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Postlethw aite &  N etterville 
A Proier~ional Accounting Corporation 

Associoted Offices in Principal Cities of the United Stotes 

www.pncpa.com 

M embers and Directors 
Louisiana Insuran ce Guaranty Association 
Baton Rouge, Louisiana 

W e have audited the accompan ying statement of fina ncial position arising from cash transactions of Louisiana Im umnee Guaranty 
Association as of December 31, 2003, an d the related statements of activities for the year then ended. These financial stateanen ts 
are the responsibility of the Association's management. Our respons ibility is to express an opinion on ther e fin ancial stattammts 
based on our audit. The financial statements of the Assoc iation as of December 31, 2002, were audited by other auditors, whose 
opinion dated M amh 12, 2003, on those stateme nts was qualified because of the departure from  accounting principles gen erally 
accepted in the United States of Am erica desen'bed in the third paragraph. 

W e conducted our  audit in accordance with  auditing standards generally accepted in the United States  of America an d standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptro ller General of the United 
States. Those standards require that we plan  and perform the audit to obtain reasonable assurance about whether the finan cial 
statements are free of material misstat~ t An audit includes examining, on a test basis, eviden ce supporting the amounts and 
disclosures in the finan cial stateanents. An  audit also includes assessing the accoun ting prineipler used en d significant estimates 
made by management, as well as evaluating the overall financial statement presentation. W e believe that our audit provides a 
reas onable bas is for our opinion. 

As  described in Note 1, these financial statements were prepared on th e basis of cash receipts an d disbur sements, which is a 
an inprehen sive basis of accoun ting oth er than generally accepted accounting principles. 

In our  opinion, the financial statements referred to above pler ent fairly, in all material respects, the finan cial position of Louisiana 
Insu rance Guaranty Assoc iation as ofDeeclnber 3 I, 2003 and its changes in act assets during the year then ended, on the basis of 
accoun ting described in  Note 1. 

In  accordan ce wi th Government Auditing Standards , we have also issued our  report dated M arch 4, 2004 on our  cons ideration of 
the Louisiana Insurance Guaran ty Association's internal contro l over financial reporting an d our  tests of its compliance with 
certain pro visions  of laws and regulations . That report is an  intagral part of an audit perfulm ed in accordance wi th Govern ment 
Auditing Standards and should be read in conjunction with this report in co~asidering the results of our audit. 

Since these financial statements are prepared on a cash basis, no liability is recorded for future payments for return of unearned  
premiun ~ or claims. However, as discussed in Note 7 to the fin ancial statements, the.~ sociationrcgularly ertimater liabilities ~r 
sueli fusses. Thes~estimatedl~ssesha ven~tbeen ~uditedbyas an da~ or ding~yweexp rer sn~ ini~nor any~therf~nn of 
asSl.l~anee on thelu. 

Baton Rouge, Louisiana 
M arch 4, 2004 

8550 United Plaza Blvd, Suite 1001 Baton Rouge, LA 70809 Tel: 225.922.4600 Fax: 225.922.4611 



Cash 

Investm ents 

Building 

F 

2003 

1,718,882 

2002 

130,233,603 100,529,307 

810,161 

$ 101,339,468 

Outstanding checks in cxc~s ofbank balances $ 1,811,943 $ 1,230,406 

N et A ssets 130,140,542 

$ 131,952,485 

The accompan ying notes are an in tegral part of these statem ents 
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RECEIPTS 
Assessm ents 
Distn'butions from  liquidators 

Iutcrest incom e 
Net loss on sales of investm ents 
Restitutions 

DISBURSEM ENTS 
Claims paid 
Unearned premiums paid 

Legal fees an d expenses 
Claims handling costs 
Professional and bank fees 
Staff salaries, taxes, an d benefits 
Travel, m eetings, and sem inars 

Building an d renovation s 
A dm~ni~(l'ative expenses 

F 

NetAssets - beginning of the year 

Net As sets - en d of the year 

The accompan ying notes are an integral part of these statem en ts. 
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2003 

