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Independent Auditors’ Report

Members of the Arizona State Legislature

The Board of Supervisors of
Pima County, Arizona

We have audited the accompanying financial statements of the Pima County Self-insurance Trust Internal
Service Fund as of and for the year ended June 30, 2003, as listed in the table of contents. These financial
statements are the responsibility of the County’s management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. 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 financial 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 audit provides a reasonable basis for our
opinion.

As discussed in Note 1, the Pima County Self-Insurance Trust Internal Service Fund’s financial statements
are intended to present the financial position, and the changes in financial position and cash flows, of only
that portion of the governmental activities, business-type activities, and aggregate remaining fund
information of Pima County that is attributable to the Pima County Self-lnsurance Trust Internal Service
Fund. They do not purport to, and do not, present fairly the financial position of Pima County as of
June 30, 2003, and the changes in its financial position and its cash flows for the year then ended in
conformity with U.S. generally accepted accounting principles.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Pima County Self-Insurance Trust Internal Service Fund as of June 30, 2003, and

the changes in its financial position and its cash flows, for the year then ended in conformity with U.S.
generally accepted accounting principles.

Debbie Davenport
Auditor General

November 28, 2003

2910 NORTH 44" STREET « SUITE 410 » PHOENIX, ARIZONA 85018 » (602) 553-0333 « FAX (602) 553-0051



Self-Insurance Trust Internal Service Fund

Assets

Current assets:
Cash and cash equivalents
Interest receivable
Due from other governments
Prepaid expenses
Total current assets

Noncurrent assets:
Capital assets:
Land
Equipment
Less accumulated depreciation
Total capital assets, net

Total assets
Liabilities
Current liabilities:
Accounts payable

Accrued employee compensation
Interfund payable

Pima County

Statement of Net Assets
June 30, 2003

Reported but unpaid losses, current portion
Incurred but not reported losses, current portion

Total current liabilities
Noncurrent liabilities:
Reported but unpaid losses
Incurred but not reported losses
Total noncurrent liabilities
Total liabilities

Net Assets

Invested in capital assets
Unrestricted

Total net assets

See accompanying notes to financial statements.

$38,128,610
109,188
58,605
910,135
39,206,538

592,353
174,964
100,728

__ 666,589

39,873,127

208,743
186,240
113,161
2,996,210
2,973,210
6,477,564

10,030,790
9,953,790
19,984,580

26,462,144

666,589
12,744,394

$13,410,983



Pima County
Self-Insurance Trust Internal Service Fund
Statement of Revenues, Expenses,
and Changes in Fund Net Assets
Year Ended June 30, 2003

Operating revenues:
Charges for services
Other

Total operating revenues

Operating expenses:
Employee compensation
Operating supplies
Incurred losses
Insurance premiums
General and administrative
Repairs and maintenance
Professional services
Depreciation

Total operating expenses
Operating loss

Nonoperating revenues:
Investment income

Total nonoperating revenues
Income before extraordinary item

Extraordinary item—Iloss from State Treasurer’s Local
Government Investment Pool

Decrease in net assets
Net assets, July 1, 2002

Net assets, June 30, 2003

See accompanying notes to financial statements.
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$14,378,208
109,995

14,488,203
1,853,103
185,512
7,036,319
4,143,752
565,645
78,486
635,653
14,846
14,513,316

(25,113)

650,354
650,354

625,241

(1,115,526)
(490,285)

13,901,268

$13.410,983



Pima County
Self-Insurance Trust Internal Service Fund
Statement of Cash Flows
Year Ended June 30, 2003

Cash flows from operating activities:

Receipts from other funds for goods and services provided $14,378,208
Other receipts 51,390
Payments to suppliers of goods and services (5,226,446)
Payments to other funds for goods and services (825,075)
Payments for incurred losses (9,194,319)
Payments to employees (1,775,174)

Net cash used for operating activities (2,591,416)

Cash flows from noncapital financing activities:

Repayments of loans to other Pima County funds (1,676)
Repayments of loans from other Pima County funds 160,725

Net cash provided by noncapital financing activities 159,049

Cash flows from capital and related financing activities:

