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INDEPENDENT AUDITORS' REPORT Jo L. Moore

To the Board of Trustees
Missouri Public Entity Risk Management Fund
Jefferson City, Missouri:

We have audited the accompanying financial statements of the business-type activities of
Missouri Public Entity Risk Management Fund (MOPERM), as of and for the years
ended December 31, 2010 and 2009, which collectively comprise the Fund’s basic financial
statements as listed in the table of contents. These financial statements are the responsibility
of MOPERM’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financijal statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provided
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the business-type activities of the Missouri Public Entity
Risk Management Fund, as of December 31, 2010 and 2009, and the changes in financial
position and cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis, ten year loss development information, and
reconciliation of claims liabilities by type of contract be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements,
is required by the Government Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of
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management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

C’M_ ,‘449%, CAs, LLC

EVERS & COMPANY, CPA's, L.L.C.
Jefferson City, Missouri

March 16, 2011



MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND
MANAGEMENT’S DISCUSSION AND ANALYSIS
(UNAUDITED)

Management of the Missouri Public Entity Risk Management Fund (MOPERM) offers this narrative
overview and analysis of the financial activities of MOPERM for the fiscal years ended December 31, 2010
and 2009. We encourage readers to consider the information presented here in conjunction with MOPERM’s
financial statements and notes to the financial statements to enhance their understanding of MOPERM’s
financial performance.

Fund Accounting

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. MOPERM, a corporate and political body created by the
Missouri General Assembly, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. MOPERM is considered to be a related party but not a component unit of the State of
Missouri. There are three categories available for governmental accounting: governmental funds, proprietary
funds and fiduciary funds. MOPERM’s funds are considered proprietary funds.

Proprietary funds. Proprietary funds account for governmental operations that are designed to be self-
supporting from fees charged to consumers for the provision of goods and services or where the government
has decided that the periodic determination of revenues, expenses, and net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes. The accounting and
financial reporting practices of proprietary funds are similar to those used for business enterprises and focus
on capital maintenance and the flow of economic resources through the use of accrual accounting. Of the two
types of proprietary funds, MOPERM maintains one type: Enterprise Fund. MOPERM’s purpose is to
provide liability and property insurance coverage to participating public entities, their officials and
employees.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to MOPERM’s financial statements.
Typically, government financial statements would be presented as three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. However, as
MOPERM uses only Proprietary funds, which present financial statement information in the same manner as
government-wide financial statements only with more detail, we do not present government-wide financial
statements as the information would be repetitive.

The financial statements, in addition to management’s discussion and analysis, are comprised of the balance
sheet; the statement of operations and changes in retro return reserve; the statement of cash flows and the
notes to financial statements. The financial statements are prepared on the accrual basis in accordance with
U.S. generally accepted accounting principles applicable to governmental enterprise funds.

The balance sheet presents MOPERM’s financial position as of the end of the fiscal year. Information is
displayed on assets and liabilities, with the difference between the two reported as retro return reserve. The
retro return reserve of MOPERM reflect the resources available as of the end of the fiscal year to pay claims
of participants when due. Over time, increases and decreases in retro return reserve measure whether
MOPERM'’s financial position is improving or deteriorating.

The statement of operations and changes in retro return reserve presents information detailing the revenues
and expenses that resulted in the change in retro return reserve that occurred during the current fiscal year.
All revenues and expenses are reported on an accrual basis. This means that the revenue or expense is
recognized as soon as the underlying event giving rise to the change occurs, regardless of when the actual
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cash is received or paid. Thus, revenues and expenses are reported in this statement for some items that will
not result in cash flows until future fiscal periods. For example, contributions due from a public entity, even
though not yet paid by fiscal year end, will be reflected as revenue. Likewise, claims that occurred during the
fiscal year under self-insured plans will be reflected as an expense, whether or not they have been paid as of
the end of the fiscal year.

The statement of cash flows presents the cash provided and used by MOPERM categorized by operating
activities, noncapital financing activities, capital and related financing activities, and investing activities. It
reconciles the beginning and end-of-year cash balances contained in the balance sheet. The effects of accrual
accounting and noncash activities, such as depreciation, are adjusted to supplement the presentation in the
statement of operations and changes in retro return reserve.

The notes to financial statements follow the basic financial statements and provide additional information that
is essential to a full understanding of the data provided in the financial statements.

In addition to the financial statements and accompanying notes, required supplementary information is
presented illustrating MOPERM’s past ten years of earned revenues and investment income compared to
related costs of loss and other expenses incurred by MOPERM.

