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Independent Auditor’s Report 

 
 
To the Board of Directors 
South Dakota Public Assurance Alliance 
Fort Pierre, South Dakota 
 
 
Report on the Audit of the Financial Statements 
 
Opinion 
 
We have audited the financial statements of South Dakota Public Assurance Alliance, which comprise 
the statements of net position as of December 31, 2021 and 2020, and the related statements of 
revenues, expenses and changes in net position, and cash flows for the years then ended, and the 
related notes to the financial statements. 
 
In our opinion, the accompanying financial statements referred to above present fairly, in all material 
respects, the financial position of South Dakota Public Assurance Alliance as of December 31, 2021 and 
2020, and the respective changes in financial position and its cash flows for the years then ended in 
accordance with accounting principles generally accepted in the United States of America. 
 
Basis for Opinion 
 
We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America (GAAS) and the standards applicable to financial audits contained in Government Auditing 
Standards (Government Auditing Standards), issued by the Comptroller General of the United States. 
Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the 
Audit of the Financial Statements section of our report. We are required to be independent of South 
Dakota Public Assurance Alliance and to meet our other ethical responsibilities, in accordance with the 
relevant ethical requirements relating to our audits. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; and for the 
design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
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In preparing the financial statements, management is required to evaluate whether there are conditions 
or events, considered in the aggregate, that raise substantial doubt about South Dakota Public 
Assurance Alliance’s ability to continue as a going concern for twelve months beyond the financial 
statement date, including any currently known information that may raise substantial doubt shortly 
thereafter. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report 
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute 
assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS and 
Government Auditing Standards will always detect a material misstatement when it exists. The risk of 
not detecting a material misstatement resulting from fraud is higher than for one resulting from error, 
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of 
internal control. Misstatements are considered material if there is a substantial likelihood that, 
individually or in the aggregate, they would influence the judgment made by a reasonable user based on 
the financial statements. 
 
In performing an audit in accordance with GAAS and Government Auditing Standards, we:  
 

• Exercise professional judgment and maintain professional skepticism throughout the audit.  
• Identify and assess the risks of material misstatement of the financial statements, whether due 

to fraud or error, and design and perform audit procedures responsive to those risks. Such 
procedures include examining, on a test basis, evidence regarding the amounts and disclosures 
in the financial statements. 

• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of South Dakota Public Assurance Alliance’s internal control. 
Accordingly, no such opinion is expressed. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluate the overall presentation of the 
financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, 
that raise substantial doubt about South Dakota Public Assurance Alliance’s ability to continue 
as a going concern for a reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other matters, 
the planned scope and timing of the audit, significant audit findings, and certain internal control–related 
matters that we identified during the audit.  
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Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that the management’s 
discussion and analysis, schedule of claims development information, and reconciliation of claims 
liability by type of coverage be presented to supplement the basic financial statements. Such 
information is the responsibility of management and although not a part of the basic financial 
statements, is required by the Governmental 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 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. 
 
Other Reporting Required by Government Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated July 26, 2022 
on our consideration of South Dakota Public Assurance Alliance’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grant agreements and other matters. The purpose of that report is solely to describe the scope of our 
testing of internal control over financial reporting and compliance and the results of that testing, and 
not to provide an opinion on the effectiveness of South Dakota Public Assurance Alliance’s internal 
control over financial reporting or on compliance.  That report is an integral part of an audit performed 
in accordance with Government Auditing Standards in considering South Dakota Public Assurance 
Alliance’s internal control over financial reporting and compliance. 
 
 
 
 
Fargo, North Dakota 
July 26, 2022 
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South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

 December 31, 2021 and 2020 
 
 
As management of the South Dakota Public Assurance Alliance (the Pool), we offer readers of the Pool’s 
financial statements this narrative overview and analysis of the change in net position of the Pool for the years 
ended December 31, 2021 and 2020. 
 
Financial Highlights 
 

• Total assets increased by $2,112,731 and $729,599 to $48,584,981 and $46,472,250 in 2021 and 2020, 
respectively.  

• Cash and current investments increased by $2,710,663 and decreased by $216,616 in 2021 and 2020, 
respectively. Non-current investments decreased by $1,027,705 and $45,774 in 2021 and 2020, 
respectively. 

• For 2021 and 2020, the Pool had operating income of $1,952,649 and $156,390, respectively. 
• Net investment income was ($257,822) and $1,932,179 in 2021 and 2020, respectively.  
• The Board of Directors authorized the issuance of renewal, loss control, loss ratio, and law enforcement 

credits against members’ contributions and will use a portion of net position to fund these credits. 
 
Overview of the Financial Statements 
 
This discussion and analysis is intended to serve as an introduction to the Pool’s basic financial statements. The 
Pool operates as a single proprietary fund, more specifically as an enterprise fund, in accounting for members’ 
participation in the public entity self-insurance pool. The Pool’s basic financial statements are comprised of two 
components, the basic financial statements and the notes to the financial statements. This report also contains 
required supplementary information in addition to the basic financial statements themselves. 
 
Financial Statements 
 
The financial statements are designed to provide readers with a broad overview of the Pool’s finances, in a 
manner similar to a private-sector business. 
 
The statements of net position present information on all of the Pool’s assets and liabilities, with the difference 
reported as net position. The Pool retains equity, and the Board of Directors has designated an Operating Fund 
that is allocated to and designated as “Net Position – Unrestricted” in the Pool’s statements of net position. 
 
The statements of revenues, expenses and changes in net position present information on all of the Pool’s 
revenues and expenses. Any excess or deficiency of revenues over expenses is reported as change in net 
position. 
 
The statements of cash flows present information on cash flows provided by and used in activities. The activities 
are classified into one of four categories: operating activities, noncapital financing activities, capital and related 
financing activities, and investing activities. 
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South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

December 31, 2021 and 2020 
 
 
Notes to the Financial Statements 
 
The notes provide additional information that is essential to obtain a full understanding of the data provided in 
the financial statements. The notes to the financial statements can be found on pages 15 through 26 of this 
report. 
 
Financial Analysis 
 
By far the largest portion of the Pool’s assets (92.7% and 93.3%), as of December 31, 2021 and 2020, 
respectively, is its cash and investments. The Pool uses these assets primarily to pay claim liabilities.  
 

Change Change 
2021 2020 2020-2021 2019 2019-2020

Assets

Current Assets
Cash and investments 10,278,264$       7,567,601$          2,710,663$          7,784,217$          (216,616)$            
Receivables 2,073,761            1,593,814            479,947               1,040,105            553,709               
Prepaid expenses 314,145               414,627               (100,482)              2,943                    411,684               

Total current assets 12,666,170          9,576,042            3,090,128            8,827,265            748,777               

Noncurrent Assets
Investments 34,746,808          35,774,513          (1,027,705)           35,820,287          (45,774)                
Contributed surplus and 

member equity in NLC
Mutual Insurance Company 1,159,554            1,085,721            73,833                 1,049,005            36,716                 

Capital assets 12,449                 35,974                 (23,525)                46,094                 (10,120)                

Total noncurrent assets 35,918,811          36,896,208          (977,397)              36,915,386          (19,178)                

Total Assets 48,584,981$       46,472,250$       2,112,731$          45,742,651$       729,599$             

The Pool's Net Position
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South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

December 31, 2021 and 2020 
 
 

Change Change 
2021 2020 2020-2021 2019 2019-2020

The Pool's Net Position

 
Liabilities and Net Position

Current Liabilities
Losses and loss adjustment 

expense reserves 5,349,512$          5,286,827$          62,685$               5,286,827$          -$                          
Accounts payable and 

accrued expenses 22,582                 12,481                 10,101                 20,832                 (8,351)                  
Funds held from reinsurer 

for claim payments 216,932               229,662               (12,730)                142,964               86,698                 
Withdrawing member refund 34,939                 32,701                 2,238                    47,180                 (14,479)                
Unearned contributions 3,539,328            3,549,188            (9,860)                  3,837,407            (288,219)              

