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INDEPENDENT AUDITCRS" REPORT

Tao the Board ol Directors
Tennessee Mimnicipal League Risk Manapement Paal

Breutwooud, Tennesses

We have andited the accompany(ng bolance sheets of Tennesses Municipal Lengue Risk Monagement
Pool (the “Poci”) as of June 30, 2004 and 1999, and the related staternents of revenues and expenses,
changes in fund balance and cash flows for the vears then ended, listed in the foregoing table of
contents. Thosc financisl statements are the responsihility of the Paol’s management. Cur
responsibilily 15 1o express an apunion on these Goancial stalsmsnls based oo our audils.

Wa conducted our pudits in aceordance with euditing standards generally eccepted in the United States
of America and the standards applicable to financial audits contained in Govermrent Aiditing
Standards issued by the Compiroller General of the United States. Those standards require that we
plan and perform the nudit to abtain reasonable ansurance about whether the financisl statements are
{free ol material misalatement. An audit includes examining, on g test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
finnncial statement presentation. We believe that our nadits provide n rensonable basis for our
cpinion.

Guvernunenl Accounting Standards Bourd Statement Mo, 31, decowniing and Financlal Reporting for
Ceriafn Favestmenty and for External Investment Pands, requires that certain investinents be reported
at tair market value in the balance sheets, with the chiange in unrealized fair inarket value repuried as
investment income in the sintements of revenues and expenses. A3 more fully explained in Noteg 2
and 3 to the financial statements, the Poal ceports the changes in fair market velue of wvestments in its
statements of revenues and expenses, but bas chosen not to present the change In unrealized gains or
lrsses on investments as a companent of investment income.

In wur epinivn, except for the classification of unrealized investment gains and losses as discussed in
the preceding perograph, such financial statements present fairly, in all material respects, the financial
position of Tennessee Muonicipal League RKisk Mansgement Pool, 85 of June 30, 2000 und 1999, and
the results of its operations and cash flows for the years then ended in confarmity with accounting
principles generally accepted in the United States of America.

Qur audits were conducted for the purpose of forming an opinion on the basie financial statemants
taken 85 & whole. The azcampanying supplementary information Jisted in the table of contents is
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presented for the purpose of additional analysls, and is not a required part af the hasis finaneial
statements.

This supplementary information is the respongibility of Tennessee Municipal League Risk
Management Pool management, Such supplementary information has been subjected to the auditing
procedures applied in our audits of the basic financial staleinenls and, o vur opinion, is fairly stated in
&l marterial respects when considerad in relation to the basie financial starements taken as 4 whole.

In accordance with Government Auditing Stamdards, we have also issued our report dated

Seplember 29, 2000, on our consideration of Tennessee Municipal League Risk Management Pool's
internal contral over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts, and grants. That report is an integral parl of an audit performed in accordance
with Govermment Audiring Srandurds and should be rend in conjunction with thia repart in eonsidering
the reaults of oir andit,

Delorie < Tovete 11

September 29, 2000




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

BALANGE SHEETE
JUNE 30, 2000 AND 1233

ABSETS

CURRENT ASSETS:
Cash and cash equivalents
Investments
Premiums receivable
Acenued interest and other receivables
Reinsurance recoverable on paid losses

Dieferred acyuisition costs
Premisas, property and equipment, ncl

TOTAL ASSETS

LIABILITIES AND FUND BALANCE
Reserve lor [osses and loss adjustment expenses
Deferred premium revenues
Reserve for unearned premiuns

Dividends puynble
Accounts payable and accrued liabilitics

Total liabilities

FUND BALANCE:
Appropriated for capitalization
Appropriated for member eredita

Appropriated for property/casualty catastrophe
Appropristed for fund stubillzation

Toia] Mind halance

TOTAL LIARILITIES AND FUNTY BATANCE

See notes o financial statements.

2000 1999
¥ 2,954,706 ¥ 11,550,801
21,133,462 83,033.04%
4,800,376 4,972,299
2,551,889 2,438,429
IR2.481 3o
IBIT2 607,008
1,821,022 2,006,173
$ 104,025,108 5114921781
$ 48,322,844 § 45,867,644
3,254,062 7,549,553
6,492,353 5,454,556
3016221 FLO32,698
1,142,971 1,080,326
62,928,451 71,384,777
15,000,000 15,000,000
16,201,528 17,540,741
7,500,000 7,500,600
2,395,129 3,496,243
41,596,657 43,536,534
$104,025,108 $114.921,761