Financial Analysis

The following tables present the summarized financial position and results of operations for the fiscal years
ended December 31, 2010, 2009 and 2008. Additional details are available in the accompanying financial
statements.

2010 2009 2008
ASSETS
Cash and investments $106,607,848 $100,991,838 §$ 95,361,888
Receivables 735,502 715,444 1,034,384
Capital assets 1,437,362 1,088,592 1,152,260
Other 10,082 11,126 14,592
Total assets $108,790,7%  $102,807,000 $ 97,563,124
LIABILITIES
Loss and loss adjustment expense $ 50,614,714 $ 48,830,956 $ 48,387,154
Other 7,506,879 7,682,098 8,568,371
Total Liabilities 58,121,593 56,513,054 56,955,525
RETRO RETURN RESERVE

Designated catastrophic reserves 29,267,410 27,184,317 25,103,349
Invested in capital assets 1,437,362 1,088,592 1,152,260
Undesignated 19,964,429 18,021,037 14,351,990
Total retro return reserve 50,669,201 46,293,946 40,607,599
Total liabilities and retro retum reserve $108,790,7%  $102,807,000 $ 97,563,124

e MOPERM was established to offer liability protection to participating public entities, their officials
and employees. MOPERM has been successfully providing member entities with broad coverages at
stable and economical rates. About seven years ago, MOPERM’s Board of Trustees approved the
offering of property insurance coverage to its members. MOPERM decreased its overall membership
by 29 members during 2010, by 30 members in 2009 compared to a 15 member increase during 2008.

4



The reduction of members in 2010 and 2009 was due to the soft market and competition within the
state. In 2010, MOPERM lost about $1,261,739 in contribution compared to $2,875,628 loss in
contribution in 2009. Even though the overall contribution collected decreased, total assets increased
by $5,983,794 to $108,790,794 and $5,243,876 to $102,807,000 in 2010 and 2009. During 2010,
capital assets increased by $348,770. Computer equipment totaling $53,311 was purchased to
complement the new risk management software system that is designed to integrate policy
administration, accounting and claims. As of December 31, 2010, $362,054 of the new risk
management software system had been purchased and was used to process 2011 renewal policies.
MOPERM retired an $18,000 color copier. The copier was replaced with a lease contract. Capital
assets decreased in 2009 due to the retirement of a computer server and several old monitors and
computers. During 2009, receivables decreased by $318,940. The majority of this decrease is due to
the decrease in accrued interest on investments.

Total liabilities increased by $1,608,539 in 2010 to $58,121,593. The increase in liabilities was
primarily associated with an increase in loss reserves for incurred but not reported. Total liabilities
decreased by $442,471 in 2009 to $56,513,054 primarily associated with a decrease in advance
contribution. MOPERM reserves 75% of annual liability contributions to pay claims. This
percentage conservatively reflects past claims history. This reserve is reviewed annually by an
independent actuary. MOPERM has no long term debt.

Retro Return Reserve for 2010 and 2009 increased by net income of $4,375,255 and $5,686,347.
Since its inception, MOPERM has refunded over $7 million of contributions to the participating
members. MOPERM’s Board of Trustees did not declare a refund in 2010 or 2009.

2010 2009 2008

OPERATING REVENUES
Contributions $ 17,806,797 $ 19,068,536 § 21,944,164
Investment income 3,425,809 3,612,904 4,486,751
Other income (expense) 100 52 62,896
Total operating revenues 21,232,706 22,681,492 26,493,811

OPERATING EXPENSES
Loss and loss adjustment expense 12,107,531 12,658,959 15,465,874
Excess insurance premiums 1,273,174 1,119,946 1,170,558
General and administrative 2,504,618 2,624,008 3,159,917
Total operating expenses 15,885,323 16,402,913 19,796,349
Net operating income 5,347,383 6,278,579 6,697,462
Unrealized gain(loss) on investments (972,128) (592,232) 901,195
Net income $ 4375255 § 5,686,347 $ 7,598,657

Contributions earned for 2010 and 2009 decreased by $1,261,739 and $2,875,628. The property line
of business had an approximate decrease of $28,361 and $272,526 for 2010 and 2009 which was
attributed to the loss of members and a slight rate decrease of 2.03% and 1.20%. Liability
contribution was a negative $1,233,378 and $2,603,103 for 2010 and 2009 due to a 2.28% and 4.97%
rate decrease and the loss of members.