Total current liabilities 9,163,293            9,110,859            52,434                 9,335,210            (224,351)              

Noncurrent Liabilities
Losses and loss adjustment 

expense reserves 6,348,652            6,034,488            314,164               7,204,730            (1,170,242)           
Unearned contributions, 

capitalization contributions -                            -                            -                            -                            -                            

Total noncurrent  
liabilities 6,348,652            6,034,488            314,164               7,204,730            (1,170,242)           

Total liabilities 15,511,945          15,145,347          366,598               16,539,940          (1,394,593)           

Net Position, Unrestricted 33,073,036          31,326,903          1,746,133            29,202,711          2,124,192            

Total Liabilities and Net Position 48,584,981$       46,472,250$       2,112,731$          45,742,651$       729,599$              
 

• There was an increase in cash and investments of $1,682,958 and a decrease of $262,390 in 2021 and 
2020, respectively. During 2021, the current portion of cash and investments increased by $2,710,663 
while the long-term portion decreased by $1,027,705. During 2020, the current portion of cash and 
investments decreased by $216,616 while the long-term portion decreased by $45,774. In 2021, the 
overall increase was due in part to operating revenues exceeding expenses allowing more cash to be 
invested. In 2021 the Board also approved revisions to the Investment Policy to allow common stock to 
be held in the portfolio with an aggregate market value maximum of 30%. In 2020, the overall decrease 
was due to changes in fair market value of investments and decreases in interest rates. 

• There was an increase in receivables in 2021 of $479,947 due to a $482,846 increase in contributions 
receivable, $26,117 increase in reinsurance receivables, and $253 increase in miscellaneous receivables, 
while there was a $29,269 decrease in accrued interest receivable. There was an increase in receivables 
in 2020 of $553,197 due to a $101,285 decrease in contributions receivable and a $9,992 decrease in 
accrued interest receivable, while reinsurance receivable increased $662,796, and miscellaneous 
receivables increased $2,190. 

• Prepaid expenses decreased by $100,482 and increased by $411,684 in 2021 and 2020, respectively. The 
decrease for 2021 was due to fewer invoices being paid in advance for the next year. The increase for 
2020 was due to the timing of invoices being paid in advance for the next year, 2021, including a portion 
of reinsurance premiums.  
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South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

December 31, 2021 and 2020 

• Loss and loss adjustment expense reserves increased by $376,849 and decreased by $1,170,242 in 2021
and 2020, respectively. During 2021, the current portion of losses and loss adjustment expense reserves
had no change, and the long-term portion increased by $376,849. During 2020, the current portion of
losses and loss adjustment expense reserves had no change, and the long-term portion decreased by
$1,170,242. The overall increase in 2021 was due to claims activity occurring in the current year along
with changes in estimates of insured events in prior years. The overall decrease in 2020 was due to
claims activity occurring in the current year along with changes in estimates of insured events in prior
years.

• There was an increase in unrestricted net position of $1,746,133 and $2,124,192 in 2021 and 2020,
respectively. These increases were a result of operating and nonoperating revenues exceeding operating
expenses.

Agency Activities 

The Pool’s operating revenues are generated through membership contributions, which are primarily reduced 
by reinsurance premiums ceded. Operating expenses are in two categories: losses and loss adjustment 
expenses, and general and administrative expenses. The loss fund levels for payment of losses and loss 
adjustment expenses were established based on historical claim data. The Pool engages an independent actuary 
to assist it in determining loss fund levels and reserve adequacies. 

For 2021 and 2020 the Pool had operating income of $1,952,649 and $156,390, respectively. 

Change Change 
2021 2020 2020-2021 2019 2019-2020

Operating Revenues
Contributions, net 14,966,560$    13,387,637$    1,578,923$      13,171,315$    216,322$          
Reinsurance premiums ceded (4,388,684)       (3,675,645)       (713,039)           (3,373,113)       (302,532)           

Net Operating Revenues 10,577,876      9,711,992         865,884            9,798,202         (86,210)             

Operating Expenses
Losses and loss adjustment 

expenses incurred 7,112,027         8,136,212         (1,024,185)       10,283,031      (2,146,819)       
General and administrative 

expenses 1,513,200         1,419,390         93,810              1,429,611         (10,221)             

Total Operating Expenses 8,625,227         9,555,602         (930,375)           11,712,642      (2,157,040)       

Operating Income 1,952,649$      156,390$          1,796,259$      (1,914,440)$     2,070,830$      

The Pool's Operating Income

Membership contributions in 2021 and 2020 increased by $1,578,923 and $216,322 respectively. Contribution 
rates are calculated for general liability by multiplying the members’ operating expenditures and payroll by rates 
determined by population. Automobile liability rates are calculated by multiplying the number of vehicles by the 
vehicle rate, which is based on the vehicle type. Automobile physical damage rates are calculated by multiplying 
the value of the vehicle by a related average rate. Property rates are calculated by multiplying the value of the 
related property by a rate based on construction and protection class.



 

8 

South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

December 31, 2021 and 2020 
 
 
The members’ exposure base increased in 2021 and 2020 as listed below. 
 

2021 2020

General Liability 1.0% 2.0%
Auto Liability 3.0% 1.0%
Auto Physical Damage 4.0% 8.0%
Law Enforcement Liability 3.0% 3.0%
Property 18.0% 6.0%

 
Membership contributions are recorded net of renewal, loss control, loss ratio and law enforcement 
contribution credits. During 2021 and 2020, these credits increased by $98,168 and by $16,404, respectively. 
The overall increase in member contributions was due to an increase in members and the renewal members’ 
exposure base. 
 

• In 2021 and 2020, reinsurance premiums ceded increased by $713,039 and $302,532, respectively, 
primarily due to a change in the Pool’s liability and property reinsurance rates and changes in the value 
of reinsured assets. 

• Loss and loss adjustment expenses decreased by $1,024,185 and by $2,146,819 in 2021 and 2020, 
respectively. These changes were primarily the result of changes in insured events of current and prior 
years as a result of new information becoming available.  

• General and administrative costs increased by $93,810 and decreased by $10,221 in 2021 and 2020, 
respectively. In 2020, staff and board travel and in-person member events were cancelled due to  
Covid-19 and in 2021 these expenses increased as restrictions eased, and events and meetings were 
held in person.  

 
The Pool’s nonoperating revenues and expenses are comprised of investment income and earned member 
equity from NLC Mutual Insurance Company.  
 

Change Change 
2021 2020 2020-2021 2019 2019-2020

Nonoperating Revenues
Net investment income (257,822)$        1,932,179$      (2,190,001)$     2,070,099$      (137,920)$        
Earned member equity, 

NLC Mutual
Insurance Company 73,832              36,715              37,117              38,403              (1,688)               
Other 320 468                    (148)                  819                    (351)                  

Total Nonoperating Revenues (183,670)           1,969,362         (2,153,032)       2,109,321         (139,959)           

Nonoperating Expenses -                         -                         -                         -                         -                         

Net Nonoperating Revenues (183,670)$        1,969,362$      (2,153,032)$     2,109,321$      (139,959)$        

The Pool's Nonoperating Revenues and Expenses

 
Investment income decreased by $2,190,001 and by $137,920 in 2021 and 2020, respectively. The decrease in 
investment income in 2021 and 2020 was primarily due to unrealized losses due to the change in fair value of 
the investments and also realized losses upon sales of investments.  
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South Dakota Public Assurance Alliance 
Management’s Discussion and Analysis – Unaudited 

December 31, 2021 and 2020 
 
 

• Each member’s equity account of NLC Mutual may be credited each year with the member’s 
proportionate share of realized investment income earned by NLC Mutual. Effective December 31, 2006, 
the Pool withdrew from the property and casualty coverages of NLC Mutual. The Pool did not receive 
any allocations of NLC Mutual’s investment income during 2008. During 2009, the Pool rescinded its 
withdrawal notice to NLC Mutual and increased its member equity in NLC Mutual by its proportionate 
share of allocated realized investment income and other NLC Mutual activity. The Pool recorded an 
equity allocation of $73,832 and $36,715 in 2021 and 2020, respectively. 

