
N otes to Statutory Basis FinatxciaI S[at.clllCll[S 

3: IN VF.STM EN TS 

At December 31. 1996, the amortized cost and estimated fair value of the portfolio are: (in dmusands) 

Am ortized 
_ _CQ~L 

Govcrmnem Bonds N ot Backed by 1.oans $1~,0,163 
Governmcm Bonds Backed by Loans 63,568 
U . S. Agency Bonds N ot Backed by Loans 54,833 
I J. S. Agm~cy Bonds Backed by l.oans 131,813 
Col]atcralized M ortgage o bligations 3~459 
Tolal Bonds $44~1,836 

COI1]I]IOII S1. ock $1~~641 

G ross 
U nrealized 

_ ~aainL - 
$14 

266 

$280 

$!,18! 

$4 3?0 

$254 

Eslim atcd 
Fair 

_  Val~w.> 
$155,858 
63,568 
55,098 

131,813 

_ J,4,4,5 _9 
$440,796 

$16.576 

At December 31. 1995, the amortized cost and estimated fair value of the portfolio arc: (in thousands) 

A m ortized 

Governm em Bonds N o~ Backed by Loa~s $162,393 
Governm em Bonds Backed by Loans 82,281 
U . S. Agency Bonds N ot Backed by Loans 71,099 
U . S. Agency Bonds Backed by Loans 53,494 
Collal.erallzed M o~ tgage o bliga'.ions _ ~5,2~,~ 
Tota] Bonds $404,507 

The cxpec~ed maturity at I)cccmber 31, 1996, is: (in thonsands) 

D ue in Olle year or Jess 
I)ue after one )'ear through five years 
D ue after five years through ten years 
l)ue aher ten years 
M ortgage-backed securities 
To~al Bonds 

G ross 
Um ealizcd 

$172 

1,276 11 

l:slhnated 
Fair 

_  V_abe_ 
$164,168 
82,281 
72,364 
53,484 

_ 35~250 
$407..c,4Z 

Estim atcd 

$11,537 
85,289 
72,060 
42,070 

$440,Z96 
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"N otes to Statutory Basis Financial Statem ents 

h. P ten}turn s liarJ~ d 
Insurance l~rem ium s are generally rccognized as earned on a pro rata basis over Ibc policy lerm . The 
portion of collected prem ium s that will be earned in furo re periods are deferred and repo~ ted as 
unearned prem ium s. The .po~ion of prem ium s that has been earned and will bc billed in arrears on a 
m onthly or quarterly basis is recognized as earned and repo*xed as earned but tm billed prem ium s. 
Earned but unbilled prem imns are reported net of applicable accrued reinsurance of $2,879,000 and 
$4,604,000 at I)ecem ber 31, 1996 and 1995. 

i. l{einsur u ~l~ce 
The Corporation m ain tains reinsurance agrecm ents with other insurance com panies which provide for 
recovery of claim s to dm extent that such claim s exceed $250,000 on a per occurrence basis during the 
reinsurance coverage period. The Corporation rem ains liable to the extem reinsuring com panies arc 
unable to m eet their ~reaty obligations and for tllal portion of individual claims which exceeds 
$100,000,000. Reinsurance prem iums, com missions, expense reimbursements and reseryes related to 
relnsm ance ceded are accounted for on a basis consistent with those used in accounting for the original 
policies issued and the term s o{ the reinsurance contracts. Prem iums ceded to other com panies have 
been reported as a reduction of prem imn incom e. Am ounts applicable w  reinsurance ceded toi loss 
and loss adjustment expense reserves have been repcm ed as reductions of these ilems. 

The Corporation evaluates d:e financial condition of its reinsurcrs and m onitors concentration of 
credit risk arising from econom ic characteristics of its reinsurers to m inim ize its exposure to significant 
losses from reinsurance insolvencies. At D ecem ber 31, 1996, the Corporation held collateral ra ider 
reinsnrance agreem ents in the form ofteuers of credit totaling $12,273;000 and had no significant 
concentrations of credil risk associaled with reinsurance assets. 

k. F, ecla>sifi~'aA iCm~ 
Certain amounts reported in the 1995 financial statem ents have been reclassified *o conform wid~ the 

1996 presem atio~. 
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Bator~ Rouge, Louisiana 
April 23, 1997 



N otes to Statutory Basis Financial Statem ents 

6. I.IABII.ITY FOIl. LOSSES AND Loss ADJUSTM EN'I' EXPENSES 

Activity in the liability for losses and loss adjustment expenses is summarized as follows (in 
thousands): 

l)ircct balance at January 1, 
Less rellIStlrance rccovcrabk:s 
N et balance at 

.January 1, 

N et incurred related lo 
Cllrlellt yea/- 
Prior yca~ s 
'l'otal incurJ ed 

N et paid related to 
Current year 
Prio: ycars 
Total paid 

l)il cat bala ice at I)eccnaber 31 
Less reinsurance recovcrables 
N et balance at Decem ber 31. 

7. ll.I';IN SU R A N C 1,; A C TIVITY 

8. PO LIC YIIO 1.D ER S' SUR PI.U S 

_1996 

$330,956 
_  15A,57 
_$3 !5~799 

$150,319 

(13,5.36) 
sJy~0783 

$ 29,894 
. 62~460 

$401,544 
__ iL816 
$359~728 

j9~gs 
$270,793 
_ :~4,OY,8 
$236,705 

$164,402 

$169 978 

$30,760 
_  5~624 

. 
$84,t84 

$330,956 
_ _ JSXaSZ 
~:~J52999 

W ithout adm itting liability therefore and pursuant to the recom mendation found in the l
.ouisiana 

1)epartm ent of Insurance report of exam ination as of D ecem ber 31
, 1994, the C orporation has 

restricted policyholders' surplus in the am ount of $40
,000,000 in the event the IRS should determ ine 

that the Corporation is taxable (See Note 2j). This restriction reduces the alnoum of policyhohters' 
surpl~.~s available for dividends. 
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l~ sllethw aJte &  N c|,tervillc 
A t'tof~,.isional A c ~ omtting ( ~Jq~oration 
(3ER7 IF lED PUBLIC AC('O LINTANI S 

8550 UNITED PLAZA E{[ VD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE {504) 922-4600 ~ 

The Board of Directors 
Louisiana W orkers' Compensation Corporation 

In planning and perfornfing our audit of the financial statem ents of Louisiana W orkers' 
Compensation Corporation (the Corporation) for the year ended December 31, 1996, we considered 
its internal control structure in order to determ ine our auditing procedures for the purpose of 
expressing our opinion on the financial statements and not to provide assurance on the internal 
control structure. Our consideration of the internal control structure would not nec essarily disclose 
all m atters in the internal control structure th at m ight be m aterial wea knesses under standards 
estahlished  by th e Am erican Institute of Certified  Public Accountants. A material weakness is a 
condition in which th e design or operation of one or more of th e internal control structure elements 
does not reduce to a relatively low level the risk th at errors or irregularities in am ounts that would 
be m aterial in relation to the financial statem ents being audited  m ay occur and not be detected  w ithin 
a timely period by employees in th e normal course of perform ing their assigned functions. However, 
we noted  no m atters involving the internal control structure and its operation th at we consider to be 
m aterial weaknesses as defined  above. 

This report is intended  solely for th e information and use of the board of directors, management, and 
others within th e Corporation and for purposes of filing with insurance regulatory authorities and the 
Louisiana Legislative Auditor's O ffice and should not be used  for oth er purposes. 

/ 

Baton Rouge, Louisiana 
April 23, 1997 

DONALDSONVlLLE ~ GONZALES ~ NEW ORLEANS ~ ST. FRANCISVlLLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF THE UNITE[) STATES 



Pos|lcthw aite &  N cdl,erville 
A Frqfi'ssional Accotlpllin,q ('OI]~Ol~llion 
CERTIFIED PUBt IC AGCO UN [ANTS 

8550 UNITI-D PLAZA BLVD , SUITE 1001 ~ BATON ROUGE, I_OUISIANA 70809 ~ TELEPHONE (594) 922-4600 ~ FAX (504) 922 461 

INDEPENDEN~I" AUDITORS' ANNUAL LETTER OF QUALIFICATION 

Board of D irectors 
Louisiana W orkers' Com pensation Corporation 

W e have audiled th e statutory-basis financial statenlents of Louisiana W orkers' Compensation 
Corp oration (the Corporation) as of Dec ember 31, 1996 and for the year then ended and have issued 
our report thereon dated April 23, 1997. In connection th erewith , we advise you as follows: 

W e are independent certified public accountants with respect to the Corporation and conform 
to th e standards of th e accounting profession as contained  in the Code of Professional 
Conduct and pronouncements of the American Institute of Certified  Public Accountants, and 
the Rules of Professional Conduct of th e Louisiana Board of Public Accountancy. 

