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Report of Independent Auditors

Board of Directors
Illinois Mine Subsidence Insurance Fund

Opinions
We have audited the accompanying individual and combined statutory financial statements of the
Residential and Commercial Sub-Funds of the Illinois Mine Subsidence Insurance Fund (the "Fund"),
which comprise the individual and combined balance sheets - statutory as of December 31, 2023
and 2022, and the related individual and combined statements of income - statutory, changes in
surplus - statutory, and cash flows - statutory for the years then ended, and the related notes to the
statutory financial statements.

Unmodified Opinion on Regulatory Basis of Accounting
In our opinion, the accompanying statutory financial statements present fairly, in all material
respects, the admitted assets, liabilities, and surplus of the individual and combined Residential and
Commercial Sub-Funds of the Illinois Mine Subsidence Insurance Fund as of December 31, 2023 and
2022, and the results of their operations and their cash flows for the years then ended, in
accordance with the basis of accounting described in Note 2.

Adverse Opinion on U.S. Generally Accepted Accounting Principles
In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion
on U.S. Generally Accepted Accounting Principles section of our report, the statutory financial
statements do not present fairly, in accordance with accounting principles generally accepted in the
United States of America, the financial position of the individual and combined Residential and
Commercial Sub-Funds of the Illinois Mine Subsidence Insurance Fund as of December 31, 2023 and
2022, or the results of their operations or their cash flows for the years then ended.

Basis for Opinions
We conducted our audits in accordance with auditing standards generally accepted in the United
States of America ("GAAS"). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
required to be independent of the Fund, and to meet our other ethical responsibilities, in
accordance with the relevant ethical requirements relating to our audits. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles
As described in Note 2 to the statutory financial statements, the Fund prepared these statutory
financial statements using accounting practices prescribed or permitted by the Illinois Department
of Insurance, which is a basis of accounting other than accounting principles generally accepted in
the United States of America. The effects on the statutory financial statements of the variances
between these statutory accounting practices described in Note 2 and accounting principles
generally accepted in the United States of America, although not reasonably determinable, are
presumed to be material and pervasive.



Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of these statutory financial
statements in accordance with the accounting practices prescribed or permitted by the Illinois
Department of Insurance. Management is also responsible for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of statutory
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the statutory financial statements, management is required to evaluate whether there
are conditions or events, considered in the aggregate, that raise substantial doubt about the Fund's
ability to continue as a going concern for one year after the date that the statutory financial
statements are issued. 

Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the statutory financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is
not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with
GAAS will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the statutory
financial statements.

In performing an audit in accordance with GAAS, we

 Exercise professional judgment and maintain professional skepticism throughout the audit.

 Identify and assess the risks of material misstatement of the statutory financial statements,
whether due to fraud or error, and design and perform audit procedures responsive to those
risks. Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the statutory financial statements.

 Obtain an understanding of internal control relevant to the audit 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 Fund’s internal control. Accordingly, no such opinion is
expressed.

 Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
statutory financial statements.

 Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Fund’s ability to continue as a going concern for a
reasonable period of time.
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We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control–related matters that we identified during the audit.

Park Ridge, Illinois
May 30, 2024
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements

Years ended December 31, 2023 and 2022

Note 1 - Organization and Nature of Operations

Illinois Mine Subsidence Insurance Fund was established by Illinois statute and is governed by Article
XXXVIIIA (the “Article”) of the Illinois Insurance Code. The purpose for establishing the Fund was to
create a private reinsurer that offered mine subsidence reinsurance coverage to insurers doing
business within the State of Illinois. The Fund was divided into two separate sub-funds (the “sub-
funds”) effective January 1, 1994. The Residential Sub-Fund provides reinsurance for mine
subsidence losses arising from residential and living unit coverage. The Commercial Sub-Fund
provides reinsurance for mine subsidence losses arising from commercial coverage.

According to the Article, the assets of the Residential Sub-Fund shall not be used to reimburse
insurers for losses for commercial coverage and, likewise, the assets of the Commercial Sub-Fund
shall not be used to reimburse insurers for losses for residential or living unit coverage.

By law, all insurance companies authorized to write basic property insurance in Illinois are required
to offer mine subsidence insurance coverage. A mine subsidence loss is defined as a loss resulting
from lateral or vertical ground movement, caused by a failure at the mine level, of man-made
underground mines. Such insurance companies must further enter into reinsurance agreements
with the Fund in which each company agrees to cede 100% of residential and commercial mine
subsidence insurance to the Fund. In consideration for the ceding commission retained by such
companies, they also agree to undertake adjustment of losses, payment of premium taxes and
certain other expenses related to the sale of policies and certain aspects of the administration of the
mine subsidence program.