Purchases of capital assets (47,478)
Net cash used for capital and related financing activities (47,478)
Cash flows from investing activities:
Interest received on cash and investments 671,628
Loss from State Treasurer’s Local Government Investment Pool (1,115,526)
Net cash used for investing activities (443,898)
Net decrease in cash and cash equivalents (2,923,743)
Cash and cash equivalents, July 1, 2002 41,052,353
Cash and cash equivalents, June 30, 2003 $38,128,610
(Continued)

See accompanying notes to financial statements.
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Pima County
Self-Insurance Trust Internal Service Fund
Statement of Cash Flows
Year Ended June 30, 2003
(Continued)

Reconciliation of operating loss to net cash used for
operating activities:
Operating loss
Adjustments to reconcile operating loss to net cash
used for operating activities:
Depreciation
Changes in assets and liabilities:
Increase in:
Due from other governments
Prepaid expenses
Accounts payable
Accrued employee compensation
Incurred but not reported losses
Decrease in:
Interfund payable
Reported but unpaid losses

Net cash used for operating activities

See accompanying notes to financial statements.

$ (25113

14,846

(58,605)

(452,491)
82,857
77,929
1,817,000

(72,839)
(3,975,000)

$(2,591.416)



Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

Note 1 - Summary of Significant Accounting Policies

The financial statements of the Pima County Self-Insurance Trust Internal Service Fund (Fund)
conform to U.S. generally accepted accounting pinciples applicable to governmental units
adopted by the Governmental Accounting Standards Board (GASB).

A. Reporting Entity

The Fund is under the direction of an administrator appointed by the Board of Supervisors of
Pima County, Arizona (Board). In addition, the Fund is administered by seven joint trustees,
appointed by the Board, of whom no more than one may be a board member and no more
than one may be a County employee. However, the ultimate financial accountability for the
Fund remains with the Gounty. The County is responsible for managing and operating the
financing of the uninsured risk of loss related to torts; theft of, damage to, and destruction of
assets; errors and omissions; injuries to employees; medical malpractice; environmental
claims; unemployment; natural disasters; and for self-insured dental benefits to eligible
employees and their dependents. Fund activities, when incorporated in the County’s
government-wide financial statements, are reported as portions of the County’s governmental
activities and business-type activities.

B. Fund Accounting

The Fund’s accounts are maintained in accordance with the principles of fund accounting to
ensure that limitations and restrictions on the Fund’s available resources are doserved. The
principles of fund accounting require that resources be classified for accounting and reporting
purposes into funds in accordance with the activities or objectives specified for those
resources. A fund is considered a separate accounting entity, and its operations are accounted
for in a separate set of self-balancing accounts that comprises its assets, liabilities, net assets,
revenues, and expenses.

The Fund’s financial transactions are recorded and reported as an internal service fund
because its operations are financed and operated in a manner similar to private business
enterprises, in which the intent of the Board of Supervisors is that the costs (expenses,
including depreciation) of providing risk management services to County departments on a
continuing basis be financed or recovered primarily through user charges.



Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

C. Basis of Accounting

Basis of accounting relates to the timing of the measurements made, regardless of the
measurement focus applied, and determines when revenues and expenses are recognized in
the accounts and reported in the financial statements. The Fund’s financial statements are
presented using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recaded when earned and expenses are recorded at the time
liabilities are incurred, regardless of when the related cash flows take place. When both
restricted and unrestricted net assets are available to finance Fund expenses, restricted
resources are used before unrestricted resources. Interfund transactions that would be treated
as revenues or expenses if they involved parties external to Pima County are recorded in the
appropriate revenue or expense accounts.

The Fund follows those FASB Statements and Interpretations, issued on or before
November 30, 1989; Accounting Principles Board Opinions; and Accounting Research
Bulletins, unless those pronouncements conflict with GASB pronouncements.

D. Basis of Presentation

The financial statements include a statement of net assets; a statement of revenues, expenses,
and changes in fund net assets; and a statement of cash flows.

A statement of net assets provides information about the assets, liabilities, and net assets of
the Fund at the end of the year. Assets and liabilities are classified as either current @
noncurrent. Net assets are classified according to external donor restrictions or availability of
assets to satisfy the Fund’s obligations. Invested in capital assets represents the value of
capital assets, net of accumulated depreciation. Unrestricted ret assets include all other net
assets, including those that have been designated by management to be used for other than
general operating purposes.