In 2010 and 2009, MOPERM has invested approximately $96.3 and $86.5 million, primarily in U.S.
Government Agency Securities with final maturities of seven years or less, U.S. Government
Guaranteed Mortgages and Collateralized Mortgage Obligations. Investment income consists of
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interest income, amortization of premium and discounts, and realized gains and losses on securities.
Investment income for 2010 and 2009 decreased by $187,095 and $873,847 due to the volatile
markets and lower interest rates on the investment portfolio. Because of the changes in the
investment market, MOPERM experienced an unrealized loss on investments of $972,128 and
$592,232 during 2010 and 2009.

e Loss and loss adjustment expense decreased by $551,428 and $2,806,915 in 2010 and 2009.
MOPERM paid out approximately $1.9 million less in net loss and loss expenses in 2010 than 2009.
MOPERM paid out approximately $74,911 more in claims in 2009 than 2008.

e Excess insurance premiums increased by $153,228 in 2010 even though there was a decrease in
property members. MOPERM experienced an increase in excess rates on property and boiler and
machinery lines of business. In 2009, MOPERM’s excess insurance premiums decreased by $50,612
because of a slight rate decrease on earthquake excess. The excess insurance ceded premium for
property increases/decreases as members are added or non-renewed and cancelled.

e General and administrative expenses approximated 14.1% and 13.8% of total contributions earned for
2010 and 2009, respectively. Due to the decrease in contribution earned, the percentage of expense to
contribution increased, but actual expenses decreased by $119,390 in 2010. The majority of this
decrease was due to decreases in commission expense and loss control services. These expenses
decreased by $535,909 in 2009 due to decreases in commission expense and other outside services.
Other outside services in 2008 included the administrative fee for Arthur J. Gallagher to underwrite
the property lines of business. The 2009 renewals were processed with MOPERM staff.

FINANCIAL SUMMARY

In 2010, MOPERM had another decrease in its overall membership and a decrease of $1,261,739 in
contribution. MOPERM had an overall slight decrease in rates of 2.26%; the liability program had a base rate
decrease of 2.28% while the property program had a slight decrease of 2.03%. MOPERM had a total of 888
entities that contributed to the pool in 2010. The insurance market remained soft and there were several
competitors in the state that were able to offer lower prices to public entities.

Net income decreased by $1,311,092 in 2010. This is due primarily to the decrease in contribution collected
and the unrealized change to investments. The general and administrative expenses decreased slightly from
2009. Retro return reserves increased by $4,375,255 in 2010 totaling $50,669,201 at December 31, 2010.
Even with the loss of members and contribution for 2010, MOPERM is in very good financial position.

Economic Environment and Next Year’s Budget and Rates

Since 1987, MOPERM has been a competitive alternative for local government agencies seeking to manage
rising coverage costs against growing exposures and tight budgets. Rates are analyzed by an actuary each
year and rate recommendations are made to management. Management analyzes the actuary’s rate
recommendations and suggests rate changes based on actual loss experience and the current insurance market.

The 2011 estimated contribution was down about 12% compared to the final 2010 contribution amount. The
decrease was the anticipation of losing more members to our competitors and the rate decrease. Several
competitors are becoming very aggressive in writing public entity business. The total operating expenses are
budgeted to increase about 1% to $3.8 million over the final 2010 operating expenses of $3.7 million. The
largest increments are commission expense and excess insurance premiums that increase and decrease with
the contribution written. The maintenance service cost center has increased due to the maintenance on the
new computer software system being implemented to underwrite insurance policies and process claims. The
internet/web cost center increased due to new Fiber Connection to increase inflow and outflow transmission
speed of data for the Disaster Recovery Plan and for the new risk management software system. The total
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operating expenses are about 25% of total budgeted contribution. The loss and loss expense percentage
remains constant at about 75% of budgeted contribution each year. New package policies and new package
discounts have been implemented and applied to 2011 renewals. The new software system changed how
contribution is calculated because of rating differences and how it applies debits and credits. The Executive
Director mandated minimal underwriting to be performed on 2011 renewal pricing because of the
implementation of new software program.