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

STATEMENTS OF REVENUES AND EXPENSES
YEARS ENDED JUNE 30, 2000 AND 1993

2000 1689
REVENUES:
Met preminms wrirten $29.368,008 526,065,238
{Inerease) decrease in unearned premiums (1.037,797) £13,070
Net earned premiums 28,330,871 26,578,308
Invesbpeut income 6,730,850 2337743
COther income 246,832 417,096
Total revenues 38,377,553 35,133,147
EXPENSES:
T.osses and loss adjustment expenses 25,227,150 20,646,649
Paolicy aequisition costs 2,939,106 2,722,608
General and udministrative sxpensas 3,503,563 3,380,386
Tatal expenses 31,070,814 26,744,733
EXCLSS OF REYENTIES OVER EXPENSESR BEFORE
CHANGLE IN UNREATIZET (TATNS AND LOSEES ON
INVESTMLENTS 3,706,734 8,383,414
CHANGE IN NET UNREALLZLD GAINS ANLD LOSSES
ON INYESTMENTS __{3.1']1,1I5} (5,924,757}
EXCESS OF REVENUES OVER EXPENSES $ 605,619 $ 2,654 A57

Sce noteg 1o financlal statements.,




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

STATEMENTS OF CHANGES IN FUND BALANCE
YEARS ENDED JUNE 30, 2000 AND 19539

Fund Balance

BALAMNCE, June 30, 1998 $ 55482327
Excess of revenues over expenses 2,654,657
Surplus refund credit {14,604,000)

BALANCE, June 30, 1999 43 534,984
Excess of revenuss nver expeanses 605,610
Surplus retund credit {45,246)
Dividend declared (3,000,000}

BALANCE, June 30, 2000 % 41,006,657

See netes to fnoanciul staternents.




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2000 AND 1999

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash rscsipts:
FPramiums raceivad
[nterest received
Speeial rating plan reimbursements
Reinsurance resoverics reeeived
Claims recoveries
Other cash recaipts
Total cash receipts
Cash disbursements:
Claim payments
General and administrative
Reinsurange premiums
Claims adminisimtion
Pulicy seguisition
Bond interast paymeants
Total cash disbursements
Net cash {used in) provided by operating activities

CASl FLOWS FROM INVESTING ACTIVITIES:

Purchases of investents
Sules and molurities of [nvestments

Purchases of premises, pmpen&; and cquipient
Sales of premises, property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Repuyments under debt agreement
Transfer of required debt interest balance

Met cash used in financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of vear

CASH AND CASH EQUIVALENTS, end of year

{Cantinued on nexi paae)

2000 1999
515,914,050 $22,872,521
6,073,270 6,266,389
3,260,831 2,450,586
1,142,994 1,060,680
428,326 429,705
147,111 449,279
37,006,582 33,529,460
25,584 415 23,020,891
3,230,042 2,911,729
1,809,063 2,002,618
2,082,721 1,850,853
2,121,275 1,877,253
- 9,566
34827516 31481910
(7,820,034) 1,847 550
(12,800,000)  (52.057.813)
12,284,790 50,635,813
(266,455 (306,786)
4,504 15,413
777,060 (1,713.373)
- (765,000]
- 25,480
: (739,520
(8,598,095 (605,343
11,550,501 12,156,144
$ 2952706 $11,550,801




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

STATEMENTS OF CASH FLOWS (GONTINUED)
YEARS ENDED JLINE 30, 2000 AND 1998

2000 1903
RECONCILIATICN OF EXCESS OF REVENUES OYER EXPENSES TO
WET CASH {USED IMN) FERCVIDED BY OPERATING ACTIVITIES:
Excess of revenues over expenses $ B05,619 % 2654657
Adjustments to reconcile excess of revenues over expenses
to nct cash (used in) pravided by operating activities:

Depreciation 492,910 432,452
Net amortization of premivm paid for investments (3,589 {76743
Gain on sales of investments {295,281} F2.031,432)
Unrealized losses on investments 301,118 3. 42H,757
Gain on sales of equipment f1iLA19) (16318}
Deprease (inerease) in preminm receivable 171,823 (240,240)
Diecrease (increase) in deferned acquisition costs 223,838 (149,027)
Increase in reinsurance recoverable on paid Insres (63,381) (253,550
Tnerease in reserve for {osses and loss adjustment expenses 2,455,200 01,164
(Tracrease) increass in deferred premium revenue {3,995 491} 4,225 7115
Incrense (decrease) in reserve for unearned premidms 1,037,797 {513,070)
Dividend credits {11,474,859) {B,150,495)
Nt change in olher assels and labililics {50,814} (23,348)
Net cash {used in) provided by aparating activities C(7.820,34)  § 7,847,550
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash paid during the year for interest 5 - ) 9,566

Kes notes to financial statemeants.




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED JUNE 30, 2000 AND 1989

i.

NATURE OF OPERATIONS

Tenneasee Municipal Teague Risk Management Pool (the “Pool ™, a nonprefit corporation, provides
liability, propeity and workers” coupensation coverage for centain governmental entities in the state of
Tennessee. Liability coverage provided by the Pool includes eamprehensive peneral liability,
comprehensive antomobile lisbility, law enforcement, autemobile physical damage and public oMicials®
errer and vmissions. Property coverage includes all risk on real property, personal property, husinesa
interruption, elecirnnic data procesaing systems, extra expense, accounts receivable, valuable papers,
rental income, property in fransit, deanolition and increased cost of construction and autamaob(le
physical damage, subject to specified sub-limits. Workers' compensation coverage conforms to the
workers’ compensation law of Tennessee excluding the provisions of e stale law dealing with
nonoceupationsl disability benefits.

