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Postlethw aite &  N ettcrvflle 
A l'rofessional Accvunting (~)rporation 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE {504) 922-4600 ~ FAX (504) 922-4611 

INDEPENDENT AUDITO RS' REPO RT 

The Board of Directors 
Louisiana W orkers' Com pensation Corporation 

W e have audited the accompanying statutory statem ents of admitted assets, liabilities, and policyholders' 

surplus of Louisiana Workers' Compensation Corporation (the Corporation) as of December 31, 1998 and 
1997, and the related statutory statements of operations, changes in policyholders' surplus and cash flows 
for the years then ended. These financial statem ents are the responsibility of the Corporation's 
m anagement. Our responsibility is to express an opinion on these financial statem ents based on our 
audits. 

W e conducted our audits in accordance with generally accepted auditing standards. Those standards 
require thai: we plan and perform the audits to obtain reasonable assurance about whether the financial 
statem ents are free of m aterial m isstatem ent. A n audit includes exam ining, on a test basis, evidence 
supporting the am ounts and disclosures in the 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 presentation. W e believe that our audits provide a reasonable basis for our 
opinion. 

A s described m ore fully in N ote 2a to the financial statem ents, these financial statem ents were prepared 
in conformity w ith the accounting practices prescribed or perm itted by the Insurance Department of th e 
State of Louisiana, which is a com prehensive basis of accounting other than generally accepted 
accounting principles. 

In our opinion, because of the effects of the m atter discussed in the preceding paragraph, the financial 
statements referred to above do not present fairly, in conform ity with generally accepted accounting 
principles, th e financial position of the Corporation as of December 31, 1998 and 1997, or the results of 
its operations or its cash flows for the years then ended. 

In our opinion, the financial statem ents referred to above present fairly, in all m aterial respects, the 
adm itted assets, liabilities, and policyholders' surplus of the Corporation at December 31, 1998 and 1997, 
and the results of its operations, changes in policyholders' surplus and cash flows for the years then ended, 
on the basis of accounting described in N ote 2a. 

Baton Rouge, Louisiana 
April 13, 1999 
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Statutory Statem ents of A dm itted A ssets, Liabilities, and Policyholders' Surplus 
D ecem ber 31, 1998 and 1997 

(In thousands) 

Cash and cash equivalents 
Certificates of deposit 
Bonds 
Com m on stock 
Receivable for securities 
Prem ium s in course of collection 
D eferred l-,renfium s receivable 
I Iom e office property 
Electronic data processing equipm ent 
O ther adnfitted assets 
TO TA L A D M H 'TED A SSETS 

AD M ITTED ASSETS 

1998 
$ 9,334 

8,100 
489,522 
71,558 

512 
5,052 
29,934 
11,437 

279 
5,669 

$631,397 

LIABILITIES AN D PO LICYH O LD ERS' SU RPLU S 

Losses and loss adjustment expense reserves 
U nearned prenfium reserv es 
Contingent com m issions 
Policyholders' deposits 
Taxes, licenses, and fees 
Payable for securities 
O ther expenses due and payable 

TO TAL I_,IABH~ITIES 

PO LICYH O LD ERS' SU RPLU S 

TO TAL LIABILrH ES AN D PO LICYH O LD ERS' SU RPLU S 

See notes to statutory basis financial statements. 
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$356,840 
11,513 

750 
15,465 
37,138 
10,811 
13,092 

445,609 

185~788 

$631,397 

1997 
$ 2,651 
22,361 
478,492 
44,932 

405 
8,301 
31,890 
11,292 

513 
5,967 

$60G804 

$386,023 
13,702 
1,522 
20,191 
33,688 

14~987 
470,113 

136,691 

$60G804 
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Prem ium s earned 
U nderwriting expenses 

Losses incurred 

I,oss adiusunent expenses 
o ther underwriting expenses 

Total underwriting expenses 

U nderwriting incom e 

N et investm ent incom e 
N et realized capital gains 
O ther expenses - net 
N et incom e 

See notes to statutory basis financial statements. 

Statutory Statem enls of O perations 
Years Ended D ecem ber 31, 1998 and 1997 

(In thousands) 

1998 
$98,026 

38,496 
33,331 
20,044 
91,871 

6,155 

34,776 
3,145 

~ 39_4) 
$40~682 

1997 
$170,532 

97,130 
25,965 
47,297 
170,392 

140 

33,757 
2,209 

(2,869) 
$ 33,237 

Balance, January 1, 1997 
N et incom e 
N onadm itted asset change 
Change in unrealized capital gains - net 
Release of surplus restriction 
Balance, D ecem ber 31, 1997 

N onadm itted asset change 
Change in unrealized capital gains - net 
Balance, D ecem ber 31, 1998 

See notes to statutory basis financial statements. 

Statutory Statem ents of Changes in Policyholders' Surplus 
Years Ended D ecem ber 31, 1998 and 1997 

Unrealized 
Capital 

G ains - N et 
$ 933 

4,786 

5,719 

Special 
Surplus 
Funds 
$40,000 

(40,000) 
0 

_ _  
7~189 

$12,908 $ 0 
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U nassigned 
Surplus 
$ 54,722 
33,237 
3,013 

40~000 
130,972 
40,682 
1,226 

Total 

~ lns 
$ 95,655 

33,237 
3,013 
4,786 

136,691 
40,682 
1,226 
7,189 

$185~788 
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Statutory Statem ents of Cash Flows 
Years Ended D ecem ber 31, 1998 and 1997 

(In thousands) 

Cash flows from  operating activities: 
N et incom e 

Adjustments to reconcile net income 
to net cash provided by operating activities: 

D epreciation 
N et gain on sales of investm ents 
N et am ortization of bond premium 
Decrease (increase) in premiums in course of collection 
Decrease (increase) in deferred premiums receivable 
Decrease (increase) in other admitted assets 
Increase (decrease) in losses and loss adjustment expense reserves 
Increase (decrease) in contingent commi ssions 
Increase (decrease) in unearned pretnium reserves 
Incre.ase (decrease) in other expenses due and payable 

N et cash provided by operating activities 

Cash flows; from  investing activities: 
]uvcstnlents: 