Under the terms of the reinsurance agreements, the sub-funds will reimburse the ceding company
for each claim, up to $750,000 per commercial building for policies issued or renewed on or after
July 1, 2011 ($350,000 prior to July 1, 2011) and up to $750,000 per residential structure for policies
issued or renewed on or after April 1, 2008 ($350,000 prior to April 1, 2008). Additionally, in
accordance with Article, Section 806.1b of the Illinois Insurance Code, ceding insurers are not
required to pay any claim for losses resulting from mine subsidence except to the extent that the
amount available in the respective sub-fund is sufficient to reimburse the insurer.

Each ceding company is required to report the results of mine subsidence premium transactions
and remit ceded premiums to the Fund on a quarterly basis. Such reports are due no later than 45
days after the close of each calendar quarter. Each ceding company is also required to report mine
subsidence claim activity as it is reported by its policyholders.
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 2 - Summary of Significant Accounting Policies

Basis of Reporting
These statutory financial statements have been prepared in accordance with accounting practices
prescribed or permitted by the Illinois Department of Insurance (“SAP”), which is a comprehensive
basis of accounting other than accounting principles generally accepted in the United States of
America ("GAAP"). Prescribed accounting practices include a variety of publications of the National
Association of Insurance Commissioners ("NAIC"), including the NAIC Accounting Practices and
Procedure Manual, as well as state laws, regulations and general administrative rules. Permitted
statutory accounting practices encompass all accounting practices that are not prescribed; such
practices differ from state to state, may differ from company to company within a state, and may
change in the future. There are no differences with respect to the Fund's statutory financial
statements between SAP and the NAIC basis accounting practices. 

The more significant variances between SAP and GAAP that affect the Fund are as follows:

a. Investments: Investments are valued in accordance with methods prescribed by the NAIC as set
forth in Notes 2 and 3. Under SAP, bonds are generally carried at amortized cost or fair value
based on rating received from the NAIC. Under GAAP, investments in bonds, other than those
intended to be held-to-maturity, are recorded at fair value, with unrealized gains and losses
recorded as either a separate component of accumulated other comprehensive income, net of
tax (for bonds classified as "available-for-sale"), or as a direct charge to net income (bonds
classified as "trading" securities). Under SAP, unrealized gains and losses on investments in
equity securities are generally recorded as a direct credit or charge to surplus, net of the
adjustment for deferred federal income taxes. Under GAAP, unrealized gains and losses on
equity securities are reported directly in net income. Effective in 2023, the impairment and
credit loss model is different for SAP and GAAP purposes.

b. Policy Acquisition Costs: Acquisition costs, such as commissions and other costs related to
acquiring new business, are expensed as incurred under SAP; under GAAP, those costs related
to successful contract acquisition, to the extent recoverable, are deferred and amortized as the
related premiums are earned.

c. Deferred Income Taxes: Under SAP, the net deferred tax asset is computed for federal income
taxes only and is subject to certain admissibility limitations based on prescribed rules. Changes
in deferred taxes are reflected in surplus. Under GAAP, deferred taxes are provided for federal
and state income taxes with changes generally reflected in the statements of income.

d. Non-admitted Assets: Non-admitted assets are excluded through a charge against surplus under
SAP; under GAAP, non-admitted assets are reinstated to the balance sheet, net of any valuation
allowance.
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)

e. Comprehensive Income: Comprehensive income and its components are not presented in the
statutory financial statements, which is required under GAAP.

f. Realized Gains or Losses: Under SAP, realized gains or losses are reported net of related federal
income taxes while, under GAAP, such gains or losses are reported gross of tax.

g. Statements of Cash Flows: Cash and cash equivalents in the accompanying statutory statements
of cash flows represent cash balances and investments with initial maturities of one year or
less. Under GAAP, the corresponding caption cash and cash equivalents would include cash
balances and investments with initial maturities of three months or less. Under GAAP,
presentation of a reconciliation of net income to cash from operations is required. No such
reconciliation is required under SAP.

The effects of the foregoing variances between SAP and GAAP have not been determined, but are
presumed to be material. 

Accounting by the Sub-Funds
Premiums are credited and claim and claim adjustment expense is charged, net of related
subrogation, to the Residential Sub-Fund or Commercial Sub-Fund based upon the nature of the
insured property. The sub-funds’ investment balances reflect their pro rata, undivided interests in
the investment portfolio and are based on each sub-fund’s respective cumulative investing activity.
Investment income and expenses are allocated based upon the sub-fund’s respective ownership of
the investment portfolio, which is determined on a quarterly basis. Realized capital gains and losses
are allocated based upon each sub-fund’s respective share of the proceeds from the related sales.
Other underwriting expenses are allocated to each sub-fund by formula, based on written premium.
For the year ended December 31, 2023, the allocation percentage was 78% and 22% for the
Residential Sub-Fund and Commercial Sub-Fund, respectively. For the year ended December 31,
2022, the allocation percentage was 77% and 23% for the Residential Sub-Fund and Commercial
Sub-Fund respectively. The Fund’s income taxes are allocated between the sub-funds based on their
pretax income.