Paol memherahip currently cansists of 411 governmental entities. The Fool provides risk management
services with emphasis on loss control as part of Uk coverage, The Pool also provides clalms
management satvices and insurnnce abave certain self-insared levels to participating entities.
Marticipants in these services are, for the most part, not general policylolders and the Pool receives fees
wiid premivms, respectively, for claims management services and retentinn-rype contracts.

SITMMATRY OF ACCOUNTING POLICIFS

The finaucial sfotermenty of the Pool lave been prepared in conformlty with generally nccepted
eccounting principles generally accepted in the 1tnited States af America. In accordance with
Governmental Accounting Standards Board (“"GASB™) Statement Nu., 20, dccounting and Financial
Reporilng for Prapriciary Funds and Geher Governmemal Entitics That Use Proprieiary Fund
Aecounting, the Tnal elected to apply all I'inancial Accounting Staudards Board Stalements and
Interpietations lssued aller Nuvember 30, 1989, except for those that conflict with or contradiet GASD
proncuncements.

Cesft and cash equjvalents iuclude cash yn hand wnd short-term investments with original maturities of
three months or less. Money market funds, which are held by third-party investment managers, ae
classified as investments,

Investments. The Pool carries {is investments In equities and deht sccurities at market value in
accordance with GASR Statement No. 31, Accounting and Financial Reporting for Ceriain Investments
and for kxternal Invesiment Pools. The changes {n unrealized gains and losses on investments for the
years ended June 30, 2000 and 1599 are reflected as scparate components in the stalement uf revenues
and expenses. Realized gains and losses v salvs of investments are recognized based on the specifie
identification method at the date of sale. Interest income i3 recognized when camed.

The Pool's investment in NLC Mutual Insurance Company (“MLC-MIC™ is not subject to the
provisions ol GASB Statement No. 31 and {s aceoumed for under the east methad.




Deferred acquisition costs. Policy acquisition costs consist of commissions incurred at policy or
contract issuc date, These costs vary with, and arc primarily related 1o, the acquisition of business and
are deferred and amortized over the pericd in which the related premiums are earned. Deferred policy
agquisition eosts are reviewed periodically to ensure they do not exeeed recoverable amounts after
allowing for antizipatad investment income,

Pramises, praperty and equipment. Premizes, property and equipment are carried at ariginal cost less
sccurnulated depreciation and consist of premises and improvements and furniture, fixtures and
equipment. Depreciation is computed on a straight-line basis over the estimated useful lives of the
assets ranping from 3 to 40 years.

Reserve for fosses and loss gdfustment expensey. The reserve Lor josses and loss adjustmant expenses
i3 estimated as losses are incurred. The reserve consists of mnounts for unpaid reported losses, net of
salvage and subrogation and reinsurance recoveries, and estimates for incurred but not reported
{("IBNR") losses. The estimates for IBNR were developed by management based vn a consulting
acriarial evaluation of the Pool's expected loss experience with consideration given to the Pool’s
historical loss experiancs and peneral industry information. Insurance linbilities are necessorily based
on estimates and the uliimate liability may vary from such astimates, Adjustments to these estimates
are reflected in expenses curtently.

Risk Monapenent and Iuswrance Arrungemenis, 1o addition to the loss relaied 1o operational rigks,
the Pool is exposed te varicus risk of loss related 1o theht of, damage 10, and destroetion of assats;
illness or injorie to employees: and natural disusters. The Pool earries commereial ingurancs for these
additional types of loss. Settled ¢laims resuliing [rom thuse risks huve nol exceeded qommercial
insurance coverage in the past three fiscal years.

Necoynitlon of premium. Promium is carned on 8 pro rata basis aver the term of the contract, which s
generally one year. Unearned premium is stated net of preinium ceded Lo reinsurery and represents the
portion of premium applicabls to the unexpired portion of policies in foree. Delvrred premivin revenue
represents premium billed in the current fiscal year for palicias becoming effestive in the next fiscul
yeur.

Irncesne tnxes, The Poyl bas recelved a favorable determination letter from the Triernal Kevente
Service and is exempt rom income taxes under Saction 115 of the Tatarnal Revenue Code.

Use of estimates, The preparation of financial statements in conformity with generally accepted
sceounting principles requires imanagement W make cstimates and assumptions that affsct the reported
amounts of assets and liabilities and disclosure of conlingent assets and lisbilities at the date of the
{inancial stalementy, Esiimares also affect the reported amounts of revenue and expenses during the
reporting period. Actual resulls could differ from those estimates.

