)
275,000
(221,264)

$4,115,821
159,353
173,433
(215,337)

Fair value of plan assets at the end of the year

$4,268,458

$4,233,270

The following table sets forth the changes in the Pension Plan’s benefit obligations and related
amounts:
December 31,

2015

2014

Change in projected benefit obligation:
Benefit obligation, beginning of year
Service cost
Interest cost
Actuarial (gain) loss
Benefits paid

$7,053,597
113,838
269,630
(196,497)
(221,264)

$6,276,825
113,961
291,737
586,411
(215,337)

Benefit obligation, end of year

$7,019,304

$7,053,597

Accumulated benefit obligation

$6,655,225

$6,601,518

Vested benefit obligation

$6,655,225

$6,601,518

2015

2014

The funded status of the Pension Plan is as follows:
December 31,
Benefit obligation
Fair value of Plan assets

$(7,019,304)
4,268,458

$(7,053,597)
4,233,270

Accrued pension obligation

$(2,750,846)

$(2,820,327)

Amounts recognized in unrestricted net assets consist of:
December 31,

2015

Actuarial loss

$(1,387,516)
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The following benefit payments which reflect expected future service, as appropriate, are
expected to be paid:
Year ending December 31,
2016
2017
2018
2019
2020
2021-2025

$ 270,000
270,000
290,000
300,000
340,000
2,150,000

Investment Policy and Fair Value Measurements
The Pension Plan assets are intended, over time, to satisfy the obligation of the Corporation to
provide retirement benefits in accordance with the plan’s terms. The Corporation’s portfolio is
invested in mutual funds held in a variable annuity account and a Guaranteed Deposit Fund
(“GDF”), issued by Prudential Retirement Insurance and Annuity Company (“PRIAC”). GDF is
designed to provide liquidity and safety of the principal with a competitive rate of return.
Principal and accumulated interest is fully guaranteed by PRIAC. GDF invests in a broadly
diversified fixed income portfolio within PRIAC’s general account which is primarily invested in
public bonds, commercial mortgages and private placement bonds. The value of the GDF is based
on contributions received, distributions and other deductions, and interest credited to the
account. The market value of the GDF is determined by applying the composite market value
factor, which is calculated, based on discounted cash flow methodology, to the book value. At
December 31, 2015 and 2014 the book value was $1,878,833 and $1,947,013, respectively. The
mutual funds are valued at the daily closing price as reported by the fund. Mutual funds held by
the Corporation’s Pension Plan are open-end mutual funds that are registered with the Securities
and Exchange Commission. These funds are required to publish their daily NAV and to transact at
that price. The mutual funds held by the Corporation’s Pension Plan are deemed to be actively
traded.
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The assets and liabilities of the Corporation’s Pension Plan are recorded at fair value hierarchy in
accordance with ASC 820. See Note 2 for a discussion of the Corporation’s policy regarding this
hierarchy. The following tables present the level within the fair value hierarchy at which the
Corporation’s Pension Plan assets are measured on a recurring basis at December 31, 2015 and
2014:
December 31, 2015

Total
Assets:
Mutual funds:
Large U.S. equity
International equity
Short-term fixed income
Fixed income
Guaranteed deposit fund
Total assets at fair value

Fair Value Measurements Using
Quoted Prices in
Active Markets Significant Other
Significant
for Identical Observable Inputs
Unobservable
Assets (Level 1)
(Level 2)
Inputs (Level 3)

$ 787,763
177,288
114,644
1,224,703
1,964,060

$ 787,763
177,288
114,644
1,224,703
-

$-

$

1,964,060

$4,268,458

$2,304,398

$-

$1,964,060

December 31, 2014

Total
Assets:
Mutual funds:
Large U.S. equity
International equity
Short-term fixed income
Fixed income
Guaranteed deposit fund
Total assets at fair value

Fair Value Measurements Using
Quoted Prices in
Active Markets Significant Other
Significant
for Identical Observable Inputs
Unobservable
Assets (Level 1)
(Level 2)
Inputs (Level 3)

$ 774,746
145,808
111,113
1,111,146
2,090,457

$ 774,746
145,808
111,113
1,111,146
-

$ -

$

2,090,457

$4,233,270

$2,142,813

$ -

$2,090,457

The following table sets forth a summary of changes in the Pension Plan’s assets measured at fair
value using Level 3 inputs on a recurring basis:
Year ended December 31,

2015
Guaranteed Account

2014

Balance, beginning of year
Benefit payments
Administrative charges
Net investment income
Unrealized (loss) gain

$2,090,457
(132,657)
(21,963)
86,440
(58,217)

$2,169,580
(145,805)
(20,989)
87,145
526

Balance, end of year

$1,964,060

$2,090,457
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Assumptions used in calculations included the following:
2015
Discount rate used to determine the projected benefit
obligation
Discount rate used to determine net periodic pension cost
Rate of compensation increase
Expected long-term rate of return on assets

