
 



 



G R E G  A . K EN N ED Y  

Certified Public Accountant 
(A Pr(fessional Accounting Corporation) 

INDEPEND ENT AUD ITC \'S REPORT 

Board of M anagc~ 
Louisiana Shenlt'_.' Risk M anagem ent Program 
Baton Rouge, Louisiana 

, 
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:'"~ " , .,, : 

702, 
98 IiJ~R -2 PIt 3:59 

I have audited the accom panying statem ent of financial poa'tion ,;fthe Louisiana Sheriffs' 
Risk M anagem ent Program as of August 31, 19~.''v, and the a elate:l s'mtem ent of activities 
and cash flow s for the year then ended These fir,, lcial statem ei is are the responsibility of 
the Program 's m anagem ent M y responsibility is t( express an o;inion on these financial 
statem ents based on my audit 

I conducted m y audit in accordance with generally , ccepted auditing standards and 
Govetwm ent Auditing Standard~, issued by the (om

.
.troller General of the United States. 

Those standards require that I plan and perform tp ~ audit to obtein reasonable assurance 
about w hether the financial statem ents are free of~ wterial misstatement An audit 
includes exam ining, on a test basis, evidence suppon:, g the am ounts and disclosures in the 
financial statem ents. An audit aL, o Ln~ Indes assessing the acco,:r,ting principles used and 
significant estimates m ade by m,m ~gt.ment, as w ell as e, aluadng the overall financial 
statem ent presentation I belie\ e thin m,/audit provide; a reasonable basis for my opinion 

In my opinion, the financial statem ents referred to above t resent Fairly, in all material 
respects, the financial position of the Louisiana Sheriffs' Risk M ~ nagem ent Program as of 

August 3 l, 1997, and the changes in its net asset, (deficit) and its cash flows for the year 
then ended in conform ity with generally accepted .ccounting principles. 

In accordance w ith Government Au& tmg Standcu :'s, I have also issued a report dated 
February 20, 1998 on my consideration of the Pro~, am 's interna~ control structure and a 
report dated February 20. 1998, on its colnplian'.'e ~, th law s and regulations 

Baton Rouge, Louisiana 

Febru ary 20, 1998 

7341./ef~e~o*z I h~/,t, ay, Suite H ~ Baton Roug< Louisiana 70806 ,, (504)927-5704 



 



 



 



LOUISIANA SHERIFFS' RISK M ANAGE.'~;ENT PROGRAM 
NOTES TO FINANCIAL STATEI ~;ENTS 

NOTE 1- DESCRIPTION OF PROGRAM  

The Louisiana Sheriffs' Risk M anagem ent Program (the Program ), and its related 
Articles of Association w ere created pursuant to the provisions of LA R.S. 33:1481-85 
so that participating sheriffs could self-insure zgalnst public hablhty for their acts and the 

acts of their deputies, em ployees, agents and otflcers. 

The day-to-day operation of the Program is cont'olled by the Board of M anagers 
consisting of eight Sheriffs elected by a m ajonty vote of the Shenffs in each 
Congressional District. M anagers are elected for ,,,taggered term s of four years and m ay 

be re-elected to any num ber of successive term s. 

M or-Tem System s, Inc. serves as the Program 's adm inistrator. The duties of the 
adm inistrator, in general, consist of developm ent of the self-insurance fund, billing and 
collecting, seounng excess or reinsurance coverage, review ing claim s and other 

services as directed by the Board of M anagers. 

The Louisiana Sheriffs' Association provides bookkeeping support as w ell as other 

adm inistrative duties for the Program . 

The self-insured retention of the Program is $100,000 per person and $100,000 per 
occurrence, w lth an annual aggregate of $300,000. Excess coverage above the 
Program 's retention has been been purchased uach year since 1he inception of the 

Program . Excess coverage is purchased throu~r~ Lloyds of London and other 
com panies. In addition to the $100,000/$300,C00 prim ary layer, the Program has 
assum ed liability for a loss corridor. The loss c: rider for the applicable policy years 

are as follow s: 