49,297,777 

11,557,971 

6,153,363 

(2,381,868) 
34,188 

64,661,431 

22,394,864 

386,171 

7,242,064 

2,466,811 

254,948 

291,977 
17,868 

1,165,844 

409.404 

34,629,951 

2002 

$ 46,309,948 
6,651,919 

4,768,083 

(3o8,237) 
21,267 

57,442,980 

23,254,370 

651,373 

5,797,355 

3,049,493 

344,685 

319,466 

14,280 

248,314 
33,679,336 

30,031,480 23,763,644 

100,109,062 76,345,418 

$ 130,140,542 



The Louisiana Insumuce Guaranty Association (the Association) is an orgnuization  created by the Louisiana 
Insuran ce Guaranty Act to pay for the claims against insolvent member insurance compan ies. Funds are provide d 
for th e paymen t of the claims by th e asses srncnt of the remaining m ember insuran ce companies. All admitted 
in surance Compan ies doing business in  Louisian a except those va-iting life, health an d acciden t, title, disability, 
mortgage gn arenty, and ocean  marine insurance as well as all types of reinsurance, are re quired to be members of 
the Association. 

The As soc iation's day-to-day operation s and managmnen t am perform ed by the As sociation 's staff un de r the 
direction of'the Board of Directors. The Assoc iation  also conlracts with outside staffing services, claims service 
providers, an d other profession als to carry out th ese function s. 

Th e As sociation's pohey is to prepare its financial statements on the basis of cash receipts and disbursements; 
con sequen tly, reven ue an d related assets are recognized when received, and expenses and related liabilities are 
recognized when  paid. Accordingly, no liabilities am  recorded for future paymen ts for unen m ed  premiums, loss 
claims or related expenses. As  discussed in Note 7, th e Assoc iation regularly estimates am oun ts for such 
liabilities. 

Th e Association  recogn izes equipmen t an d facilities as cash disbursemen ts when incurred. Thes e items are not 
~apitalized and dep reciated un der th e Association 's cash basis of accounting. 

Th e Association  is exempt from income taxes under Internal Revenue Code Section  501(c)(6); therefore, no 
provision for  inco m e taxes has been  ma de. 
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The Asso ciation's investments are recorded at cost and consisted of the following at December 31, 2003 and 2002 

2003 2002 

Estimated Estim ated  
Cost Fair Value Cost Fair Value 

U.S. Govern m en t securities under 
agreemen t to sell $ 2,685,995 $ 2,685,995 $ 3,842,533 $ 3,842,533 

M on eymarket accounts inve~edin 
U.S. Treasuryobligafions 3,937,770 3,937,770 802,008 802,008 

U.S. Treasury notes and bonds 39,856,164 39,572,074 38,458,819 37,309,842 

U.S. Governm en t A gen ey  obligations 

The Association's policy is to purchase securities issued by the U.S. Treasury an d obligations issued  or guaranteed 
by the U .S. Government and its Agencies. The estimated fair value of these securities is based on quoted market 
prices. Th e Association  en ters into short-term repurchase agreemen ts with Louisian a finan cial in stitutions whereby 
the Aasoeiation purchas es U.S. Government securities wi th an  agree rnent to resell th e securities to th e finan cial 
institution at cost. The Asso ciation also deposits filnds in mon ey market funds inve sted in U.S. Treasury 
obligations. 