Purchase of investm ents 
Proceeds from sales and paydowns 

Purchase of hom e office property 

Purchases (proceeds from maturity) of certificates of deposit 
Proceeds from sales of equipm ent 

N et cash used in investing activities 

Cash flows from financing activities: 
Decrease in policyholders' deposits 

N et cash used in financing activities 

Net increase (decrease) in cash and cash equivalents 

Beginning cash and cash equivalents 

Ending cash and cash equivalents 

See notes to statutory basis financial statements 
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1998 

$ 40,682 

1,525 

(3,145) 
1,377 
3,249 
1,956 
193 

(29,183) 
(772) 
(2,189) 

26~q~ 2059 

(256,534) 
227,833 

(439) 
14,261 

229 

(14,~  

6,683 

$ 9,334 

1997 

$ 33,237 

2,190 

(2,209) 
886 

(3,323) 
(1,288) 
(667) 

26,295 
1,218 
10,928 

65,539 

(206,428) 
150,523 

(526) 
(1,261) 
1,794 

(11,466 ) 
(11,466) 

(1,825) 

4~476 
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N otes to Statutory Basis Financial Statem ents 

1. O RG AN IZATIO N  

Louisiana W orkers' Compensation Corporation (the Corporation) is a private, nonprofit corporation 
created to operate as a dom estic m utual insurance company by Act 814 of the 1991 Regu lar Session of 
the State of Louisiana legislature and subsequent voter approval of a constitutional am endm ent. 

Louisiana Revised Statues 23:1404B (1) provides that "Should the corporation's assets be insufficient to pay 
claims as they become due, then the fuU faith and credit of the state of Louisiana shall be pledged . . . for tbe 
payment of clairns. "17~is fidl faith and credit guarantee shall expire in five years or at such time as the United 
States Department of Labor approves United States Longshore and Harbor Worker's Act coverage by the 
corporation without such security, whichever occurs later. " This guarantee has not expired at D ecem ber 
31, 1998. The Corporation provides workers' compensation insurance coverage to employers in 
Louisiana and began issuing policies on O ctober 1, 1992. 

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

The financial statem ents of the Corporation have been prepared in conform ity with accounting 
practices prescribed or perm itted by the Insurance D epartm ent of the State of Louisiana. Prescribed 
statutory accounting practices include a variety of publications of the N ational Association of 
Insurance Commissioners (NAIC), as well as state laws, regulations, and general administrative rules. 
Perm itted statutory accounting practices encompass all accounting practices not so prescribed. The 
application of these accounting principles requires m anagem ent to m ake estim ates and assumptions 
that affect the reported am ounts of adm itted assets, liabilities, revenues, and expenses. Actual results 
m ay differ from those estim ates. 

Significant differences between Statutory Accounting Practices (SAP) and Generally Accepted 
Accounting 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 investment for GAAP. In addition, these investments are stated 
at am ortized cost for SAP rather than fair value for GAAP. As a result, the total of SAP cash, 
certificates of deposit, and bonds is $11,354,000 and $6,917,000 less than GAAP carrying values as of 
D ecem ber 31, 1998 and 1997. 

Certain assets are designated as nonadmitted (principally furniture, equipment, outstanding premium 
receivables over 90 days old, automobiles, software and prepaid items) and are excluded from admitted 
assets through a direct charge to surplus. As a result, policyholders' surplus and adm itted assets on a 
SAP basis are $15,050,000 and $16,276,000 less than on a GAAP basis as of Decem ber 31, 1998 and 
1997. 

Assets and liabilities relating to reinsurance contracts are stated net under SAP. As a resuh, adm itted 
assets and losses and loss adjustment expense reserves are $130,651,000 and $54,668,000 less for SAP as 
of D ecem ber 31, 1998 and 1997 and earned but unbilled prem ium s and other expenses due and payable 
are $7,488,000 and $1,880,000 less for SAP as of D ecember 31, 1998 and 1997. 

D eferred policy acquisition costs are expensed under SAP while they are capitalized and am ortized 
over the term s of the related prem ium s under GAAP. As a result, expenses under SAP are $111,000 
less than and $70,000 greater than under GAAP for the years ended D ecem ber 31, 1998 and 1997. The 
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N otes to Statutory Basis Financial Statem ents 

corresponding deferred policy acquisition costs carried as an asset under GAAP of $568,000 and 
$679,000 as of D ecem ber 31, 1998 and 1997 are not reflected as an asset under SAP. 

Bonds are carried at am ortized cost. Com m on stock is carried at fair value. If the Securities Valnalion 
O ffice of the N AIC determines that the drop in value of bonds is perm anent, then the investm ent is 
carried at fair value. The Corporation had no such investm ents at D ecem ber 31, 1998 or 1997. 

Investment income is recognized when earned. Estimated fair value was obtained from Valuation of 
Securities issued by the Securities Valuation O ffice of the N ational Association of Insurance 
Com m issioners or from am ortized cost if a security's estim ated fair value was not listed. 

c. Cerlificates of D eposit and Cash and Cash Equivalents 
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 than one year 

For purposes of reporting cash flows, cash and cash equivalents include cash on deposit and highly 
liquid investm ents, both readily convertible to known amounts of cash and so near m aturity that there 
is insignificant risk of changes in value. 

d. D ata Processin~ Equipm ent and D epreciation 
The data processing equipm ent owned by the Corporation is carried at cost less accum ulated 
depreciation. D epreciation is com puted on a straight-line basis over the estim ated useful life of the 

equipment (5 years). 

e. H om e O ffice Property 
The hom e office propeJly owned by the Corporation is carried at cost less accunm lated depreciation 

Depreciation is computed on a straight line basis over the estimated useful life of the building (40 
years). 