Septem ber 1 

Septem ber 1 
Septem ber 1 
Septem ber 1 
Septem ber 1 

1993 
1994 
1995 
1996 
1997 

NOTE 2- SUM M ARY OF SIGNIFICANT ACCOUNTING POLICIES 

Financial Statem ent Presentation 

650,000 
850,000 

1,500,OO0 
900,000 
900,000 

In 1996, the Program elected to adopt Statem ent of Fiqancial Accounting Standards 
(SFAS) No. 117, "Financial Statem ents of Not-for-Profit Organizations." Under SFAS 
No. 117, the Program is required to report infcrm atlon regarding its financial position 

and activities according to three classes of net ~ssets: unrestricted net assets, 
tem porarily restricted net assets, and perm anen" y restricted net assets. In addition, 

the Program is required to present a statem ent r cash flow s. 
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Estim ates 

The preparation of financial statem ents in conforr' ity w ith generally accepted 
accounting pnnciples requrres m anagem ent to i nak ; estim ates and assum ptions 
that affect certain reported am ounts, and disclo~ures. Accordingly, actual results coul(~ 
differ from those estimates. 

Investm ents 

The Program accounts for its investm ents under SF/V,~ No. i 15, "Accounting for 
Certain Investm ents in Debt and Equity Securities." ,SFAS No. 1 15 addresses the 

accounting and reporting for investm ents in equity sel'urities that have readily 
determ inable fair values and all investm ents in debt se~ urltles. These investm ents 
are to be classified into the follow ing categories: 

1 ) Held-to-m aturity securities reported at am or' zed cost; 
2) Trading securities reported at fair value w ith '. nrealized gain,,; and losses 

included in earnings; or 

3) Securities evadable-for-sale reported at fair '~5 ue with unrealized gains 
and losses reported as separate com ponent o' fund balance. 

The Program 's investm ents are classified and ,Jcco inted for as held-to-maturity. 
Gains and losses on the ultimate sale of secun es are determ tned using the specific 
identification m ethod. Prem ium s end dISCOUNtS , re am ortized Into investm ent 
incom e using a level yield m ethod. 

Cash and Cash Equivalents 

For purposes of the statem ents of cash flow s, the P, cgram considers all highly 
liquid investm ents available for current use w ith an in,t,al m aturity of three m onths or 
less to be cash equivalents. 

Receivables 

M anagem ent of the Program considers accountt receivable to be fully collectible; 
accordingly, no allowance for doubtful accounts s required. If am ounts becom e 
uncollectible, they w ill be charged to operations ,vhen that determ ination is made 

M em ber Assessm ents 

M em ber assessm ents are collected m onthly ar t+ r(~:ognized as revenue in the period 
for w hich insurance protection is provided, Th,, m onthly assessm ent is calculated 
based on m em bers' payroJJ data. 

Unpaid Claim s Liabilities 

The Program estabhshes claim s Ilabdttles based on e',t m ates of the ultim ate cost of 

claims (including future claim adjustm ent expenses) that have been reported but not 
settled. The length of tim e for w hich such costs m ust be estim ated varies depending 
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on the coverage involved, Estimated am ounts of salvage ond subrogation excess 
insurance coverage on unpaid claim s are dedu~ :ed from the liability for unpaid claim s. 
Because actual claim s costs depend on such co }plex factors as inflat~on, changes 
in doctrines of legal hablhty, and dam age awards, the process used in com puting 
claim s liabilities does not necessarily result in an exact am ount, particularly for certain 
coverages. Claim s liabilities are recom puted pert dlcally using a variety of actuarial 

and statistical techniques to produce current estl Tates that reflect recent settlem ents, 
claim frequency, and other econom ic and soc,~l f~ 'tors. A provision for inflation in the 
calculation of estim ated future claim s costs is rnpl;cit in the calculation because rehance 
is placed both on actual historical data that reflo :t past inflation and on other factors 
that are considered to be appropriate m odifiers o* cast experience. Adjustm ents to 
claim s liabilities are charged or credited to expens~ n the periods in w hich they are 
m ade. 

Reserve for Unallocated Loss Adjustment Expenses 

The reserve for unallocated loss adjustm ent expense re presents the estimated cost 
to be incurred w ith respect to the settlem ent of claim s In process and claim s incurred 
but not reported, M anagem ent estim ates this hab~hty at each year-end based upon 
cost estimates. The change in the hablltly eact) year is reflected in current earnings. 