INVESTMENTS

GASB Statement No, 31, decounting and Financial Repurting for Ceriain Tvestments and for External
Investment Pools, requires certain investments to be reported at [ir market value in the balance sheat,
with the change in fair market value reporied 89 8 component of investment incoma in the statement of
revenuss and expensas. The Pool has reported the changes in fair market value in the statement of
revenues and expenses, but has elected to show the change altter opurating revenues over expenses, as
opposed to being included in investment incame, The Pool’s decision to show this fine separately is




basad on heing able to report ta the mambarship the Pool’s operational statug before recording market
value fluctuations in investment holdings. After reporting the operational excess (deficit) of revenues
aver expenses, the change in market value of investment is reported, with a final excess (deficit) of
Tevenues over expenses reported in accordance with GASE Statement No. 31.

The Board of Direelors has suthorized management to Invest in obligations af the U8, Treasury and
LLE, governmental agencies, mortgape related securitivs, lhe Stale of Tennessee Local Government
Investment Pool (“LGIP"}, short-term investment funds, repurchase agrecmoents, and equity securities.
The average quality of the secunities must be rated at or above AA, as defined by Moody, Standard and
Poor, or an equivalent rating agency.

The Pool*s investmeants at Tune 30, 2000 are cntegorized below to give an indication of the level of risk
assumed by the Poal. Catepory | includes invastments that are inzorad or registered or for which the
securities are held by the Pool or its agent in the P'ool’s name. Category 2 includes uninsured and
unrggistered investments for which the securities are held by the bruker or dealer's agent, in its trust
department, in the Pool™s name, Category 3 includes uninsured and unregistered investments for which
the securities wre held by the broker or dealer’s apent, in its trust department, but nat in the Pool’s
name,

Category Fair
i 2 3 alua
LS. Governtnent Securitivs $ 87,750,945 5 - 3 - £ B7,750,595
Common stocks 2,873,945 - - 287,045
Money market funds 180,522 - - 188,522
$ 00,813,482 F . 3 -

Investments not categorized -

investment in NLC-MIC 326,000

5 91,133,462

The Pocl's cash end cash equivalent bank balunees lowling $3,706, 580 at June 30, 2000 (witha
carrying value of 2,952 706) represent & variety of time deposily with bunks and includes bank
balances that are insured or collateralized with securities held by the Pool or by its agent in the Pool's
Tume.

Net realized gains from the sale of investments were $299,281 and $2,031,432 for the fiscal years
ended june 30, 2000 and 1999, respectively.

The Pool invested $630,000 as a prarequisite for membership in the NLC-MIC on Sepiember 16, 1986,
The Pool hus requested and received retums of $310,000 of its contribution to NLC-MIC through June
39, 2000, lcaving a cost busis in the investment of $320,000 as of Fune 30, 2000. NLC-MIC is a captive
insurance company forted by risk pools associated with certain state municipal leagucs, including the
Fool.

- 10-




4. PREMISES, PROFPERTY AND EQUIPMENT

Premises, property and squipment are comprised af

2000 1855
Fremises and improvements $1,8582,030 F1,872,180
Office furniture, fixtures and equipment 2,102,167 2,265,657
Arncumulated depreciation (2,169.184) {2,131,668)

$1.821.022 $2.006.178

% RESERYE FOR LOSSES AND LOSS ADJUSTMENT EXTENSES

Reserve for losses and loss adjustment expanses is comprised of

2000 1949

Reserve for reported claims $27,496,952 $26,866,45%8
Reserve for incurred but not reponed claims 19,645,004 18,127,069
Reszeve for unallocated loss adjustiment expenses 2,504,512 2,347,023
[.ess: reinsurance recovernble (1,323,624} 1,492.9048)
Estimated ultimale unpaid losses and loss

odjustment exponsos $48,222.844 $45,867,644

As discussed in Nowe 2, the Pool establishes a hability for both reported and unreported insured cvents,

which includes estimates of both future payments of losses and related claim adjustment expenses. The
fullowing Lable represeots changes in those aggregate liabilitles for the Pool durlng the past two years,
Reserves ara stated on A net hasis afier dedoctions for losces recoverabile from reinsurers.




20040 1559
Beserve for losses and loss adjustment axpense at
beginning of {iscal year $45.867 644 $45,776,452
Incurred elelms and claim adjustment expenses:
Provision for insured events of corrent fiacal year 28,823,250 26,345 821
Decrease in provision for inaured events of prior fiscal yvears (5,536,820) (7,578,023}
Unallocated claims adjustment expance 1,941,322 1,878 851
Total incurred claims and claim adjustment expenses 25227.752 20,646,649
Reinsurance:
Reinsorance recoverias received attributable to
insured events of current fiscal year 167,809 214,243
Reinsurance recoveries received atiributabie to
insured svents of prior fiscal years 075,126 146,437
Change in reinsurance recovernble on poid Josses 69,381 251,558
Totsl reinsurance 1,2 12,3?3 1,314,238
Payments:
Claims and ¢lain adjustingnt espenses allribuialle w
insured evenls ol current fiscal year 8,598,040 7,851,762
Clairns wnd claim adjusimen; expenses attributable to
insured evenls of prior fiscal years 13,445 567 12,339,112
Unallocated clzims adjustment expenss 1,041,321 1,878,851
Total payments T23I9R493R 11,809,725
Reserve for losses and loss edjustment expenses
al end of fisual year $48,322,844 £45,867,644
A |