The As sociation purchases securities at premiums or discoun ts from  the con tractu al ma turity amount of the security. 
Due to the use of th e cash basis of aecounting~ these p~ niums an d discounts are not am ortized over the holding 
period of th e se curity. Instead, th ese differen ces are rep orted as gains or losses upon m aturity or sale of the 
respective  security . Acco rdingly, interest income reflects th e contractual interest payments required un der the 

Net assets represen t fimds collected from member  insurance compan ies, distribution s from liquidators, interest 
inco me, an d oth er rec eipts in excess of funds disbursed to pay claims an d expenses of the Association. All assets 
are considered  restricted under the Act creatin g the Association . Excess funds are to be used for the paym ent of 
elairas , return ofun earns d pr emiums  and re imbursemen t of expenses incurred for  the insolvent member in surance 

companies (See Note 7). 
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Louisiana Revised Statute 22:1382 gives the Association the auth ority to assess m ember insurance companies th e 
amount necessary to pay the obligations and expenses of th e As soc iation. Beginning Jan uary 1,1990, and ending 
December 3 I, 2002, th e assessm ent to mem ber insurance companies cannot exceed an  am oun t equal to two percen t 

(2%) of net direct written premiums during the preceding calendar yesr. Beginning January l, 2003, and thereafter, 
the assessmen t to mam ber insurance comp anies is not to exceed an am ount equal to one percent (1%) of net direct 
written premiums during the preceding calendar year, unless changed by the Louisiana Legislature. 

The Association  has determined  that six member compan ies qualify for earned cred its of up to 80% of their amm al 
assessmen ts. M ember comp anies can also qualify for assessmen t reduction s by investing in qualifying Louisian a 
securities. 

Th e Assoc iation  files claims against the estates of insolven t in surers in an effort to recover a portion of th e 
policyholder claims paid and related expen ses from the as sets of the insolvent insurer. During the years ended 
December 31, 2003 an d 2002, th e Assoc iation  received $11,557,971 an d $6,651,919, respectively, of such 
distribution s which are reflected as receipts in these finan cial statemen ts. No estimate is available of future 
potential distributions from  liquidations due to the un certainty and difficulty in accurately estimating these am ounts. 

7 

On Decem ber 3, 2002, the Association purchased lan d an d a building in Baton Rouge, Louisiana to be use d as a 
new hes dquattar site. The building underwent renovations and was oc cupied an d placed  into serviee duting 2003. 
Th e cost of th e building an d related improvem ents were reflected as building expenditures during 2003 as a re sult 
of the building b~ng put into use. 

(Not Audited) 

The funds of the Association are used to pay insurance claims ofinsolvont member inanranee companies (See Note 
3). Th ese claims are pursuant to the Louisiana Insurance Guaranty Law, La. R.S. 22:1375-1394. As of Decernbor 
31, 2003, the Association had 4,471 open  claims files outstan din g, a substan tial portion of which are involve d in 
litigation. The As soeiatiun  is also in the process of identifying and quantififing recent insolvencies for which 
estimated claims liab ility information  is considered un certain and or inco mplete. Addition ally, other mem ber 
insurance co mpanies may be declared inso lven t subsequen t to th e date of these finan cial statem ents. 

Due to the uncertainty involved in accepting and administering insolvent companies, as well as the difficulty in 
determining reliable estimates, the Assoc iation maintains its financial rec ords on a cash basis. However, th e 
Assoc iation  regularly attempts to estimate the am ount of claims  an d elaima  administration expen ses related  to 
inso lven t member insurance companies . This "reserve setting" practice is a comm on function  of managing and 
administering those losses. 
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7. Estim ate of Future 

FA INSURANCE 

?A' 

and (Not Audited) (continued) 

Provided  below is an unaudited condensed balance sheet of the Association at Decembex 31, 2003, on a m odified 
accrual basis which recognizes management's estimate of claims an d related liabilities. This information is intended  
to refle*t only certain estimated  assets an d liabilities of the Association and is not inten ded  to represen t the finan cial 
position of the Association  in accordance with accounting principles generally accepted  in the United States of 
Am erica. These estimates are expected to vary as addition al information becomes available. 

The condensed unan dited balance sheet does not provide for accruals of amounts due from liquidators ofinse lvent 
insurance companies, billed  but uncollected member assessments due, adjustments of investments to estimated fair 
value, an d accruals of operating costs owed at year cod not included in the reserves for  claims administration  

expen se.8. 