Excess Insurance 

The Program purchases excess insurance only f,', 
acquire the excess coverage to reduce their exp~', 
of excess insurance is to transfer a portion of the 

insurer. The Program does not report Ilablhtle, w 

ncom e Taxes 

individual m em bers w ho elect to 
ure to large losses. The purpose 
;sk from the insured to the excess 

t ~'h are covered by excess insurance 

No provision for incom e taxes has been m ade since 'he receipts of the Program are 
considered public m onies w hich are beheved to be exem pt from Federal and State 
incom e taxes. The Program has not requested nor has it received a letter of 
determ ination from the Internal Revenue Service advl;;{ng it that it qualifies as a 
not-for-profit entity under Section 501 of the Internal Revenue Code. 

NOTE 3- INVESTM ENTS 

nvestm ents as of August 31, 1997 and 1996 ~,re sum martzed as follow s 

Debt Securities 

FNM A Pools, m ortgage-backed 
securities w ith interest rates of 
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The scheduled m aturities of debt securities as of AugJst 31
, 1997 are as 

follow s: 

Due in one year or less 
Due from one year to five years 
Due from five to ten years 
Due after ten years 

Am ortized 

Cost 

$ 975,000 $ 
4,615,000 
7,750,000 
3,950,000 

Approxim ate 
M arket 
Value 

956,827 
4,491,029 
7,583,867 
3,750,845 

$ 16,315,000 $ 15,825,741 

FANNIE M AES (FNM A)-mortgage-backed seculines guaranteed by the Federa 
National M ortgage Association, a federally chart~ red and stockholder-ow ned 

corporation subject to supervision by the Secreta', of Housing and Urban 
Developm ent. 

FREDDIE M ACS IFHLM C)-mortgage parOc~patton certrfica[es guaranteed by 
the Federal Hom e Loan M ortgage Corporation, pubhcly held, governm ent- 
sponsored enterprise created pursuant to an Act of Congress. 

GINNIE M AES {GNM A]-mortgage-baoked pass-through certificates guaranteed 
by the Governm ent National M ortgage Association, w hich are backed by the fu 
faith and credit of the United States of Am enc~. . 

NOTE 4- RESERVES FOR CLAIM S 

The Program utilized the services of an independ,~nt actuarial firm to determ ine 

the estim ated reserves for claim s as of August 31, 1997 and 1996. 

NOTE 5- UNPAID CLAIM S LIABILITIES 

The Program estabhshes a liablhty for reported lr.sured events, w hich includes 
estim ates of both future paym ents of losses and r ~,'ated claim adjustm ent 
expenses. The follow ing table represents changes r' those aggregate 
liabilities for the Program : 

1997 1996 

Unpaid claims and claims adjustment 
expenses at the beginning of 
the year $ 14,728,118 $ 15,569,657 

ncurred claims and claim adjustment 
expenses: 
Provision for insured events of current year 

Increase in provision for insured 
events of prior years 

Total incurred claim s and claim expenses 
- 11 

6,372,186 6,130.761 

539,730 495,889 

6,911,916 
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Paym ents: 

Ctaims and claim adjustment expenses 
attributable to insured events of the 
current year 

Claims and claim adjustment expenses 
attributable to insured events of 

prior years 

Total claim expenses 

947,917 873,810 

6,020,399 6,594,379 

6.968.316 7.468.189 

Unpaid claims and claim adjustment 
expenses at end of year $ 14,671,718 $ 14,728,118 

As of August 31, 1997, $17,020,759 of unpaid claims and claim adjustment 
expenses are presented at their net present value of $14,671,718. These 
claim s w ere discounted at annual rates of five percen'. 

NOTE 6- EXCESS INSURANCE AND OTHER 

A contingent liability exists w hich could becom e a liability in the unlikely event 
that all or any of the insurance com panies w hch provide excess insurance 
for the Program cancel, fall to renew or becom ~ unable to m eet their 
obhgations under the excess insurance contracts In the event of such 
oecurenoe, the Program 's m em bers could be responsible for such 
defaulted am ounts. In addition, the Program 's .lem bers could be responsible 
for the portion of the Program 's retention of clai~,,s if the Program is unable to 
m eet its obligations. 

NOTE 7- FAIR VALUES OF FINANCIAL INSTRUM ENTS 

The Program has a num ber of financial instrum en's, none of w hich are 

held for trading purposes. The Program estimates that the fair value of all 

financ,al ,nstruments, w ith the exception of investrr ents (see Note 3), at 
August 31, 1997 does not differ m aterially from the aggregate carrying values 
of its financial instrum ents recorded in the accom panying statem ent of 

financial position. Considerable judgment is necessanly required in 
interpreting market data to develop the estimates of fair value, and, 
accordingly, the estimates are not necessarily in dicative of the am ounts that 
the Program could reahze in a current m arket exchange. 