The personnel assigned  to th e audit of th e Corporation have th e com petence and experience 
to perform such an audit. The engagem ent director and m anager have been w ith our firm for 
twelve years and six yea rs, respectively, and are experienced in auditing insurance 
companies. Staff personnel, most of whom have experience in auditing insurance enlerprises 
and 80% of whom are certified public accountants, were assigned  to perform tasks 
com m ensurate w ith their training and experience. 

W e understand that the Corporation intends to file its audited  statutory financial statem ents 
and our report th ereon with th e Louisiana Insurance Department and other state insurance 
departments in states in which th e Corporation is licensed  and that th e insurance 
com m issioners of those states will be relying on that inform ation in m onitoring and regulating 
the statutory financial condition of th e Corporation. 

W hile we understand that an objective of issuing a report on the statutory financial statements 
is to satisfy regulatory requirements, our audit was not planned to satisfy all objectives or 
responsibilities of insurance regulators. In th is context, th e Corporation and insurance 

commissioners should understand that the objective of an audit of statutory financial 
statem ents in accordance with generally accepted  auditing standards is to form an opinion and 
issue a report on wheth er the statutory financial statem ents present fairly, in all m aterial 
respec ts, the adm itted  assets, liabilities, and capital and surplus, results of operations and 
cash flow in conform ity w ith accounting practices prescribed  or perm itted  by th e Louisiana 
Insurance D epartm ent. Consequently, under generally accepted auditing standards, we have 

DONALDSONVILI E ~ GONZAI ES ~ N[W ORLEANS ~ ST FRANCISVILLE 
ASSOC.IATED OFFICES IN PRINCIPAt CITIES OF THE UNITE[) STALES 
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the responsibility, with in th e b~herent lim itations of th e auditing process, to design our audit 
to obtain reasonable assurance that errors and irregularities that have a m aterial effect on the 
statutory financial statem ents will be detec ted and to exercise due care in the conduct of the 
audit. The concept of selective testing of the data being audited, which involves judgment 
both as to th e num ber of transactions to be audited and th e area s to be tested, has been 
generally acc epted as a valid and sufficient basis for an auditor to express an opinion on the 
financial statem ents. Audit proced ures th at are effec tive for detec ting errors, if they exist, 
m ay be ineffec tive for detecting irregularities. Bec ause of the characteristics of irregularities, 
particularly those involving forgery and collusion, a properly designed and executed audit 
may not detect a m aterial irregularity. In addition, an audit does not address th e possibility 
that m aterial errors or irregularities m ay occur in th e future. Also, our use of professional 

judgment and the assessment of materiality for the purpose of our audit means that matters 
m ay exist that would have been assessed differently by insurance com m issioners. 

It is the: responsibility of th e managem ent of th e Corporation to adopt sound accounting 
policies, to maintain an adequate and effec tive system of accounts, and to establish and 
maintain an internal control structure that will, anaong oth er things, provide reasonable, but 
not absolute, assurance th at assets are safeguarded  against loss from unauthorized  use or 
disposition an d th at transactions are executed in accordance with m anagem ent's authorization 
and rec orded properly to perm it the preparation of financial statements in conform ity with 
accounting practices prescribed  or perm itted by the Louisiana Insurance Department. 

The Insurance Com m issioner should exercise due diligence to obta in whatever other 
information that m ay be nec essary for th e purpose of m onitoring and regulating th e statutory 
financial position of insurers and should not rely solely upon th e independent auditor's report. 

W e will reta in the workpapers prepared  in th e conduct of our audit until the Lo uisiana 
Insurance Department has filed a Report of Exam ination covering 1996, but not longer th an 
seven years, and, on instructions from the Corporation, w ill m ake them available for review 
by the Lo uisiana Insurance D epartment. 

This is the second yea r th e engagement dir~mtor has served in that capacity with respect to 
the Corporation. The engagem ent director is licensed by the Louisiana Board of Public 

Accountancy and is a member in good standing of the American Institute of Certified Public 
Accountants. 

To the best of our knowled ge and belief, we are in compliance with th e requirements of 
sec tion 7 of the NAIC's M odel Rule (Regulation) Requiring Annual AtMited Financial Reports 
regarding qualifications of independent certified public accountants. 
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Pos|lclhw aite &  N c|l,crvillc 
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8550 UNI] E D PL AZA BLVD., SUITE 1031 ~ BAq ON ROUGE, LOUISIANA 70809 ~ TEL [PHONE (504) 922-4600 ~ FAX (504) 922 401 

NDEPEN DENT AUD ITORS' REPORT 

To th e Board of D irectors 
Louisiana W orkers' Compensation Corporation 

W e have audited the accompanying consolidate.d balance sheets of Louisiana W orkers' Compensation 
Corporation (the Corporation) as of December 31, 1996 and 1995, an d the related statements of 
consolidated  operations, changes in consolidated  policyholders' equity, and consolidated  cash flows 
for the years th en ended . These financial statements are the responsibility of th e Corporation's 
m anagem ent. Our responsibility is to express an opinion on th ese financial statements based  on our 
aud il s. 

W e conducted  our audits in accordance with generally accepted auditing standards and Government 
Auditing Standards, issued  by th e Comptroller General of the United States.. Those standards 
require that we plan an d perform th e audits to obtain reasonable assurance about whether the 
financial statem ents are free  of m aterial m isstatem ent. An audit includes exam ining, on a test basis, 
evid[;nce supporting th e am ounts and disclosures in th e financial statements. An audit also includes 
assessing the accounting principles used  and significant estim ates m ade by m anagem ent, as well as 
evaluating the overall financial statem ent presentalion. W e believe that our audits provide a 
rea sonable basis for our opinion. 

In our opinion, th e financial statem ents referred to above present fairly, in all m aterial respects, the 
financial position of Lo uisiana W orkers' Compensation Corporation as of D ec ember 31, 1996 and 
1995, and th e results of its operations and its cash flows for the yea rs then ended in conform ity with 
generally accepted  accounting principles. 

In accordance with Government Auditing Stamlards, we have also issued  a report dated  April 23 
1997 on our consideration of Lo uisiana W orkers' Compensation Corporation's internal contro 
structure and a report dated  April 23, 1997 on its compliance with laws and regulations. 

Baton Rouge, Louisian a 
April 23, 1997 
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N otes to C onsolidated Financial Statem ents 

Years Ended !)ecem l)er 31, 1996 and 1995 

1. O I((;A N IZAT IO N 

Louisiana W orkers' Compensation Corporation (tile Corporation) is a nonprofit private mutual insurance 
company established in 1991 by legislative approval of Act 81d (the Act) of the 1991 Regular Session of 
tile Statc of l.ouisiana legislature and subsequent voter approval of a constitutional am endm ent. 
l.ouisiana Revised Statues (LRS) 23:1404B (1) provides that "ShouM the corporation's assets be 
in.sqff,:cieHt to pay claims as they become due, l]lell Ihe full fldtlz and credit of the state (~f Louisiam~ shall 
be ldedged. . . fin" the payment of ch*in~s. 7his full faith and credit guarantee shall eaT)ire in five yeapw 
or at such time as the lhlited States Department of Labor apl)roves ~h~ited ~Tates Langshore and llarhor 
Worker's Act coverage t9, the cou)oratiol~ without such securiO:, whichever oecm's later. " The 
(~Ol'poralion provides workers' colnpensalioll iliSllrallce coverage to em ployers ill l.ouisiana and began 
issuing policies on October 1, 1992. 

On Septem ber 6, 1996, the ('oq)oration form ed a nonprofit non-sleek subsidiary, I,W CC M ulti-State 
Facility Agency, Inc. (the Agency) without capital infusion. This subsidiary functions as an insurance 
agcncy which filcili|ates the solicitation and negotialion of insuralme policies w ith Louisiana em ployers 

with exposures outside ofl.ouisiana as authorized by I,RS ~ 23:1393A(2). Insurancc policies with non- 
[,oaisialla exposllres are placed w iI]l a national instlrallce COlllpally whicll pays the Agellcy a 
com m ission. Tim purpose of the Agency is not 1o m ake a profit, but to provide a single location for the 
processing of applications, paym ents, and claim s for the insureds with both Louisiana and non-Louisiana 
exposures and to assist tile Corporalion in retaining existing policies and producing new Louisiana 
business. The Agency expects to pass tile conim issions it receives fi'om tile partnered insurance 
com pany in excess of its expenses to the independent agents producing the business. Intercom pany 
balances have been elim inated in preparalion of these consolidaled financial statem cnls. 

The C,.~rporation is not an agency or division of the State of l.ouisiana nor has it ever received any slate 
or federal funding. These financial slatem enls are discretely presented in tile Stale ofl,otfisiana 
Com prehensive Annual ]qnancial P, eport under the guidance of Govcrnntenlal Accounting Standards 
Num ber 14 The I,'imm cial Reporting EntiO~ because the Slate of Louisiana has provided ils t\dl faith and 
credit to the Col POtation. 