Premium Revenue
Insurance premiums, as reported by ceding companies, are deferred as unearned premiums and
earned on a pro rata basis over the terms of the policies. Premiums receivable relate to amounts
due from ceding companies related to premiums collected on behalf of the Fund.
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)

Loss and Loss Adjustment Expense Reserves
The reserve for loss and loss adjustment expense is the estimated amount necessary to settle both
reported and unreported claims of reinsured losses based on (a) case basis estimates for losses
reported by third-party ceding companies, adjusted in the aggregate for ultimate loss expectations,
(b) estimates of unreported losses based upon past experience and (c) estimates of future expenses
to be incurred in the settlement of losses (see Note 5).

In establishing the liability for loss and loss adjustment expenses, the Fund performs an
independent calculation, comparing the findings to an independent consulting actuary. The choice
of reserving methodology utilized by the actuary considers the number of years of experience, and
the age of the accident year being developed. The following methods were used to evaluate ultimate
retained losses for the Fund: Incurred plus Adjusted Case Reserve Development Method, Paid Loss
Development Method, Bornhuetter-Ferguson using Earned Premiums and Adjusted Incurred Loss
Method, Bornhuetter Ferguson using Earned Premiums and Paid Loss Method, Frequency and
Severity Method, and Adjusted Frequency and Severity Method.

Commissions
For the years ended December 31, 2023 and 2022, third-party ceding companies retain 15% of the
Residential and 20% of the Commercial premiums remitted to the Fund as commission, respectively.

Cash and Cash Equivalents
Cash and cash equivalents consist primarily of cash on deposit in bank accounts and money market
funds. As of December 31, 2023 and 2022, qualifying money market funds are considered to be cash
equivalents. At times, cash and cash equivalents may exceed Federal Deposit Insurance Corporation
("FDIC") insurance levels or may not be covered by FDIC insurance. The Fund believes it is not
exposed to any significant credit risk on cash.

Investments
Investments are carried at values prescribed by the NAIC. Bonds are carried at values based on
categories established by the NAIC that are primarily influenced by credit ratings. Bonds are carried
at amortized cost or, for lower credit ratings, at the lower of amortized cost or NAIC fair value. 

Common stocks are reported at fair value and the related net unrealized capital gain or loss is
charged or credited directly to surplus, net of income tax.

Investment income consists primarily of interest and dividends and is recognized on an accrual
basis. Realized capital gains and losses, resulting from sales of investments, represent the difference
between the net proceeds and the cost or amortized cost of investments sold, determined on a
specific-identification basis.
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 2 - Summary of Significant Accounting Policies (Continued)

Investments (continued)
The Fund reviews its investment portfolio for factors that may indicate that a decline in the fair value
of any investment is other than temporary impairment ("OTTI"). These declines in fair value are
computed on a specific-identification method and are reflected in the statements of income -
statutory in the period in which the decline was determined to be other than temporary. Where a
decline in value has occurred, that is, other than temporary, investments will be written down to
their estimated realizable value, generally fair value. The Fund did not record any other than
temporary write downs in investments for the years ended December 31, 2023 and 2022,
respectively.

Real Estate
Real estate represents Fund-owned and occupied office space which is depreciated on a straight-line
basis over 31.5 years, the estimated life of the property.

Pension and Other Post Retirement Plans
Any underfunded defined benefit pension and other post retirement plan amounts, are recognized
as a liability and included in accrued expenses. Benefits expected to be earned by unvested
participants are included in the calculation of net periodic pension cost and the projected benefit
obligation is used to determine the related liabilities.

Use of Estimates
The preparation of financial statements in conformity with statutory accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the statutory
financial statements and accompanying notes. The most significant estimates include reserves for
loss and loss adjustment expense. Actual results could differ from those estimates.

Risks and Uncertainties
The Fund invests in various investment securities. Investment securities are exposed to various risks
such as interest rate, market, liquidity, and credit risk. Due to the level of risk associated with certain
investment securities, it is at least reasonably possible that changes in the values of investment
securities may occur in the near term and those changes could materially affect the amounts
reported on the statutory balance sheets.

Reclassifications
Certain 2022 balances have been reclassified to conform to the 2023 presentation. These changes
had no effect on the Fund's results of operations or financial position at December 31, 2023.

Subsequent Events
The Fund evaluated subsequent events for recognition and disclosure through May 30, 2024, the
date the statutory financial statements were available to be issued, and has not noted any events or
transactions requiring recognition or disclosure. 