The I'ool has accumulated a base of mature reported loss data, supplemented witl industry dala, 1o
project ullimabe losses. Estimales of mcurred losses for all lines of business and policy years invalve
cstimation of fizture events and costs, which may differ from amounts ultinately realized due Lo a
nunber of factors. Estimated luss reserves have been developed by management of the Pool with
assistance from a consulting actuary. Management helicves the rexgrve for losses and loss adjustment
expenses are reasonably stated for all obligations es of June 30, 2000 and 1999, However, adjustments
te these eslimales may nevertheless be required ond would be reflected as additinns or reductions to
cxpensca currenily,

PREMIUMS WRITTEN AND REINSURANCE

Premiums written for the years ended Jone 30, 2000 and 1999 were as follows:

2000 1999
Premiums wrilicn $31,622.316 $28.033 699
Premiums ceded (2,253,643} (1,968,461)
Net prem{ums written $29 268,668 $26,065.238

The Company limits the maximum net loss that can arise from large risks or risks in concentruied areas

- of exposure by reinsuring {ceding) cerlain levels of risks with NLC-MIC (a related party, sse Naote 3),

Ceded reinsurance is treated as the risk and lability of the assuming companies. In general, such

12 -
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1.

reinsurance contracts limit the Pool's retention on individual occurrances as follows: workers’
compensation - $250,000; general liability, personal injury liability, errors and amissiona liakility and
ante Hability - $500,000; preperty (including auto physical damage) - $50,000; and crime coverage -
350,000,

The Pooi, tike other members of NLC-MIC, is subject to premiwm assessments for losses incurred by
the reinsurer under certain circumstances. The Pool is also eligible for future dividends and/or retern of
members’ equity.

Fatimated amounts recoverable from reinsurers (principally NLC-MIC) 0¥ $1,323,624 and $1,492,506
have been deducted from the reserve for losses and 1033 adjusmment expenses (Mote 3) at June 36, 2000
and 1999. The Pool remains conlinpently livble for reinsured losses.in the event its reinsurers do not
meet their contractual ohligations.

FUND BALANCE

The Poo) appropriates, as directed by its Board of Directors, its luad balauce inlo separate categories
that inchude capitalization, member credits, property/easnalty catnsrophe nnd fund stabilization. The
Board of Directors may, at i discretion, adjust the anwounts of appropriated fund balance.

Buring the year ended June 30, 1998, the Board declared a 53,000,000 dividend, which was paid in the
form ur renewal credits during the year ended June 30, 1999, Tinring the year ended Tune 30, 1999, the
Roard declored & $14,600,000 surplus refund credil, which was paid in the lorm of pramium eredits
Juring the vear ended June 30, 1999, Thiring the year ended June 30, 2000, the Boerd declared o
£3,000,000 dividend, which will be paid i the Toan of renewal credits during the year ended June 30,
2001,

RELATED PARTY TRANSACTIUNS

The formation of the Pool was sponsored by the Tennesses Municipal League (U “League™) and is
governed by a Board whose members are approved by the Tioard of the League. The elected Board
mambers consist of alectad officials and city managers [rom citivs that are members of the Pool. “Lhe
League receives an annual sponsarship fee of 1.75% of gross revenues from the Pool. This fee was
approximately $650,000 for 2000 and 1999,

The Paol entered into a pledge agreement in August 1992 with the League and a regional bank whereby
the Pouol bas pledeed securities with 2 market value of $5,465,18% at June 30, 2000 as collateral for
long-term doht issued by the League in connection with its purchase of a building and property.

CONTINGENCLEYS

In the normal course of gperations, the Pool is involved in litigslivn relaled to vertain claims. In the
opinion of management, the disposition of these matters will not have a material adverse effect on the
Fool's financial posilion,

EMPLOYFER BENEFIT PT.AN
Plan Dexcription. Employees of the Pool are members of the Political Subdivision Pension Flan

(“PSPP™, an agent multiple-employer defined benefit pensien plan administered by the Tennessee
Consolidated Retirement System (“11°HS™). TCRKS provides retirement benafits a3 well as death and

13-



disabilily benefits. Benefits are detecinined by 4 formula using the member's high five-vear average
salary and years of sarvice. Members become eligible to retire ot the ape of 60 with § years of service
or at any age with 30 years of service. A reduced retirement benefit is available to vested members at
the age of 33, Disability benefits are available to active members with five vears of service who
kecame disahled and cannot engage in gainful employment. There iz no service requirement for
disalality that is the result of an accident or injury vccuming while the member was in the performance
of duty. Members joining the system after July 1, 1979 become vested after § years of service and
metnbers joining priot ta July 1, 1979 were vested after 4 years of service. Benefit provisions ars
gstablished in state statute found in Title 8, Chapter 34-37 of the Tennessee Code Annotated (“TCA").
State statutes are amended by the Tennessee General Assembly. Political subdivisions, such as the
Pool, participate in the TCRS as individual entities and are lizble for all costs associated with the
operation and administration of their plan. Banefit improvements are nat applicable to a potitical
subdivision unless approved by the chief govemning body.