Losses and loss adjustment expenses represent the estimated ultimate net cost of all reported and 
unreported losses incurred. The reserves for unpaid losses and loss adjustment expenses are estimated 
using individual case-basis valuations and statistical analyses. Those estimates are subject to the effects 
of trends in loss severity and frequency. M anagem ent also relied on certain critical assumptions based 
on external industry data sources. 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 of or less than the 
am ounts provided. The m ethods for m aking such estim ates and for establishing the resulting liability 
are continually reviewed, and any adjustments are reflected in current earnings. 

g. Policyholders' D eEg
_
sits 

Policyholders' deposits represent am ounts which have been collected from policyholders as security. 
The deposits are collected in advance of the policy year and the am ount of the deposit is based on the 
estim ated annual prem ium . The deposit is applied to any unpaid premium s and any balance rem aining 
is refunded to the policyholder upon cancellation or termi nation of the policy. The policyholders' 
deposits are im erest bearing to the policyholder. Interest expensed on policyholders' deposits was 
approxim ately $486,000 and $1,232,000 during 1998 and 1997 and is included in general and 
adnrinistrative expenses. Interest paid on policyholders' deposits was approxim ately $775,000 and 
$1,352,000 during 1997 and 1996. 
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N otes to Statutory Basis Financial Statem ents 

Insurance prem ium s are generally recognized as earned on a pro rata basis over the policy term . The 
portion of collected prem ium s that will be earned in future periods are deferred and reported as 
unearned prem ium s. The portion of prem ium s that has been earned and will be billed in arrears on a 
m onthly or quarterly basis is recognized as earned and reported as deferred prem ium s receivable. 
Prem ium s in course of collection and deferred prem ium s receivable are reported net of applicable 
accrued reinsurance of $2,725,000 and $4,763,000 at D ecem ber 31, 1998 and $388,000 and $1,492,000 at 
1997. 

i. Reinsurance 
In the norm al course of business, the Corporation reduces its exposure for any one loss by reinsuring 
ccrtain levels of risk with other insurance enterprises or reinsurers. The Corp oration rem ains liable to 
thc extent reinsuring com panies are unable to m eet their treaty obligations. Am ounts recoverable 
from reinsurers arc cstim ated in a m anner consistent with the reinsured policy. The effects of 
subsequent changes in estim ated recoverables are accounted for with a corresponding charge or credit 

j. Income Taxes 
The Corporation was created by the State of Louisiana to provide a residual m arket for state m andated 
workers' com pensation insurance. D uring 1997, the U nited States Congress codified existing 
standards clarifying the tax-exem pt status of the Corporation and other sim ilar corporations. Internal 

Revenue (:ode Section 501(c)27 (IRC 501(c)27) establishes certain conditions and criteria that umst be 
m et and m aintained on a continuing basis to qualify for tax-exem pt status. Although form al notif- 
ication has not yet been received from the Internal Revenue Service, the Corporation m aintains that 
all such conditions and criteria have been m et and that the Corporation is a tax-exem pt entity under 

IRC 501(c)27. Therefore, no provision has been made in these financial statements for income taxes. 

k. Reclassifications 
Certain am ounts reported in the 1997 financial statem ents have been reclassified to conform with the 
1998 presentation. 

3. IN V ESTM EN TS 

At D ecem ber 31, 1998, the am ortized cost and estim ated fair value of the portfolio as determ ined by 

the Securities Valuation Office of the NAIC are: (in thousands) 

G overnm ent Bonds - Issuer O bligations 
G overnm ent Bonds - Backed by Loans 
U . S. Agency Bonds - Backed by Loans 
Collateralized M ortgage O bligations 
Total Bonds 

Com m on Stock 

Am ortized 
C ost 

$229,168 
51,090 
165,604 

43~66Q 
$489)522 

Page 8 

G ross 
U nrealized 
G ains 
$3,312 

$3)312 

$13)841 

G ross 
U nrealized 
Losses 
$ 0 

$ 0 

Estim ated 
Fair 
Value 

$232,480 
51,090 
165,604 
43~660 

$492~834 
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N otes to Statutory Basis Financial Statem ents 

At December 31, 1997, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

G overnm ent Bonds - Issuer O bligations 
G overnm ent Bonds - Backed by Loans 
U . S. Agency Bonds - Backed by Loans 
Collateralized M ortgage O bligations 
Total Bonds 

Com m on Stock 

Am ortized 
Cost 

$217,566 
61,465 
161,090 

_
38,371 

$
_
478,492

_ 

G ross 
U nrealized 
G ains 

The scheduled maturity at December 31, 1998, is: (in thousands) 

D ue in one year or less 
D ue after one year through five years 
D ue after five years through ten years 
D ue after len years 
Loan-backed securities 
Total Bonds 

G ross 
Unrealized 
Losses 

$766 $543 

$766 

$6,517 

Am ortized 
Cost 

$ 10,009 
168,589 
29,981 
20,589 
260,354 
$489,522 

$543 

$798 

Estim ated 
Fair 
Value 

$217,789 
61,465 
161,090 
38,371 

$478~715 

Estim ated 
Fair Value 
$ 10,080 
170,953 
30,197 
21,250 
260,354 
$492~834 

Actual cash flows may differ from projected cash flows as a result of the borrower's ability to prepay 
without call or prepaym ent penalties. 

N et investment incom e and gross realized gains and losses for the years ending D ecem ber 31, 1998 and 

1997 are: (in thousands) 

Governm ent Bonds - Issuer O bligations 
Government Bonds - Backed by Loans 
U . S. Agency Bonds - Backed by Loans 
Collateralized M ortgage O bligations 
Com m on Stock 
O ther 
Total 
lnvestm em  Expenses 
Total 

D ecember 31. 1998 D ecem ber 31. 1997 
N et 

Investm ent 
Incom e 
$14,405 
4,468 
11,336 
2,439 
1,051 
2~942

_  

36,641 

(1,8653 
~ 7~  

3 
5,293 

G ross 
Realized 
Losses 
$ 81 

1 
3,377 

$6,604 $3,459 
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N et G ross 
Investm ent Realized 
Incom e G ains 

G ross 
Realized 
Losses 
$ 212 

4,912 163 
10,816 43 
2,178 43 
706 2,894 778 

2~788 
35,421 $3,242 $1,033 
(1,664) 

$33t757 
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N otes to Statutory Basis Financial Statem ents 

4. H O M E O FFICE PR O PERTY 

At December 31, 1998 and 1997 home office property consisted of the following: (in thousands) 

Accumulaxed depreciation 
Total 

D epreciation expense 

1998 
$]2,568 
_  (1,131) 
$11,437 

1997 

$12,129 
(83~ 

$11,292 

$ 294 $ 281 

5. ELECTRONIC DATA PROCESSING EQUIPM ENT 

At D ecem ber 31, 1998 and 1997, admitted electronic data processing equipm ent consisted of the 

following: (in thousands) 

Accunm lated depreciation 
Total 

D epreciation expense 

1998 
$2,439 
(2,160) 
$ 279 

1997 
$2,420 
(1,90~ 
$ 513 

$ 261 $ 510 

6. LIABIILITY FOR LOSSES AND LOSS ADJUSTM ENT EXPENSES 

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

Direct balance at January 1, 
Less reinsurance recoverables 

Net balance at January 1 

N et incurred related to 
Current ye.ar 
Prior year.,; 
Total incurred 

N et paid related to 
C urrent year 
Prior years 
Total paid 

D irect balance at D ecem ber 31 
Less reinsurance recoverables 
N et balance at D ecem ber 31. 