12



Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 3 - Investments

The Residential and Commercial Sub-Funds have undivided interests in the investment portfolio of
approximately 71% and 29% as of December 31, 2023 and 2022, respectively. The amortized cost, or
cost for common stock, gross unrealized gains and losses, and fair value of investments in debt
securities and common stocks are as follows:

Amortized Gross Unrealized Fair
At December 31, 2023 Cost Gains Losses Value

Corporate bonds $ 118,847,396 $ 637,677 $ (9,457,509) $ 110,027,564
State and municipal bonds 65,711,067 290,179 (2,485,047) 63,516,199
Asset-backed bonds 9,189,260 7,361 (628,653) 8,567,968
Mortgage-backed bonds 85,687,081 220,152 (9,904,982) 76,002,251

Total debt securities $ 279,434,804 $ 1,155,369 $ (22,476,191) $ 258,113,982

Amortized Gross Unrealized Fair
At December 31, 2022 Cost Gains Losses Value
Corporate bonds $ 113,295,350 $ 20,075 $ (12,729,109) $ 100,586,316
State and municipal bonds 68,978,694 201,356 (3,637,958) 65,542,092
Asset-backed bonds 9,850,595 1,226 (898,828) 8,952,993
Mortgage-backed bonds 79,348,358 70,924 (11,043,965) 68,375,317

Total debt securities $ 271,472,997 $ 293,581 $ (28,309,860) $ 243,456,718

Gross Unrealized Fair
At December 31, 2023 Cost Gains Losses Value

Common stocks $ 7,880,080 $ 622,510 $ (329,895) $ 8,172,695

Gross Unrealized Fair
At December 31, 2022 Cost Gains Losses Value

Common stocks $ 7,939,328 $ 327,365 $ (286,931) $ 7,979,762
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 3 - Investments (Continued)

The Fund's bond portfolio is sensitive to interest rate fluctuations, which impact the fair value of
individual securities. Virtually all unrealized losses on bonds were caused by certain securities with
stated interest rates currently below market rates. The Fund does not believe the unrealized losses
represent an other-than-temporary impairment as of December 31, 2023 or 2022, and has the
intent and ability to hold until maturity or recovery. 

The summary of the amortized cost and fair value of the Fund's investment in debt securities at
December 31, 2023 by contractual maturity, is shown below:

Amortized Fair
Cost Value

Years to maturity
One or less $ 5,550,724 $ 5,479,979
After one through five 73,973,578 72,316,817
After five through ten 50,340,414 46,518,039
After ten 54,693,747 49,228,928
Mortgage and asset-backed securities 94,876,341 84,570,219

Total securities $ 279,434,804 $ 258,113,982

Actual maturities may differ from those scheduled as a result of prepayments by the issuers.

The proceeds from sales and calls of investments and the related gross realized gains (losses) on
those sales as of December 31 are as follows: 

2023 2022

Proceeds from sales and calls:
Bonds $ 31,440,883 $ 35,385,864
Common stocks 1,889,154 299,616

Bonds:
Gross realized gains on sales 11,167 120,166
Gross realized losses on sales (221,462) (48,278)

Common stocks:
Gross realized gains on sales 121,436 1,982
Gross realized losses on sales (197,784) (29,514)

Net realized (losses) gains on sales (286,643) 44,356
Income tax benefit (expense) 60,195 (9,315)

Net realized (losses) gains on sales, net of tax $ (226,448) $ 35,041
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Illinois Mine Subsidence Insurance Fund

Notes to Statutory Financial Statements (Continued)

Note 3 - Investments (Continued)

The Fund had fourteen bonds sold, disposed, or redeemed in 2023 as a result of a callable feature.
Investment income of $0 was recorded as a result of prepayment penalties and acceleration fees at
December 31, 2023. The Fund had seventeen bonds sold, disposed, or redeemed in 2022 as a result
of a callable feature. Investment income of $6,241 was recorded as a result of prepayment penalties
and acceleration fees at December 31, 2022.

Net investment income is composed of the following for the years ended December 31:

2023 2022
Investment income

Corporate bonds $ 4,132,011 $ 3,776,744
State and municipal bonds 1,994,875 2,063,872
Asset-backed bonds 303,595 232,668
Mortgage-backed bonds 2,527,089 1,851,547
Common stock 235,074 96,737
Cash and cash equivalents 90,010 47,770

Total investment income 9,282,654 8,069,338
Expenses

Investment expenses incurred (349,308) (340,359)

Net investment income $ 8,933,346 $ 7,728,979

Interest income due and accrued was $2,202,797 and $2,105,133 as of December 31, 2023 and 2022,
respectively. No amounts were nonadmitted.

Note 4 - Fair Value of Financial Instruments

The Fund follows a three-level hierarchy for fair value measurements that distinguishes between
market participant assumptions developed based on market data obtained from sources
independent of the reporting entity (“observable inputs”) and the reporting entity’s own
assumptions developed based on the best information available in the circumstances
(“unobservable inputs”). The hierarchy level assigned to financial instruments recorded at fair value
is based on the Fund’s assessment of the transparency and reliability of the inputs used in the
valuation of such instrument at the measurement date. The three hierarchy levels are defined as
follows:

Level 1 – Valuations based on unadjusted quoted market prices in active markets for identical
securities that the Fund has the ability to access.
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Notes to Statutory Financial Statements (Continued)

Note 4 - Fair Value of Financial Instruments (Continued)

Level 2 – Valuations based on observable inputs (other than Level 1 prices), such as quoted prices
for similar assets at the measurement date; quoted prices in markets that are not active; or other
inputs that are observable, either directly or indirectly.