• Capitalized distributions were $22,846 and $1,560 in 2021 and 2020, respectively. 
 

Change Change 
2021 2020 2020-2021 2019 2019-2020

Operating Revenues 10,577,876$    9,711,992$      865,884$          9,798,202$      (86,210)$           
Nonoperating Revenues (183,670)           1,969,362         (2,153,032)       2,109,321         (139,959)           

Total revenues 10,394,206      11,681,354      (1,287,148)       11,907,523      (226,169)           

Operating Expenses 8,625,227         9,555,602         (930,375)           11,712,642      (2,157,040)       
Nonoperating Expenses -                         -                         -                         -                         -                         

Total expenses 8,625,227         9,555,602         (930,375)           11,712,642      (2,157,040)       

Capitalization Contributions/
(Distributions) (22,846)             (1,560)               (21,286)             (66,610)             65,050              

Change in Net Position 1,746,133         2,124,192         (378,059)           128,271            1,995,921         

Net Position, End of Year 33,073,036$    31,326,903$    1,746,133$      29,202,711$    2,124,192$      

The Pool's Total Revenue and Expenses

 
Economic Factors and Next Year’s Results 
 

• In 2022, the Pool’s revenue base will increase slightly due to new members in the casualty and property 
programs, and with current members adding or expanding current coverages. 

• In 2022, self-insured retentions will remain at $500,000 for liability, $350,000 for property and 
$1,500,000 on property for wind/hail damage. The overall reinsurance premium will continue to see 
increases due to the continued hardening of the property reinsurance market as rates nationally have 
increased and coverage has become more difficult to obtain.  

• Members will be offered renewal, loss control, loss ratio and law enforcement credits in 2022 as in 
2021. 

• The Pool’s investment income will be impacted by fluctuations in interest rates which will affect the 
value of certain bond investment holdings and holdings in common stock, as well as other financial 
market issues in 2022. 

 
Request for Information 
 
This financial report is designed to provide a general overview of the Pool’s finances for all those with an 
interest. Questions concerning any of the information provided in this report or requests for additional financial 
information should be addressed to David Pfeifle, Executive Director, South Dakota Public Assurance Alliance, 
208 Island Drive, Fort Pierre, South Dakota 57532. 
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 South Dakota Public Assurance Alliance 
Statements of Net Position 

December 31, 2021 and 2020 
 
 

2021 2020

Assets

Current Assets
Cash and cash equivalents 5,354,672$      1,630,854$      
Receivables

Contributions 649,674 166,828
Investment income 164,892 194,161
Miscellaneous 2,477 2,224                

Reinsurance recoverable on paid losses 1,256,718 1,230,601
Prepaid expenses 314,145 414,627            
Investments

Certificates of deposit 2,350,912         963,962            
Debt securities 2,572,680         4,972,785         

Total current assets 12,666,170      9,576,042         

Noncurrent Assets

Investments
Certificates of deposit 3,618,663         5,892,724         
Debt securities 28,100,836      29,881,789      
Equity securities 3,027,309 -                         

Contributed Surplus and Member Equity in NLC Mutual
Insurance Company 1,159,554         1,085,721         

Capital Assets, Net of Accumulated Depreciation 12,449 35,974              

35,918,811      36,896,208      

48,584,981$    46,472,250$    
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South Dakota Public Assurance Alliance 
Statements of Net Position 

December 31, 2021 and 2020 
 
 

2021 2020

 
Liabilities and Net Position

Current Liabilities
Losses and loss adjustment expense reserves, net 5,349,512$      5,286,827$      
Accounts payable and accrued expenses 22,582              12,481              
Funds held from reinsurer for claim payments 216,932 229,662            
Withdrawing member refund 34,939 32,701              
Unearned contributions 3,539,328         3,549,188         

Total current liabilities 9,163,293         9,110,859         

Noncurrent Liabilities
Losses and loss adjustment expense reserves, net 6,348,652         6,034,488         

Total liabilities 15,511,945      15,145,347      

Net Position - Unrestricted 33,073,036      31,326,903      

48,584,981$    46,472,250$    
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South Dakota Public Assurance Alliance 
Statements of Revenues, Expenses and Changes in Net Position 

Years Ended December 31, 2021 and 2020 
 
 

2021 2020

Operating Revenues
Contributions

Operating, net of credits of $904,899 and $806,732
in 2021 and 2020, respectively 14,966,560$    13,387,637$    

Reinsurance premiums ceded (4,388,684)       (3,675,645)       

Net Operating Revenues 10,577,876      9,711,992         

Operating Expenses
Losses and loss adjustment expenses incurred, net 7,112,027         8,136,212         

General and administrative expenses
Administrative expenses 1,513,200 1,419,390

Total general and administrative expenses 1,513,200         1,419,390         

Total Operating Expenses 8,625,227         9,555,602         

Operating Income 1,952,649         156,390            

Nonoperating Revenues 
Net investment income (loss) (257,822)           1,932,179
Earned member equity, NLC Mutual Insurance Company 73,832 36,715
Other 320 468                    

Total nonoperating revenues (expenses) (183,670)           1,969,362         

Income Before Capitalization Contributions and Distributions 1,768,979         2,125,752         

Capitalization Distributions, Net (22,846)             (1,560)               

Change in Net Position 1,746,133         2,124,192         

Net Position, Beginning of Year 31,326,903      29,202,711

Net Position, End of Year 33,073,036$    31,326,903$    
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South Dakota Public Assurance Alliance 
Statements of Cash Flows – page 1 

Years Ended December 31, 2021 and 2020 
 
 

2021 2020

Operating Activities
Operating contributions received 14,473,601$    13,198,513$    
Reinsurance premiums paid (4,388,684)       (3,675,645)       
Losses and loss adjustment expenses paid (6,761,295)       (9,969,250)       
Funds received from reinsurer for claim payments (12,730)             86,698              
General and administrative expenses paid (1,376,854)       (1,825,879)       

Net Cash from (used for) Operating Activities 1,934,038         (2,185,563)       

Noncapital Financing Activities
Capitalization distributions, net (22,846)             (1,560)               

Capital and Related Financing Activities
Purchase of capital assets -                         (19,086)             
Loss on sale of capital assets -                         1,181                

Net Cash used for Financing Activities (22,846)             (19,465)             

Cash Flows from Investing Activities
Debt securities

Purchases (6,185,377)       (9,497,296)       
Maturities and calls 8,773,750         2,125,000         
Repayments on mortgage-backed securities 1,314,874         1,906,479         

Proceeds from maturities of certificates of deposit 954,000            1,656,000         
Purchases of certificates of deposit (247,280)           (1,143,000)       
Purchases of mutual funds (2,704,529)       -                         
Purchases of exchange traded funds (288,194)           -                         
Investment income received, net of investment expenses 195,382            6,158,843         

Net Cash from Investing Activities 1,812,626         1,206,026         

Net Change in Cash and Cash Equivalents 3,723,818         (999,002)           

Cash and Cash Equivalents, Beginning of Year 1,630,854         2,629,856         

Cash and Cash Equivalents, End of Year 5,354,672$      1,630,854$      
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South Dakota Public Assurance Alliance 
Statements of Cash Flows – page 2 

Years Ended December 31, 2021 and 2020 
 
 

2021 2020

Reconciliation of Operating Income to Net Cash Provided 
by Operating Activities
Operating income 1,952,649$      156,390$          
Adjustments to reconcile operating gain to net cash from

operating activities
Depreciation 23,525              28,025              

Increase (decrease) in assets
Contributions receivable (482,846)           101,285            
Miscellaneous accounts receivable (253)                  (2,190)               
Reinsurance recoverable on paid losses (26,117)             (662,796)           
Prepaid expenses 100,482            (411,684)           

Increase (decrease) in liabilities
Losses and loss adjustment expense reserves 376,849            (1,170,242)       
Accounts payable and accrued expenses 12,339              (22,830)             
Funds held from reinsurer for claim payments (12,730)             86,698              
Unearned contributions (9,860)               (288,219)           

Net Cash from (used for) Operating Activities 1,934,038$      (2,185,563)$     

Supplemental Disclosure of Noncash Investing and Financing Activity
Net decrease in the fair value of investments 423,616$          4,216,205$      
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Note 1 -  Nature of Business and Significant Accounting Policies 
 
Reporting Entity 
 
The South Dakota Public Assurance Alliance (the Pool) is a local government risk-sharing pool whose 434 
members are various governmental entities throughout South Dakota. The Pool is a separate legal entity 
pursuant to South Dakota Codified Law (SDCL) formed under the joint powers provisions as provided for in the 
laws. The Pool was formed in December 1986 for the primary purpose of managing and funding third-party 
claims against its members. An Intergovernmental Contract governs the operations of the Pool. The 
administration of the Intergovernmental Contract and management of the Pool are performed by a Board of 
Directors of not more than eleven members. 
 