1998 
$440,691 
_ 54,668 
$386,023 

$ 73,423 

_ . (1,596) 
$ 71,827 

$ 22,130 
_  
78,880 

$1o~ 1 olo 

$487,491 
_
130,651 

$356,840 

1997 
$401,544 

41,816 
$359,728 

$147,094 
~3,99~ 
$123,09~! 

$ 29,592 

67,208 
$ 96,80(! 

$440,691 
54,668 

$386,023 

As a result of changes in estim ates of incurred events in prior years, the provision for losses and loss 

adjustment expenses (net of reinsurance recoveries) decreased by $1,596,000 and $23,999,000 in 1998 
and 1997 because of lower-than-anticipated losses on the developm ent of the claim s. 
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N otes to Statutory Basis Financial Statem ents 

7. REIN SU RA N CE A CTIVITY 

The Corporation lim its its loss exposure on large risks by ceding certain levels of risks with other 
insurers or reinsurers through general reinsurance treaties. Am ounts pertaining to reinsurance 
premimns which were deducted from premiums earned were approximately $70,211,000 and 
$18,101,000 for the years ending D ecem ber 31, 1998 and 1997. 

Estim ated am ounts pertaining to reinsurance that were deducted from losses incurred and loss 
adjustment expenses were approximately $85,293,000 and $14,371,000 for the years ended December 
31, 1998 and 1997. The am ount of ceded com missions deducted from other underwriting expenses 
dnring 1998 was approximately $18,454,000. 

The Corporation evaluates the financial condition of its reinsurers 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. Included in insurance recoverables netted with loss and loss 

adjustment expense reserves are receivables from two reinsurance companies of approximately $28 
m illion each. At D ecem ber 31, 1998, the Corporation held collateral under reinsurance agreem ents in 
the form of letters of credit totaling $3,852,000. 

8. PO IJCYH O IJ)ERS' SU RPLU S 

Pursuant to the recom mendation found in the l.ouisiana D epartm ent of Insurance report of 
exam ination as of D ecem ber 31, 1994, the Corporation restricted policyholders' surplus in the am ount 
of $40,000,000 at D ecernber 31, 1996, in the event the IRS should determ ine that the Corporation is 
taxable. D uring 1997, the U nited States Congress codified existing standards clarifying the tax status of 

the Corporation. (See Note 2j.) As a result, the Corporation removed this restriction on 
policyholders' surplus during 1997. 

9. CO M M ITM EN TS 

At D ecem ber 31, 1998, the Corporation was com m itted under the term s of non-cancelable office and 

equipment leases as follows (in thousands): 

Y ear 
1999 

2000 
2001 
2002 
2003 and later 

O ffice 
Leases 

103 
23 
23 
0 
0 

Equipm ent 
Leases 
1,066 
409 
65 
14 
0 

The Corporation expended approxim ately $1,487,000 and $1,610,000 during the years ending 
D ecem ber 31, 1998 and 1997 for lease paym ents. 
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N otes to Statutory Basis Financial Statem ents 

10. RETIRFJVIEN T PLAN S 

The Corporation sponsors a defined contribution pension plan covering substantially all of its 
employees. Contributions to the pension plan are at the Board of Directors' discretion. 
Contributions and costs incurred were 5% for each of the years ending D ecember 31, 1998 and 1997 of 
each covered em ployee's salary and totaled approxim ately $549,000 and $550,000 for 1998 and 1997. 

Tile Corporation also sponsored a savings plan under Section 457 of the Internal Revenne Code 
covering all eligible em ployees, Participating em ployees could contribute up to 15% of their eligible 
salary with the Corporation m atching up to 5% of their eligible salary . Contributions expense of the 
Corporation was approxim ately $287,000 in 1997. Effective Decem ber 31, 1997, the Corporation 
froze all contributions Io this savings plan and transferred the assets to a trust account. Participating 
employees m ust m eet certain eligibility requirem ents, prim arily termination of employm ent or 
reaching retirement age, before withdrawing contributions. 

Effective January 1, 1998, the Corporation began sponsoring a savings plan under Section 401k of tbe 
Internal Revenue Code covering all eligible employees. Participating employees m ay contribute up to 
15% of their eligible salary  with the Corporation m atching up to 5% of their eligible salary. 
Contributions expense of the Corporation was approxim ately $373,000 in 1998. 

11. RELATED  PARTY TRA N SA CTIO N S 

In the norm al course of business, the Corporation conducts transactions with a board m em ber. This 
board m em ber is affilialed with an insurance agency which receives com m issions for policies placed 
with the Corporation. The com m issions paid are based on the standard rates used for an agents and 
were not significant to the Corporation in 1998 or 1997. 

In additioll, lhe Corporation leased space in its office building to a com pany owned by a board 
m em ber during 1998. The rent paid by this com pany was com parable to rent paid by other tenants in 
the office building and was not significam to the Corporation. 
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I~ sfl ethw aite &  N e|~,ervillc 
A I'rofessional Accounting Corporation 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD,, SUIT[: 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

INDEPENDENT AUDITORS' ANNUAl, LETTER OF QUALIFICATION 

Board of Directors 
Louisiana W orkers' Com pensation Corporation 

W e have audited, in accordance with generally accepted auditing standards, the statutory finan cial 

statements of Louisiana W orkers' Compensation Corporation (the Corporation) as of December 31, 1998 
and 1997 an d for the years then ended an d have issued our report thereon dated April 13, 1999. In 
connection th erewith, we advise you as  follows: 

a 

b 

W e are independent certified public accountants with respect to the Corporation and conform to 
the standards of the accounting profession as contained in the Code of Professional Conduct an d 
pronouncem ents of th e Am erican  Institute of Certified Public Accountan ts, and the Rules of 
Professional Conduct of the Louisian a Board of Public Accountan cy. 