As described  in Note 4, the Assoc iation  has been gran ted  the auth ority to assess membe r insurers at a rate of one 
percent (1%) beginning January 1, 2003, which, if assessed, is exp ected to produce approximately $50 million 
annually. Addition ally, La. R.S. 22:1382 provides that ifthe maximum  assesm aent and otbe r assets available to the 
Association are insuffi cico t to make all necessary paymen ts, th~ Association  may Ix)now addition al funds or 
paym ents can  be reduced on a prorated bas is and unpaid balances are to be paid as funds been me available. 

Cash 
Investmen ts, at cost 

A SSE T S 
December 31, 2003 

Unaudited 

$ 1,718,882 
130,233,603 



7. Estimate of (Not Audited) (continued) 

The ~kss~--iagon  h~  b~ n noti~,td of ~laine, as ~e11, ~  t~ e~en ed  Claim s, b:~ c~ h~ large insumds of 
insolvent insurance companies relating to the use and production of asbestos, silica, tobacco, and 
en vironm entally hazardous materials. The Association continues to evaluate the merits of these claim s, 
th e appropriaten ess of coverage under the Act, an d the m ount of poten tial liability to the Association. 

M anagem en t includes in th e res erve for claims an d claims administration  expense amoun ts estimated as 
the Association's liability for these claims based on present statutes an d based on the best information  
available at this time. However, th ere are num erous an d significant uncertainties regarding the amount 
of ultimate liability th e Association ma y be responsible for un der these claims and when  am ounts 
ultimately determined as owed  by th e Association  become due and payable. As facts an d circurastanccs 
develop, m anagement inten ds to revise its estimates of th ese claims liabilities . Revisions in  these 
estimates con ld result in significant increases or decres ses in these estimates. 

(2) Due to the uncertainty of the timing end amount of claims  to be paid by the Association , it is unknown 
whether th e Association can  mcct its claims obligations as theybe come due. As deson'bed  in Note 4, th e 
Association has the statutory authority to assess up to 1% of member insured s' direct written  premiums 
annually if necessary to pay its obliga tions. Th e As sociation financial resoure es also includs  receipt of 
investment e, am in gs an d the continued  receipt of proceeds  from liquidators of insolven t insurance 
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Postlethw aite &  N etterville 
A Professionol Ac~ounling Corporofion 

Associoied Offices in PrincipaJ Cilies of Ihe Uniled Slates 

www.pncpa.com 

Board of Direc tors 
Louisiana Insurance Guaranty Association 
Baton Rouge, Louisian a 

W e have audited the finan cial statements of Louisian a Insurance Guaran ty Aasoc iation as of and for the year ended  
December 31, 2003, and have issued  our repo rt there un  dated M arch 4, 2004. W e con ducted  our audit in accordan ce 
wi th auditing standards generally accepted in the United  States of Am erica an d th e standards applicable to fin an cial 
audits contained  in Government Auditing Standards, issued by the Comptroller General of th e United States. 

Compliance 
As  part of obtainin g reasonable assurance about whether Louisiana In surance Guaranty As sociation 's financial 
statemen ts are free of m aterial misstatem ent, we performed tests of its complian ce with certain provisions of laws, 
regulation s, contracts an d grants, non comp lian ce wi th  which could have a direct an d ma terial, effect on  th e 
determination of finan cial statement amounts. However, providing an  opinion on co mplian ce wi th 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 that are required to be reported under Government Auditing Standarrls. 

