
 



 



G R EG  A . K EN N ED Y  
(,k~rl(fied Public Accou~lta~zt 

(,4 l#'qfessional Accom TtDl,f? Co~poJwti(m ) 

INDEPENDENT AUD ITOR'S R EPORT 

Board of M anagers 
Louisiana Sheriffs' Ri sk M atlagem ent Program 
Baton Rouge, Louisiana 

1 have audited tile accom panying statem ent of financial position of the Louisiana Sheriffs' 
Risk M anagem ent Program as of August 31, 1998, arid the related statem ent of activities 
and cash flow s for the year then ended. These financial statem ents are the responsibility of 
the Program 's m anagem ent. M y responsibility is to express an opinion on these financial 
statem ents based on my audit. 

! conducted my audit in accordance w ith generally accepted auditing standards and 
Goverm nem  Auditing Standards, issued by the Com ptroller General of the U nited States. 
Those standards require that 1 plan arid perfonu the audit to obtain reasonable assurance 
about w hether the financial statem ents are flee of m aterial m isstatem ent. An audit 
includes exam ining, on a test basis, evidence supporting the am ounts and disclosures in the 
financial statem ents. An audit also includes assessing the accounting principles used and 
significant estimates m ade by m anagem ent, as w ell as evaluating the overall financial 
statement presentation. I believe that my audit provides a reasonable basis for my opinion. 

In my opinion, the financial statem eots referred to above present fairly, in all m aterial 
respects, the financial position of the Louisiana Sheriffs' Risk M anagem ent Program as of 

August 3 ], 1998, aud the changes ira its net assets (deficit) mad its cash flows for the year 
then ended in conform ity with generally accepted accounting principles. 

lu accordance with Goverm nent Auditing Standards, 1 have also issued a report dated 
April 16, 1999 on nay consideration of the Program's internal control structure and a 
report dated April 16, 1999, on its compliance w ith law s and regulations. 

B 

April 16, 1999 
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LO UISIA NA SHERIFFS' RISK M A NA GEM ENT PRO GRA M  
STATEM ENTS O F ACTIVITIES 

FOR THE YEAR ENDED AUGUST 31, 1998 

W ith Com parative Data for 1997) 

REVENUE A ND OTHER SUPPORT 
M em bership prem ium contributions 
Investm ent incom e 

"I otal revenue and other support 

EXPENSES 
Program expenses: 
Claim s and claim expenses paid 
on current losses 

Established claim s reserves 
Adjustm ent to prior years' claim reserves 
Excess insurance prem ium s 

Unallocated loss adjustment expense 

Total program expenses 

Supporting services: 
Adm inistrators fee 
LSA adm inistation fee 
O ther general and adm inistrative 

Total supporting services 

lotal expenses 

Change in net assets 

NET A SSETS 
August 31, 1997 

August 31, 1998 

1998 1997 

6,764,551 
1,100,984 

7,865,535 

775,000 
5,160,676 
(471,718 
800,000 
15,600 

6,279,558 

383,000 
150,000 
426,740 

959,740 

7,239,298 

7,361,096 
999,583 

8,360,679 

752,658 
5,268,088 
(56,400) 
450,000 
(3,600) 

6,410,746 

371,000 
150,000 
394,304 

915,304 

7,326,050 

626,237 1,034,629 

3,703,927 2,669,298 

$ 4,330,164 $ 3,703,927 

qlhe accom panying notes are an integral part of these statem ents 
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LOUISIANA SHERIFFS' RISK M ANAGEM ENT PROGRAM  
NOTES TO FINANCIAL STATEM ENTS 

NOTE 1- DESCRIPTION OF PROGRAM 

lhe I ouislana 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 against public liability for their acts end the 
acts of their deputies, em ployees, agents and officers. 

3he day-to-day operation of the Program is controlled by the Board of M anagers 

consisting of eight Sheriffs elected by a majority vote of the Sheriffs in each 
Congressional District, M anagers are elected for staggered 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, lhe duties of the 
adm inistrator, in general, consist of developm ent of the self-insurance fund, billing and 
collecting, securing excess or reinsurance coverage, review ing claim s and other 
services as directed by the Board of M anagers. 