The TCRS issues a publicly available financial report that includes financial statements and required
supplementary information foor the PSFP, That report may he ohtained by writing to Tennessee
‘I'reasnry Department, Consolidated Retirement Syste, 1080 Floor Andrew Jackson Building.
Mashville, TN 37243-0230 or can be accessed ot www.treasury.state tn s,

Funding Palicy. The ool has adopted a nencontributory retirement plan for its employees by
asswning employes contributions up o 5.0 percent ol annual covered payroll.

The Poal is required to eontribute at an actuarially determined rate; the rate for the fiscal year ending
June 30, 2000 was 10.02% ol mnual covered payroll. The contribulion requirement for the Pool s
estnblished and may bo amendad by the TCRS Board of Trustees.

Annual P'ension Cost. For the years ended June 30, 2000 and 1999, the Pool's annusl pensivn eost of
5132,058 und 314,584, respectively to TCRS was equal to the Pool*s required and actzal contributions.
The requireed contribitinn for the year ended June 30, 2000 was determined as part of the June 30, 1999
acluarial valuation using the Irosen inilial lability actuarial cost method, Significant actuarial
assumptlons used In the valuntion include (a) rate af return on investment of present and future assets of
7.5 percent a year compounded anuually, (b} profected salary incovases of 5.5 percent annual rate (no
explicit assumption is made regarding the portlon attrlhutabie to the effcets of inflation on salaries),

(e} projected 4.5 percent annual increase in the Social Security wage base, sad (d) projecled posi
retireient increases of 3.0 percenl annually. The actaarial value of assets was determined using
techniques that smooth the effect of short-term volatility in the market value of total investinenis over a
five-year period, The Pool's untunded acluarial averued liabilily is being amortized as a level dollar
amount on 2 clesed basis. The amortization period at June 30, 1997 was 24 years.




Flscal
Year
Ending

June 34, 2000

June 3¢, 1999

June 30, 1998

Trand Infarmnation

Amnual Parcentage
Pensfon of APC
Coat (APLC) Corrtributad
$ 132,058 10000045
114,584 1 0. D0
3 04,3368 104, 00%

A oa koA oA
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TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

REQUIRED SUPPLEMENTARY INFORMATION — TEN-YEAR CLAIMS DEVELOPMENT INFORMATION
YEAR ENDED JUNE 10, 2000 (CONTINUED)

Fizral Yeur Ended Jure 20,
151 1992 1%3 [T 1595 155 52 JET 1999 7060

5. Reestimaded lrented claims

and expenses:

End al policy vear £ 15355470 % 17,197,040 5 1962000 f 1IAM IS f 20774 5 21067879 % JR7SEITO ¥ ASIOONE X 264N 5 1R AN IS0

One year later 14,246 L0600 1557200 16,496,778 1E 3 551 21,127 242 20415141 21 54445 235216,208 26,25, 10K

Two yeors [wer 12444 004 13,958,350 14,509,174 16,93K.653 19,914,780 18,510,420 15052 I3 007, 755

Theze vears Inter 10 258 455 13,126 3421 14375 048 LELE L 1235111 18,761,230 1R 30843

Four yers late 9,057 3001 12,571,008 141X 415 156446076 18,847,363 17,589,527

Fiwe years later 19,017,587 12,471 429 14,008,771 15515389 15,535,247

Sk venrs 1pter 2807401 12,436 370 14,201 440 15,198 415

Seven years laer 10,053 008 1239, 13 14,964 424

Eight veors leter Saks o 12200 250

Mine years later 9914242
b, Dooncace Ineafimated mcwered

clairas and expenses Fom

eod ol policy vear (F441386) (498T,785)  (4EMSIE IBM0R (3S4L087) (S4TRISZy [5,MEA4I7) {1 (20,713} -

-17-




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

REQUIRED SUPPLEMENTARY INFORMATION - RECONCILIATION OF CLAIMS LIARILITIES BY TYPE QF CONTRACT

YEAR ENDED .JLINE 24, 2000

Unpaid claims and claim adjustment expense at
beginning ol year

Irisurresd clwims and claim adjustment expenses;
Pravision for insured events of the current flsenl yoar
Neererse in provision for insured svenis of