Level 3 – Valuations based on inputs that are unobservable and significant to the overall fair value
measurement and involve management judgment.

If the inputs used to measure fair value fall in different levels of the fair value hierarchy, the
instrument is placed in the hierarchy level based upon the lowest level of input that is significant to
the fair value measurement. Fair value estimates are made at a specific point in time based on
relevant market information about the financial instrument. These estimates are subjective in
nature and involve uncertainties and matters of significant judgment and, therefore, cannot be
determined with precision. Changes in assumptions could significantly affect the estimates.

Financial Assets Measured at Fair Value
The tables below present the Fund’s investments aggregated by the level in the fair value hierarchy
within which those measurements fall.

As of December 31, 2023

Description Level 1 Level 2 Level 3 Total Fair Value
Admitted Asset

Value

Corporate bonds $ - $ 110,027,564 $ - $ 110,027,564 $ 118,847,396
State and municipal bonds - 63,516,199 - 63,516,199 65,711,067
Asset-backed bonds - 8,567,968 - 8,567,968 9,189,260
Mortgage-backed bonds - 76,002,251 - 76,002,251 85,687,081
Common stocks 8,172,695 - - 8,172,695 8,172,695

Total $ 8,172,695 $ 258,113,982 $ - $ 266,286,677 $ 287,607,499

As of December 31, 2022

Description Level 1 Level 2 Level 3 Total Fair Value
Admitted Asset

Value
Corporate bonds $ - $ 100,586,316 $ - $ 100,586,316 $ 113,295,350
State and municipal bonds - 65,542,092 - 65,542,092 68,978,694
Asset-backed bonds - 8,952,993 - 8,952,993 9,850,595
Mortgage-backed bonds - 68,375,317 - 68,375,317 79,348,358
Common stocks 7,979,762 - - 7,979,762 7,979,762
Total $ 7,979,762 $ 243,456,718 $ - $ 251,436,480 $ 279,452,759
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Notes to Statutory Financial Statements (Continued)

Note 4 - Fair Value of Financial Instruments (Continued)

Bonds
The fair values for bonds are based on NAIC-prescribed market values, where available, or quoted
market values. For bonds not actively traded, fair values are estimated using values obtained from
independent pricing services that specialize in matrix pricing and modeling techniques for
estimating fair values or internal pricing software generally based on market-observable inputs. 

Common Stocks
The fair values for common stocks are based on their quoted market values in actively traded
markets. 

Note 5 - Reserve for Loss and Loss Adjustment Expense

As described in Note 2, management establishes reserves for loss and loss adjustment expense
("LAE") on reported and unreported claims for reinsured losses. The establishment of appropriate
reserves is an inherently uncertain process. Furthermore, estimation of the ultimate reserve level is
difficult due to the lack of industry and Fund historical claim data as a result of the relatively small
mine subsidence claim population. Estimation is further complicated by the extended periods of
time between the date the loss occurs and the date the loss is reported to the third-party ceding
company and ultimately settled. Loss reporting to the Fund may be further delayed because the
Fund must rely on the third-party ceding companies to report losses. Reserve estimates are
regularly reviewed and updated using the most current information available. Any resulting
adjustments, which may be material, are reflected in current operations.

Activity in the reserve for loss and LAE is summarized as follows:

Residential Sub-Fund Commercial Sub-Fund
2023 2022 2023 2022

Reserves, at January 1 $ 66,609,727 $ 66,741,649 $ 19,848,746 $ 19,336,644

Add:
Provision for insured events of

current year 15,091,668 14,682,714 2,814,941 6,711,307
Increase/(decrease) in provision

attributable to prior year events 6,191,037 (611,703) (2,080,470) (3,373,866)
Total incurred during the year 21,282,705 14,071,011 734,471 3,337,441

Deduct loss and LAE payments for
claims, occurring during:

Current year 693,474 2,126,417 112,823 242,507
Prior years 15,918,364 12,076,516 1,746,045 2,582,832

Total paid during the year 16,611,838 14,202,933 1,858,868 2,825,339

Reserves, at December 31 $ 71,280,594 $ 66,609,727 $ 18,724,349 $ 19,848,746
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Notes to Statutory Financial Statements (Continued)

Note 5 - Reserve for Loss and Loss Adjustment Expense (Continued)

In 2023, the Fund experienced unfavorable loss development in the residential sub-fund. The
changes are primarily the result of unfavorable development on the 2022 and 2018 and prior
accident years. As it relates to the 2022 accident year, development is driven by several large claims.
As it relates to the 2018 and prior accident years, the development is driven by case reserve
adjustments made in 2023 as a result of inflation. The Fund experienced favorable loss development
in the commercial sub-fund in 2023, primarily as a result of favorable development of accident years
2020-2022. In 2022, the Fund experienced favorable loss development for both the residential and
commercial sub-funds. The changes are primarily the result of favorable development on the 2020 -
2021 accident years.