The engagem ent director an d m anager, w ho ar e certified public accountan ts, have fourteen years 
and eight years, respectively, of experience in public accounting, and ar e experienced in auditing 
insuran ce com pan ies. M em bers of the engagem ent team , m ost of whom have experience in 
auditing insuran ce enterprises and all of whom are certified public accountants, were assigmed to 
perform tas ks com m ensurate with  th eir training an d experience. 

W e understan d that the Corporation intends to file its audited statutory finan cial sta|em ents and our 
report th ereon with the Insuran ce Departm ent of the Slate of Louisiana an d other state insuran ce 
departm ents in states in which the Corp oration is licensed an d that the insuran ce 
of th ose states will be relying on that inform ation in m onitoring an d regulating th e statutory 
finan cial condition of th e Corporation. 

W hile we understan d that an objective of issuing a report on the statutory finan cial statements is 
to satisfy regulator), requirements, our audit was not planned to satisfy all objectives or 
responsibilities of insuran ce regulators. In th is context, the Corporation an d insuran ce 

should understand that the objective of an audit of statutory financial statements 
in accordan ce with generally accepted auditing stan dards is to form an  opinion an d issue a report 
on whether th e statutory finan cial statem ents present fairly, in all m aterial respects, th e admitted 
assets, liabilities, an d capital an d surp lus, results of operations an d cash flow in conformity wi th 
accounting practices prescribed or perm itted by the Insuran ce Departm ent of th e State of 
Louisiana. Consequently, under generally accepted auditing stan dar ds, we have the 
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responsibility within the inherent lim itations of the auditing process, to design our audit to obtain 
reasonable assurance that errors and irregularities that have a m aterial effect on th e statutory 
finan cial statem ents wi ll be detected and to exercise due care in th e conduct of th e audit. The 
concept of selective testing of the data being audited, which involves judgment both as to the 
number of transactions to be audited an d th e areas to be tested, has been generally accepted as a 
valid and sufficient bas is for an  auditor to express an  opinion on th e finan cial statem ents. Audit 
procedures th al are effective for detecting errors, if th ey exist, m ay be ineffective for detecting 
irregularities. Because of the characteristics of irregularities, particularly those involving forgery 
an d collusion, a properly designed an d executed audit m ay not detect a m aterial irregularity. In 
addition, an  audit does not address the possibility that m aterial errors or irregularities m ay occur 
in the fulure. Also, our use of professional judgment and the assessment of materiality for the 
purpose of our audit m ean s that m atters m ay exist th at would have been assessed differently by 
insuran ce com m issioners. 

It is: th e responsibility of the m anagement of th e Corporation to adopt sound accounting policies, 
to m aintain an  adequate an d effective system of accounts, an d to establish an d m aintain internal 
control that will, anaong other things, provide reas onable, but not absolute, as suran ce that as sets 
are safeguarded against loss from unauthorized use or disposition an d th at transactions are 
executed in accordan ce with m an agem ent's authorization an d recorded properly to perm it the 
preparation of finan cial statem ents in conformity wi th accounting practices prescribed or penuitted 
by th e Louisiana Insuran ce D epartm ent. 

The Insurance Com m issioner should exercise due diligence to obtain whatever other inform ation 
that m ay be necessary for the purpose of m onitoring an d regulating the slalutory finan cial position 
of insurers an d should not rely solely upon th e independent auditor's report. 

W e will retain the work papers prepared in the conduct of our audit un til th e Insurance Department 
of th e State of Louisian a has filed a Report of Exam ination covering 1998, but not longer th an 
sew~n years. A fter notification to the Corporation, we will m ake the w ork papers available for 
review by the Insurance Departm ent of th e State of Louisian a at the offi ces of th e insurer, at our 
offices, at the Ins uran ce Departm ent or at an y oth er reas onable place designated by th e Insuran ce 
Com missioner. Furtherm ore, in th e conduct of th e aforem entioned periodic review by the 
Insuran ce Departm ent of th e State of Louisiana, photocopies of pertinent audit work papers m ay 
be made (under the control of the accountant) an d such copies may be retained by the Insuran ce 
D epallm ent of th e State of Louisian a. 

This is th e fourth year the engagem ent director has served in th at capacity with respect to th e 
Corporation. The engagem ent director is licens ed by the Louisian a Boar d of Public A ccoun tancy 
an d is a m ember in good stan ding of th e Am erican  Institute of Certified Public Accountan ts. 

To th e best of our knowledge an d belief, we are in com plian ce wi th th e requirem ents of section 

7 of the NA1C's Model Rule (Regulation) Requiring Ann ual Audited Financial Reports regarding 
qualifications of independent certified public accoun tan ts. 
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This letter is furnished solely to enable you to comply with th e Insurance Departm ent of tile Slate of 
Louisian a requirem ents referred to herein and with th e National Association of Insurance Comm issioner 
Annual Statem ent Instructions an d should not be used for any oth er purpose. 

Baton Rouge, Louisian a 
A pril 13, 1999 
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The Board of Directors 
Louisiana W orkers' Compensation Corporation 

In planning and perform ing our audit of the financial statem ents of Louisiana W orkers' Compensation 

Corporation (the Corporation) for the year ended December 31, 1998, we considered its internal control 
in order to determ ine our auditing procedures for th e purpose of expressing our opinion on the financial 
statem ents and not to provide assurance on internal control. Our consideration of internal control would 
not necessarily disclose all m atters in internal control th at m ight be m aterial weaknesses under standards 
established by the Am erican Institute of Certified Public Accountants. A m aterial weakness is a 
condition in which the design or operation of one or m ore of internal control elem ents does not reduce 
to a relatively low level the risk that errors or irregularities in am ounts that would be m aterial in relation 
to the financial statem em s being audited m ay occur and not be detected with in a tim ely period by 
em ployees in the norm al course of perfora ting th eir assigned functions. H owever, we noted no m atters 
involving internal control and its operation th at w e consider to be m aterial weaknesses as defined  above. 