1he 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 end $100,000 per 
occurrence, w ith an annual aggregate of $300,000. Excess coverage above the 
Program 's retention has been been purchased each year since the inception of the 
Program . Excess coverage is purchased through Lloyds of London and other 
com panies. In addition to the $100,000/$300,000 prim ary layer, the Program has 
~ssum ed liability for a loss corridor. The loss corridor for the applicable policy years 

~re as follow s: 

Septem ber 
Septem ber 
Septem ber 
Septem ber 
Septem ber 

1,1993 
1,1994 
1,1995 
1,1996 
1,1997 

NOTE 2- SUM M ARY OF SIGNIFICANT ACCOUNTING POLICIES 

Financial Statem ent Presentation 

650,000 
860,000 

1,500,000 
900,000 
900,000 

In 1996, the Program elected to adopt Statem ent of Financial Accounting Standards 
(SFAS) No. 117, "Financial Statem ents of Not-for-Profit Organizations." Under SFAS 
No. 117, the Program is required to report information regarding ~s financial position 
and activities according to three classes of net assets: unrestricted net assets, 
tem porarily restricted net assets, and perm anently restricted net assets. In addition, 
the Program is required to present a statem ent of cash flow s. 
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Estinlatas 

The preparation of financial statem ents in conform ity w ith 0enerally accepted 
accounting principles requires m anagem ent to m ake estim ates and assum ptions 
lihat affect certain reported am ounts, and disclosures. Accordlngly, actual results could 
differ from those estim ates. 

Investm ents 

"[he Program accounts for its investm ents under SFAS No. 1 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 securities that have readily 
determ inable fair values and all investm ents in debt securities. These investm ents 
ere to be classified into the follow ing categories: 

'1 ) Held-to-maturity securities reported at am ortized cost; 
,'~) Trading securities reported at fair value w ith unrealized gains and losses 

included in earnings; or 
3) Securities available-for-sale reported at fair value w ith unrealized gains 

and losses reported as separate com ponent of fund balance. 

The Program 's investm ents are classified and accounted for as held-to-m aturity. 
Gains end losses on the ultim ate sa~e of securities are determ ined using the specific 
identification m ethod. Prem ium s and discounts are 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 Program considers all highly 
liquid investm ents available for current use w ith an initial m aturity of three m onths or 
less to be cash equivalents. 

I~eceivables 

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

M em ber Assossnlents 

M em ber assessm ents are collected m onthly end recognized as revenue in the period 
for w hich insurance protection is provided. The m onthly assessm ent is calculated 
based on m em bers' payroll data. 

Unpaid Claim s Liabilities 

1he Program establishes claim s liabilities based on estimates of the ultim ate cost of 

claims (including future claim adjustment 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 selvage and subrogation excess 
insurance coverage on unpaid claim s are deducted from the liability for unpaid claim s. 
Because actual claim s costs depend on such com plex factors es inflation, changes 

in doctrines of legal fiabillty, and dam age aw ards, the process used in com puting 
claim s liabilities does not necessarily result in an exact am ount, particularly for certain 
(=overages. Claim s liabilities are recom puted periodically using a variety of actuarial 
and statistical techniques to produce current estim ates that reflect recent settlem ents, 
claim frequency, end other econom ic and social factors. A provision for inflation in the 
calculation of estim ated future claim s costs is im plicit in the calculation because reliance 
is placed both on actual historical data that reflect past inflation and on other factors 

that ere considered to be appropriate modifiers of past experience. Adjustments to 
claim s liabilities ere charged or credited to expense in the periods in w hich they are 
m ade. 