2. SU M M A RY O 1: SIG NIFICANT A CCO UNTING I'O LICIES 

a. Basis of ] hesenlatio!! 
These financial statem ents are presented in conform ity w ith generally accepted accotmting prilm iplcs. 
The applicalion of these accounling principles requiles m anagenlcnt to m ake estim ates and assum ptions 
tha! affect the reported am ounts of assets, liabilities, revenues, and expenses. Actual results may differ 
tionl Ihose eslilnatcs. 

'lhe (Tot poralion is rcgt)laled by the Insurance Departm ent of tile Slate of l,ouisiana using accounting 
practices prescribcd or perm itled by thai insurance deparlm ellt. At l)cccm bcr 31, 1996 and 1995, the 
Corporation's i~olicyholders' equity under these accounting practices was approximately $95,655,000 and 
$70,892,0(10. O f these amounts, $3,000,000 was; required to satisfy m inim um capital requirements in 
each year. W ilhoul adm itting liability therefore and pursuant to the recom m endation tound in the 
I,ouisiana l)cparhnenl of Insurance reporl of exam ination as of l)ccem ber 31, 1994, lhe Corporation 
lestricled policyholders' surplus in tim amount of $40,000,000 and $31,000,000 at l)eccmber 3 I, 
1996 and 1995 ill lhc event the Internal l~+evenuc Service should dcterlnine thai Ihc Corporation is 
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I,O U ISIANA B 'O I/K VA~.S' CO M I'I~NSATIO N CO RPO I~ATIO N 
Slalem cnls of C onsolidated C ash Flow s 

V ears Ended D ecem ber 31, 1996 and 1995 

Cash flows fi'om operating activities: 

Nel incom e 

Adjusmlenls lo reconcile net income 
to net cash provided by operating activities: 

1)eprecialion 

Am orlizalion of deferred slart-up costs 

Gain on sales of investm em s 

Nei am oriizalion of bond prem ium 

Increase in prem ium s receivable 

Increase in allowance for doublful accounts 

(Increase) decrease in recoverable from reinsurer 
(Increase) declease in defeHvd policy acquisiIion cosls 
Increase in olher assels 

ll~crease in losses and loss adjusimenl expenses 
]l.crease ill tlnearned prellliunl reserve 

Increase in contingent com m issions 

Increase in other expenses due and payable 

Net cash provided by operating activities 

Cash flows from  investing activities: 
Purchase of investlnenls 
Proceeds from  paydow l~s and sales of invesim en/s 

Proceeds from sales (purchases) of equipment 
Net cash used in invesling activilies 

Cash flows from financing aclivilies: 

l)ecrcase in policyholders' deposits 
Net cash used in financing activities 

Nel decrease in cash and cash equivalenls 

leeginning cash and cash equivalents 

Ending cash and cash equivalelflS 
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1996 1995 

$ 16,645 $ 24,558 

2,555 

475 

(223) 
913 

(1 ,(i67) 
4,300 

(26,223) 
(270) 
(971 ) 

70,588 

2,774 

304 
13,469 

2,718 

473 

(704) 
823 

(8,532) 
3,425 

18,314 

564 

(1,178) 
60.163 

10,979 
82,669 111,603 

(136,028) 
56,497 

712 

(78,819) 

(22,866) 

(172,126) 
29,059 

(4,385) 
(147,452) 

(22,866) (13,704) 

(19,016) 

47.163 

$ 28,147 

(49,553) 

96.716 

$ 47,163 



I,O UISIA NA W O I/K I<;IIS' CO M PENSATION CO RI:'O RATION 
Consolidalcd Balance Sheels 

(in lhousands) 

A SSETS 

Cash and cash equivalel/ts 

Investm ents - Note 3 

Premiunas receivablc (net of allowance of $11,300,000 in 1996 and 
$7,000,000 in 1995) 

P.coovcrable fronl relllsurel" 

Fixed assets less accunm lated depreciation - Note 5 
1)cferrcd policy acquisition costs - Note 4 

l)eli~rrcd start-up costs - Note l0 

O lher assets 

TOTAl. ASSETS 

Decem ber 31, 

IJABILITIES AND POLICYHOLDEI(S' EQUITY 

I Jabilities 

Losses and loss adjustment expenses - Not(: 6 
[h~earned prcm ium reserve 

Contingellt COllllllissions 
Policyholders' deposits 

l'Jem ium taxes and other liabilities 

TO'I'A I~ 1 ~IABI 1J']'IF~S 

l)olicyholders' equity 

l.;quity 

Net unrealized investmeJ}t gains (losses) 

TOTAl ~ POI ACYI IOl 3JERS' EQUITY 

1996 1995 

$ 28,147 
456,.188 

41,968 
42,206 

15,888 
609 

356 

6,350 

$ 47,163 
387.033 

44;601 
15,983 

19,155 

339 

831 

5,379 

$ 591,712 $ 520,484 

$ 401,544 
2,774 

304 
31,657 

53,325 

489,604 

03,903 

(1,795) 

02,108 

I'OTA1.1.1ABIIA'I'IES AND POLICYIlOIJ)FJ(S' EQUITY $ 591,712 

t'(,~, ttoR~,s' [o collso/ida&~d.[]llallcia] slalcm(,Ht,s 
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$ 330,956 

54,523 

39.856 

425,335 

87,258 

7.891 

95.149 

$ 520,484 



LO UISIANA W O RK EI/S' C()M PI,~NSATIO N CO P.PO I/ATIO N 
N otes to C onsolidated Financial Statem ents 
Years Ended D ecem bcr 31~ 1996 and 1995 

taxable (See Note 2k). This testate,ion reduces the amo~.mt of policyholders' surplus aw~ilable for 
dividends. The Corporation had net incom e undel these accouuling practices of approxim ately 
$21,510,000 and $28,761,000 for the years ending I)ecem ber 31, 1996 and 1995. 

b. (.Z'!tjficatcsofl)cposits and Cash and CashEquivale~]!s 
Certificates of deposits in excess of the federally insured limit of $100,000 are collalcralized by the 
issufltg financial instilulions. Certificates of deposits and cash equivalents ow ned have m ahaity dates of 
less than ninety (lays and have fail" values approxim ating carrying am ounts. 

:or purposes of leporfing cash flows, cash and cash equivalents include cash ell dcposit and highly liquid 
nveslm cnts, both readily convertible to klloW ll al,lolAats of cash and so near m aturity that there is 
nsignificaut risk of changes in value. 

c. ]nveslm enls 
The Corporation classifies its in'~cstments as trading, available for sale or held 'to m aturity based upon its 
intent and ability to hold tile investment. This classification is m ade at tile acquisition dale of the 
security and is rcassessed at each year cud. Rcalized gains and losses on sales ofinvestlnenls are 
recognized in net iucom c using the specific identification basis. I./nrealized gains and losses on trading 
sccurides are reflected in earnings and the related asset is stated at m arkel value. Unrealized gains and 

losses on available for sale securities are reflected as all adjustmenl of policyholders' equity and 
accordingly, have r,o effect Oil iucoule al,d the related asset is stated at m arket value, h,vesluleuts 
classified as held tO maturity are Stated at amortized cost. "/'Ire estimated fair values of the securities a~v 
based on quoted m arket prices or dealer quotes. 

d. /:ixed AssRls altdl)epreci.ation 
Tim fixed assets ow ned by the Corporation are carried at cost less accum ulated depreciation. 
I)cpreciation is com puted on a straight-line basis over the estim ated useful lifc of the equipm ent, 
generally 5 years. The depreciation on tile building is computed on a straight line basis over thc 
estim ated useful life o1"40 years. 

e. ],o:~:ses alld LossA(tjt!stm~!!t Expenses 
I.osse:~ and loss adjustment expenses inch.Ides an amount detcrlniucd fiom loss repor/s on individual 
cases, estim ates of tile cost of clailns illcurred but ilol reported, and estim ates of expenses for process[ire 
and investigation of claim s. Such liabilities are necessarily based on estim ates and: w hile m anagem ent 
believcs tile am ount is adequate, file ultim ate liability m ay be ill excess of or less than tile am ounts 
provided, l)uc to the Corporatioll issuing policies since October 1, 1992, historical claim s inform ation 
norm ally used to evaluate tile prior claim s expcrience factor of the losses incurred is lim ited. 
Accordingly, tile loss liabilities were devcloped fi'om NCCI l,ouisiana slate-w ide risk data for the years 
1976 through 1993. The Corporation w ill continue to use N CCI risk data to calculate insurance 
liabililics until it has developed enough of its own cledible data. The N CCI risk data was developed and 
ifended, using standard actuarial techniques, [o nleet Ibe ('orporation's i)rem iun] rate structure alld 
cxpcrience. The m ethods for m aking such estim ates and tbr establishing the resulting liabilily ate 

continually reviewed, ,and auy adjustments ate currently reflected in earnings. 

f. /)el(fred poljcyAcqt!isitio!l Costs 
Co~;ts of acquiring new and renewal busiuess arc capitalized and charged to expense in pro portion 
lo preltlitllll [eVelll.le earned. 