This report is intended  solely for th e inform ation and use of th e Board of Directors, m anagem ent, and 
others within the Corporation and for purposes of filing with insurance regulatory authorities and the 
Louisiana Legislative Auditor's Office and should not be used for any other purposes. 

Baton Rouge, Louisiana 
April 13, 1999 
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EPO RT 

To the Board of Directors 
Louisiana W orkers' Compensation Corporation 

W e have audited th e accompanying consolidated balance sheets of Louisiana W orkers' Compensation 
Corporation and Subsidiary (the Corporation) as of December 31, 1998 and 1997, and the related 
consolidated  statements of incom e and comprehensive incom e, changes in policyholders' equity, and cash 
flows for the years then ended. These consolidated financial statem ents are the responsibility of tile 
Corporation's m anagement. Our responsibility is to express an opinion on these consolidated financial 
statem ents based on our audits. 

W e conducted our audits in accordance with generally acce pted auditing standards and Government 
Auditing Standards, issued by the Comptroller General of the United States. Those standards require that 
we plan and perform the audits to obtain reasonable assurance about wheth er th e cons olidated financial 
statem ents are free of m aterial m isstatem ent. An audit includes exam ining, on a test basis, evidence 
supporting the am ounts and disclosures in the consolidated financial statem ents. 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 presentation. W e believe th at our audits provide a reasonable 
basis for our opinion. 

In our opinion, the co nsolidated  financial statements referred to above present fairly, in all m aterial 
respects, the financial position of Louisiana W orkers' Com pensation Corporation and Subsidiary as of 
Decem ber 31, 1998 and 1997, and the results of th eir operations and th eir cash flows for th e years th en 
ended in conform ity with generally accepted accounting principles. 

In accordance with Government Auditing Standards, we have also issued  a report dated  April 13, 1999 
on our cortsideration of th e Corporation's internal control over financial reporting and our tests of their 
com pliance 'with certain provisions of laws and regulations. 

/ 

Baton Rouge, Louisiana 
April 13, 1999 
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LO UISIANA W O RK ER S' CO M PENSATIO N CO RPO R ATIO N 
C onsolidated Balance Sheets 

(in thousands) 

ASSETS 

Cash and cash equivalents 
Investm ent securities available for sale - Note 3 

Premiums receivable (net of allowance of $9,300,000 in 1998 
and $]0,500,000 in 1997) 

Recoverable from reinsurer 

Fixed assets less accum ulated depreciation - Note 5 
D eferred policy acquisition costs - Note 4 

Deferred start-up costs - Note !0 
Oilier assets 

TOTA L ASSETS 

LIABIIJTIES AND POLICYIIOLDERS' EQUITY 

Liabilities 

Losses: and loss adjustment expenses - Note 6 
Unearned prem ium reserve 
Contingent com m issions 

Policyholders' deposits 
Prem ium taxes and other liabilities 

TOTA L LIABILITIES 

Policyhohlers' equity 

Equity 
Accum ulated net unrealized gains 

TOTAL POLICYHOLDERS' EQUITY 

Decem ber 31, 
1998 1997 

$ 18,017 
572,435 

45,436 
131,368 

13,938 
568 

6,183 

$787,945 

$487,491 
11,513 

750 
15,465 
69,055 

584,274 

179,409 
24.262 

203,671 

TOTAL LIABILITIES AND POIJCYHOLDERS' EQUITY $787,945 

See notes to consolidated financiol statements 
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$ 25,652 
530.341 

44,602 

54,770 

14,470 
679 

6,780 

$ 677,294 

$ 440,691 
13,702 

1,522 

20,191 
50,938 

527,044 

137,615 

12,635 

150,250 

$ 677,294 



I,O UISIANA W O RK ERS' COM PENSATIO N CORPORATION 
C onsolidated Statem ents of Incom e and Com prehensivc Incom e 

Years Ended Decem ber 31, 1998 and 1997 

(in thousands) 

Net prem ium s earned 
N et investm ent incom e 

Net gain on sale of investm ents 
Other incom e 

Total revenues 

Underwriting expenses: 

Losses and loss adjustment expenses 
Underwriting expenses 
O th er expenses 

Total underwriting expenses 

Net incom e 

$ 98,026 
34,082 

3,145 

1,473 

136,726 

71,125 

21,399 
2.408 

94.932 

$ 41,794 

1997 

$170,532 
33,057 

2,209 

1.026 

206,824 

122,397 

48,126 
2,589 

173,112 

$ 33.712 

Other com prehensive incom e: 
Unrealized gains on securities: 
U nrealized holding gains arising during period 14,772 16,639 

Less: reclassification adjustment for gains included in net income (3,145) (2,209) 
Total other com prehensive incom e 11,627 14,430 

Com prehensive incom e 

See notes to consolidated financial statements 

$ 53,421 $ 48,142 

Consolidated Stalem ents of Changes in Policyholders' Equity 
Years Ended D ecem ber 31, 1998 and 1997 

(in thousands) 

Balance, January 1, 1997 
Com prehensive Incom e. 

Balance, D ecem ber 31, 1997 

Com prehensive Incom e 

Balance, D ecem ber 31, 1998 

Accum ulated 
unrealized net 

gains (losses) 

See notes to consolidated financial statements 

($1,795) 
14,430 

12,635 

11,627 

$24,262 
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Policyholders' 
equity Total 

$103,903 
33,712 

137,615 

41,794 

$179,409 

$102,108 
48,142 

150,250 

53,421 

$203,671 



LO UISIANA W ORK ERS' COM PENSATION CORPO RATIO N 
Consolidated Statem ents of Cash Flows 
Years Ended Decem ber 31, 1998 and 1997 

Cash flow s from  operating activities: 

N et incornc 

Adjnstments to reconcile net income 
to net cash provided by operating activities: 

Depreciation 

Am ortization of deferred start-up costs 

Gain ou sales of investm ents 
Nel am ortization of bond prem ium 

Prem ium s receivahle written off 
Increase in prem ium s receivable 

Decrease in allowance for doubtful accounts 
Increase in recoverable from reinsurer 

Decrease (increase) in deferred policy acquisition costs 
Decrease (increase) in other assets 
Increase in liability for losses and loss adjustment expenses 
Increase (decrease) in unearned premium reserve 
Increase (decrease) in contingent commissions 
lncrease (decrease) in other expenses due and payable 