Reconciliation of incurred loss and LAE: 

Residential Sub-Fund Commercial Sub-Fund
2023 2022 2023 2022

Amount included in above table $ 21,282,705 $ 14,071,011 $ 734,471 $ 3,337,441
Expense items classified as LAE that

do not affect reserves 68,284 6,779 19,027 2,024

Total $ 21,350,989 $ 14,077,790 $ 753,498 $ 3,339,465

Management believes that the reserves for loss and LAE for the Residential and Commercial sub-
funds at December 31, 2023 and 2022 are appropriately established in the aggregate and adequate
to cover the ultimate net cost of reported and unreported claims arising from losses which had
occurred by that date. However, the estimation process is inherently uncertain and actual amounts
could vary significantly from amounts estimated.
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Note 6 - Other Underwriting Expenses 

The Residential and Commercial Sub-Funds' other underwriting expenses were allocated 78% and
22% during 2023, respectively, and 77% and 23% in 2022, respectively. Other underwriting expenses
consist of the following items:

2023 2022
Salaries $ 1,236,279 $ 868,840
Employee relations and benefits 529,798 217,570
Professional fees 479,263 295,674
Directors' fees 128,000 131,750
Rent, including allocated building overhead 174,891 178,548
Insurance 116,583 111,584
Research 74,367 72,194
Travel and meetings 42,222 35,060
Public awareness and relations 6,790 8,781
Purchase of equipment - net of disposals 103,248 32,175
Dues and memberships 32,063 26,977
Other 53,410 31,586

Total $ 2,976,914 $ 2,010,739

Note 7 - Federal Income Taxes

The provision for Federal income taxes consists of the following components:

2023 2022
Federal income tax expense $ 2,865,790 $ 2,927,805
Realized capital gains tax (benefit) expense (60,195) 9,315

Total federal income tax expense $ 2,805,595 $ 2,937,120

The provision for federal income taxes incurred is different from that which would be obtained by
applying the Federal income tax rate to statutory income before income taxes primarily as a result
of the tax-exempt interest deduction. 

Deferred federal income taxes arise from temporary differences between the valuation of assets
and liabilities as determined for financial reporting purposes and federal income tax purposes. The
Fund's temporary differences are measured at an effective tax rate of 21% as of December 31, 2023
and 2022. The amount of gross deferred tax asset calculated is then reduced for any valuation
allowance and an admissibility test. In accordance with SSAP 101, the admissibility test is based on
the realization threshold table and other limitations. The Fund also admitted deferred tax assets
that can be used to offset against deferred tax liabilities.
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Notes to Statutory Financial Statements (Continued)

Note 7 - Federal Income Taxes (Continued)

The tax effects of temporary differences that give rise to significant portions of the deferred tax
assets and deferred tax liabilities as of December 31 are as follows:

2023 2022
Deferred tax assets:

Discounting of unpaid losses and LAE $ 1,113,777 $ 1,200,898
Unearned premiums 793,346 760,297
Non-admitted assets 19,602 15,630

Total deferred tax assets 1,926,725 1,976,825

Nonadmitted deferred tax assets (667,214) (635,112)

Net admitted deferred tax asset 1,259,511 1,341,713

Deferred tax liabilities:
Legislative change in loss discounting 72,582 108,873

Total deferred tax liabilities 72,582 108,873

Net deferred tax asset $ 1,186,929 $ 1,232,840

The change in net deferred income taxes, before consideration of the change in nonadmitted
deferred tax assets, is comprised of the following at December 31:

2023 2022 Change
Total deferred tax assets ("DTAs") $ 1,926,725 $ 1,976,825 $ (50,100)
Total deferred tax liabilities ("DTLs") (72,582) (108,873) 36,291

Net deferred tax asset $ 1,854,143 $ 1,867,952 $ (13,809)

Tax effect of change in unrealized capital gains -

Change in net deferred income tax $ (13,809)
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Note 7 - Federal Income Taxes (Continued)

The amounts of each component pursuant to SSAP 101 paragraph 11 by tax character are as
follows:

December 31, 2023
Ordinary Capital Total

Can be recovered through loss carrybacks (a) $ 1,062,228 $ - $ 1,062,228
Lesser of:

Adjusted gross DTA expected to be
recognized following the balance sheet
date (b.i) 124,701 - 124,701

Adjusted gross DTA allowed per limitation
threshold (b.ii) 29,397,396

Adjusted gross DTAs offset against existing
DTLs (c) 72,582 - 72,582

DTAs admitted as a result of the application of
SSAP 101 (a+b.i+c) $ 1,259,511 $ - $ 1,259,511

December 31, 2022
Ordinary Capital Total

Can be recovered through loss carrybacks (a) $ 1,146,852 $ - $ 1,146,852
Lesser of:

Adjusted gross DTA expected to be
recognized following the balance sheet
date (b.i) 125,161 - 125,161