G ow'enm ent Bonds N ot Backed by Loans 
G overm nem Bonds Backed by 1.oans 
U . S. A gency Bonds N ot Backed by l.o an s 

U . S. Agency Bonds Backed by Loans 
Co]latcraliTed M o gage. O bligations 
Corn mon Stock 
O ther 
ola] 

]llVeS{lllelll Expenses 
'1 'oral 

l'here were no realized losses in 1995 

4. IIO M E O FFICI~ PRO PERTY 

Dvce lber 3_1~ 19~9._6 _ . 

N et G ross G ross 
lnv(sm ,ent Realized Realized 

_  ]ncom e . (Sains. _ J-~ S.eL  

$ 9,485 
5,726 
4,374 

6,512 
2,079 
165 

3,430 
$31,771 
_ 02~8) 
83Q013 

$261 

2 

203 

$466 

$155 
70 
6 

12 

$243 

N et G ross 
hlvestnacnt Realized 

$ 8,967 
5,197 
5,016 
2,533 
2.009 

3,~88 
27,210 

~[1,8B1) 
$29329 

At December 31, 1996, and ] 995 home office property consisted of the following: (in thousands) 

199fi 
$11,603 

1)epJ(ciation expense ~ 
. 2,56 

5. H I,'('TI~,ONIC I)ATA PRO CESSING EQUIPM EN'I 

1995 
$10,189 
_  J3~) 
~%88~ 

$ 229 

adm itted electronic data processing equipm ent consisted of the 

1996 
$2,804 
(! ,(,01) 
$1~203 

1995 
$5,216 

(2~2~ ) 
$2,265 

$ 853 
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$ 75 

629 



i,O UISIANA W OI/K ERS' COM PFNSAT1ON COI/PORAT1ON 
Slalem cnls of Consolidated O perations 

Years Ended Decem ber 31, 1996 and 5995 
(in |housands) : 

l'rem im ns ealncd - Note 7 

Nel invcstnlcnl income 
Olher illCOllle 

[lndcrw rifing expenses: 
I x)sscs incm red 

l~oss adjustment expenses 
Underwriling expenses: 

Com m issions 

Pl'ellli(lln taxes 
GcneraI and adm inistrative 

O ther expenses 

Tolal underwriting expenses 

Net i ilcom e 

1996 1995 

$ 179/180 
29,269 
1,333 

210.(182 

114,106 

22.121 

16,310 

10,767 

22,481 

7,652 

193,437 

$ 16,645 

$ 212,531 
24,637 

2.920 

240,088 

54,33(I 

7.916 

14,282 

16,018 

17,532 

5,452 

215,530 

$ 24,558 

Statem ents of Changes in Consolidated Policyholders' Equi|y 
Years l"nded l)ecem ber 31, 1996 and 1995 

(in lhousands) 

Balance - beginning of year 

Change in net unrealized investment holding gains or losses 

age 4 

1996 1995 

$ 95,149 

16,645 

(9,686) 

$ 102,108 

$ 38,065 

24,558 

32.526 

$ 95,149 



N otes to Statutory Basis Financial Statem ents 

b[ ]l}V~81utcltt8 
Bouels are carried al am ortized cost. Com m on stock is canied at fair value. If the Sccm lties Valuation 
O ffice of the N AIC determ ines that the drop in value of bonds is perm anem , then the investm ent is 
carried at fair value. The Corporation had no such investm ents at Decem ber 31, 1996 or 1995. 

Investment income is recognized when earned. Estintated fair value was obtained from Valuation o~ 
Securities issued by the Securities Valuation O ffice of tile N ational Associalion of Insurance 
COlYtll]lssioi~iers. 

c. ~;crtific~tc~/_Of ])ep0.~ikaand C~slt al!~l Casb3{qui~ l~.nl.~ 
Certificates of deposits in excess of the federally insured lim it of $100,000 are collateralized by the 
issuing financial institutions. All of the certificates owned have m aturity dates of less titan one year 

:or purposes of reporting cash flows, cash and caslt equivalents include cash on deposit and highly 
iquid investm ents, both readily convmlib]e to known amounts of cash and so near m aturity that there 
s insignificant risk of changes in value. 

d. D a~ l'r0ee~ing t~q~lipm em .-rod D qm .cimt ion 
The data p~'ocessing equipm ent owned by tile CoH)oration is carried at cost less accumulated 
dep~ eclatioxl. I)epreciation is computed on a straight-line basis over the estintated useful life of the 
equipment (5 years). 

e. I]oJ~ ' O[ficc El~p.~~  
The hom e office propm'ty owned by the Corporation is carried at cost less accumulated depreciation 
Depreciation is compmcd on a straight line basis over the estimated useful life of the building (40 
years). 

f. Insurance l.iabililie.~ 
I.osses and loss adjustment expense reselwes includes all amount determined from loss reports oil 
individual cases, estim ates of the cost of claim s incurred but not reposed, and estim ates of expenses for 
processing and investigation of clarets. Such liabilities are necessarily based on estim ates and, while 
m anagem ent believes the am ount is adequate, the ultim ate liability m ay be in excess o/or less than the 
am otmts provided. D ue to the CorporatioJx issuing policies since O ctober 1, 1992, historical claim s 
inform atlou norm ally used to evaluate the prior claim s experience factor of the losses incurred is 
lim ited. A ccordingly, the loss liabilities were developed from N CCI 1.ouisiana state-wide risk data for 
the years 1976 through 1993. The Corporation will continue to use N CC1 risk data to calculatc 
insurance liabilities tmtil it has developed enough of its own credible data. The N CCI risk data was 
developed and trended, usint, staitdard actuarial techniques, to m eet the Corporation's prem imu late 
structure and experience. The m cthods for m aking such estim ates and for establishing tile resuhlng 
]iabi]iLy are cominua]ly reviewed, and any adjustments are currm~tly reflected in earnings. 

g. Po!JW lm klers'D eposit s 
Po!icyhwlders' deposits represcm .~m ounts \vhlcb ha\,c been col~emcd from policyholders as sectu ity. 
The deposits are collected in advancc of tile policy year and the am ount of tile deposit is hascd oil thc 
estim ated a~m ual prem ium . The deposit is applied to any unpaid prem ium s and any balance lcm alning 
is refunded to tile policyholder upon cancellation or term ination of the policy. The policyholders' 
deposits arc interest bcaring to the policyholder. Interest expensed on policyholders' deposits is 
approxim ately $912,000 and $1,702,000 durinp 1996 al~d 1995 and is included in general and 

-  

adm lnistrm ive expenses. ]hi(rest paid on policyholders' deposits w as approxim ately 
$1,717,000 and $2,060,000 during 1996 and 1995. 
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N otes to Statutory Basis Financial Statem ents 

9, C O M M ITM EN TS 

Year 
1997 

1998 
1999 
200C 

2001 andlatm 

O ffice 
Lea~e8 

$95 
83 
74 
31 

0 

Equipm ent 

$989 
732 
140 
27 

4 

The Corporation expended approxim ately $1
,178,000 and $310,000 during the years ending Dccem l~er 

31, 1996 and 1995 for lease paym ents. 

10. IU';TII(EM EN T PLAN 

The CoJ potation sponsors a defined contribution pension plan covm ing substantially all of its 
em ployees. Contributions to the pension plan are at the Board of Directors' discretion

. 

Com ributions and costs incurred were 4% for each of the years ] 996 and 1995 of each covered 
em ployee's salary and totaled approxim ately $418

,000 and $338,000 for 1996 and 1995. 

11. RI'I.ATED PARTY TRAN SACTIO N S 
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I,O UISIANA W ORK EI~.S' COM PENSATION (;OIII'ORATION 
N oles to C onsolidated Financial Slalem enis 
Y ears Ended l)ecem bcr 31, 1996 and 1995 

g. l)cfc.rrcd Slai~-Up (ks~ts 
Costs them red plior lo bcgilm ing operations have been deferred. These costs are being amortized o\,cr a 
five year period. 

h. !'olicyl~o!ders' l)c3)osits 
Policyholders' deposits represent am ounts which have been collected from policyholders as security. 
The deposits are collected in advance of flae policy year and the amount of the deposit is based on the 
estim ated annual prem ium . The deposit is applied to any unpakl prem iums and any balance rem aining 
is refunded to the policyholder upon cancellation or term ination of the policy. The policyholders' 
deposits are interest bearing to the policyholder. Interest expensed on policyholders' deposits is 
approximalely $912,000 and $1,702,000 during 1996 and 1995 and is included in general and 
administrative expenses. Interest paid on policyholders' deposits was approximately $1,717,000 and 
$2,060,000 during 19!)6 and 1995. 

i. l'rcm iu!n~ ea!'!!ed 
Iiistlrance prcnlitlnls arc genclally recognized as eallled oil a pro rala basis over the policy telIll. The 
portion of collected prclnium s that w ill be earned in filturc periods arc deferred and reported as unearncd 
plem ium s. Thc portion of prem ium s thal has been cam ed and ;','ill be billed in arrears on a m onthly or 
quarterly basis is recognized as earned and reported as prem ium s receivable. Prem ium s receivable arc 
periodically reviewed for colleclibility and an estimated allowance is established. 

j. ReinstLra!Lc_c 
The Corporation m aintains reinsurance agreem ents w ith other insurance com panies which provide for 
recovery ofclaims to the extenl such claims exceed $250,000 on a per occurrence basis during tile 
reillStllallC:e coverage period. The (~.orporaIion rClllaillS liable to tile exlellt ieinstlrillg eonlpanies are 
unable lo m eet their treaty obligations and for lhat portion of individual claim s which cxcceds 
$100,000,000. J",einsu,ancc prem iums, comm issions, expense reimbursemcnls and reserves related lo 
reinsurance ceded are accounted for Oil a basis consistent w ith lhose used in accoullting for the original 
policies issued and tile lerlllS of the reinsurance contracts. Prelniullls ceded to other com panies have 
been leporled as a reduction of prem ium income. Amounts applicable lo reinsurance ceded for loss and 

loss adjustment expense ,cselves and amounts paid to lht lcinsurer relating to lhe unexpired portion of 
rcillsllrallcc COlltracts have been reported as assets. 