Contacting the Fund’s Financial Management

This financial report is designed to provide our members and the public with a general overview of the Fund’s
finances and to demonstrate the Fund’s accountability for the contribution it receives. If you have questions
about this report or need additional financial information, contact the Fiscal Manager, Cathy Schulte, at PO
Box 7110, Jefferson City, MO 65102, (573)751-1266 ext. 114 or e-mail Cathy-Schulte@moperm.com.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

BALANCE SHEETS

DECEMBER 31, 2010 and 2009

Assets

Current assets
Cash and cash equivalents
Short-term investments

Deposits and accounts receivable other than contributions

Accrued interest receivable
Contributions in the course of collection
Prepaid expenses

Total current assets

Noncurrent assets
Long-term investments
Capital assets (net of accumulated depreciation
of $1,485,252 in 2010 and $1,433,913 in 2009)
Total noncurrent assets

Total assets

Liabilities and Retro Return Reserve
Current liabilities;
Loss and loss adjustment expense reserves
Advance contributions
Accounts payable and accrued expenses

Total liabilities
Retro return reserve (unrestricted):
Designated catastrophic reserves
Invested in capital assets
Undesignated

Total retro return reserve (unrestricted)

Total liabilities and retro return reserve

2010 2009
10,216,568 14,462,208
7,776,083 6,322,768
161,880 119,443
573,622 593,260
- 2,741
10,082 11,126
18,738,235 21,511,546
88,615,197 80,206,862
1,437,362 1,088,592
90,052,559 81,295,454
108,790,794 102,807,000
50,614,714 48,830,956
7,334,387 7,596,067
172,492 86,031
58,121,593 56,513,054
29,267,410 27,184,317
1,437,362 1,088,592
19,964,429 18,021,037
50,669,201 46,293,946
108,790,794 102,807,000

The accompanying notes are an integral part of these financial statements.



MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND
STATEMENTS OF OPERATIONS AND CHANGES
IN RETRO RETURN RESERVE

FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

Revenues:
Contributions
Investment income
Other income (expense)
Total operating revenues
Expenses:
Loss and loss adjustment expenses
Excess insurance premiums
General and administrative
Total operating expenses
Net operating income
Unrealized gains on investments
Net income

Retro return reserve, beginning of year

Retro return reserve, end of year

2010 2009

17,806,797 19,068,536
3,425,809 3,612,904
100 52
21,232,706 22,681,492
12,107,531 12,658,959
1,273,174 1,119,946
2,504,618 2,624,008
15,885,323 16,402,913
5,347,383 6,278,579
(972,128) (592,232)
4,375,255 5,686,347
46,293,946 40,607,599
50,669,201 46,293,946

The accompanying notes are an integral part of these financial statements.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

2010 2009
Cash flows from operating activities:
Contributions collected $ 17,547,858 § 18,223,013
Loss and loss adjustment expenses paid (10,366,210) (12,241,806)
Payments to suppliers and excess insurer (2,998,018) (3,089,149)
Payments to employees (622,929) (616,183)
Investment income received 3,387,027 4,055,822
Other income (loss) 100 52
Net cash provided by operating activities 6,947,828 6,331,749
Cash flows used in capital and related financing activities:
Purchases of capital assets (418,109) (7,612)
Cash flows from investing activities:
Proceeds from matured investments 94,885,220 91,926,596
Investments purchased (105,660,579) (91,923,441)
Net cash used in investing activities (10,775,359) 3,155
Change in cash and cash equivalents (4,245,640) 6,327,292
Cash and cash equivalents, beginning of year 14,462,208 8,134,916
Cash and cash equivalents, end of year $ 10,216,568 § 14,462,208
Reconciliation of net income to net cash provided by
operating activities:
Net income $ 4,375,255 § 5,686,347
Adjustments to reconcile net income to net cash provided
by operating activities:
Depreciation and amortization 69,339 71,281
Accretion of discounts and amortization of premiums, net 301,013 213,839
Realized gain on investments (359,432) (111,885)
Unrealized (gain)losses on investments 972,128 592,232
Changes in certain assets and liabilities:
(Increase) decrease in deposits and accounts receivable
other than contributions (42,437) (26,649)
(Increase) decrease in accrued interest receivable 19,638 340,963
(Increase) decrease in contributions in course of
collection 2,741 4,626
(Increase) decrease in prepaid expenses 1,044 3,466
Increase (decrease) in loss and loss adjustment expense reserves 1,783,758 443,802
Increase (decrease) in advance contributions (261,680) (850,149)
Increase (decrease) in accounts payable and
accrued expenses 86,461 (36,124)
Net adjustments 2,572,573 645,402
Net cash provided by operating activities $ 6,947,828 § 6,331,749

The accompanying notes are an integral part of these financial statements.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

Reporting Entity

The Missouri Public Entity Risk Management Fund (“MOPERM?”) is a body corporate and politic
created by the Missouri General Assembly and signed into law on June 20, 1986. MOPERM became
operational January 1, 1987. Although the State of Missouri is responsible for appointing some of the
members of the Board of Trustees, the State’s accountability does not extend beyond these
appointments. Accordingly, MOPERM is considered a related organization of the State of Missouri
but is not considered a component unit.