4.40%
3.90
4.00
5.25

2014
3.90%
4.75
4.00
5.25

The expected long-term return on plan assets assumption was developed as a weighted average
rate based on the target asset allocation of the plan and the long-term capital market
assumptions. The overall return for each asset class was developed by combining a long-term
inflation component and the associated expected real rates. The development of the capital
market assumptions utilized a variety of methodologies, including, but not limited to, historical
analysis, stock valuation models such as dividend discount models and earnings yields models,
expected economic growth outlook, and market yields analysis.
(b)

401(k) Plan

The Corporation has in effect a contributory defined contribution plan covering substantially all of
its employees. The Corporation matches up to 4.5% of salaries for all employees not in the Pension
Plan. For the years ended December 31, 2015 and 2014, the Corporation’s contributed portion was
$74,743 and $62,127 and the employees’ contributed portion was $149,301 and $139,315,
respectively.
(c)

Supplemental Executive Retirement Plan

The Corporation sponsors an unfunded supplemental executive retirement plan (the “Plan")
covering certain members of senior management. The Plan provides a minimum level of benefits
based upon years of experience and also provides benefits that may be subject to certain
limitations imposed by the Internal Revenue Code.
Net periodic pension cost included the following components:
Year ended December 31,
Service cost
Interest cost
Net amortization and deferral
Net periodic pension cost

20

2015

2014

$35,754
13,523
17,273

$45,943
12,547
15,066

$66,550

$73,556
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An analysis of change in fair value of Plan assets is as follows:
December 31,

2015

Fair value of Plan assets at beginning of year
Employer contributions
Benefits paid
Fair value of Plan assets at the end of year

2014

$-

$

$-

$

15,732
(15,732)
-

The following table sets forth the changes in the Plan's benefit obligations and related amounts:
December 31,

2015

Change in projected benefit obligation:
Benefit obligation at beginning of year
Service cost
Interest cost
Actuarial (gain) loss
Benefits paid
Projected benefit obligation, end of year
Accumulated benefit obligation

2014

$346,733
35,754
13,523
(121,744)
-

$264,145
45,943
12,547
39,830
(15,732)

$274,266

$346,733

$22,685

$ 53,469

2015

2014

The funded status of the Plan is as follows:
December 31,
Benefit obligation
Fair value of Plan assets
Accrued pension obligation

$(274,266)
-

$(346,733)
-

$(274,266)

$(346,733)

The following benefit payments which reflect expected future service, as appropriate, are
expected to be paid:
Year ending December 31,
2016
2017
2018
2019
2020
2021-2025

$
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Assumptions used in calculations included the following:
December 31,

2015

2014

Discount rate used to determine the projected benefit
obligation
Discount rate used to determine net periodic pension cost
Rate of compensation increase

4.40%
3.90
4.00

3.90%
4.75
4.00

8. Postretirement Benefits
In addition to the Corporation’s pension plan, the Corporation sponsors a defined benefit health
care plan that provides postretirement medical benefits to retired employees.
As of April 1, 2005, the Corporation ceased to sponsor retiree benefits to new employees. As of
this date, employees aged 55 or above are eligible for these benefits with 5 years of service and
employees aged 54 or younger require 15 years of service. In addition, the employees must be
aged 62 and must be active employees at the time of retirement to qualify for these benefits. The
Corporation’s policy is to fund the cost of medical benefits. The plan contains cost-sharing
features such as deductible items and coinsurance. The Corporation accrues the costs of
postretirement benefits during the years that employees render service.
The Corporation’s unfunded liability as of December 31, 2015 was $2,822,362, which was
calculated using a weighted-average discount rate of 4.50%. The initial transition obligation of
$959,000 is being amortized over the plan participants’ future service periods (19.8 years). The
gain or initial liability is $1,162,000 which is amortized over 12.1 years.
The components of postretirement benefit costs for the years ended December 31, 2015 and 2014
included the following:
2015
Service cost
Interest cost
Amortization of initial liability and actuarial gain
Net periodic benefit cost

2014

$ 56,588
163,483
(275,501)

$ 69,412
189,772
(262,493)

$ (55,430)

$

(3,309)

The components of the accumulated postretirement benefit obligation (“APBO”) as of
December 31, 2015 and 2014 included the following:
2015
Assets
Accumulated postretirement benefit obligation:
Retirees
Actives

$

Accrued liability
22

-

2014
$

-

1,837,049
985,313

2,714,104
1,446,167

$2,822,362

$4,160,271
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Impact of change in health care inflation rates is as follows:
December 31, 2015
Trend + 1%
Service and interest cost
APBO

$ 35,231
462,714

Trend - 1%
$

(29,011)
(355,694)

December 31, 2014
Trend + 1%
Service and interest cost
APBO

$ 47,272
568,251

Trend - 1%
$ (38,164)
(478,180)