The Corporation cwduatcs the financial condition of its rcinsurers and m onitors co]tccntration of credit 
risk alising from econom ic charac/erislics of i/s reinsurers to m inim ize its exposure to signit'manl losses 
fiom leinsulance insolvcncies. AI l)ccem ber 31, 1996, the Corporation held collateral under reinsurance 
agreements ill tile form of letters of credit totaling $12,273,000 and had no signiticant concentrations of 
credit risk associated w ith reinsurance assets. 

k. I ncot)te '1 axes 
Tim Corporalion is a nonprofit organization crealed by tile Stale of l.ouisiana to provide a residual 
m alkct for workers' com pensation instlrance. It m aintains that it is lax-exem pt lbr federal incolne taxcs 
as ",;'ell, because it perform s a stale function by providing slate m andated workers' com pensation 
insurance coverag.e to em ployers w ho cannot obtain it elsewhere. The Corporation filed 

applic dions for lax exempt s|atus with the Internal Revenue Service (II~.S) and, alicr meetings 
and cc.ll\,ers~lliOllS w ith the I I'~.S~ w ithdrew them w ithout final determ ination by the I RS. The 
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I~ stlc|hw aitc &  N cttcrvillc 
A l't qfe,~ional A tcolttllmg ( 'otT~ordlion 
CERJIFIEO PLIBLIC ACCO UNIANTS 

8880 UNI] ED PLAZA [3LVD , SUI] E 1001 ~ BATON ROUGE, L OUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ 

NDEPENDENT A UD ITORS' REPORT 

The Board of D irectors 
Louisiana W orkers' Com pensation Corporation 

W e have audited tile accom panying statutory balance sheets of Louisiana W orkers' Com pensation 

Corporation (the Corporation) as of December 31, 1996 and 1995, and the related statutory 
statem ents of operations, changes in policyholders' surplus and cash flows for the years then ended . 
These financial statements are the responsibility of the Corporation's m anagement. Our 
responsibility is to express an opinion on these financial statements based on our audits. 

W e conducted our audits in accordance w ith generally accepted  auditing standards. Those standards 
require th at we plan and perform the audits to obtain reasonable assurance about whether th e 
financial statem enls are fi'ee  of material m isstatem ent. An audit includes exam ining, on a test basis, 
evidence supporting the am ounts and disclosures in th e financial statem ents. A n audit also includes 
assessing th e accounting principles used  and significant estim ates m ade by m anagem ent, as well as 
evaluating the overall financial statement presentation. W e believe that our audits provide a 
reasonable basis for our opinion. 

As described  more fully in Note 2a to the financial statements, these financial statements were 
prepared  in conform ity w ith the accounting practices prescribed or perm itted  by the Insurance 
D epartm ent of th e State of Louisiana, which is a com prehensive basis of accounting other than 
generally accepted accounling principles. 

In our opinion, because of the effects of the m atter discussed  in the prec ed ing paragraph, the 
financial statem ents referred  to above do not present fairly, in conform ity with generally accepted  
accounting principles, the financial position of the Corporation as of December 31, 1996 and 1995, 
or the results of its operations or its cash flows for the years th en ended. 

In our opinion, the financial statements referred to above present fairly, in all m aterial respects, the 
adm itted  assets, liabilities, and policyholders' surplus of the Corporation at December 31, 1996 and 
1995, and the results of its operations, changes in policyholders' surplus and cash flows for the year 
"then ended , on the basis of accounting described in Note 2a. 

/ 

Baton Rouge, Louisiana 
April 23, 1997 
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Cash and cash equivalents 
Certificates of deposit 
Bonds 
(lit)Ill 111OI1 S[OCk 
Prem ium s in COUlSe of collection 
Earn(d but unbilled prenaium s 
1 lom e office property 
l".lect~'onic data processing equipm ent 
O ther adm itted assets 
TO TAl. AD M ITTED ASSETS 

A D M ITTEI) A SSETS 

Statutory Basis Balaiice Sheets 
D ecem ber 31, 1996 and 1995 

(In thousands) 

19%  

$ 4,476 
21,100 
444,836 
16,574 
4,978 

30,602 
11,047 
1,203 

_ 5~705 
$540~52 ! 

H ABII.H 'IES A N D PO LICYIIO LD ERS' SU RI)LU S 

Le, sses and loss adjustmel:tt expense reserves 
Ulleal'lled prelDitllll reserves 
Contingent com m issions 
Policyholders' deposits 
()1her expenses due and payable 

O TA 1. LIA BII.ITIES 

I~O I.ICYH O I.D ERS' SU RP1.U S 

$359,728 
2,774 
304 

31,657 

5 Q403 
4,14.866 

TO TAL LIAB]IXH ES AN D PO I.1CYI IO I.I)ERS' SU RPLU S $5~J0
~ 521 
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1995 

$ 1,643 
20,100 
404.507 

1,848 
30,019 

9,889 
2,965 

.. 4,995 
$475,966 

$315,299 

54,523 
35,252 
405,074 

. 70,892 

$475,966 



PretllilllllS earlled - N ole 7 
U nderwriting expenses: 

1.osses incurred 

Loss adjusmaent expenses 
O /her underwriting expenses: 

Com m issions 
Plel]/ilalll taxes 
General and adm im strative 

'l'otal underwl iting expenses 

Underwriting Income (Loss) 

N et illvestnlenl illCOnlC 
N et ~ealized capital gains 
O ther expenses - ne~ 

N et ] ncoill(! 

See notes to statutory basts financial statements. 

Slatutory Basis Stalenients of O perations 
Years Ended D ecem bcr 31, 1996 and 1995 

(In thousands) 

19JL6 
$179,480 

114,106 
22,798 

16,303 
10,767 
22,094 

86,068 

(6,588) 

30,013 
223 

_ ~2,DB) 
_$ 21,5.!0 

1_ 995 
$212.531 

154,330 
8.647 

12,938 
16,018 

17,734 
209,667 

2.864 

25,329 
705 

28,761 

Balance, January 1, 1995 
N ct Incom e 
N onadm iued asset change 
Surplus restriction 
Balance, 1)ecem ber 31, 1995 
N et Incom e 

Statutory Basis Statem ents of Changes in Policyholders' Sm 'pltls 
Years Endcd D ecem ber 31, 1996 and 1995 

(In thousands) 

N onadm itted asset change 
Chanl;e i~ unrealized capital gains - net 
SuH}lus rcslriction 
Balance. I)ecem ber 31. 1996 

U nrealized 
Capital 

.Gains~ N c~ 

$933 

$933 

Page 4 

Special 
Surplus 
Fun~d~ 

$31~000 
31,000 

9,oo0 
$40,000 

U nassigned 

$48,666 
28,761 

(6,535) 
(31,000) 
39,892 
21,510 
2.320 

Total 

$48,666 
28,761 

(6,535) 

70,892 

21,510 
2,320 
933 

_ (%ooo) 
$54,722 ~95[6~5 
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N otes to Statutory Basis Financial Statem ents 

1. O RG A N IZATIO N  

l.ouisiana W orkers' Conapcnsation Corporation (the Corporation) is a nonprofit private nmtuai 
insurance company established in 1991 by legislative approval of Act 814 (the Act) of the 1991 Regular 
Session of the Slate of Louisiana legislature and subsequeht voter approval of a constitutional 

amendment. Louisiana Revised Statues 23:1404B (1) provides that "Should the coq~oration's asscts he 
insufficient to pay claims as thW become due, then the fidl faith and credit of the state of Louisiana shall he 
l'ledge'l. . . fin" the l'ayn~ent of clain~s. 7his fidl faith anct credit guarantee shall ext, irc in five year, or at s~ch 
time as the United States Department of Labor apptvves United States Longshore and t tarhor Worker ~ A ct 
coverage by the corporation without such security, whichever occurs later. " The Corporation provides 
workers' com pensation insurance coverage to em ployers in Louisiana and began issuing policics on 
O ctober 1. 1992. 