LFrim yEary
nallocated clairs adjustosent exponsg

Total incurred claims and claims pdjumment ¢xpense

Reinsurancs:
Helnsuranca recoverias raceived artribotable {n
losured events of curren fucal yeor
Reinsurance recoveries received atrlbutable te
insured averus of prior flscal years
Change in reinsurance recoverable on puid fosses

Total reinsuraee

Faynwenis:
Clajms and clado adjusinen cxpeisey wieibuiuble
to dnsuced events of current fiscal vear
Claime and clalm adjuckment expenses aitribuuble
to inslred avente of prior fiseal vears
Cluina administraticon expehse

Total pavmicnts

Totol unpald claims ond clalm pd|ustment expenses at
the end of the Ascal year

-18-

Warkare'
Liakility Compansatlin Proparty Totak

524,514,103 520,801,291 52,230 545 807,644
12,303,942 15,604,394 914,914 28,823,250
{4,740, 3704 (544,919 (251,331) (5,536,820
77414 321,480 172,024 [.%41,322
8441385 15,950,955 E14,41] 25,217,152

. 147,269 - 167 BeD

141 832 261,908 51,328 975,124

(141 416) 571758 5,022 A4 38|
416 415610 TS 121237

1053 83 5,000,475 483,733 §.39%.040
4,517,971 tA MR L 1.0 1,652 [1.445,367

BTT.R b LERICE 172,027 1.94].121
RATY G LS 13837880 1667434 13,984 528
$24. 476,250 £23 349,967 496,387 % 18,322 Kid




TENNESSEE MUNICIPAL LEAGLIE RISK MANAGEMENT POOL

REQUIRED SUPPLEMENTARY INFORMATION - RECONCILIATION OF CLAIMS LIARILITIES BY TYPE OF CONTRACT
YEAR ENDED JUNE 30, 1999

Workers'
Liabllity Compensabion Property Tolal
Unpaid clatms and eloim adjustment expense at
begiming wl year 325047493 520258654 5 470338 £45,776,482
lncurred cluimy and claim adjustment expenses;
Pravision for insurcd events of the current fiacsl year 12,516,905 12,604,028 1,224,568 26,345 821
Decreace in provision for ingured events of
pricr ycars {5,871,195) (1,702,626) {1,598) {(TAT8025
Unalkacated elaima adjustment ex pence 862,715 £61,328 154,708 1,878 891
"'taial incurred elaimnx apd claims adjustrent sxpense T.505,711 11,763,320 1,277, 598 646,540
e inaurancs:
Relnsurance recoveries recslved atirlbutable to
insured] events nf enment fiscal year - - 214,143 11,343
Relngurance recovaries received st butgble to
insured events of prior fiscal yeaw s &4,312 41,381 40,744 146,437
Chunge I ceinsurance recyveralile on puid loses 153,532 44,920 53,097 253,554
Tutal relsuriowe 219,244 6310 1,008,084 1.114.238
Fayisenis;
Claims ood cloim edjustment cxpenacs sitnhutable
Lo jisured evenls of current Mol yer 1. T.890 1547451 76,421 T.A51, T2
Claimg and clairy pdjustment oy penset aitethuinhle
1o Jiswred! events of prior Nscal years 4,118,850 b, 797,624 L2 AN 12,739,112
Clums admlalsiration expense L B2205 i 1SN e
Towl payments _ B2IE9IS O ALAOT OO 2,307,767 21,869 724
Total wnpald clodms and clalm ad|usunent expensss at
tha end of tha Nceal year L2540 2R, 291 £ 552,2%0 $41 8647 404

Lol




TENNESSEE MUNICIPAL LEAGUE RISK MANAGEMENT POOL

REQUIRED SUPPLEMENTARY INFORMATION — SCHEDULE OF FUMDING
PROGRESS (DOLLAR AMOUNTS IN THOUSANDS)

Aptuariaf Artuariaf Artuariai Unfunded  Funded Covered UAARL as a
Valuatfon Yalue of Accruad AAL Ratfa Payroli Percoentzge
Data Assats Liabflity {LIAAL) of Covarod
{AAL) Payroii
{a) fh) fbj - faj {abj fcl {ib-a)ie)
June 10, 1998 $RO4 1,280 £476 &1 81% £1,144 41.6204
June 30, 1997 $474 $ 7o $242 66.20% F 987 24.52%
June 30, 1995 $207 £ 451 $243 46 .04% 5 481 49 47%

-0 .




