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MEMBER EQUITY (SURPLUS) 
 
What is member equity (surplus) as it relates to an insurance pool? 
 
Member equity (surplus) is an amount of money the Group holds which is above the amount 
necessary to pay claims (ultimate liability). 
 
How is the ultimate liability amount determined? 
 
An independent actuary determines the ultimate liability of the Group by studying past 
(historical) claim payout trends.  Based on history the actuary projects the ultimate liability.  This 
ultimate liability is “booked” into the financials as an expense. 
 
How much member equity (surplus) is required for the Group? 
 
A different independent actuary performs a study of the Group’s risk characteristics.  This study 
culminates in a dollar figure known as Risk Based Capital (RBC).  The RBC amount is the 
minimum member equity (surplus) the Group should maintain in order to be prepared for 
unplanned events.  Examples of unplanned events are natural disasters, law changes which 
result in unforeseen claims (FLMA) or uncollectables.  The original RBC calculation during the 
2010 study was $25 million.  The attached report by Sigma Consulting summarizes this 
calculation. 
 
Since the RBC is a minimum number the question of “what is enough?” still needs to be defined.  
In the Sigma report they estimated an appropriate amount of member equity (surplus) to be 2.5 
x RBC. 
 
Through discussions with Sigma it was learned that all commercial insurance carriers are 
required to have an RBC calculated.  Each year these markets report their RBC and total 
member equity (surplus) to the state insurance commissioner within their domicile.  This ratio of 
RBC to member equity (surplus) is then used to evaluate the financial stability of the insurance 
company. 
 
Each state commissioner reports these findings to the National Association of Insurance 
Commissioners (NAIC).  The NAIC publishes this information yearly. 
 
The Group Trustees decided to use this information in determining a member equity (surplus) 
guideline.  In this way the wisdom of the entire insurance market is layered into the Group’s 
member equity (surplus) guideline.  Instead of a yearly ratio it was decided to use a five year 
average in order to smooth out potential sharp fluctuations in the RBC to member equity 
(surplus) ratio. 
 
This five year average is utilized once a year to evaluate the Group’s member equity (surplus) 
needs.  In addition, Sigma recommended to inflation adjust their original RBC calculation yearly.  
The entire calculation is presented each year during the September meeting for Trustee review.   
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