2. SUM M ARY O F SIGN IFICAN T ACCO U N TIN G PO LICIES 

a. J~c'sis of Prescm ati<m 
'J']~e JJnancia] slatem em s of ~lm Co@ oration have been prcpatvd in conform ity with accounting 
practices prescribed or perm itted by the Insurance Dcpa~-unent of the Slate of Louisiana

. Prescribed 
statul ory accoum ing practices include a variety of publications of the N ational Association of 
lnsm ance Commissioners (NA1C), as we]| as state laws, regulations, and general administrative rules 
Perm itted statutory accounting practices encompass all accounting practices not so prescribed

. 

Significant differences between Statutory Accounting Practices (SAP) and Generally Accepted 
Accountiug Principles (GAAP) are described below. 

Cash, certificates of deposit, and bonds are classified based on type of investm ent for SAP and are 
classified based on the liquidity of the investm ent for GAAP. In addition, tbese investm ents are stated 
at am ortized cost for SAP rather than fair value for GA AP. As a resuh, tbe total of SAP cash, 
certif~icates of deposit, and bonds is $2,728,000 greater and $7,946,000 less than G AAP carrying values 
as of Decem ber 31, 1996 and 1995. 

I)eferved policy acquisition costs are expensed tra der SAP wlii/e they are capitalized and am o~ tized 
over the term s of tim le]ated prem ium s under GA AP

. As a result, expenses under SAP are $270,000 
greater and $564,000 less than undeJ GA AP for tbc years ended D ecem ber 31

, 1996 and 1995. Tim 
corresponding deferred policy acquisition costs carried as an asset under GA AP of $609

,000 and 
$339,(100 as of l)ccem ber 31, 1996 and 1995 are not reflccted as an asset under SA P

. 
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I.O U ISIA N A W O RK ERS' CO M I'EN SA TIO N CO RI'O R ATIO N 

FORM  LS-513. REPO RT OF PA YM EN TS 
N O '/'F. TO FO RM  LS-513 

BA SIS O F R EPIO~SEN TA TIO N 

]'lee fornl has been prepared in conform ity with the Longshore and ttarbor W orkers 

Compensation Acl and Related Slatutes (the Act). 

The nunlbcr of cases compensated is the number of incidents of ir~iury or death for 
w hich com pcnsalion and m edical paym ents w ere m ade dm ing tile year for claim s paid 
during the year ended ])ecmnber 31, 1996. 

Com pensalion Paym ents are the m oney allow ances paid to an em ployee or his 
dependents fo r disability or death as provided for in the A ct. Com pensation paym ents 
include paym ents of indenm ity in the sam e m anner and al the sam e intervals as w ages, 

funeral benefits, and in the case of permanent injury, any addilional payments as sel 
forth in lhe A ct. 

M edical Paym ents are dm m oney all0wances paid for such inedical, surgical and other 
atIendancc or treatm ent, nursing and hospital services, laboratory, X-ray, and other 

teclmical services which lhe nalure of the injury and tile process of recovery may 
require. M edical paym ents also include necessary denial care and Ireatm cnt, m edicine 
crulchcs or olher apparatns and proslhetic devices, m~d any other m edical service or 

supply, including the reasonable and necessary cost of travel incident thereto. 

The am ounts do not include accruals for liabilities incurred but unpaid at the end of the 

year. 
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LO U ISIA N A W O R K ER S' C O M PEN SA TIO N  C O R PO R A TIO N  

LO N G SH O RF. A N D ItA RBOR W ORKE RS! COM PEN SA TIO N A CT 
FO R M  1.S 513, P.EPO R T O F PA Y M EN TS 
FO R TH E Y EA R EN D EI) D ECEM BER 31 1996 

CO M PEN SA TIO N A CT N m nl)er of Cases Com pe
nsation 

C om pensated l'aym ents 

1.ol ,gshorc 1
,145 

l)elcnse Base 
N onapprol)ria~ed Funds 
O uter C ontinental Shelf 

D Jslricl of C olum bia 

Total Paym ents 

Tolal C om pensation and 
M edical Paym enls 

See note to Form  I.S-513 
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M edical 
Paym enls 

$8,692,493.95 $7
,611,015.13 

$8,692,493.95 $7
,611,015.13 

$16,303,509.08 



I~}sfle|hw aitc &  N cttervilk~ 
A I'rofeastolta[ A~rrmntin,~ Corporation 
GEl[3 IFIED PU~LIC AOCO UN3 AN~S 

8550 UNI1~D PLAZA BLVD , SUITE 1[)01 ~ E~ATON ROUGE, lOUISIANA 70808 ~ 1ELEPHONE (504] 922 4600 ~ FAX {604) 922-4[~ 

NDEPENDENT AUD ITORS' REPORT 

The Board of D irectors 
Louisiana W orkers' Com pensation Corporation 

W e have audited  the compensation and medical payments (as defined  ill the Longshore and Harbor 
W orkers' Compensation Act, and Extensions, "the Act") included on the accompanying Form LS- 
513, Report of Payments of Louisiana W orkers' Compensation Corporation for the year ended  
Dec:ember 31, 1996. This form is the responsibility of the Company's management. Our 
responsibility is to express an opinion on Form LS-513 based  on our audit. 

W e conducted  our audit in accordance with generally accepted  auditing standards. Those sta ndards 
require th at we plan and perform th e audit to obtain reasonable assurance about whether the Form 
LS-513 is free of m aterial m isstatement. An audit includes exam ining, on a test basis, evidence 
supporting the am ounts and disclosures in Form LS-513. An audit also includes assessing the 
accounting principles used and significant estimates made by m anagement, as well as evaluating the 
overall presentation. W e believe that our audit provides a rea sonable basis for our opinion. 

In our opinion, the compensation and m ed ical paym ents included  on Form LS-513 referred  to above 
present fairly, in all m aterial respects, th e com pensation and medical payments m ade by Louisiana 
W orkers' Compensation Corporation for the year ended Dec ember 31, 1996, as defined  in the Act 
referred  to in the first paragraph. 

This report is intended  solely for the inform ation and use of th e board of direc tors and management 
of Louisiana W orkers' Com pensation Corporation, the Louisiana Legislative Auditor's Office, and 
the U . S. Departm ent of Labor, D ivision of Longshore and Harbor W orkers' Com pensation, and 
should not be used  for an3, other purpose. 

Baton Rouge, Louisiana 
April 23, 1997 
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LO UISIANA W O I~.K F, I~.S' CO M I'ENSATIO N CO RPO IIATIO N 
No(es |o Consolidaled Financial Statem ents 
Ycars Ended Decem ber 31, 1996 and 1995 

5. FIX I,;I) A SSETS 

At. I)cccmbcr 31, 1996 and 1995, fixed assets consisted of: (in lhousands) 

] .alld 
Building 
l)ala processhlg assets 
Aulom obiles 
FiIrniltlle, fixltllCS, auld equilm]en 
F, llblolal 
I,css accum ulated depreciation 
Nel fixed assels 

)cprecialion expense 

1 ~9_6 
$ 605 
10,998 
8,255 
1,652 

~ !,760 
23,2711 

(7,382) 
~15,888 

X 2,555 

6. 1AA BIL1TY FO R IX)SSES AN D 1,O SS ADJUSTM ENT EXI'ENSES 

1995 
5; 605 
9,584 
11,611 
1,510 

. 2,22d 
25,534 

16,379) 
$!9,~55 

$ 2,718 

Activity in the liability for unpaid claims and claims adjushnent expenses is summarized as tollows (in 
thousands): 

l)irec! 13alance at January 1, 
l.ess Reinsuratlce Rccoverablcs 
Net Balance at January 1, 

Ncl Incurred Related Io: 
CIlrl Cllt Veal 
lq ior Years 
Total ll]cu]red 

Nel Paid Related to 
Ctlrlcn[ Yeal 
Pl ior Years 
Total Paid 

l)izccl Balance at l)eccmber 31 
1.ess Reinsurance Rccovcrables 
Nel Balance at l)cccmber 31. 

1~ .96 
330,956 
15,657 

315.299 

$ 150,319 
113,536) 
36.783 

$ 29,894 
62,460 

$ 92.354 

$ 401,544 
41,816 

$ 359,728 

J9955 
270,793 
34,088 
236.705 

$ 164,402 
(1,424) 

$ 162.978 

$ 30,760 
53,624 

$ 84.384 

$ 33(/,956 
15,657 

$ 315.299 

As a result of changes in estim ates of incurred evem s in prior years, the provision for losses and loss 
adjustment expenses (net of reinsurance recoveries) decreased by $13,553,0110 and $1,424,000 in 1996 
and 1995 because of lower-lhan-anlicipaled losses on the developm ent of the claim s. 