The purpose of MOPERM, as established in Chapter 537.700 RSMo 1986 and in the bylaws, is to
provide liability protection to participating public entities, their officials and employees. Effective
July 1, 2003, MOPERM added property coverage to its services offered to such participating
members. MOPERM had a total of 888 and 909 contributors, including cities, counties, healthcare
entities and school districts, as of December 31, 2010 and 2009, respectively.

MOPERM uses only proprietary funds, which present financial statement information in the same
manner as government-wide financial statements only with more detail. Government-wide financial
statements are not presented as such information would be repetitive.

Basis of Accounting and Summary of Significant Accounting Policies
Basis of Accounting

MOPERM prepares its financial statements on the accrual basis of accounting in accordance with
U.S. generally accepted accounting principles for governmental enterprise funds. These principles
are similar to those for private business enterprises. Accordingly, revenues are recorded when earned
and expenses when incurred. MOPERM applies all Financial Accounting Standards Board (FASB)
statements and interpretations that do not conflict with or contradict the Governmental Accounting
Standards Board (GASB) pronouncements.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on deposit and overnight repurchase agreements. All cash
on deposit is insured by federal depository insurance or collateralized by securities held by the
counter party financial institution’s trust department or agent in MOPERM’s name. The carrying
amounts reported in the balance sheets approximate the fair value of these instruments.

Investments

MOPERM reports investments at fair value, with the changes in fair value reported in the Statements
of Operations and Changes in Retro Return Reserve. The estimated fair value of fixed maturity
investments is based on quoted market prices. Interest income is recorded when earned. Realized
gains and losses on investments are determined using the specific identification method. Total
realized gains were $359,433 and $111,886 for the years ended December 31, 2010 and 2009,
respectively.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

NOTE 2 - Continued (Basis of Accounting and Summary of Significant Accounting Policies)
Capital Assets

Capital assets are stated at cost, less accumulated depreciation. Improvements are capitalized.
Expenditures for maintenance and repairs are charged to expense as incurred. Realized gains and
losses are recognized upon disposal or retirement of the related assets and are reflected in current
operations.

Depreciation is calculated on a straight-line basis over the following estimated useful lives of the
respective assets:

Depreciable Life
Automobiles 3 years
Computer equipment and software 3-5 vyears
Equipment 5 years
Furniture and fixtures and building improvements 5-10 years
Building 40 years

Contributions

Contributions are recognized as revenue over their related policy period. Advance contributions
represent contributions received in the current year for policies effective the following year. No
unearned contribution is reflected at year-end as all policies expire on December 31.

Annual contributions are calculated based on actuarial projections to produce sufficient funds to pay
losses and expenses. If contributions do not produce sufficient funds to meet obligations, MOPERM
is empowered to make special assessments. Members are jointly and severally liable for claims
against MOPERM.

Retro Return Reserve Refunds

If collected contributions and interest income exceed the total amount of all paid claims, claim
expenses, operating expenses, and the catastrophic retro return reserves allocation in any given year,
the Board of Trustees may declare that a refund of the excess amount be made. The refund shall be
on a pro rata basis to all participating public entities based on the contributions of the public entity for
the immediately preceding year. Unless otherwise determined by the Board of Trustees, no refund
will be made until all claims are closed and the appropriate statute of limitations has expired for that
policy year. Refunds are recorded in the year declared.

Loss and Loss Adjustment Expense Reserves

Loss and loss adjustment expenses are charged to income as incurred. Loss and loss adjustment
expense reserves represent the accumulation of estimates for reported unpaid losses including loss
adjustment expenses, the effects of inflation and other societal and economic factors, plus a provision
for losses incurred but not reported. Loss adjustment expenses represent anticipated costs of settling
claims, including attorneys’ and adjusters’ fees. The reserves for incurred but not reported loss and
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

NOTE 2 - Continued (Basis of Accounting and Summary of Significant Accounting Policies)

loss adjustment expenses are actuarially determined and based on a computation that applies varying
percentages to each policy year’s earned contributions, less cumulative claims paid and reported
unpaid loss reserves at the balance sheet date. The methods for making such estimates and for
establishing the resulting liability are continually reviewed and any adjustments are reflected in
earnings.