The Pool operates as a single proprietary fund, more specifically as an enterprise fund. The Pool distinguishes 
operating revenues and expenses from nonoperating items. Operating revenues and expenses generally result 
from providing services in connection with the Pool’s principal ongoing operations. Nonoperating revenues and 
expenses result primarily from investment activities. 
 
Nature of Business 
 
When the Pool began operations in 1987, net position was divided into an Operating Fund (OF) and a 
Cumulative Reserve Fund (CRF). The CRF consisted of “capitalization contributions” allocated from Members’ 
casualty contributions during their first six years of membership. The Board of Directors adopted a new Net 
Position Policy and amended the Intergovernmental Contract (IGC) with its Members during 2017 to combine 
these two equity accounts into one Operating Fund, eliminating the CRF effective January 1, 2018. This 
combined Operating Fund will be designated as “Net Position — Unrestricted” in the financial statements for 
future years. 
 
The Pool’s Board of Directors also amended the IGC to establish a new formula for refunds of contributions 
when a Member withdraws from the Pool, which will better recognize a Member’s historic contributions and 
increase the likelihood of a refund for that withdrawing Member. 
 
Thirty (30) days prior to the Pool’s fiscal year end, or at such other time as directed by the Board, the 
Administrator shall prepare an Annual Budget for the succeeding fiscal year. The Annual Budget shall be used to 
assist in determining the annual rates for the Pool. The rated determined by the approval of the Annual Budget 
by the Board of Directors are used to determine the contributions for each Member, based on their exposures. 
Members’ Annual Operating Contributions will be determined on an individual basis, based on detailed analysis 
of exposures and for a one (1) year period from their Risk Sharing Certificate effective date of coverage.  
 
In the event that the OF becomes deficient during any Pool fiscal year, the Pool shall liquidate any and all assets 
and continue to pay claims and losses incurred within the Scope of Coverage and pursuant to the Risk Sharing 
Certificate until all funds of the Pool are exhausted. After such time, all coverages and payment of valid claims 
shall be the sole and separate obligation of each individual Member.  
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Members agree to continue membership for a period of not less than one (1) full year. At the conclusion of such 
period, or anniversary thereof, a member who has given sixty (60) days prior written notice to the Pool may 
withdraw.  
 
A member’s election to cease participation in the Pool for property risk coverage does not constitute a 
withdrawal under any other terms and conditions of the Intergovernmental Contract. Property risk coverage 
applies only to losses or claims, which occur prior to the termination date. All rights for reimbursement or any 
right to claim against the Pool terminate for property risk losses, which occur after the termination date.  
 
Effective on the date of withdrawal, payments for all known and unknown casualty risk coverage claims and 
claims expense thereafter, become the sole responsibility of the withdrawing member without regard to 
whether a claim occurred or was reported prior to the withdrawal of the member’s participation in the Pool. 
 
Effective on the date of withdrawal, payments for all property risk claims and claims expense which occurred 
thereafter, become the sole responsibility of the withdrawing member. The Pool will cover any property claim 
reported in a timely manner not to exceed sixty days after its occurrence, if the claim occurred during the period 
the risk sharing certificate was in effect and if coverage was otherwise available under the risk sharing 
certificate. 
 
The Pool may, by a two-thirds (2/3) majority of the Board of Directors and by providing a member 60 days prior 
written notice, cancel that member’s participation in the Pool and terminate its Intergovernmental Contract 
effective at the end of any risk sharing certificate year. Thereafter, it is the responsibility of the Pool to defend, 
settle and pay claims within the scope and limits set forth in the cancelled member’s risk sharing certificate in 
effect on the date of the occurrence out of which such claim arose. This provision applies solely to claims, which 
occurred during a member’s participation and evidenced by the member’s risk sharing certificate. The cancelled 
member has the right, prior to the actual date of cancellation, to withdraw from the Pool by giving notice of 
such withdrawal. Electing to withdraw, the member shall be subject to the withdrawal provisions of the 
Intergovernmental Contract. Failing to elect to give notice of withdrawal, the cancelled member forfeits all rights 
to refund of those capitalization contributions made to the Pool by said cancelled member. 
 
Any member failing to make payments when due as required by the Intergovernmental Contract will be 
terminated from the Pool effective on the date the payment was due and upon that effective date of 
termination all coverages and benefits thereunder cease. All known and unknown claims and claims expenses 
thereafter become the sole responsibility of the terminated member without regard to whether a claim 
occurred or was reported prior to the termination of the member’s participation in the Pool. At the request of 
the terminated member, the Pool will continue to service all claims which have been reported to the Pool during 
the terminated member’s period of participation so long as the terminated member shall promptly reimburse 
the Pool for all claims under the terms of this paragraph. The terminated member shall also forfeit all rights to 
any return of contributions and the Pool shall apply any or all of the terminated member’s forfeited funds to the 
Operating Fund. If the member shall subsequently submit its payment, the Administrator may, in its discretion, 
reinstate such membership.  
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In the event that a claim or a series of claims exceeds the amount of risk sharing protection provided by the 
member’s risk sharing certificate, or in the event that a claim or a series of claims should exhaust the Operating 
Fund and any reinsurance, then payment of valid claims shall be the sole and separate obligation of the 
individual member or members against whom the claim was made and perfected by litigation or settlement.  
 
The Pool will terminate at such time as two-thirds (2/3) of the members vote for such termination. After a vote 
to terminate, the Board of Directors will commence with the orderly liquidation of the Pool’s business and will 
complete the same as promptly as possible. During such period of liquidation, the Pool will continue to pay 
claims and losses incurred within the scope of coverage and pursuant to the risk sharing certificate until all funds 
of the Pool are exhausted. After payment of all claims and losses, any remaining funds held by the Pool will be 
paid to all members of the Pool at the time of the vote of termination, on a pro rata basis determined by the 
Board of Directors. 
 
To the extent of the existence of funds in the Operating Fund, no member shall be responsible for any claim, 
claims, judgment or judgments against any other member or members. If upon termination of the Pool the 
remaining assets of the Pool are insufficient to satisfy indebtedness of the Pool (excluding claims or judgments 
against the members), such deficiency will be made up by assessments against members of the Pool on a pro 
rata basis determined by the Board of Directors. 
 
The Pool is exposed to various risks of loss related to torts and errors and omissions. The Pool has purchased 
commercial insurance to mitigate its risks. 
 
The Pool offers various Employment and Government Practices hotline services as an added benefit to its 
members. Due to the impacts of the COVID-19 pandemic as well as changes in state legislation throughout 2020 
the Pool saw a significant increase in the members’ use of this benefit.  
 