The reconciliation of change in accumulated postretirement benefit obligation (“APBO”) is as
follows:
2015

2014

APBO, beginning of year
Service cost
Interest cost
Actuarial gain
Claims paid

$4,160,271
56,588
163,483
(1,411,594)
(146,386)

$4,066,250
69,412
189,772
(23,077)
(142,086)

APBO, end of year

$2,822,362

$4,160,271

2015

2014

Amounts recognized in unrestricted net assets consist of:
December 31,
Actuarial gain (loss)
Prior service credit

$ (847,064)
(291,728)

$ 585,705
(588,404)

$(1,138,792)

$ (2,699)

The following is a summary of projected benefit payments in future years:
Year ending December 31,
2016
2017
2018
2019
2020
2021-2025

$ 89,743
98,876
108,166
121,016
128,743
761,781
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The weighted average discount rate used in determining the accumulated postretirement benefit
obligation was 4.50% and 4.00% at December 31, 2015 and 2014, respectively. The weighted
average discount rate used in determining the net periodic postretirement expense was 4.50% and
4.00% at December 31, 2015 and 2014, respectively. The healthcare cost trend rate used at
December 31, 2015 and 2014 was 5.0% for both years.
On December 8, 2003, the President signed into law the Medicare Prescription Drug Improvement
and Modernization Act of 2003 (the “Act”). The Act introduces a prescription drug benefit under
Medicare (Medicare Part D) as well as a Federal subsidy to sponsors of retiree healthcare benefit
plans that provide a benefit that is at least actuarially equivalent to Medicare Part D. The
Corporation will not be seeking a subsidy for 2015 and 2014. The impact of the Act is not reflected
in the liabilities.
In March 2010, the Patient Protection and Affordable Care Act (“PPACA”) was enacted. The key
aspect of the PPACA affecting the Corporation’s cost of providing retiree medical benefits is the
excise (“Cadillac”) tax on high-cost plans.
The Corporation’s medical plans are expected to be subject to the tax beginning in 2020. Based on
the Corporation’s cost-sharing policy for medical benefits, 85% of the tax is assumed to be payable
by the Corporation. The inclusion of the excise tax increases the plan's benefit obligations by
$58,405.
Employer contributions expected to be paid in 2016 are $89,743.

9. Commitments and Contingencies
In May 2012, the Corporation entered into a new 15 year lease for office space. Under the lease,
the Corporation received an incentive of one year free rent starting at the inception of the lease,
along with a construction allowance of $1,661,201 for leasehold improvements. Base rent and the
construction allowance is expensed on a straight-line basis over the life of the lease. At
December 31, 2015 and 2014, $905,276 and $870,435, respectively, of deferred rent and
$1,289,161 and $1,392,986, respectively, of construction allowance is included in deferred rent
and tenant allowance on the statements of financial position.
Future minimum annual rental payments for office and several equipment leases are as follows:
Year ending December 31,
2016
2017
2018
2019
2020
Thereafter

$

780,430
780,430
832,459
869,622
869,622
6,895,657

$11,028,220
Total rent expense for the years ended December 31, 2015 and 2014 amounted to $753,386 and
$727,463, respectively.
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The Corporation is subject to various forms of litigation in the normal course of business. It is the
opinion of management that the outcome of such litigation will not have a material effect on the
Corporation’s financial statements.

10. Subsequent Events
The Corporation’s management has performed subsequent event procedures through March 17,
2016, which is the date the financial statements were available to be issued, and there were no
subsequent events requiring adjustments to the financial statements or disclosures as stated
herein.
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Year ended December 31,

2015

2014

$3,761,397
1,238,379
285,904

$3,477,239
1,120,351
289,877

5,285,680

4,887,467

Occupancy:
Rent and related costs

783,710

760,432

Professional fees:
Auditing
Network expense
Legal and consulting

107,059
274,901
468,049

184,957
198,591
329,105

850,009

712,653

143,916
35,413
43,978
80,218
110,000
27,917
16,125
32,294
112,864
54,847
303,605
133,016
4,962
22,052
312,312

133,823
36,166
34,756
83,754
110,000
27,584
16,328
42,117
141,920
55,003
314,950
117,688
8,780
23,052
194,329

1,433,519

1,340,250

897,424

-

$9,250,342

$7,700,802

General and Administrative Expenses:
Salaries and fringe benefits:
Salaries
Employee relations and welfare
Payroll taxes

Other administrative expenses:
Postage
Telephone
Printing, stationery and periodicals
Furniture and equipment expense
DMV search
Outside service
Miscellaneous
Special investigations unit
Legal Department
Repairs and maintenance
Depreciation expense
Insurance
Bank fees
Travel and related items
Arbitration fees
Change in unallocated loss adjustment expense
Total General and Administrative Expenses
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