Designated Catastrophic Reserves

The designated catastrophic reserves are funds designated by the Board of Trustees to cover
catastrophic losses incurred by MOPERM for any policy year. The balances at December 31 for
policy years 2006 through 2010 is equivalent to 10% of the earned contribution and 15% of the
earned contribution for all policy years since MOPERM s inception minus $1,545,447 for policy year
2002; plus any undesignated retro return reserves of a policy year that is twenty years old. The total
of these reserves at December 31, 2010 and 2009 is $259,136 and $146,911, respectively. During
2005, the Board of Trustees approved the transfer of the catastrophic reserves for policy year 2002 to
the Undesignated Retro Return Reserves. If losses in any policy year exceed total contributions and
designated catastrophic reserves, additional assessments could be made to applicable members for the
policy year the losses occurred.

Operating and Non-operating Income and Expenses

All revenues and expenses, except the unrealized gain or loss on investments, are considered
operating. Investment income is considered operating revenue.

Income Taxes

The Internal Revenue Service ruled that MOPERM is exempt from federal income tax under Section
115 of the Internal Revenue Code.

Management’s Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from these estimates.

Subsequent Events
MOPERM evaluates events and transactions occurring subsequent to the date of the financial
statements for matters requiring recognition or disclosure in the financial statements. The

accompanying financial statements consider events through March 16, 2011, which is the date the
financial statements were available to be issued.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

Deposits and Investments
Deposits

Custodial credit risk for deposits is the risk that, in the event of a financial institution failure,
MOPERM s deposits may not be returned. The custodial credit risk for investments is the risk that, in
the event of the failure of the counterparty to a transaction, MOPERM will not be able to recover the
value of investments or collateral securities that are in the possession of an outside party. As of
December 31, 2010 and 2009 no investments were uninsured and unregistered, with securities held by
the counterparty or by its trust department or agent, and were held in MOPERM’s name.

Cash balances include short-term securities and operating balances held by financial institutions. At
December 31, 2010 and 2009, the carrying amount of deposits at the financial institutions was
$(450,629) and $(649,134), the bank balance was $0 and $466,822, respectively. Of the bank
balance, $250,000 was covered by federal depository insurance at December 31, 2010 and 2009. In
addition, at December 31, 2010 and 2009, Central Bank participated in the FDIC’s Transaction
Account Guarantee Program which provides for a temporary full guarantee by the FDIC for funds in
noninterest bearing transaction accounts above the existing FDIC limit. At December 31, 2010 and
2009, an additional $10,667,197 and $15,111,342 was held in overnight repurchase agreements with a
book value of $10,667,197 and $15,111,342. The repurchase agreements were collateralized by
securities delivered to a third party institution mutually agreed upon by the financial institution and
MOPERM. The bank overdraft of $450,629 and $649,134 at December 31, 2010 and 2009 is offset
by the repurchase agreements as discussed above.

Investment Policies

MOPERM’s investment policy allows investments in: time deposits with maturity of twenty four
months or less, U.S. Treasury securities with final maturities of seven years or less, U.S. mortgage
backed securities with final maturities of twenty years and a seven year average life or less at
purchase, U.S. Government agency securities with final maturities of seven years or less,
collateralized mortgage obligations that have a weighted average life not to exceed seven years and
pass the FFIEC High Risk Stress Test, corporate issued and guaranteed by FDIC or other government
programs under the “Temporary Liquidity Guarantee Program” with final maturities of seven years or
less, commercial paper that may not exceed 180 days to maturity and repurchase agreements.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

NOTE 3 - Continued (Deposits and Investments)

Investment Summary:

The following table presents the summary of MOPERM’S investments by type at December 31, 2010
and 2009;

2010 2009
U.S. Agencies $ 68,528,548 $ 50,292,522
U.S. Govemment Guaranteed Mortgages 13,766,940 14,263,704
Collateralized Mortgage Obligations 14,095,792 21,973,404

$ 96391,280 § 86,529,630

Concentration of Credit Risk

Concentration of credit risk is the risk of loss that may be attributed to the magnitude of a
government’s investment in a single issue. MOPERM’s investment guidelines require diversified
portfolios with no single issue being greater than 5% of the portfolio, except for obligations of the
U.S. government or its agencies. As of December 31, 2010 and 2009, no single issue exceeds 5% of
the portfolio.

Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations to MOPERM. At December 31, 2010 and 2009, all investments are guaranteed by the
U.S. Government,

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. Duration is a measure of a debt instrument’s exposure to a change in interest rates and
the related sensitivity of market price to parallel shifts in the yield curve. It uses the present value of
cash flows, weighted for those cash flows as a percentage of the instruments’ full price. MOPERM
mitigates interest rate risk through the duration of investments outlined in its investment policy.