A statement of revenues, expenses, and changes in fund net assets provides information
about the Fund’s financial activities during the year. Revenues and expenses are classified as
either operating or nonoperating, and all changes in net assets are reported, including capital
contributions and extraordinary items. Generally, charges for services generated by the Fund
for providing risk management services are considered to be operating revenues. Other
revenues, such as investment earnings, are not generated from operations and are considered
to be nonoperating revenues.

A statement of cash flows provides information about the Fund’s sources and uses of cash
and cash equivalents during the year. Increases and decreases in cash and cash equivalents
are classified as either operating, noncapital financing, capital financing, or investing.



Note 2 -

Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

E. Cash and Cash Equivalents

For purposes of the statement of cash flows, cash and cash equivalents consist of cash on
hand, deposits with the Pima County Treasurer, and deposits with the State Treasurer.

F. Capital Assets

Capital assets are reported at actual cost. The Fund capitalizes all land regardless of cost and
all equipment costing at least $5,000. Depreciation on equipment is calculated over the assets’
estimated useful lives of 4 to 20 years with no salvage value, and is charged as an expense
against operations using the straight-line method.

G. Liability for Unpaid Claims

The Fund provides for claims liabilities based on estimates of the ultimate cost of claims that
have been reported but not settled, and of claims that have been incurred but not reported.
The ultimate cost of claims includes incremental claim adjustment expenses that have been
allocated to specific claims, as well as salvage and subrogation. No other claim adjustment
expenses have been included. The length of time for which such costs must be estimated
varies depending on the coverage involved. Estimated amounts recoverable from excess
insurers, if any, are deducted from the liability for unpaid claims or shown as an asset for paid
claims. Because actual claims costs are dependent upon such complex factors as inflation,
changes in doctrines of legal liability, exposures, and damage awards, the process used in
computing claims liabilities cannot yield an exact result, particularly for liability coverages.

Claims liabilities are recomputed annually and, except for those related to environmental
losses, are estimates determined by an independent actuary using the following actuarial
methods: incurred loss development, paid loss development, a Bornhuetter-Ferguson method,
frequency/severity, and loss rate. A provision for inflation in the calculation of estimated future
claims costs is implicit in the calculation because reliance is placed both on actual historical
data that reflect past inflation and on other factors that are considered to be appropriate
modifiers of past experience. Environmental claims liabilities are estimates based on reported
claims and the County risk manager’s knowledge and experience. Given the complexity of the
estimating process, the ultimate liability may be more or less than such estimates indicate.
Consequently, adjustments to claims liabilities are charged or credited to expense in the
periods in which they are made.

Cash and Cash Equivalents

Cash and cash equivalents consist of $100 of cash on hand; $7,692,478 of deposits with the
County Treasurer; and $30,436,032 of deposits with the State Treasurer.



Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

Deposits with the County Treasurer are available on demand and are pooled with other County
monies for investment. The Fund’s deposits are included in the Treasurer’s investment pool but
are not identified with specific investments and, therefore, are not subject to custodial credit
risk.

Deposits with the State Treasurer are invested in the State Treasurer’s Local Government
Investment Pool and are available on demand. The State Board of Investment provides
oversight for the State Treasurer’s pools, and the Local Government Investment Pool Advisory
Committee provides consultation and advice to the Treasurer. The fair value of a participant’s
position in the pool approximates the value of that participant’s pool shares. Those shares are
not identified with specific investments and are not subject to custodial credit risk.

Note 3 - Capital Assets
Capital asset activity for the year ended June 30, 2003, was as follows:
Balance Balance

July 1, 2002 Increases Decreases June 30, 2003
Capital assets not being depreciated:

Land $592,353 $592,353
Total capital assets not being
depreciated 592,353 592,353
Capital assets being depreciated:
Equipment 127,486 $ 47,478 174,964
Less accumulated depreciation 85,882 14,846 100,728
Total capital assets being
depreciated, net 41,604 32,632 74,236
Total capital assets, net $633.957 $ 32,632 $ 0 $ 666,589

Note 4 - Risk Management

The Fund is liable for any single general or automobile liability claim up to $2,000,000 per
occurrence and any single medical malpractice claim up to $1,000,000 per occurrence or any
medical malpractice claims in aggregate up to $5,000,000 in any policy year. The County
purchases commercial insurance for claims in excess of coverage provided by the Fund.
Settled claims have not exceeded insurance coverage in any of the last 3 fiscal years.