7. III,~INSUI{AN('I'; A CTIVITY 

'lhe ('.m poralion lim its its loss exposure by ceding all risks in cxccss of $250,000 per accident with o01er 
illstlre:ts lhrotlgh [2enelal ieinstlrancc Irealies. /\nlOtlltlS pel'Iaillillg 10 rcinstlraltce i)rellliunls which were 
dcducled flora prem iums earz]ed wcle approximately .$19,001,000 and $27,500,000 tbr the years ending 
I)eccm bcr 31. 1996 and 1995. 



LO IJISIANA "W OI/K H ~,S' CO M PENSATION CO IZPO RATION 
N otes to Consolidated Financial Statem ents 
Years Ended 1)ccem bet- 31, 1996 and 1995 

Corporation ammally files income tax ieturns stating lhat it is lax c, xempt and has lind no correspondence 
flora the IRS indicating otherwise. Therefore, uo provision has been m aclc in these financial statements 
for incom e taxes, lflhe 1RS determ ines that tlre Corporation is taxable, i! m ay have a m aterial im pact on 
lhe financial slalcmcnts. The Corporation has estimated the range of tiffs potential impact to bc $0 Io 
$66,000,000 plus discretionary penalties and inleresl, if any. 

I. gcclas~it'~cadons 
('ertain am ounts reported in the 1995 financial statem ents have been leclassified to confom l w ith the 

1996 presentation. 

3. IN V I,;STM  EN TS 

At I)ecem ber 31, 1996 and 1995, all inveshnenls were classified as available for sale and were registered 
in tire Coqm ration's nam e. At l)ecelnbcr 31, 1996, the am ortized cost and estim ated fair value of 01e 

portfolio are: (in thousands) 

Am ortized 
_  C_QS~ 

Government Bonds Not Backed by Loans $160,163 
Government Bonds Backed by Loans 63,568 
U . S. Agency Bonds Not Backed by 1.oans 52,339 
U . S. Agency Bonds Backed by Loans 131,813 
Collateralized M ortgage Obligations 34,459 
Common Stocks _ 15~64! 

Gross 
Unrealized 
_ _Oaius _ 
$ 31 
1,825 
578 

1.227 

_ ~ 187 
$~ 48 

G ross 

Unrealized 
_ ~ ] ,osscs 

$4,381 
212 
417 

1,071 
308 

_ 254 
$6,643 

Estim ated 
Fair 

Va[ue 
$155,813 
65,181 
52,500 
131,969 
34,151 

. 16~574 
$456,188 

At l)eccmber 31, 1995, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

Am ortized 
(2-o8I 

Government Bonds Not Backed by Loans $159,143 
Governm ent Bonds Backed by Loans 82,281 
U . S. Agency Bonds Not Backed by l.oaus 48,984 
11. S. Agency Bonds Backed by Loans 53,384 
Collateralized M ortgage Obligations 35,2N) 

~379,,42 

G ross 
Unrealized 

_  CJain~ - 
$1,870 
3,813 
1,382 
1,194 

69 
$8,328 

G ross 

Unrealized 
!~ )QSSCS 
$230 

19 
4 
44 

14~) 
.$437 

Estim ated 

Fair 

Value 
$160,783 
86,(/75 
50,362 
54,634 

_  35,!7~ 
$387,033 



C ash flow s from  operatin g activities 
N et iI]COlTfle 

Statutory Basis Stateln{:nts of Cash Flows 
Years Ended D ecem l}er 31, 1996 and 1995 

Adjustm enls to reconcile net incom e 
to net cash provided by operating activities: 

D epreciation 
N et gain oi1 sa]es o{ invesuncnts 
N et am ortization of bond prem ium 
I)ccreasc (increase) in premimns in course of collection 
Increase in earned but unbilled prem iulns 
Increase in othcr adm iltcd assels 

]ncrease in ]osses and loss adjustmem cxpellsc reserves 
Increase in contingent com m issions 
hlcrease in ullearned prell]itllll reserves 
]ncrease in other expm]ses due and payable 

N et cash provided by operating activities 

Cash flows from inw :sting activities: 
]llvestlllenLs: 

Proceeds from sales and paydowns 
Purchase of hom e office property 
Proceeds from sales (purchases) of certificates of deposit 
Proceeds from sales (purchases) of equipment 
Proceeds from sales (purchases) of nonadmitted assets 

N et cash used in investing activities 

Cash flows from financing activities 
D ecrease in policyholders' dcposils 

N et cash used in financing activities 

N et increase in cash and cash equivalents 

Begin ning cash and cash equivalents 

Ending cash and cash equivalents 

1996 J 995 

$ 21,510 

2,555 

(223) 
913 

(3,130) 
(583) 
(710) 

44,429 

304 
2,774 

1_%!51 
. 82~990 

(136,o28) 
79,368 

(1,414) 
(1,000) 
],184 

_ 59) 

(?.2,8(,6) 
_ (22_,866) 

2,833 

_  1~643. 

.$ _4,476 

1,338 

(704) 
822 

3,605 

(6,582) 
(1,491) 
78,594 

10,176 

114.519 

(197,490) 
29,059 

(934) 
75,662 

(503) 
_  (z,21z) 
(!01,423) 

Pagc 5 

I, O U 1S IA N A W O R K E R S ' C O M I'F N S A T IO N C O R P O R A T IO N 

(12,327) 
(12,327) 

769 

87't 

$ !,64,3 



1,0 U ISIA N A 'W O I~K ER S' C O M PEN SA TIO N (X)P-I~O R A TIO N 

N oies to Consolidated Financial Statem ents 
Years Ended l)ccem ber 31, 1996 ,and 1995 

|'be expected maturity at December 31, 1996, is 

Due ill one year or less 
l)ue ariel one year through five years 
D ue after five years tbrougll tell years 

D ue after tell years 
M ortgage-backed securities 

Com m on Stocks 
ota 

(in thousands) 
Am ortized 

~ . C~LS~_L._ 

$ 9,045 
86,055 
73,412 
43,990 
229,840 
J 5,641 

$a57,~83 

Estim ated 
],'_air V_ahlc 
$ 9,023 
85,355 
71 ,g53 
42,082 
231,301 

. !6,574 
$456,1~8 

Actual cash llows nlay differ fi'onl prc\iecled cash flows as a result of tile borrower's ability to prepay 
w Jlhotlt call or prepayumnt penalties. At l)ecenlbcr 31, 1996 all cash and cash equivalents were i~sm cd 

or co/latcralized with securities held 'oy 'the Co/porm:~on or i'ts agent. ;a~/he Corporation's nam e. 

Net investm ent incom e and gross realized gains and losses for the years ending D ecenlber 31, 1996 m~d 

1995 are: (ill thousands) 

Govermne*lt Bm~ds Not Backed By Loans 
Go\,ernm e~lt P, ouds Backed by Loans 
U . S. Ageucy Bonds N ot Backed by Loans 
U . S. Agelmy Bonds Backed by Loans 
Collal:eralized M ortgage Obligations 

Collllllon Stock 
O ther 
Total 
hlvesllnent }{xpenses 
Total 

Net G ross G ross 
hwestment Realized Realized 

.~  
Jn c o.l_/!e~  _ C~ ius _ Losses__ 

$ 9,485 
5,726 
3,370 
6,512 
2,079 
165 

_ 2,409 
$29,746 
_ . (477) 
$29,269 

$26l 

2 

203 

>~6~ 

$155 
70 
6 

12 

5243 

_  DcccmA zcr 3j ~1995 
Net G ross 

hw estm ent Realized 

1A!cxlm e~_  _  _ ~ ai!l.5 

$ 8,967 
5,197 
3,645 
2,533 
2.009 

,8~9 
25,21(I 

(573) 
$24,637 

"here were no realized losses in 1995. Bea;izcd gains a ld losses, are h-~cluded ~,u other iucom e 

4. I)I,;I,'EIIIIi,'I) I'OI,ICY ACQIJISIT1ON COSTS 

Balanee, beginnhlg of year 
Acquisition costs defelred 
Am orl.iza/ion charged to incom e 

Balance, end of year 

J~96 
$ 339 
1,333 

f!.063) 
~_609 

/995 
$ 9(13 
959 

(1,523) 
$ 339 

$ 75 

629 

1 

5205 
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A l'to~'x~ional A('('o~llltttl~ ('orporation 
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To the Board of D irectors 
Louisiana W orkers' Com pensation Corporation 
Baton Rouge, Louisiana 

W e have audited the financial statements of la)uisiana W orkers' Compensation Corporation (the 
Corporation) as of and for the year ended  December 31, 1996, and have issued  our report thereon 
dated April 23, 1997. 

W e conducted our audit in accordance with generally accepted  auditing standards and Govermnent 
Auditing Standards, issued by th e Comptroller General of the United  States. Those standards require 
that we plan and perform th e audit to obtain reasonable assurance about whether the financial 
statem ents are free of m aterial m isstatem ent. 