Foreign Currency Risk

MOPERM held no foreign investments or currency as of December 31, 2010 and 2009.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

Capital Assets

Capital asset activity for the year ended December 31, 2010 was as follows:

Balance at Balance at
December 31, Deductions/ December 31,
Category 2009 Additions Transfers 2010
Capital assets, not being depreciated
Work in progress $ - $ 362,054 $ - $ 362,054
Capital assets, being depreciated
Building and building improvements 1,159,491 - - 1,159,491
Equipment 43,198 1,600 18,000 26,798
Furniture and fixtures 102,181 1,145 - 103,326
Computer equipment and software 1,169,080 53,310 - 1,222,390
Automobiles 48,555 - - 48,555
Total capital assets, being depreciated 2,522,505 56,055 18,000 2,560,560
Less accumulated depreciation 1,433,913 69,339 18,000 1,485,252
Total capital assets, being depreciated,
net 1,088,592 (13,284) - 1,075,308
Capital assets, net $ 1,088,592 $ 348,770 § - § 1,437,362

Capital asset activity for the year ended December 31, 2009 was as follows:

Balance at Balance at

December 31, Deductions/ December 31,
Category 2008 Additions Transfers 2009
Capital assets, being depreciated

Building and building improvements $ 1,159,491 § - 3 - § 1,159,491
Equipment 44,524 3,536 4,862 43,198
Furniture and fixtures 102,181 - - 102,181
Computer equipment and software 1,178,335 7,621 16,876 1,169,080
Automobiles 48,555 - - 48,555
Total capital assets, being depreciated 2,533,086 11,157 21,738 2,522,505
Less accumulated depreciation 1,380,826 71,281 18,194 1,433,913
Capital assets, net $ 1,152260 $ (60,124) $ (3,544) § 1,088,592

Total depreciation expense for the years ended December 31, 2010 and 2009 was $69,339 and
$71,281, respectively.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

Loss and Loss Adjustment Expense Reserves

Activity in the loss and loss adjustment expense reserves was as follows:

2010 2009
Loss and loss adjustment expense reserves, beginning
of year, net of reinsurance recoverable of
$991,689 in 2010 and $586,424 in 2009 $ 48,830,956 $ 48,387,154
Incurred loss and loss adjustment expenses:
Provision for insured events — current year 12,218,540 12,952,795
Provision for insured events — prior years (111,009) (293,836)
Total incurred loss and loss adjustment expenses 12,107,531 12,658,959
Payments:
Loss and loss adjustment expenses
attributable to insured events — current year 3,413,227 3,133,622
Loss and loss adjustment expenses
attributable to insured events — prior years 6,910,546 9,081,535
Total payments 10,323,773 12,215,157
Loss and loss adjustment expense reserves,
end of year, net of reinsurance recoverable
0f$709,763 in 2010 and $991,689 in 2009 $ 50,614,714 $ 48,830,956

The provision for prior year insured events represents the variations between MOPERM’s estimated
claims payable for prior years’ claims and the actual amounts required to satisfy such claims.

General and Administrative Expenses

The most significant components of general and administrative expenses are salary, employee benefit,
agent commission, and loss control services expenses. All employees administering MOPERM are
employees of the State of Missouri and are covered by the Missouri State Employees’ Retirement
System. MOPERM reimburses the State of Missouri, a related organization, for all costs of
administration, including salary costs of $629,827 for 2010 and $617,041 for 2009 and pension costs
of $82,274 for 2010 and $77,527 for 2009. As of December 31, 2010 and 2009, payables due to the
State of Missouri totaled $112,535 and $38,518, respectively. The State of Missouri’s other post
employment benefit package is subject to the measurement and disclosure requirements of GASB 45.
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

NOTE 6 — Continued (General and Administrative Expenses)

Effective during the 2008 year, the amounts paid to the State of Missouri include a contribution
allocation to reimburse the State for the funding of the post retirement health insurance liability. This
liability is recognized in total by the State of Missouri. MOPERM’s financial statements reflect their
allocated share of funding requirement.

All property business is required to be written through agents where liability business can be written
direct or through an agent. Agent commission expense totaled $1,362,561 and $1,472,756 for the
years ended December 31, 2010 and 2009, respectively. Loss control services, provided by an outside
consultant, approximated $109,819 and $105,395 for the years ended December 31, 2010 and 2009,
respectively.