N et cash provided by operating activities 

Cash flows from  investing activities: 
Purchase of investm ents 

Proceeds from paydowns and sales of investm ents 
Purchases of fixed assets - net 

N et cash used in investing activities 

Cash flows from  financing activities: 

Decrease in policyholders' deposits 
Net cash used in financing activities 

Net decrlmse in cash and cash equivalents 

Beginning cash and cash equivalents 

Ending cash and cash equivalents 

See notes to consolidated financial statements 
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1998 1997 

$ 41,794 $ 33,712 

1,530 

(3,145) 
1,377 
3,607 

(3,241) 
(1,200) 
(76,598) 

111 

597 
46,800 

(2,189) 
(772) 

18,117 
26,788 

(256,534) 
227,835 

(998) 
(29,697) 

(4,726) 
(4,726) 

(7,635) 

25,652 

2,190 
356 

(2,209) 
885 

3,033 

(4,867) 
(80o) 

(12,564) 
(70) 
(430) 

39,147 
10,928 

1,218 

(2,387) 
68,142 

(206,428) 
148,029 

(772) 
(59,171) 

(11,466) 
(11,466) 

(2,495) 

28,147 

$ 18,017 $ 25,652 



LO UISIANA W ORKERS' COM PEN SATIO N CO P, PORATIO N 
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31,1998 and 1997 

I. O RGAN IZATIO N  

Tile Corporation is not an agency or division of the State of Louisiana nor has it ever received any state or federal fimding. 
These finandal statemem s are discretely presented in the State of Louisiana Comprehensive Annual Finan cial F, eport under 
t he guidance of Governmental Accounting Standards N umber 14 The FinancialReporting Entity becan se the State of l,ouisiana 
provides its full faith and credit to the Corporation. 

2. SUM M ARY O F SIGN IFICAN T ACCO UNTIN G PO LICIES 

These financial statements are presented in confonnity with generally accepted accoun ting principles. The application of 
these accour,ting principles rcquires man agement to make estimates an d assumptions that affect the reported amounts of 
assets, liabilities, revenues, and expenses. Actual results m ay differ from those estimates. 

b. Certificates of D et, osits and Cash an d Cash Eauivalents 
Certificates of deposits in excess of the federally insatred limit of $100,000 are collateralized by the isstfing finan cial 
institutions. Ce rtificales of deposits an d cash equivalents owned have m aturity dates of less than ninety days and have fair 
values approximating carrying amounts. 

For purposes of reporting cash flows, cash and cash equivalents indude cash on deposit and higlfly liquid investments, both 
readily convertible to known amounts of cash and so near maturity that there is insignificant risk of chan ges in value. 

c. Investm ents 
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LO UISIANA W ORKERS' COM PENSATION CORPORATIO N 
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31,1998 and 1997 

e. Losses and Ix~ss Adiustment Exoenses 

f. Deferred PoliceAc~uisitlon Costs 
Costs of acquiring new and renewal business are capitalmed and charged to expense in proportion to premium revenue 
earned. 

In the normal course of business, the Corporation reduces its exposure for an y one loss by reinsuring certain levels of risk 
with other insurancc enterprises or reinsurers. The Corporation remains liable to the extent reinsuring companies are unable 
to m eet their treaty obligations. Amounts recoverable from reinsurers are estim ated in a m anner consistent with the reinsured 
policy . The effects of subsequent chan ges in estim ated recoverables are accounted for with a corresponding charge or credit 
to incom e. 

j. Income Taxes 
The Co rp oration was created by the State of Louisiana to provide a residual market for state mandated workers' compensation 
insurance. During 1997, the United States Co ngress codified existing standards clarifying the tax-exempt status of the 
Co rporation ~sad other similar corporations. Internal Revenue Code Section 501(c)27 (IRC 501(c)27) establishes certain 
conditions an,:l criteria that must be met an d maintained on a contlnuing basis to qualify for tax-exempt status. Although 
formal notification has not yet been received from the Internal Revenue Service, the Co rporation maintains that all such 
conditions and criteria have been met and that the Co rporation is a tax-exempt entity under IRC 501(c)27. Although the 
Agency is not a tax-exempt organization, the impact of its income taxes are not material to the consolidated entity, Therefore, 
no provision has been made in these finan cial statements for inco me taxes. 

k. Advertisin~ sts 
Advertising costs are expensed as incurred. 

Certain amounts reported in the 1997 fln~ dal statements have been reclassified to conform with the 1998 
presentation. 
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LO UISIAN A W OKKERS' COM PEN SATIO N CO RPO RATIO N  
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31,1998 and 1997 

3. IN VF.STM EN TS 

At l)ecember 31, 1998 and 1997, all investments were classified as available for sale and were registered in the Corporation's 
name. At December 31, 1998 and 1997, the amortized cost and estimated fair value of the portfolio are: (in thousands) 

December 31, 1998 D ecem ber 31, 1997 
Gross Gross Estimated Gross Gross Estimated 

Am ortized Unrealized Unrealized Fair Am ortized Unrealized Unrealized Fair 
Cost Gains Losses Value Cost Gains Losses Value 

Government Bonds - Issuer Obligations $229,'~ -168 $--3
,508 $ 168 $232,508 $217,567 $ 876 $ 626 $217,817 

Government Bonds - Backed byLo ans 51,090 2,465 53,555 61,465 2,733 10 64,188 
U. S. Agency Bonds - Backed byLoans 165,604 5,477 144 170,937 161,090 4,096 195 164,991 
Collateralized M ortga~,e Obligations 43,660 277 61 43,876 38,371 100 58 38,413 
Common Stocks 5~ 68650 ~  933 ~  39,213 6,5L7 798 ~ 9_32 

$548~17_2 $25,569 ~ q6 .$572~435 $517,706 $14,322 $1,687 

The scheduled maturity at December 31, 1998, is: 

D ue in one year or less 
Due after one year through five years 
I)ue after five years through ten years 
D ue after ten years 
M ortgage-backed securities 
Common Stock s 
Total 

(in thousands) 
Am ortized 
Cost 
10,009 
168,589 
29,981 
20,589 
260,354 

~ 0 

Estim ated 
Fair Value 

10,055 
171,509 
30,065 
20,880 
268,367 
71,559 
572,435 

Actual cash flows may differ from projected cash flows as a result of the borrower's ability to prepay "Mthout call or 
prepayment penalties. At December 31, 1998 all cash and cash equivalents were insured or collateralize d with securities held 
by the Corporation or its agent in the Corp oration's nam e. 