A summary of the Pool’s significant accounting policies follows: 
 
Basis of Presentation  
 
The financial statements have been prepared using the accrual basis of accounting. The Pool prepares its 
financial statements primarily following the guidance of Governmental Accounting Standards Board (GASB) 
Statement No. 10, Accounting and Financial Reporting for Risk Financing and Related Insurance Issues (as 
amended by subsequent GASB statements) along with other applicable standards issued by the GASB. GASB 
Statement No. 10 establishes accounting and financial reporting standards for risk financing and  
insurance-related activities of public entity risk pools. 
 
Estimates  
 
The preparation of financial statements 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 those estimates. Estimates that are particularly susceptible to significant change in the 
near-term relate to the estimated liability for losses and loss adjustment expense reserves, amounts recoverable 
from reinsurers under excess of loss agreements, and the determination of estimated fair values of investments. 
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Cash and Cash Equivalents  
 
For purposes of reporting the statements of cash flows, the Pool includes as cash equivalents all cash accounts 
and money market mutual funds which are not subject to withdrawal restrictions or penalties. Certificates of 
deposit are considered investments as all have been purchased with original maturities in excess of 90 days. 
 
Contribution Receivables  
 
Receivables are recorded based on amounts due from members and other third-party payers, and amounts 
estimated to be received or recovered from reinsures and other third-party payers. The Pool evaluates the 
collectability of such receivables monthly based on the third-party payers’ financial condition, credit history, and 
current economic conditions. Receivables are written-off when deemed uncollectible. Recoveries of receivables 
previously written off are recorded when received. 
 
Investments  
 
Investment securities are accounted for under the provisions of GASB Statement No. 72, Fair Value 
Measurement and Application. Under Statement No. 72, the Pool is required to report investments at fair value 
in the statement of net position with changes in the fair value of investments reported as investment income.  
 
Dividend and interest income are recognized when earned. 
 
The calculation of realized gains and losses is independent of the calculation of the net increase (decrease) in the 
fair value of investments. Realized gains and losses on investments that had been held for more than one year 
and sold in the current year may have been recognized as an increase or decrease in the fair value of 
investments reported in the prior year. 
 
The Pool’s Board of Directors has authorized investments in certificates of deposit, United States Treasury and 
government agency issues, mortgage-backed securities, corporate and municipal bonds, mutual funds, and 
exchange-traded funds (ETFs) among other securities.  
 
Prepaid Expenses 
 
Prepaid expenses consist of amounts paid for reinsurance in advance of the contractual period of coverage. The 
balances are recognized into reinsurance premiums ceded over the life of the contract.  
 
Funds Held from Reinsurer for Claim Payments 
 
The Pool received funds prior to the end of the year from their reinsurance company for claim payments that 
had not yet been made as of December 31, 2021 and 2020. Management included $216,932 and $229,662, 
respectively, on the statement of net position related to these funds.  
 
Member Equity in NLC Mutual Insurance Company  
 
The Pool records its share of net increases in net position – unrestricted as income in the Pool’s statement of 
revenues and expenses and adds such amounts to the investment account. See Note 7. 
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Capital Assets 
 
Expenditures on property and equipment that are in excess of $2,500 or significantly increase the life an asset 
are capitalized and recorded at cost. Depreciation is provided over the estimated useful life of each depreciable 
asset, which ranges from five to seven years and is computed using the straight-line method. 
 
Reinsurance 
 
In the normal course of business, the Pool seeks to reduce the loss that may arise from events that cause 
unfavorable underwriting results, by reinsuring certain levels of risk in various areas of exposure with other 
insurance enterprises or reinsurers. 
 
Amounts recoverable from reinsurers under excess loss coverages are estimated in a manner consistent with 
the development of the estimated liability for losses and loss adjustment expense reserves. 
 
Subrogation Recoverable 
 
The Pool evaluates the value of potential subrogation recoverable in determining the reserve for unpaid loss and 
loss adjustment expenses. The nature of the recoverable is such that the length of collections, coverage of the 
member, other parties with a bona fide claim vary greatly from case to case. For this reason, the Pool feels that 
although collections are probable, they are not reasonable estimated and therefore are not accrued within the 
financial statements. 
 
Losses and Loss Adjustment Expense Reserves 
 
The Pool establishes loss reserves based upon estimates of the ultimate cost of losses, including future loss 
adjustment expenses related to claims that have been reported but not settled and of claims that have been 
incurred but not reported. The length of time for which such costs must be estimated varies depending on the 
type of coverage involved. 
 
The estimated liability for losses and loss adjustment expenses is based upon data developed by the Pool’s 
administrator. Industry experience and statistics were used to develop the estimated liability. The claims history 
of the Pool was also considered. 
 
As adjustments to this estimated liability become necessary, such adjustments are reflected in current 
operations. Management of the Pool believes the estimated liability for losses and loss adjustment expense 
reserves is sufficient to cover the ultimate net cost of incurred claims, but such reserves are necessarily based on 
estimates and the ultimate liability may be greater or less than the amounts estimated. Management estimated 
claims liabilities at December 31, 2021 and 2020, after consultation with an independent actuary. 
 
Operating Contributions and Unearned Contributions  
 
Members are billed annually in advance for operating contributions. Income from such contributions is recorded 
as earned during the coverage period. Contributions received in advance for coverage in the following year are 
recorded as unearned contributions. Revenue is reduced by reinsurance premiums ceded to the reinsurance 
companies. 
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Income Taxes 
 
The Pool has received a private letter ruling from the Internal Revenue Service, dated December 7, 1987, to the 
effect that the Pool’s income is excludable from gross income under Section 115 of the Internal Revenue Code 
and is thus exempt from federal income taxes. Management believes that the Pool continues to operate in a 
manner whereby it continues to be tax exempt. 
 
Contribution Deficiency  
 
A contribution deficiency exists when the sum of expected claims costs (including an estimated liability for 
unreported claims) and all expected claims adjustment expenses, expected dividends, and policy acquisition 
costs exceed related unearned contribution. The Pool anticipates investment income in determining if a 
contribution deficiency exists. The Pool had zero contribution deficiency in 2021 and 2020. 
 
Subsequent Events 
 
The Pool has evaluated subsequent events through July 26, 2022, the date on which the financial statements 
were available to be issued. 
 
 
Note 2 -  Receivables 
 
The beginning and ending balances for accounts receivable were as follows for the years ended December 31, 
2021 and 2020: 
 

January 1 December 31

Receivables
Contributions 166,828$          649,674$          
Investment income 194,161            164,892            
Miscellaneous 2,224                2,477                

January 1 December 31

Receivables
Contributions 268,113$          166,828$          
Investment income 204,153            194,161            
Miscellaneous 34                      2,224                

2021

2020
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Note 3 -  Deposits and Investments 
 
As of December 31, 2021, the Pool had the following investments: 
 

Effective
Fair Value/ Duration

Carrying Value (In Years)

U.S. Government corporations and agencies 27,304,746$    2.12
Mortgage-backed securities 3,368,770         0.33
Equity securities 3,027,309         N/A
Certificates of deposit 5,969,575         0.21

Total fair value/carrying value 39,670,400$    
Total weighted average 2.66

Investment Type

 
 
As of December 31, 2020, the Pool had the following investments: 
 

Effective
Fair Value/ Duration

Carrying Value (In Years)

U.S. Government corporations and agencies 29,974,581$    2.14
Mortgage-backed securities 4,879,993         0.42
Certificates of deposit 6,856,686         0.34

Total fair value/carrying value 41,711,260$    
Total weighted average 2.90

Investment Type

 
As of December 31, 2021 and 2020, the Pool had no investments which exceed 5% of the total investment 
portfolio.  
 
Recurring fair value measurements are those that GASB Statements require or permit in the statement of net 
position at the end of each reporting period. Fair value measurements are categorized based on the valuation 
inputs used to measure an asset’s fair value: Level 1 inputs are quoted prices in active markets for identical 
assets; Level 2 inputs are significant other observable inputs; Level 3 inputs are significant unobservable inputs. 
The Pools investments of U.S. Government corporations and agencies and mortgage-backed securities are 
measured at Level 2 inputs. 
 