Retro Return Reserve Refunds
The Board of Trustees of MOPERM did not declare retro return reserve refunds during 2010 or 2009.
As of December 31, 2010, cumulative retro return reserve refunds were as follows:

Refunds Refunds
Declared and  Declared and Refunds Percentage of
Policy Paid Prior to Accrued During Total Contributions
Year 2009 2010 and 2009 Declared Refunded
1987 $1,391,082 § - $1,391,082 85%
1988 2,074,331 2,074,331 76%
1989 519,031 519,031 23%
1990 933,499 933,499 45%
1992 643,707 643,707 22%
194 155,373 155,373 3%
1995 1,175,375 1,175,375 20%
1996 129,080 129,080 2%
$7,021,478 $ $7,021,478
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NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2010 and 2009

10.

11.

Excess Insurance

MOPERM maintains excess insurance coverage with outside insurance carriers for the property
program. The property excess policy, with Allianz Insurance Company, provides coverage of
$200,000,000 for each occurrence. MOPERM’s 2010 and 2009 retention per claim was $50,000 and
$100,000 per occurrence, except wind and hail that had a $150,000 retention per claim and $200,000
per occurrence, with no annual aggregate. The boiler and machinery excess policy, with Zurich
American Insurance Company, provides coverage of $50,000,000 for each occurrence with no annual
aggregate and MOPERM had a $10,000 deductible per occurrence for 2010 and 2009. The crime
excess policy, with Travelers Casualty and Surety of America, provides coverage of $50,000 per
occurrence and MOPERM'’s retention per occurrence was $5,000 with no annual aggregate for both
2010 and 2009.

Since July 7, 2002, MOPERM has elected not to purchase an excess insurance policy for liability.

Condominium Association

On February 4, 2005, MOPERM purchased an office condominium in the Howerton Center
Condominium. In conjunction with the purchase, MOPERM became a one-third member of The
Howerton Center Condominium Association, Inc. (Corporation). The Corporation is a Mutual
Benefit Corporation formed for the purpose of maintaining the common areas in The Howerton
Center Condominium and performing all other duties set forth in the Declaration of Condominium.
MOPERM contributed $1,000 to the Corporation for operating funds. MOPERM is billed utilities,
insurances and other expenditures by the Corporation as outlined in the Corporation’s Condominium
Declarations and Bylaws. MOPERM records such expenditures on the accrual basis of accounting as
general and administrative expenses.

Contingencies

MOPERM is a party to a number of lawsuits arising in the normal course of business. One legal
action could result in material loss. In the opinion of the MOPERM’s legal counsel and management,
MOPERM will prevail in this action and material loss will not occur. While the results of other
litigation cannot be predicted with certainty, management, based upon advice of MOPERM’s counsel,
believes the final outcome of the other litigation will not have a material adverse effect on
MOPERM’s financial position or its results of operations.

Commitments

MOPERM is in the process of purchasing a new risk management software system that is designed to
integrate policy administration, accounting and claims. The contract for purchase has a total dollar
amount of $459,000, of that amount $362,053 was paid during 2010, the remaining amount will be
paid in 2011,
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MISSOURI PUBLIC ENTITY RISK MANAGEMENT FUND
SUPPLEMENTAL SCHEDULE OF 2001-2010
LOSS DEVELOPMENT INFORMATION

DECEMBER 31, 2010

The following page illustrates how MOPERM’s earned revenues (net of excess insurance) and investment
income compared to related costs of loss (net of loss assumed by excess insurers) and other expenses assumed
by MOPERM for each of the ten years ended December 31, 2010. The rows of the table are defined as
follows:

(1) The total of each fiscal year’s gross earned contribution revenues and investment revenues. Earned
contribution revenue and investment revenue paid to excess insurers and eamed contribution revenue
and investment revenue net of the effects of excess reinsurance premiums.

(2) Each fiscal year’s other operating costs of MOPERM including overhead and claims expense not
allocable to individual claims.

(3) MOPERM’s gross incurred losses and allocated loss adjustment expense, losses assumed by excess
insurer and net incurred losses and allocated loss adjustment expenses (both paid and accrued) as
originally reported at the end of the first year in which the event that triggered coverage under the
contract occurred (called policy year).

(4) The cumulative net amounts paid as of the end of successive years for each policy year.

(5) The latest re-estimated amount of losses assumed by excess insurers as of the end of each year for
each accident year.

(6) Each policy years incurred losses increased or decreased as of the end of successive years. This
annual re-estimation results from new information received on known losses, re-evaluation of existing
information on known losses, as well as the emergence of new losses not previously known.

(7) Compares the latest re-estimated net incurred losses amount to the amount originally established (line
3) and shows whether this latest estimate of loss cost are greater or less than originally thought. As
data for individual policy years matures, the correlation between original estimates and re-estimated
amounts is commonly used to evaluate the accuracy of incurred losses currently recognized in less
mature policy years. The columns of the table show data for successive policy years.
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