Reserve for Unallocated Loss Adjustment Expenses 

The reserve for unallocated loss adjustment expense represents 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 liability at each year-end based upon 
cost estim ates. The change in the liabiltiy each year is reflected in current earnings. 

|:'x cess Insereoce 

The Program purchases excess insurance only for individual m em bers w ho elect to 
acquire the excess coverage to reduce their exposure to large losses. The purpose 
of excess insurance is to transfer a portion of the risk from  the insured to the excess 
insurer. The Program does not report liabilities w hich are covered by excess insurance 

113com e "Taxes 

No provision for incom e taxes has been m ade since the receipts of the Program are 
considered public m onies w hich are believed 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 advising 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, 1998 and 1997 are sum m arized as follow s 

Debt Securities 

August 31, 1998 

Am ortized 
Cost 

Approxim ate 
M arket 
Value 

FHLM C securities w ith interest rates 
of 5.48% to 6.50% and m aturities 
from October, 2000 to Decem - 
ber, 2010 $ 3,844,256 $ 3,865,691 
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I=ANNIE M AES (FNM A)-m ortgage-backed securities guaranteed by the Federa 
National M ortgage Association, a federally chartered and stockholder-ow ned 

corporation subject to supervision by the Secretary of Housing and Urban 
Developm ent. 

FREDDIE M ACS (FHLM C)-m ortgage participation certificates guaranteed by 
1:he Federal Hom e Loan M ortgage Corporation, publicly held, governm ent- 
sponsored enterprise created pursuant to an Act of Congress. 

GINNIE M AES (GNM A)-m ortgaga-backed pass-through certificates guaranteed 
by the Governm ent National M ortgage Association, w hich are backed by the full 
faith and credit of the United States of Am erica. 

NOTE 4- RESERVES FOR CLAIM S 

The Program utilized the services of an independent actuarial firm to determ ine 
the estim ated reserves for claim s as of August 31, 1998 and 1997. 

NO'[E 5- UNPAID CLAIM S LIABILITIES 

"The Program establishes a liability for reported insured events, w hich includes 
estimates of both future payments of losses and related claim adjustm ent 
expenses. The follow ing table represents changes in those aggregate 
liabilities for the Program : 

1998 1997 

Unpaid claims and claims adjustment 
expenses at the beginning of 
the year $ 14,671,718 $ 14,728,118 

ncurred claims and claim adjustment 
expenses: 
Provision for insured events of current year 
Increase in provision for insured 
events of prior years 

6,181,020 6,372,186 

524,618 539,730 

"Total incurred claim s and claim expenses 6,705,638 

Paym ents: 

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

Claims and claim adjustment expenses 
attributable to insured events of 
prier years 

1 otal claim  expenses 

6,911,916 

920,901 947,917 

6,256,455 6,020,399 

7,177,356 6,968,316 

Unpaid claims and claim adjustment 
expenses at end of year $ 14,200,000 $ 14,671,718 

Greg A. Kennedy, CPA (APAC) 



As of August 31, 1998, $17,000,000 of unpaid claims and claim adjustment 
expenses are presented at their net present value of $14,200,000. These 
claim s w ere discounted at annual rates of five percent. 

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 hich provide excess insurance 
for the Program cancel, fail to renew or becom e unable to m eet their 
obligations under the excess insurance contracts. In the event of such 
eccurence, the Program 's m em bers could be responsible for such 
defaulted am ounts. In addition, the Program 's m em bers could be responsible 
for the portion of the Program 's retention of claim s if the Program is unable to 
m eet its obligations. 

NOTE 7- FAIR VALUES OF FINANCIAL INSTRUM ENTS 

] he Program has a num ber of financial instrum ents, none of w hich are 
held for trading purposes. The Program estim ates that the fair value of all 

financial instrum ents, w ith the exception of investm ents (see Note 3), at 
August 31, 1998 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 necessarily required in 
interpreting m arket data to develop the estim ates of fair value, and, 
~-iccordingly, the estimates are not necessarily indicative of the am ounts that 
the f'rogram could realize in a current m arket exchange. 

NOTE 8- INSURANCE COVERAGE 

For tt/e period Septem ber 1, 1997 through Septem ber 1, 1998, the Program had 
the follow ing insurance coverage: 

Self-Insured Retention 
Excess 
Lim it Total Lim it 

$100,000 per person 
$100,000 per occurrence 
,~;3OO,000 annual aggregate 

Corridor deductible: $900,000 

$1,000,000 $1,000,000 per person 
$1,000,000 $1,000,000 per occurrence 
$1,000,O00 $1,000,000 annual aggregate 

$2,000,000 overall aggregate (consisting of $2,000,000) applicable to 
the first excess. 