In  planning an d perform ing our  audit, we con sidered  Lo ui siana In surance Guaranty Association's internal co ntrol over 
fin ancial reporting in  order to determine our auditing procedur es for the purpose of expressing our op inion on the 
finan cial statements and not to provide assurance on th e internal control over fin an cial reporting. However, we noted 
certain matters in volving th e internal control over  financial reporting an d its operations th at we consider ed to be 
reportable condition s. Rep ortable conditions involve matters coming to our  atten tion related to significan t deficiencies 
in the design or operation of the internal eun trul over financial reporting that, in our judgment, could adversely affect 
the Assoc iation 's ability to record, process, summarize, and report financial data consistent wi th the essertion s of 
management in the firumeial statemen ts. W e noted  the following reportable co ndition : 

Reconciliation  of Investmen t Account: The Association  recon ciles the transaction activity in the investmen t 
custodial accounts m aintained by the As sociation's investmen t manager to the activity repor ted in the Assoc iation 's 
general led ger. Complete rec onciliation proc edures should also include recon ciliation  of th e ending cost balan ces 
as reported on the monthly investmen t statem en ts an d the cost balances as re flected  on  the Assoc iation 's general 
led ger . 

W e recomm en d that th e As soc iation 's monthly re conciliation proced ures be expan ded  to include recun ciliation  of 
the investment east balan ces as reported by th e investment manager to the investment balan ce maintained  in th e 
As so ciation's general led ger. This recon ciliation  should be performed  promptly, re co nciling item s inve-sligated , 
and reviewed by an other individual. M anagement has stated  their agreem ent with this recommendation  an d 
imp lem ented  th e expan ded reconciliation proc edur es. 
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A material weakness is a condition in which the desi~n or operation  of one or more of the internal control components 
does not reduce to a relatively low level the risk that misstatements in amounts that would be m aterial in relation to the 
financial statements being audited may occur and not be detected within a timely period by employees in the normal 
course ofperforming their assigned functions. Our consideration  ofth e internal con trol over firmneial reporting would 
not necessarily disclose all m atters in  the intern al eonlrol that mi ght be reportable conditions and, accordingly, would 
not necessarily disclose all rep ortable con dition s that are considered to be ma terial weakness. However, we believe that 
the reportable condition  previously described is not a ma terial weakness. 

This report is inten ded solely for the information and use of th e Board of Directors, managem en t of the Louisiana 
Insurance Guaranty Association, the Commissioner of Insurance, State of Louisiana, an d the Legislative Auditor, State 
of Louisiana and is not inten ded to be an d should not be used by an yone othe~ th an these specified parties. 

Baton Rouge, Louisiana 
M arch 4, 2004 
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L I G A 

L O U IS IA N A IN S U R A N R A N T Y A S SO C IA T IO N 

Office of Legislative Auditor 
State of Louisiana 
P.O. Box 94397 
Baton Rouge, LA 70804-9397 

Re: 2003 Year End Audit Finding 
Corrective Action Plan 

M arch 30, 2004 

Louisiana Insurance Guaranty Association (the "Association") respectfully submits the following 
corrective action plan for the year ended Decembe r 3 I, 2003. 

The finding from Postlethwaite & Netterville's M arch 4, 2004 Report on Compliance and on 
Internal Control over Financial Reporting Based on an Audit of Financial Statements Performed 
in Accordance with Government Auditing Standard for the year ended December 31, 2003 
included the following finding: 

Reportable Condition - Reconciliation of Investment Account  

Recommendation: W e recommend that the Association's month ly reconciliation procedures be 
expanded to include reconciliation of the investment cost balances as reported by the investment 
manager to the investment balance maintained in th e Association's genera l ledger. This 
reconciliation should be perform ed promptly, reconciling items investigated, and reviewed by 
another individual. 

Action Taken: Effective January 2004, management implemented the recommended expanded 
reconciliation procedures into the Association's regular monthly reconciliation processes which is 
performed timely. 

If th e Louisiana Legislative Auditors' Offi ce has questions regarding th is plan, pleas e contact me 
at 225-757-i688 ext 220. 

2 t42 Quail Run Cxt~z 
Baton Rouge, Louisiana -0808-t 126 

C. [HII, Kxe~ ive Director 
De~iree Worslm.,asststant Executive Director of Operations and Logistics 

Kenneth H. Sdmauder, CPCU, Assistant Executive Dievetor of Claims and Litigation 

lelephone (225) "57-1688 
facsimile (225) "57-1699 

w'wr.d,~ga.org 