The fair value of investments decreased by $423,616 and $4,216,205 and during 2021 and 2020, respectively. 
These amounts take into account all changes in fair value (including purchases and sales) that occurred during 
the year.  
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Custodial Credit Risk 
 
Custodial credit risk is the risk that in the event of a bank failure, the Pool’s deposits may not be returned to it. 
The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (i.e. 
broker-dealer) to a transaction, the Pool will not be able to recover the value of its investments that are in the 
possession of another party. The Pool’s cash and cash equivalents are comprised of money market and checking 
accounts, the balances of which are periodically in excess of federally insured limits. 
 
Interest Rate Risk 
 
The Pool’s investment policy provides for the avoidance of undue concentration in the maturity of bonds in the 
portfolio and the effective duration of the portfolio is limited to no longer than four years. The investment policy 
also provides that at least $300,000 or more of investments should mature within 20 days or less. 
 
Credit Risk  
 
The Pool’s investment policy provides that all investments shall be federally insured, senior debt or 
collateralized obligations of United States Government agencies, or meet the requirements of SDCL 4-5-6, which 
allows investments in (a) securities of the United States and securities guaranteed by the United States 
Government either directly or indirectly; or (b) repurchase agreements fully collateralized by securities 
described in (a) above; or in shares of an open-end, no-load fund administered by an investment company 
whose investments are in securities described in (a) above and repurchase agreements described in (b) above. 
The Pool has no investment policy that would further limit its investment choices other than as described in its 
investment footnote disclosures. The credit rating obtained by Standard & Poor’s or Moody’s for all U.S. 
Government corporations and agencies and mortgage-backed securities held by the Pool is at least A as of 
December 31, 2021 and 2020. 
 
Concentration of Credit Risk 
 
The Pool’s investment policy provides that securities issued directly by or indirectly guaranteed by the United 
States Government (including, but not limited to U.S. Treasury securities and securities issued by or guaranteed 
by the Government National Mortgage Association) may be owned without limit. The aggregate market value of 
all unsecured obligations issued by or guaranteed by government sponsored enterprises which are not direct or 
indirect obligations of the U.S. Treasury (including, but not limited to Fannie Mae, Freddie Mac, and the Federal 
Home Loan Bank) is limited to 60% of the market value of the portfolio. This limitation does not apply to 
collateralized obligations guaranteed by these government sponsored enterprises (including, but not limited to 
mortgage-backed pass-through securities). The aggregate market value of all certificates of deposit owned in the 
portfolio cannot exceed 75% of the market value of the portfolio. The aggregate market value of all corporate 
and municipal bonds rated A or better by Moody’s Investment Service or equivalent rating by another 
recognized service cannot exceed 40% of the market value of the portfolio. The use of leverage and direct 
investment in derivative securities is prohibited. The aggregate market value of common stock held in mutual 
funds or ETFs will be a minimum of 10% of total assets with a maximum of 30% and a maximum of 40% of 
common stock can be invested in international developed or emerging market holdings. 
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Note 4 -  Capital Assets 
 
Capital assets as of December 31, 2021 and 2020, consisted of the following: 
 

2021 2020

Office equipment 128,786$          128,786$          
Vehicles 73,658 73,658

202,444            202,444            
Less accumulated depreciation (189,995)           (166,470)           

Capital assets 12,449$            35,974$            
 

 
Note 5 -  Liability for Losses and Loss Adjustment Expense Reserves 
 
The Pool establishes liabilities for both reported and unreported covered events, which includes estimates of 
both future payments of claims and related claims adjustment expenses. The following is a summary of the 
changes in those aggregate liabilities for the years ended December 31, 2021 and 2020: 
 

2021 2020

Unpaid losses and loss adjustment expense reserves,
beginning of year 11,321,315$    12,491,557$    

Less reinsurance recoverable, beginning of year (1,230,601)       (567,805)           

Net unpaid losses and loss adjustment expense reserves, 
beginning of year 10,090,714      11,923,752      

Net incurred losses and loss adjustment expenses
Current year provision 6,875,929         7,815,004         
Increase in prior years' provisions 236,098            321,208            

Net provision 7,112,027         8,136,212         

Net losses and loss adjustment expense payments attributable to
Current year (4,128,786)       (3,693,592)       
Prior years (2,632,509)       (6,275,658)       

Net payments (6,761,295)       (9,969,250)       

Net unpaid losses and loss adjustment expense reserves, end of year 10,441,446      10,090,714      
Plus reinsurance recoverable at end of year 1,256,718         1,230,601         

Unpaid losses and loss adjustment expense reserves, end of year 11,698,164$    11,321,315$    
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As a result of changes in estimates of insured events in prior years, the provision for losses and loss adjustment 
expense reserves increased $236,098 and $321,208 in 2021 and 2020, respectively. The change in incurred 
losses was primarily attributable to new information regarding claim development that became known during 
subsequent periods. 
 
Losses and allocated loss adjustment expenses are projected to ultimate settlement basis using the following 
methods; developed paid, developed reported, developed case reserves, Bornhuetter-Ferguson paid, 
Bornhuetter-Ferguson reported, and frequency severity. An ultimate loss estimate is given by each of these 
methods for the year. The Company has elected to book the undiscounted projected ultimate net loss as of 
December 31, 2021 and 2020.  
 
 
Note 6 -  Reinsurance 
 
The Pool has a casualty reinsurance agreement in which the Pool retains casualty risks up to $500,000 per claim 
in 2021 and 2020, and claims exceeding the retention are reinsured after the $250,000 corridor deductible is 
met in amounts ranging from $500,000 to $5,500,000 of loss per occurrence in both 2021 and 2020. 
 
The Pool also has property reinsurance in which the Pool retains property risks up to $350,000 per claim in an 
amount not to exceed $500,000,000 per occurrence in 2021 and 2020. 
 
The Pool would be liable for any obligations that the reinsurance companies are unable to meet under the 
reinsurance agreements. Reinsurance amounts of $2,878,889 and $2,305,107 were deducted from the 
estimated liability for losses and loss adjustment expense reserves in 2021 and 2020, respectively. Recovery 
amounts of $986,903 and $1,605,983 from reinsurance, subrogation, and deductibles were deducted from 
losses and loss adjustment expenses incurred. During 2021 and 2020, the Pool ceded $4,388,684 and $3,675,645 
of contributions to the reinsurance companies under contract. 
 
The Pool would be liable for any claims that occurred for which their reinsurance policies would not cover. Such 
obligation could arise from losses in periods in which Pool did not have reinsurance for the specified claim. 
 
 
Note 7 -  NLC Mutual Insurance Company 
 
In prior years, the Pool had property and casualty reinsurance coverages with NLC Mutual Insurance Company 
(NLC Mutual) and has since replaced these coverages with other companies. Within each line of business of NLC 
Mutual, each member pool has a separate equity account that is comprised of the member’s contributed 
surplus and member equity. Contributed surplus requirements are determined as specified in NLC Mutual’s  
by-laws.  
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Each NLC Mutual member’s equity account may be credited each year with the member’s proportionate share 
of realized investment income earned by NLC Mutual during the prior fiscal year based on the total of all 
members’ equity accounts at NLC Mutual’s discretion. Further, each member’s equity account may also be 
credited (or debited) from time to time based on NLC Mutual’s financial condition, underwriting results, reserve 
adjustments, and such other factors as NLC Mutual may reasonably consider in order to achieve fair and 
equitable results for NLC Mutual. 
 
At the sole discretion of each NLC Mutual pool member, an election may be made to withdraw its total equity 
from any line of business reinsured by giving written notice to NLC Mutual. The effective date upon which such 
equity may be withdrawn shall be determined by the withdrawing member based on a distribution election of 
no sooner than two years at 20% of equity and no longer than ten years at 100% of equity. This distribution of 
equity also requires the approval of NLC Mutual’s Board of Directors and the State of Vermont Department of 
Banking, Insurance, Securities and Health Care Administration. 
 