Excess Carrier: 100% Sphere Drake Insurance Com pany 
f~etroactive Date: October 1, 1986 
Self-Insured Form : Claim s m ade 

Orleans Crim inal and Jefferson Parish Sheriffs are not included in excess 
(;:overage. 
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LO UISIANA SIIER1FFS' R ISK  M ANA G EM ENT PR O G RAM  
COM PAR ATIV E SCH EDU LE OF CLAIM  D EVELOPM EN T, EARN ED 

M  EM BERS11 IP FEES, AN D U NALLOCATED EX PEN SES 

(Six-Year Claims Development Information) 

The table o11 page fifteen illustrates how tile Program's earned revenues (net of excess 
insurance premiums) and investment income compare to related costs of loss (net of loss 
assumed by excess carriers) and other clailn expenses assumed by the Program as of the 
end of each of the six years the Program has been in existence. The row s ofthe table are 
defined as follow s: 

I. This line show s the total of each fiscal year's earned contribution revenues 
and investment revenues net of excess insurance COSTS. 

2. This line show s each fiscal year's other operating costs of the Program 
including overhead and claim s expense not allocable to individual claim s 

This line sllows the Prograln's incurred clailns and allocated claim adjustment 
expense (both paid and accrued) as originally reported at the end of the first 
year in w hich the event that triggered coverage under the contract occurred 

(called the policy year). 

4. This section of six row s show s the cunm lative anm unts paid as of the end of 
successive years for each policy year. 

This section of six row s show how each policy year's incurred claim s increased 
or decreased as of the end of successive years. This annual reestim alion results 
fiom new inform ation received on known claim s, reevaluation of existing 
inform ation on know n claim s, as w ell as emergence of new claim s not prev- 
iously known. 

This line COlupares the latest reestimated incurred claim s amount to the am ount 

originally established (line 3) and shows whether this latest estimate of claims 
or cost is greater or less than originally thought. As data for individual policy 
years m ature, the correlation between original estim ates and reestim ated 
am ounts is com m ouly used to evaluate the accuracy of incurred claim s 
currently recognized in less mature policy years. The colunm s of the table 
show data for successive policy years. 
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G R EG  A . K EN N ED Y  
(2~rlified Public Accou*Ttanl 

(A l'rq/bssional Accounling Corporation) 

INDEPENDEN T AUD ITOR'S REPORT ON INTERNAL CON TROl. 
STRUCTURE BA SED ON AN AU DIT OF TIlE FINAN CIAl. STATEM EN TS 

I'ERFORM I;.I) 1N ACCOR1)AN CE W ITH GOVERN M EN T AUDITING STAN D AR1)S 

B oard of M anagers 
1 ,ouisiana Sherifl~' Risk M anagem ent Program 
Baton Rouge, Louisiana 

1 have audiled the financial slatem ents of Louisiana Sheriffs' Risk M anagem ent Program , 
as of August 31, 1998, and for the year then ended, and have issued my report thereon 
dated April 16, 1999. 

1 conducted m y audit in accordance w ith generally accepted auditing standards and 
G ov~ n~l_e3_g___Auditing S_lat)dards, issued by the Comptroller General of the United States 
Those standards require that I plan and perform tim audit to obtain reasonable assurance 
about w hether the general-purpose financial statements are free of m aterial m isstatem ent 

The m anagem enl of Louisiana Sheriffs' Risk M anagem ent Program , is responsible for 
establishing and m aintaining an internal control structure. In fulfilling this responsibility, 

estimates and judgments by management are required to assess the expected benefits and 
relaled costs of the internal control structure policies and procedures. The objectives of 
an inlcrnal control structure are to provide m anagem ent w ith reasonable, but not absolute, 
assurance that assets are safeguarded against loss fiom unauthorized use or disposition, 
and that transactions are executed in accordance w ith m anagem ent's authorization and 
recorded properly to perm it the preparation of financial statem ents in accordance w ith 
generally accepted accounting principles. Because of inherent lim itations in any intern al 
control structure, errors or irregularities m ay nevertheless occur and not be detected. 

Also, projection of any evaluation of the structure to future periods is subject to the risk 
that pm cedm es m ay becom e inadequate because of changes in conditions or that the 
efl'ccliveness of the design and operation & policies and procedures m ay deteriorate. 