Compliance w ith laws and regulations applicable to the Corporation is th e responsibility of the 
Corporation's m anagem ent. A s part of obtaining reasonable assurance about whether the financial 
statem ents are free  of m aterial m isstatem ent, we perform ed tests of th e Corp oration's com pliance 
with certain provisions of laws, regulations and contracts. However, the objective of our audit of 
the financial statem ents was not to provide an opinion on overall compliance with such provisions

. 

Accordingly, we do not express such an opinion. 

The results of our tests disclosed  no instances of noncom pliance th at are required to be reported 
herein under Government Auditing Stw Mards. 

This report is intended  for th e information of the board of direc tors and m anagement
, and th e 

Louisiana Legislative Auditor's O ffice. However
, this report is a m atter of public record, and its 

distribution is not lim ited . 

Baton Rouge, Louisiana 
April 23, 1997 
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LO UISIANA D/OI~K EI~.S' COM PENSATION COR1K)RATION 
Notes to Consolidated Financial Sia/em cnts 
Y ears l!;ndcd D ecem ber 31, 1996 :and 1995 

l-stilnaled amounts perlainiilg to reinsurance thai were deducted fi'om losses incurred and. oss adjushnel 
expenses were approxinaatcly $21,489,000 and $(7,830,000)at t)ecember 31, 1996 and 1995. Changes 
ill tlllilllale rcsclve asgulllp|i(lllS [)ecatlse of CUITCII[ experience restll|ed in losses Jlle(llTed and loss 

adjtlshnenl cxpeliSC icsel'ves decreases which ill tllln l'edtlced lhc cslilnaled alnOl.ln|s of FeillSUlallce 
recoverablcs in 1995. 

8. CO M M ITM ENTS 

At D ecember 31, 1996, the Corporation was com m itted under the term s of non cancelable office and 

equipment leases as follows (in fl~ousands): 

")reaI~ 

1997 
1998 
1999 
2000 
20(11 

Office 
Leases 

$95 
83 
74 
31 
0 

Equipm ent 
[ .cases 

$989 
732 
140 
27 
4 

The ('orporation incurred rental expense of approximately $1,178,000 and $310,000 during the years 
ending D ecem ber 31, 1996 and 1995 for lease paym ents. 

9. R lgTI IIE M FN T PLAN 

The Corporation sponsors a defined conlributioi1 pension plan covering substantially all of its em ployees 
C om ribm ions to ~he pension plan are at the Boa~d of D irectors' discretion. Conu'ibm ions and costs 
were 4%  of each covered em ployee's salary for 1996 and 1995, and totaled approxim alely $418,000 and 

$338,000 for 1996 and 1995. 

Thc Coq)oralion also sponsors a savings plan covering all eligible em ployees. Parlicipating em ployees 
m ay contribute up to 15%  of their base salary w ith the Corporal.ion matching up to 5% . Contributions 
expense oflhc Corporation was approximately $236,(100 and $194,000 for 1996 and 1995. 

10. I)I~;FERREI) S'I'ART-U I~ CO STS 

The following retlects fnc start-up costs delta red for am ortization agah~s~ fm ure int:om e and 'd~e ~c~a~.etl 
chargc lo income for Ihc years 1996 and 1995: (in lhousands) 

Balance, beginning of year 
A lnorlization charged to illconle 

Bahm ce, end of year 

11. I/EI,A T EI) PA R TY TIIAN SA CTIO N S 

J996 
5831 
475 
$356 

J 995 
$1,304 

4"3 
$ 831 

111 the IIOllna] coulse of bllSilleSS, tile Col+pOlaliol/conducls Iransacl.ions w ilh a board nlelnber. This 
board m clnber is affiliated w ith insurance agencies which receive com m issions tbr policies placed 
w ith Ihe Corporation. The com m issions paid are based oll Ihc standard rates used Ibr all agcnls 

and wm c not significant to Ihe Corporation in 1996 or 1995. 

age 1:2 
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A ]'to/e~iontd Accounthtg CotT~orution 
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INDEPENDEN T AUD ITORS' REPORT 

To the Board of D irectors 
Louisiana W orkers' Compensation Corporation 

O ur report on our audit of the basic financial statem ents of Louisiana W orkers' Com pensation 
Corporation for 1996 appears on page 2. That audit was conducted for the purpose of forming an 
opinion on the basic financial statements taken as a whole. The Supplemental Statement of Board 
M em ber Com pensation is presented  for purposes of additional analysis and is not a required  part of 

the basic financial stalements. Such information has been subjected to the auditing proced ures 
applied  in the audit of the basic financial statements and, in our opinion, is fairly stated  in all 
m aterial respec ts in relation to the basic financial statem ents taken as a whole, 

Baton Rouge, Louisiana 

April 23, 1997 
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LO UISIANA W ORK EI/S' CO M PENSATIO N CO i{PORATION 
Sul~lflem enlal Stalem en{ of Board M em ber C om pensation 

Year Ended i)eeem ber 31, 1996 

(in thousands) 

Ixmisiana W orkers' Compensation CorpoJation (the Corpolation) board members are paid no salaries. 
The ('orporalion offers board inernbers other than legislative m em bers and the Insurance Com m issioner's 
reprcsentalive a per diem |br actual attendance al board and com m ittee m eetings. Certain board 
m em bers cl~oose to serve w ithout pay. The follow ing am ounts w ere paid to the Corporation's Board of 
l)irectols during the year ended l)ecelnbel 3 I, 1996. 

Boysie l~ollinger 

Joe Bum s 
C lark Cosse' III 

Carl Crowe 
Barbara Fagan 
Sefl~ Keener 
John K ennedy 
I'd Taylor 
Aubrey Temple 

$2 
6 
7 
6 
4 
6 
4 
6 
5 



O ther l~.eporls I~.equired by
.GoverttntetttalA ttditiltg Stattdard~" 



I~os|lcfllw aitr &  N cilcrvillc 
A l'rqfi, slional,qccot#ltietg ('otl~orattoll 
CERI IFIE D PUBLIC ACGO UNTANIS 

8550 UNITED PLAZA BLVD., SUI~ E 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TEL EPHONE (504) 922 4600 ~ FAX (504) 922 461 

)N AN AUDIT OF BASIC FINANCIAL STATEM ENTS PERFOlq 
ACCORDANCE W ITH GOVERNM ENT AHDITING STANDARDS; 

The Board of D ire~ctors 
Louisiana W orkers' Com pensation Corporation 
BatDn Rouge, Louisiana 

W e have audited  the financial statements of Louisiana W orkers' Compensation Corporation (the 
Corporation) for the year ended December 31, 1996, and have issued our report thereon dated April 
23, 1997. 

W e conducted  our audit in accordance with generally accepted  auditing standards and Governmem 
AtM iting Statulards, issued  by the Comptroller General of the United States. Those standards require 
that we plan and perform the audit to obta in reasonable assurance about whether th e financial 
statem ents are free of m aterial m issta tem ent. 

The management of the Corporation is responsible for establishing and m aintaining an internal 

control structure. In fulfilling this responsibility, eslimates and judgments by management are 
required  to assess the expec ted benefits and related  costs of internal control structure policies and 
proced ures. "/'he objectives of an internal control structure are to provide management with 
reasonable, but not absolute, assurance th at assets are safeguarded against loss from unauth orized 
use or disposition, add th at transactions are exec uted  in accordance with m anagement's authorization 
and rec orded properly to perm it th e preparation of financial statements in accordance with generally 
accepted  accounting principles. Because of inherent lim itations in any internal control structure

, 

error's or irregularities m ay nevertheless occur and not be detec ted . A lso
, projection of any 

evaluation of the structure to future periods is subject to the risk that procedures may become 
inadequate because of changes in conditions or th at th e effec tiveness of the design and operation of 
policies and proced ures m ay deteriorate. 
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In planning and perform ing our audit of the financial statements of th e Corporation for th e year 
ended D ecember 31, 1996, we obtained an understanding of th e internal control structure. W ith 
respect to the internal control structure, we obta ined an understa nding of th e design of relevant 
policies and procedures and wheth er th ey have been placed in operation, and we assessed  control risk 
in order to determ ine our auditing proced ures for the purpose of expressing our opinion on the 
financial statem ents and not to provide an opinion on th e internal control structure. Accordingly, 
we do not express such an opinion. 

Our consideration of the internal control structure would not necessarily disclose all matters in the 
internal control structure th at m ight be m aterial weaknesses under standards established  by the 
Am erican Institute of Certified  Public Accounta nts. A m aterial wea kness is a reportable condition 
in which the design or operation of one or more of th e internal control structure elements does not 
reduce to a relatively low level the risk th at errors or irregularities in amounts th at would be material 
in relation to th e financial statem ents being audited may occur and not be detected within a timely 
period by em ployees in the norm al course of perform ing their assigned  functions. W e noted no 
m atters involving the internal control structure and its operation th at we consider to be m aterial 
w eaknesses as defined abjure. 

This report is intended  for the information of the board of directors, m anagement, and th e Louisiana 
Legislative Auditor's Office. However, this report is a matter of public record, and its distribution 
is not lim ited . 

t 

Baton Rouge, Louisiana 
April 23, 1997 
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