NOTE 8- INSURANCE COVERAGE 

For the period Septem ber 1, 1996 through Sep~e.m ber 1, 1997, the Program had 
the follow ing insurance coverage: 

Excess 

Self-Insured Retention Lim:t Total Lim it 

$100,000 per person 
$100,000 per occurrence 
$300,000 annual aggregate 

$1,000,0,')0 $1,000,000 per person 
$1,000,000 $1,000,000 per occurrence 
$1,000,000 $1,000,000 annual aggregate 

12 

Greg A. Kennedy, CPA (APAC) 



 



 



 



 



 

LO U ISIA NA SH ERIFFS' R ISK M A '*rA G EM ENT PRO G RA M  

COM PARA TIV E SCHED ULE OF CL? IN. DEVELOPM EN T, EARN ED 
M E M B ERSHIP FEES. AN D UN ALLOCATED EXPEN SES 

(Six-Year Claims Developm:nt Information) 

The table on page fifteen illustrates how the Program's tarned revenues (net of excess 
insurance premiums) and investment income compare to related costs of loss (net of loss 
assumed by excess carriers) and other claim expenses as.~umed by the Program as of the 
end of each of the six years the Program has been in exist~.nce The row s of the table are 
defined as follow s: 

1. This line show s the total of each fiscal ~ .ar's earned contribution revenues 
and investm ent revenues net of excess i, m rance costs 

2 This line show s each fiscal year's other c,,erating costs & the Program 
including overhead and claim s expense no~ allocable to individual claim s 

3. This line shows the Program's incurred ")aims and allocated claim adjustment 
expense (both paid and accrued) as origL,Aly reported at the end of the first 
year in which the event that triggered cov~ age under the contract occurred 

(called the policy year) 

4 This section of six row s show s the cumulati'~e amounts paid as of the end of 
successive years for each policy year 

This section of six rows show how each policy y,~ar's iacurred claims increased 
or decreased as of the end ofsuccessb~e years This annual reestimation results 
from new inform ation received on knov,q claim s, ree,~aluation of existing 
information on known claim s, as well i. emergence of new claim s not prev- 
iously known 

This line com pares the latest reestima:ed acurred claim s amount to the am ount 

originally established (line 3) and sho,s: whether this latest estimate of claims 
or cost is greater or less than originally ~'~ought. As data for individual policy 
years m ature, the correlation betw een ori;~;nal estim ates and reestimated 
am ounts is com m only used to evaluate the accuracy & incurred claim s 
currently recognized in less mature policy years. The colum ns of the table 
show data for successive policy years 
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G R EG  A . K EN N ED Y  

Certtfied Pubhc Accountant 
(A Professional Accounting Corporation) 

IND EPEN DENT AUDITOR'S REPO R'1 ON INTERN AL CONTROL 
STRUCTURE BA SED ON AN A UDIT O F "I ~IE FINANCIAL STATEM ENTS 

PERFORM ED 1N  ACCORD AN CE W ITH GO 'Eb' NM ENT A UD ITING STAND ARD S 

Board of M anagers 
Louisiana Sheriffs' Risk M anagem ent Program 
Baton Rouge, Louisiana 

I have audited the financial statem ents of Louisiana SheAffs' Risk M anagem ent Program , 
as of August 31, 1997, and for the year then ended, and ~/ve issued my report thereon 
dated February 20, 1998 

I conducted my audit in accordance w ith general 
Governm ent Auditing Standards, issued by the Co 
Those standards require that I plan and perform th 
about w hether the general-purpose financial staten 

accepted aud,dng standards and 
nptroller G en:.ral of the United States 
~ audit to obtain reasonable assurance 
,'nts are free of m aterial m isstatem ent 

The m anagement of Louisiana Sheriffs' Risk M a,,agL.nent Program , is responsible for 
establishing anti maintaining an internal control st tcture In fulfilling this responsibility, 

estimates and judgments by management are requi,-~-d to assess the expected benefits and 
related costs & the internal control structure policie: and procedures. The objectives of 
an internal control structure are to provide rnanagem ct t w ith reesonable, but not absolute 
assurance that assets are safeguarded against loss flow ina, :bor,zed use or disposition, 
and that transactions are executed in accordance with lq m a,_'ement's authorization and 
recorded properly to permit the preparation of financial ~,atelnem s in accordance w ith 
generally accepted accounting principles. Because ofinl trent lim itations in any internal 
control structure, errors or irregularities m ay nevertheless t,ccur and not be detected. 