Payment of workers’ compensation, unemployment, and dental benefits is fully self-funded.
Payment of environmental claims is generally self-funded, although some claims filed could
result in past insurers being liable for such losses.



Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

All of the County’s departments participate in the Fund. With the exception of environmental
losses, charges are based on actuarial estimates of the amounts needed to pay prior- and
current-year claims and to establish some reserve for catastrophic losses. That reserve was
estimated to be $500,000 at June 30, 2003, and is an internal designation of the Fund’s net
assets. Charges for environmental losses are based on historical experience.

Claims liabilities at June 30, 2003, for each insurable area follow:

Reported Incurred but
but Unpaid Not Reported
Losses Losses Total

General liability $ 6,474,000 $ 4,648,000 $11,122,000
Automobile liability 132,000 494,000 626,000
Medical malpractice 417,000 548,000 965,000
Workers’ compensation 5,941,000 6,237,000 12,178,000
Environmental 63,000 1,000,000 1,063,000
Total $13,027,000 $12,927,000 $25,954,000

The above amounts, excluding environmental, are reported at their present value using an
expected future investment yield assumption of 4 percent. Unemployment and self-insured
dental benefit claims liabilities have been accrued and reported as accounts payable liabilities.

Changes in the Fund'’s claims liability amount for the years ended June 30, 2003 and 2002,
were as follows:

2003 2002
Claims liability balance—beginning $28,112,000 $26,250,000
Current-year claims and changes in
estimates 7,036,319 8,911,758
Claim payments (9,194,319 (7,049,758)
Claims liability balance—ending $25,954,000 $28,112,000
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Pima County
Self-Insurance Trust Internal Service Fund
Notes to Financial Statements
June 30, 2003

Balance Balance Due within
July 1, 2002  Additions Reductions  June 30, 2003 1 Year

Reported but unpaid

losses $17,002,000 $5,219,319 $(9,194,319) $13,027,000 $2,996,210
Incurred but not

reported losses 11,110,000 1,817,000 12,927,000 2,973,210

Totals $28,112.000 $7.036.319 $(9.194.319) $25.954.000  $5.969.420

Note 5 - Retirement Plan

Plan Description—The Fund contributes to a cost-sharing multiple-employer defined benefit
pension plan administered by the Arizona State Retirement System. Benefits are established
by state statute and generally provide retirement, death, long-term disability, survivor, and
health insurance premium benefits. The System is governed by the Arizona State Retirement
System Board according to the provisions of A.R.S. Title 38, Chapter 5, Article 2.

The System issues a comprehensive annual financial report that includes financial statements
and required supplementary information. The most recent report may be obtained by writing
the Arizona State Retirement System, 3300 North Central Avenue, P.O. Box 33910, Phoenix, AZ
85067-3910, or by calling (602) 240-2000 or (800) 621-3778.

Funding Policy—The Arizona State Legislature establishes and may amend active plan
members’ and the Fund’s contribution rates. For the year ended June 30, 2003, active plan
members and the Fund were each required by statute to contribute at the actuarially
determined rate of 2.49 percent (2.00 percent retirement and 0.49 percent long-term disability)
of the members’ annual covered payroll. The Fund’s contributions to the System for the years
ended June 30, 2003, 2002, and 2001, were $24,419, $20,754, and $19,345, respectively,
which were equal to the required contributions for the year.

Note 6 - Annuity Contracts

In prior fiscal years, the Fund purchased several annuities in claimants’ names to fund future
payments to these claimants. The Fund believes there is no material contingent liability related
to these annuities. Accordingly, the amount of $1,389,000 has not been reported as an asset
or as a liability on the Statement of Net Assets as of June 30, 2003.
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