In planning and perform ing nay audit of the financial statem ents of Louisiana Sheriffs' Risk 
M anagem ent Program , for the year ended August 31, 1998, I obtained an understanding 
of the internal eonlrol structure. W ith respect to the intern al control stru cture, 1 obtained 
an understanding of the design of relevant policies and procedures'and w hether they have 

been placed in operation, and 1 assessed control risk in order to determ ine m y auditing 
procedm es for the purpose of expressing my opinion on tim financial statem ents and not 
to provide an opinion on tbe inlernal control structure. Accordingly, I do not express such 
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M y eoJ~sideration of the internal cont, ol stluctule would not necessarily disclose all 
m alters i. tile inlernal control structure thai might be m ateJial w eaknesses under standards 
established by the Am erican Institute of Certified Public Accountants. A m aterial 
w eakness is a condition i. w hich the design or operation of one or m ore oflhe specific 
internal control slruclure elements does not reduce to a relatively low level the risk that 
ellors or irregularities in amoun|s that w ould be m aierial in relation to the finaucial 
slalem ents being audited may occur and not be detected within a tim ely period by 
employees in the t'~orm al course of perform ing their assigned fimctions. 1 noted no m atters 
ilJvolvi~,,. Ihe i,detnal eonlrol sl~t~,;~lure ~,,~ its operation,s thai ] consider to be m aterial 
w eaknesses as defined above. 

Tiffs report is intended solely tbt tile use of ~uana~,ement of the |.oui~;iana Sheriffs' )~.iak 
M anagemenl Progl am , and interested slate and federal agencies. 1 lowever, this report is a 
m allet of public record and its distlibulion is not lim iled 

April 16, 1999 
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G R EG  A . K EN N ED Y  
Cerl~fi'ed Public Accou~lla~*t 

(A l~r~~'essio*lal Accou~?l#~g C'ol])ora/io*~ ) 

INDEPENDEN T AU DITOR'S REPORT ON COM PLIAN CE BASED 
ON AN AU D IT OF TIlE FIN AN CIAL STATEM EN TS 

]'ERFOI~,M EI) IN ACCORDAN CE W lTIt GOVERN M EN T AUD ITING STAN D ARD S 

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

1 have audited the financial statem ents of Louisiana Sheriffs' Risk M anagem ent Program , 
as of August 31, 1998, and for the year then ended, and have issued m y report thereon 
dated April 16, 1999. 

1 conducted m y audit in acco~ dance w ith generally accepted auditing standards and 

_Go_v.er!t~nent Auditing Standards, issued by the Comptroller General of the United States 
and the l_ .~ouisiana Governul~ al_Audit G_uid_e, issued by the Society of Louisiana Certified 
l'ublic Accountants and tile l,ouisiana Legislative Auditor. Those standards require that 1 
plan and perform the audit to obtain reasonable assurance about whether the general- 
i)urpose financial statem ents are free of m aterial misstatem ent. 

Com pliance w ith law s, regulations and contracts applicable to Louisiana Sheriffs' Risk 
M anagem ent l)rogram , is tile responsibility of Louisiana Sheriffs' Risk M anagem ent 
Program's m anagem ent. As part of obtaining reasonable assurance about w hether tile 
financial statem ents ale fi'ee of m aterial m isstatem ent, I perform ed tests ofl_,ouisiana 
Sheriffis' Risk M anagem ent Program's compliance w ith cmlain provisions of law s, 

regulations, and contracts, llowever, the objective of my audit of the financial statements 
w as not to provide an opinion on overall compliance w ith such provisions. Accordingly, I 
do not express such an opinion. 

The results of my tests disclosed no instances of noncompliance that are required to be 
reported herein under G oy_gyvj~~eRt Auditigg Standards except as described below 

RI~,POI~.TAI~I,F, CON DITION : The audit report w as due February 28, 1999 but not 
released until M ay 14, 1999. 
CAU SE: G reater time than anticipated w as needed to review tile Program 's rem edies for 

the Y2K (Year 2000) problem. 
EFFI]C,T: There is no m aterial effect to these financial statem ents. 
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