Also, projection of any evaluation of the structm ," to future periods is subject to the risk 
that procedures m ay becom e inadequate because ,.rchanges in c:,nditions or that the 
effectiveness of the design and operation ofpolicic, and proceduYes m ay deteriorate 

In planning and perform ing my audit of the financi, statem ents of Louisiana Sheriffs' Risk 
M anagem ent Program , for the year ended August 5 t, 1997, I obtained an understanding 
of the internal control stru cture W ith respect to he nternal control stru cture, 1 obtained 
an understanding of the design of re evant po c e. and procedures and whether they have 
been placed in operation, and I assessed control ris', in order to determ ine my auditing 
procedures for the purpose of expressing my opinior ~n the financial statem ents and not 
to provide an opinion on the internal control stru cture Accordingly, I do not express such 
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an opinion 

M y consideration of the internal control structure w ould t.ot necessarily disclose all 
m atters in the internal control structure that might be material weaknesses under standards 
established by the Am erican Institute of Cellified Public Accountants. A m aterial 
w eakness is a condition in which the design or op.' ation of one or more of the specific 
internal control stru cture elem ents does not reduce o a relatively low level the risk that 
errors or irregularities in am ounts that w ould be n, terial in relation to the financial 
statem ents being audited m ay occur and not be det :zted within a tim ely period by 
em ployees in the norm al course & perform ing their ~ ssigned functions I noted no m atters 
involving the internal control stru cture and ils o[_',rat~ 3ns that I consider to be material 
w eaknesses as defined above 

This repot1 is intended solely for the use of managen'cnt of the Louisiana Sheriffs' Risk 
M anagem ent Program , and interested state and federal agencies H ow ever, this report is a 
m atter of public record and its distribution ~s not limite c 

Otlge 
February 20, 1998 
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G R EG  A . K EN N ED Y  
Certified Public Accountant 

(A Professional Accounting Corporation) 

IND EPEND ENT AUD ITOR'S REPORT ON COM PLIAN CE BA SED 
ON AN AUD IT OF THE FINAN CIAL STATEM ENTS 

PERFORM ED 1N  ACCORD AN CE W ITH GOVERNM ENT A UDITING STAND ARD S 

Board of M anagers 
Louisiana Sheriffs' Risk M anagem ent Program 
Baton Rouge, Louisiana 

I have audited the financial statements of Louisim,, Sneriffs' Risk M anagement Pt ogl,m 
as of August 31, 1997 and for the year then ended and have issued m,, report theleon 
dated February 20, 1908 

I conducted my audit in accordance w ith generally acce~ted aua:ting standards and 
Governm ent Auditing Standards, issued by the Com ptt viler General of the United States 
and the Louisiana Governm ental Audit Guide issued by the Society of Louisiana Certified 
Public Accountants and the Louisiana Legislative Auditor Those standards require that I 
plan and perform the audit to obtain reasonable assurance about whether the general- 
purpose financial statements are flee of material :nisstatement. 

Com pliance w ith law s, regulations and contracts at,plicable to Louisiana Sheriffs' Risk 
M anagem ent Program , is the responsibility of Lot. dana Sheriffs' Risk M anagem ent 
Program 's m anagem ent. As part of obtaining teas( .table assurance about whether the 
financial statements are free of m aterial m isstateme~ ,, I performed tests of Louisiana 
Sheriffs' Risk M anagem ent Program's complianc,, w l'h certain provisions of law s

, 

regulations, and contracts However, the objectix~ of my audit of the financial statements 
w as not to provide an opinion on overall complianc,, w ith such provisions Accordingly, I 
do not express such an opinion 

The results of m y tests disclosed no instances of noncovlpliance that are required to be 
reported herein under Governm ent Auditing Standards 

This report is intended solely for the use of managem ent "_ f Louisiana Sheriffs' Risk 
M anagem ent Program, and interested State and Federal agcncie.~ H owever~ this report is 
a m atter of public re

.
e
.~ ord ~nd its distribution isne* limited 

Bato6.jRouge, Louisiana(/ 
Febru ary  20, 1998 
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