 
Note 8 -  Member Contribution Credits 
 
Renewal, loss control, loss ratio and law enforcement credits are reported as a reduction of member 
contributions earned in the year in which the member renews. Total member contribution credits for the years 
ended December 31, 2021 and 2020, are as follows: 
 

2021 2020

Renewal credits
Casualty 79,255$            65,629$            
Property 68,764              53,057              

Loss control credits
Casualty 229,002            207,885            
Property 194,524            170,918            

Loss ratio credits
Casualty 139,201            128,865            
Property 134,713            121,975            

Law enforcement credits
Casualty 59,440              58,403              

Total credits 904,899$          806,732$          
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Note 9 -  Commitments 
 
The Pool incurs operating expenses under various short and long-term contractual agreements. The future 
minimum payments under contractual agreements are as follows: 
 

Amount

900,957$          
150,127            
126,315            

20,692              

Years Ending December 31,

2022
2023
2024
2025

 
 
Note 10 -  Related Party Transactions 
 
The South Dakota Municipal League (SDML) is the endorsing organization of the Pool and a related party. The 
following summarizes related party activity for years ending December 31, 2021 and 2020, respectively: 
 

2021 2020

Salaries and benefits 911,599$          883,424$          
Support services 132,000            126,145            
Endorsement fees 72,400              66,489              

1,115,999$      1,076,058$      
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For the Ten Years Ended December 31, 2021 
 
 

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Net Earned Member Contributions and 
Investment Income
Earned 6,556,760$  6,585,671$  7,246,098$  7,070,490$  7,523,785$  7,648,926$  7,617,312$  9,251,996$  8,409,229$  8,360,806$  
Ceded 876,308        867,672        650,386        1,090,089    1,176,754    1,238,045    589,677        590,147        640,592        814,928        

Net earned 5,680,452    5,717,999    6,595,712    5,980,401    6,347,031    6,410,881    7,027,635    8,661,849    7,768,637    7,545,878    

1,201,561    1,310,711    1,537,387    977,085        871,357        1,007,120    877,536        808,082        463,323        454,802        

Estimated Claims and Expenses, 
End of Policy Year
Incurred 4,693,683    2,778,717    4,757,000    4,392,000    4,273,000    4,691,000    4,545,000    5,105,000    4,058,000    3,434,000    
Ceded -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

Net incurred 4,693,683    2,778,717    4,757,000    4,392,000    4,273,000    4,691,000    4,545,000    5,105,000    4,058,000    3,434,000    

Net Paid (Cumulative) as of:
End of policy year 411,666        528,191        690,369        821,756        788,959        931,019        1,019,351    1,072,258    1,301,155    1,667,571    
One year later 710,959        1,063,843    1,278,609    1,531,140    1,349,498    1,382,539    1,952,880    1,643,165    3,601,756    -                     
Two years later 1,087,257    1,969,937    1,938,332    2,296,045    1,860,986    1,704,385    2,773,749    3,338,644    -                     -                     
Three years later 1,192,105    2,406,801    2,340,707    2,749,037    2,570,270    2,035,271    4,334,555    -                     -                     -                     
Four years later 1,465,587    2,486,049    2,654,463    3,257,959    3,311,655    2,995,437    -                     -                     -                     -                     
Five years later 1,530,503    2,556,808    3,115,960    4,305,595    3,925,613    -                     -                     -                     -                     -                     
Six years later 1,568,636    2,578,682    3,147,658    4,351,163    -                     -                     -                     -                     -                     -                     
Seven years later 1,568,636    2,581,477    3,346,773    -                     -                     -                     -                     -                     -                     -                     
Eight years later 1,568,636    2,607,613    -                     -                     -                     -                     -                     -                     -                     -                     
Nine years later 1,568,636    -                     -                     -                     -                     -                     -                     -                     -                     -                     

Estimated Ceded Claims and Expenses -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

Unallocated Expenses
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South Dakota Public Assurance Alliance 
Schedule of Claims Development Information – Casualty 

For the Ten Years Ended December 31, 2021 
 
 

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

 
Estimated Net Incurred Claims

and Expenses
End of policy year 4,693,683$  2,778,717$  4,757,000$  4,392,000$  4,273,000$  4,691,000$  4,545,000$  5,105,000$  4,058,000$  3,434,000$  
One year later 2,821,044    2,869,114    3,414,000    4,036,000    3,447,000    3,329,000    4,661,000    4,020,000    4,509,000    -                     
Two years later 1,340,249    3,600,000    3,373,000    4,309,000    3,288,000    2,613,000    4,360,000    3,880,476    -                     -                     
Three years later 1,488,325    3,282,705    3,227,000    3,534,000    3,751,426    3,197,770    4,489,000    -                     -                     -                     
Four years later 1,612,325    3,079,104    3,019,000    4,180,000    3,849,449    3,059,155    -                     -                     -                     -                     
Five years later 1,565,972    3,012,405    3,425,389    4,350,542    3,960,061    -                     -                     -                     -                     -                     
Six years later 1,568,636    2,649,000    3,407,931    4,353,671    -                     -                     -                     -                     -                     -                     
Seven years later 1,568,636    2,629,081    3,352,931    -                     -                     -                     -                     -                     -                     -                     
Eight years later 1,568,636    2,610,433    -                     -                     -                     -                     -                     -                     -                     -                     
Nine years later 1,568,636    -                     -                     -                     -                     -                     -                     -                     -                     -                     

Increase (Decrease) in Estimated 
Net Incurred
Claims and Expenses from End of Policy (3,125,047)   (168,284)      (1,404,069)   (38,329)        (312,939)      (1,631,845)   (56,000)        (1,224,524)   451,000        -                     
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South Dakota Public Assurance Alliance 
Schedule of Claims Development Information – Property 

For the Ten Years Ended December 31, 2021 
 
 

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Net Earned Member Contributions and 
Investment Income
Earned 3,697,628$  3,721,604$  3,964,841$  4,479,187$  4,301,919$  4,505,582$  4,637,146$  5,989,418$  6,910,587$  6,347,932$  
Ceded 498,538        656,742        820,287        988,548        693,363        781,176        1,482,893    2,782,966    3,035,053    3,573,756

Net earned 3,199,090    3,064,862    3,144,554    3,490,639    3,608,556    3,724,406    3,154,253    3,206,452    3,875,534    2,774,176    

590,760        641,663        699,866        823,925        1,011,447    500,023        491,097        511,435        834,879        934,713        

Estimated Claims and Expenses, 
End of Policy Year
Incurred 1,862,758    1,243,414    1,356,676    2,323,530    2,355,190    2,743,272    2,814,919    3,279,429    3,757,004    2,646,000    
Ceded -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

Net incurred 1,862,758    1,243,414    1,356,676    2,323,530    2,355,190    2,743,272    2,814,919    3,279,429    3,757,004    2,646,000    

Net Paid (Cumulative) as of:
End of policy year 977,647        917,908        821,433        1,652,106    1,289,926    1,283,434    1,961,208    2,292,441    2,392,437    2,461,215    
One year later 1,432,013    2,062,292    1,112,646    2,078,406    1,941,310    2,086,499    2,421,044    2,901,263    3,854,568    -                     
Two years later 1,448,588    2,285,901    1,113,339    2,094,797    1,984,312    2,136,765    2,560,422    3,017,901    -                     -                     
Three years later 1,448,210    2,293,508    1,113,311    2,100,646    2,028,503    2,194,497    2,614,536    -                     -                     -                     
Four years later 1,448,210    2,293,739    1,113,585    1,992,197    2,029,907    2,195,381    -                     -                     -                     -                     
Five years later 1,448,210    2,293,891    1,114,314    2,102,148    2,030,584    -                     -                     -                     -                     -                     
Six years later 1,448,210    1,932,394    1,114,135    2,000,444    -                     -                     -                     -                     -                     -                     
Seven years later 1,448,210    1,932,658    1,118,338    -                     -                     -                     -                     -                     -                     -                     
Eight years later 1,448,210    1,836,171    -                     -                     -                     -                     -                     -                     -                     -                     
Nine years later 1,448,210    -                     -                     -                     -                     -                     -                     -                     -                     -                     