TML RISK MANAGEMENT POOL

Supplementary Information cn Employes Compensation

As Raqulred by Tennassee State Law

July 1, 1599 Through June 30, 2000 {For fkmuunts in Excess of $25,000)

Officar’'Employas

Holland, Lee - President
Crawford, Diawn - Exec. V.P. £ Chief Financial
Officer
Alexander, Keith
Caldwell, ATy
Chanliliss, Paul
Dalton, Gearge
Davis, Jeanette
Daorris, Lowell
Fann, Michacl
Gadilis, Pal
Holland, Edna
Iansley, Judy
Hufller, Denniy
Jungmichel, Taurm
Lemnon, Fun
Moore, Kaoren
Ponessa, Anthony
Ransom, Toni
Rase, Kathy
Seubew, Lelule
Stoltz, Betty
Williains, Kathi
Williams, Myra
Williams, Randy

Intormation provided as'categorized in Tennessee

Code Annotated, Seetlon 10-7-503(dX VXFXi-iii)

L%}

- rru——

Earned Compansdtion
3162,438.53

114,921.14
75331944
102,772,838
46.400.96
44,671.16
34,049,00
42,448.03
G5,229.88
65,452.93
00,002,08
55,895,364
7820072
101,940, 84
64,541,50
10,985 86
69,509.44
3537240
3961565
2818221
41,742 45
37.030.28
72,574.16
81,565.30

Frings Beralfils
348,877.10

22,958.72
12,947.72
32,511,714
6,112.18
8,115.48
4,192,712
8,962.79
16,450.77
8,519.01
10,232.07
8,025.54
16,278.90
18,170.5%
3,205.79
478358
17,504,9¢
4,651.81
5411.49
373117
528,75
5.551.13
13, 182,75
11,158.88




TML RISK MANAGEMENT POOL

Supplamentary Information aon Profassional Advizora/Sarvice Providers
As Required by Tennessee State Law
July 4, 1899 Through June 30, 2000 (For Amounts In Excess of $2,500)

Sarvice Frovider

Callan & Associates

Dloinie & Touche LLE

Highland Capital Manaperment
Comporation

Murray, C.E.

PriceWaterhouseCoopers, LLI

Public Risk Servicas

Richardson, Jim

Ridley, Nathan

Seivers, Charles

Stakes, Ogden

Tennesses Municipal Leagus

Information provided ns categorized
in Tennesses Code Annntated,
Section 10-7-503(d3({ WT)iv)

Sarvica Pravidad

Investment Performance Evaluation
Financial Audit

Investment Portfalio Manegement

Claims Legal Rill Review

Actuarial Review

Third Party Administrator — Claims Pracessing
Property Inspector

Lebbying Consultant

Orpanizational Consuliant

Corporate Legal Retainer

Qrganizational Sponsurship Fee

.33,




Jieleitte & Torc~e LLF

Suibe A

A24 Chusch Sreer

‘ashville, Tennesses 37215-2306&

wiwowe s e loitee. oo

Deloitte
& Touche

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE AND ON INTERNAL
CONTROL OVER FINANCIAL REPORTING BASED UPON THE AUDIT PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Te the Board of Directors
Tennessee Municipal Lengue Risk Management Peal
Drentwood, Tonnesses

We have audited the finaneial statameants of Tenneasses Municipal League Risk Managemont
Puol, as of and for the year ended June 30, 2000, and have issued our report thereon dated
September 29, 2000. Such report expressed a qualified opinion because the Pool did not classify
the change in unrealized gains or losses on investments as a component of investment come in
accordance with Government Accounting Standards Board Statement Wo. 31, Accounting and
Finoneial Reporting for Certain Investments and for External investment Poois. 'We conductad
our audit in accordance with auditing standards gencrally aceepted in the United States of
America and the standnrds applicable to financial audity contined in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasanable assurance aboul whether Tennessee Municipal League Risk
Management Pool’s financial statements are free of material missiatement, we performed tests of
its complisnce with certain provisions of laws, regulations, contracts, and grants, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those pravisions was not an
objective of our aud:t and accordingly, we do not express such an opinion. The results of our
tesls diselosed no instances of noncompliance that are required to be repotted under Gevernment
Auditing Standordy,

Internnl Confrel Over Financial Reporting

In planning and performing our audit, we eonsidered Tennessee Municipal League Risk
Management Pool’s inlsrnal control over financial reporting in order to determine our acditing
precedures for the purpesy of expressing our opinion on the financial statements and not 1o
provids assurance on the internal contrwl over financial reporting, Qur consideration of the
internal contro] over Tinancial reporting would not necessarily disciose all matters in the internal
control over financial reporling that might be material weaknesses. A meteria) weakness is a
enndition in which the design or operalion of one or more of the internal control componcits

Delaitte
Tonirhe -23 -
Tohmatsu




does not reduce to a relatively low level the risk that misstatements in amounts that would be
malerial in relation to the finangial statements being audited may occur and not be detected
within a timely period by employees in the normal counse of perforining their assigned functions.
We noted no matters involving the internal control over financial reporting and its operation that
we consider to be marerial wesknesses.

This repaort is intended solely for the information and vse of the Board or Directors, management,
and the Comptreller of the Treasury of the State of Tennesses — Division of Municipal Audit and
15 not intended to be and should nol be used by anyone other than thaze specified parties.

Defette © Tomde LLP

September 29, 2000