Adjusted gross DTA allowed per limitation
threshold (b.ii) 27,801,429

Adjusted gross DTAs offset against existing
DTLs (c) 69,700 - 69,700

DTAs admitted as a result of the application of
SSAP 101 (a+b.i+c) $ 1,341,713 $ - $ 1,341,713
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Note 7 - Federal Income Taxes (Continued)

The ratio and amount of adjusted capital and surplus used to determine the recovery period and
threshold limitation as of December 31 are as follows:

2023 2022
Adjusted gross DTA / adjusted capital and

surplus ratio % used to determine recovery
period and threshold limitation amount %5 %2

Realization threshold limitation %15 %15
Amount of adjusted capital and surplus used to

determine recovery period and threshold
limitation amount $ 195,982,637 $ 185,342,857

The Fund's tax-planning strategies did not include the use of reinsurance-related tax planning
strategies. 

At December 31, 2023, the Fund did not have any unused operating loss carryforwards available to
offset against future taxable income. 

The following are federal income taxes incurred in the current and prior year that may be available
for recovery in the event of future net operating losses.

2023 $ 2,792,945
2022 $ 2,943,406

The Fund's federal income tax return is not consolidated with any entities for the years ended
December 31, 2023 and 2022. 

The Fund has no tax loss contingencies for which it is reasonably possible that the total liability will
significantly increase within twelve months of the reporting date.

The Inflation Reduction Act ("Act") was enacted on August 16, 2022, and includes a corporate
alternative minimum tax ("CAMT"). The Fund has determined that it does not expect to be liable for
the CAMT in 2023.
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Note 8 - Commitments

The Fund leases office space through December 31, 2025 with the following minimum lease
payments:

Year Ending December 31 Amount
2024 $ 97,100
2025 99,527

Total $ 196,627

Note 9 - Pension and Other Postretirement Plans

The Fund participates, along with other employers, in a defined benefit pension plan that is
administered by an unaffiliated third party. The Fund's Board of Directors approved the closing of
the defined benefit pension plan to new employees hired after June 30, 2012. All active full-time
employees hired prior to July 1, 2012 are eligible for this plan. Coverage under this plan begins at the
date of retirement, and normal retirement age is 65. Benefits under the plan are based primarily on
years of service and employee compensation near retirement. The pension plan is funded per the
1974 Employee Retirement Income Security Act. 

The Fund also provides certain life insurance and health care benefits for eligible retired employees.
Coverage begins at the date of retirement with a normal retirement age of 65. Early retirement is
allowed at ages 55 through 64 with at least 14 years and 1 day of service. 

Life insurance amounts are based upon 200% of the basic annual earnings immediately prior to
retirement. At age 65, life insurance benefits are reduced to $5,000.

Eligible retirees are also provided access to a Health Reimbursement Arrangement (HRA) account.
The Fund contributes to the account in annually agreed upon lump sum amounts for retiree and
eligible spouse.
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Note 9 - Pension and Other Postretirement Plans (Continued)

A summary of assets, obligations and assumptions of the Pension, Post Employment and Other
Postretirement Benefit Plans as of December 31 are as follows:

Pension Benefits Other Benefits
2023 2022 2023 2022

Change in benefit obligations:
Benefit obligation, beginning of year $ 7,984,401 $ 10,338,866 $ 1,443,877 $ 1,847,973

Service cost 130,279 181,440 21,868 35,060
Interest cost 423,377 300,428 74,167 53,083
Actuarial loss (gain) 331,025 (2,566,190) 20,057 (428,579)
Benefits paid (270,143) (270,143) (71,964) (63,660)

Benefit obligation, end of year $ 8,598,939 $ 7,984,401 $ 1,488,005 $ 1,443,877

Change in plan assets:
Fair value of plan assets, beginning

of year $ 8,010,416 $ 10,664,347 $ - $ -
Actual return on plan assets 1,061,142 (2,383,788) - -
Employer contributions - - 71,964 63,660
Benefits paid (270,143) (270,143) (71,964) (63,660)

Fair value of plan assets, end of year $ 8,801,415 $ 8,010,416 $ - $ -

Funded Status: Overfunded
(Underfunded)

Assets (liabilities) recognized
Asset (liability) for pension

benefits $ 202,476 $ 26,015 $ (1,488,005) $ (1,443,877)

Total assets (liabilities) recognized $ 202,476 $ 26,015 $ (1,488,005) $ (1,443,877)

Components of net periodic
benefit cost:

Service cost $ 130,279 $ 181,440 $ 21,868 $ 35,060
Interest cost 423,377 300,428 74,167 53,083
Expected return on plan assets (431,250) (577,414) - -
Net prior service cost amortization - 1,706 - -
Amount of loss recognized 139,876 38,179 - 32,049

Net periodic benefit cost $ 262,282 $ (55,661) $ 96,035 $ 120,192
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Note 9 - Pension and Other Postretirement Plans (Continued)

Pension Benefits Other Benefits
2023 2022 2023 2022

Changes in amounts recognized in
accumulated surplus:

Beginning unrecognized balances $ 1,460,754 $ 1,105,627 $ 31,994 $ 492,622
Net prior service cost recognized - (1,706) - -
Net loss recognized (139,876) (38,179) - (32,049)
New actuarial (gains) losses

occurring (298,867) 395,012 20,057 (428,579)

Ending unrecognized balances $ 1,022,011 $ 1,460,754 $ 52,051 $ 31,994

Amounts in accumulated surplus
that have not yet been
recognized as components of net
periodic benefit cost:

Net recognized losses $ 1,022,011 $ 1,460,754 $ 52,051 $ 31,994

Total $ 1,022,011 $ 1,460,754 $ 52,051 $ 31,994

The assumptions used to determine the actuarial present value of the projected benefit obligations
as of December 31 were as follows:

Pension Benefits Other Benefits
2023 2022 2023 2022

Discount rate %5.10 %5.35 %5.10 %5.30
Average rate of compensation

increase %4.00 %4.00 %4.00 %4.00

The assumptions used to determine the net benefit cost as of December 31 were as follows:

Pension Benefits Other Benefits
2023 2022 2023 2022

Discount rate %5.35 %2.90 %5.30 %2.85
Average rate of compensation

increase %4.00 %4.00 %4.00 %4.00
Expected long-term rate of return on

plan assets %5.50 %5.50 N/A* N/A*

*There is no expected long-term rate of return since there are no invested assets in the plan.
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Note 9 - Pension and Other Postretirement Plans (Continued)

Pension plan assets are invested in trusts comprised primarily of investments in various debt and
equity funds. A fiduciary committee of the Plan establishes the target asset mix and monitors asset
performance. The expected rate of return on assets includes the determination of a real rate of
return for equity and fixed income investment applied to the portfolio based on their relative
weighting, increased by an underlying inflation rate. The Fund’s pension plan weighted average
asset allocations by asset category are as follows:

Allocation
Target December 31
2023 2023 2022

Asset Category
Equity securities %40.0 %29.3 %30.4
Debt securities 60.0 35.1 34.8
Other 0.0 35.6 34.8

Total %100.0 %100.0 %100.0

Following is a description of the valuation methodologies used for pension assets measured at fair
value:

 Equity securities: Equity securities consist of various managed funds that invest primarily in
common stocks. These securities are valued at the net asset value of shares held by the plan at
year-end. The net asset value is calculated based on the underlying shares and investments held
by the funds.

 Debt securities: Debt securities consist of fixed income funds that invest primarily in debt
securities. These securities are valued at the net asset value of shares held by the plan at year-
end. The net asset value is calculated based on the underlying shares and investments held by
the funds.

 Other: Other consists of investments in cash and cash equivalents, limited partnerships, pooled
separate accounts and common collective trusts. Cash and cash equivalents are stated at cost,
which approximates fair value.

The methods described above may produce a fair value calculation that may not be indicative of net
realizable value or reflective of future fair values. Furthermore, while the Plan believes that its
valuation methods are appropriate and consistent with those of other market participants, the use
of different methodologies or assumptions to determine the fair value of certain financial
instruments could result in a different fair value measurement at the reporting date.
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Note 9 - Pension and Other Postretirement Plans (Continued)

The levels assigned to the pension plan assets as of December 31, 2023 and 2022, respectively, are
summarized in the tables below:

Level 1 Level 2 Level 3 Total % of Total
2023
Equity securities $ 2,579,050 $ - $ - $ 2,579,050 %29.3
Bonds - 3,086,907 - 3,086,907 %35.1
Other - 3,135,458 - 3,135,458 %35.6

Total $ 2,579,050 $ 6,222,365 $ - $ 8,801,415 %100.0

Level 1 Level 2 Level 3 Total % of Total
2022
Equity securities $ 2,431,873 $ - $ - $ 2,431,873 %30.4
Bonds - 2,789,784 - 2,789,784 %34.8
Other - 2,788,759 - 2,788,759 %34.8

Total $ 2,431,873 $ 5,578,543 $ - $ 8,010,416 %100.0

The following benefit payments, which reflect expected future service as appropriate, are expected
to be paid:

Pension
Benefits

Other
Benefits

2024 $ 398,675 $ 88,285
2025 444,774 93,261
2026 488,860 100,400
2027 516,796 105,409
2028 556,446 107,619
2029 - 2033 3,160,444 555,508

Total $ 5,565,995 $ 1,050,482

In 2024, the Fund expects to contribute $0 to the pension plan and $88,285 to the other
postretirement plan.
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Note 10 - Non-admitted Assets

Components of non-admitted assets as of December 31, were as follows:

2023 2022 Change

Prepaid expenses $ 67,107 $ 69,326 $ (2,219)
Deferred tax asset: non-admitted 667,214 635,112 32,102
Overfunded pension plan asset 202,476 26,015 176,461
Electronic data processing

equipment and software 377,021 - 377,021

Total $ 1,313,818 $ 730,453 $ 583,365
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