Estimated Ceded Claims and Expenses -                     -                     -                     -                     -                     -                     -                     -                     -                     -                     

Unallocated Expenses



 

30 

South Dakota Public Assurance Alliance 
Schedule of Claims Development Information – Property 

For the Ten Years Ended December 31, 2021 
 
 

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

 
Estimated Net Incurred Claims 

and Expenses
End of policy year 1,862,758$  1,243,414$  1,356,676$  2,323,530$  2,355,190$  2,743,272$  2,814,919$  3,279,429$  3,757,004$  2,646,000$  
One year later 1,466,281    2,349,000    1,151,000    2,127,371    2,027,622    2,327,695    2,781,310    3,137,411    3,910,970    -                     
Two years later 1,448,588    2,321,189    1,120,032    2,111,008    2,029,000    2,202,360    2,640,019    3,024,255    -                     -                     
Three years later 1,448,210    2,296,000    1,118,571    2,107,638    2,036,223    2,196,000    2,616,619    -                     -                     -                     
Four years later 1,448,210    2,297,000    1,119,167    1,997,299    2,031,992    2,196,000    -                     -                     -                     -                     
Five years later 1,448,210    2,295,358    1,120,242    2,106,312    2,031,105    -                     -                     -                     -                     -                     
Six years later 1,448,210    1,933,277    1,119,225    2,001,437    -                     -                     -                     -                     -                     -                     
Seven years later 1,448,210    1,933,211    1,119,198    -                     -                     -                     -                     -                     -                     -                     
Eight years later 1,448,210    1,836,285    -                     -                     -                     -                     -                     -                     -                     -                     
Nine years later 1,448,210    -                     -                     -                     -                     -                     -                     -                     -                     -                     

Increase (Decrease) in Estimated 
Net Incurred
Claims and Expenses from End of Policy (414,548)      592,871        (237,478)      (322,093)      (324,085)      (547,272)      (198,300)      (255,174)      153,966        -                     
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South Dakota Public Assurance Alliance 
Reconciliation of Claims Liabilities by Type of Coverage 

December 31, 2021 and 2020 
 
 

2021 2020

Unpaid losses and loss adjustment expense reserves, net, 
beginning of year 760,362$          975,215$          

Incurred losses and loss adjustment expenses
Provision for insured events of the current year 3,183,672         3,757,004         
Decrease in provision for insured events of prior years (184,899)           (1,810,251)       

2,998,773         1,946,753         
Payments

Losses and loss adjustment expenses attributable to insured events
of current and prior years 2,600,999         2,161,606         

Total unpaid losses and loss adjustment expense reserves, net, 
end of year 1,158,136$      760,362$          

2021 2020

Unpaid losses and loss adjustment expense reserves, net, 
beginning of year 9,330,352$      10,948,538$    

Incurred losses and loss adjustment expenses
Provision for insured events of the current year 3,692,257         4,058,000         
Increase in provision for insured events of prior years 420,997            2,131,459         

4,113,254         6,189,459         
Payments

Losses and loss adjustment expenses attributable to insured events
of current and prior years 4,160,296         7,807,645         

Total unpaid losses and loss adjustment expense reserves, net, 
end of year 9,283,310$      9,330,352$      

Property

Casualty
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South Dakota Public Assurance Alliance 
Reconciliation of Claims Liabilities by Type of Coverage 

December 31, 2021 and 2020 
 
 

2021 2020

Unpaid losses and loss adjustment expense reserves, net, 
beginning of year 10,090,714$    11,923,753$    

Incurred losses and loss adjustment expenses
Provision for insured events of the current year 6,875,929         7,815,004         
Increase (decrease) in provision for insured events of prior years 236,098            321,208            

7,112,027         8,136,212         
Payments

Losses and loss adjustment expenses attributable to insured events
of current and prior years 6,761,295         9,969,251         

Total unpaid losses and loss adjustment expense reserves, net, 
end of year 10,441,446$    10,090,714$    

Total
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Independent Auditor's Report on Internal Control over Financial Reporting and on Compliance and 
Other Matters Based on an Audit of Financial Statements Performed in Accordance with 

Government Auditing Standards 
 
 
To the Board of Directors  
South Dakota Public Assurance Alliance 
Fort Pierre, South Dakota 
 
 
We have audited, in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States, the financial statements of South Dakota Public 
Assurance Alliance (the Pool) which comprise the statement of net position as of December 31, 2021, 
and the related statements of revenues, expenses, and changes in net position, and cash flows for the 
year then ended, and the related notes to the financial statements, and have issued our report thereon 
dated July 26, 2022. 
 
Report on Internal Control over Financial Reporting 
In planning and performing our audit of the basic financial statements, we considered the Pool’s internal 
control over financial reporting (internal control) as a basis for designing audit procedures that are 
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, 
but not for the purpose of expressing an opinion on the effectiveness of the Pool’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the Pool’s internal control over 
financial reporting. 
 
A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control over financial reporting, such that there is a reasonable 
possibility that a material misstatement of the entity’s financial statements will not be prevented, or 
detected and corrected on a timely basis. A significant deficiency is a deficiency, or a combination of 
deficiencies, in internal control that is less severe than a material weakness, yet important enough to 
merit attention by those charged with governance. 
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Our consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may 
exist that have not been identified. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. We did identify a certain 
deficiency in internal control described in the accompanying schedule of findings and responses as items 
2021-001 that we consider to be a significant deficiency.  
 
Report on Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the Pool’s financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the financial statements. However, providing an opinion on compliance with those 
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The 
results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards. 
 
Pool’s Response to Findings 
Government Auditing Standards requires the auditor to perform limited procedures on the Pool’s 
response to the findings identified in our audit and described in the accompanying Schedule of Findings 
and Responses. The Pool’s response was not subjected to the auditing procedures applied in the audit of 
the financial statements and, accordingly, we express no opinion on it. 
 
Purpose of this Report 
The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
Pool’s internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the Pool’s internal control and 
compliance. Accordingly, this communication is not suitable for any other purpose. 
 
 
 
 
Fargo, North Dakota 
July 26, 2022 
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South Dakota Public Assurance Alliance 
Schedule of Findings and Responses 

December 31, 2021 
 
 
2021-001 Preparation of Financial Statements  

Significant Deficiency  
 

Criteria – A well designed system of internal accounting control contemplates an adequate 
system for internally preparing the Pool’s financial statements. 

 
Condition – The Pool does not have an internal control system designed to provide for the 
preparation of the financial statements being audited. In conjunction with the completion of our 
audit, we were requested to draft the financial statements and accompanying notes to the 
financial statements.  

 
Cause – The Pool does not have an internal control system designed to provide for the 
preparation of the financial statements being audited. 

 
Effect – The absence of controls over the preparation of the financial statements increases the 
possibility that a misstatement of the financial statements could occur and not be prevented, or 
detected and corrected, by the Pool’s internal controls which may affect managements 
decisions made during the course of the year. 

 
Recommendation – It is the responsibility of management and those charged with governance 
to make the decision whether to accept the degree of risk associated with this condition 
because of cost or other considerations. 

 
View of Responsible Officials – Eide Bailly cites that SDPAA does not have an internal control 
system designed to provide for the preparation of the financial statements being audited and 
that we request you, as auditors, to draft the statements and accompanying notes. SDPAA 
management notes that this practice is not unusual for organizations of our size. SDPAA’s 
accounting services provider performs SDPAA’s accounting services on a monthly basis, 
including preparation of monthly financial statements. We have evaluated our internal controls 
over the preparation of the financial statements and risks associated with requesting the 
auditors to prepare the annual financial statements. SDPAA management has concluded that it 
does not believe the costs of employing staff to stay current with accounting standards that may 
affect the annual financial statement reporting are outweighed by the Members’ benefit of 
using those resources elsewhere in the organization. 