Net investment income and gross realized gains and losses for the years ending December 31, 1998 and 1997 are: (in 
thousands) 

December 3 L 1998 Decem ber 31, 1997 
N et Gross Gross 

Investment Realized Realized 
Income G ains Losses 

N et 
Investm ent 
Inco m e 

Governm ent Bonds - Issuer O bligations $13,954 1,118 81 $13,451 
Government Bonds - Backed by Loan s 4,468 190 4,912 
U . S. Agency Bonds - Backed by Loons 11,336 10,816 
Collateralized M ortgage Obligations 2,439 3 1 2,178 
(;ommon Stock 1,051 5,293 3,377 706 
Other 1,406 1,442 

Total 34,654 }66,60404 $33~459 33,505 
Investment Expenses ~  __(~  
To~al $34 0=~82 $33~05._7 

4. DEFERRED POH CYAOQU1S1TION COSTS 

Gross 
Realized 
G ains 
$ 142 
163 
43 

2,894 

Gross 
Realized 
Losses 
$ 212 

43 
778 

$3,242 $~  

The following reflects the policy acquisition costs deferred  for amortization against future income an d the related amortiz~ation 

charged to income: (in thousands) 
1998 1997 

Balance, beginning of ),eat- $ 679 $ 609 
Acq uisition costs deferred 1,531 1,609 
Amortization charged to income (1~642) 
Balance, end of year $ 568 $ 679 
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LOUISIANA W ORKERS' COM PEN SATION CORPORATION 
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31, 1998 and 1997 

5. FIXED ASSETS 

At December 31, 1998 and 1997, fixed assets consisted of: (in thousands) 
3998 1997 

Land $ 605 $ 605 
Building 12,137 11,524 
D ata processing assets 8,248 7,996 
Automobiles 1,192 1,610 
Furniture, fixtures, and equipment 

. 2~406 _ 2fl22 
Subtotal 24,588 23,857 

Less accumulated depreciation ~ 0~ (9,387) 
Net fixed assets $1~z3 938- $14,470 

Depreciation expense 1~530 $ 2fl90 

6. LIABII.ITY FOR LOSSES AND LOSS ADJUSTM ENT EXPENSES 

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

Direct Balance at January 1, 
Less Reinsurance Recoverables 
Net Balance at January 1, 

Net Incurred Related to: 
Current Year 
Prior Years 
Tolal Incur:red 

Net Paid Relaled to 
Current Year 
Prior Years 
Total Paid 

Net Balance at December 31, 

Plus Reinsurance Recoverables 

Direct Balance at Decem ber 31 

$440,691 
54,668 
386.023 

72,721 

(1,596~ 
71,125 

21,428 
78,880 
100.308 

356,840 
130,651 

$487,491 

19_92 
$401,544 
41,816 
359.728 

146,396 

(23,999) 
122.397 

28,894 
67,208 
96.102 

386,023 
54,668 

$440,691 

As a result of changes in estim ates of incurred events in prior years, the provision for losses and loss adjustment expenses (net 
of reinsurance recoveries) decreased by $1,596,000 and $23,999,000 in 1998 and 1997 because of lower-than-anticipated losses 
on the development of the claims. 

7. REI N SURA NCE ACTIVITY 

The Corporation limits its loss exposure on large risks by ceding certain levels of risks with other insurers or reinsurers 
through general reinsurance treaties. Amounts pertaining to reinsurance premiums which were deducted from premiums 
earned were approximately $70,211,000 and $18,101,000 for the years ending December 31, 1998 and 1997. 
Estimated anrounts pertaining to reinsurance that were deducted from losses incurred and loss adjustment expenses were 
approxlmate[~ $85,293,000 and $14,371,000 for theyears ended December 31, 1998 and 1997. The amount of ceded 
commissions deducted from underveriting expenses during 1998 was approximately $18,454,000. 

The Corporation evaluates the finan cial co ndition of its reinsurers and monitors concentration of credit risk arising from 
econom ic characteristics of its reinsurers to minimize its exposure to significan t losses from reinsurance insolvencies. 
Included in recoverable from reinsu rers are receivables from two reinsurance companies of approxim ately $28 nfillion each. 
At December 31, 1998, the Corporation held collateral under reinsurance agreements in the form of letters of credit totaling 
$3,852,000. 
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LO LIIS1AN A W O RKERS' CO M PEN SATIO N CO RPO RATIO N  
N otes to Consolidated Financial Statem ents 
Years Ended D ecem ber 31, 1998 and 1997 

8. CO M M ITM EN TS 

At l)ecember 31, 1998, the Corporation was comnfitted under the terms of non-cancelable office and equipment leases as 

follows (in Ihousands) 

Year 
1999 
20OO 
2001 
2002 
2003 

Office 
Leases 

103 
23 
23 
0 
0 

Equipm ent 
Leases 
1,066 
409 
65 
14 
0 

The Corporation incun'ed rental expense of approximately $1,487,000 and $1,610,000 during the years ending I )ecember 31 
1998 and 1997 for lease payments. 

9. RETIREM EN T PLAN 

The Corporation sponsors a defined contribution pension plan covering substantially all of its employees. Contributions to 
the pension plan are at the Board of Directors' discretion. Co ntributions mad costs incurred were 5% for each of the years 
ending December 31, 1998 an d 1997 of each covered employee's salary an d totaled approximately $549,000 an d $550,000 for 
1998 and 15'97. 

Effective January 1,1998, the Corporation began sponsoring a savings plan under Section 401k of the Internal Revenue Co de 
covering all eligible employecs. Participating employees m ay contribute up to 15% of their eligible salary with the Corp oration 
matching up to 5% of their eligible salary. Contributions expense of the Corporation was approxim ately $373,000 in 1998. 

10. RELATED PARTY TRA NSACTION S 

In the nonnal course of business, the Corporation conducts tran sactions with a board member. This board member is 
affiliated wilh insurance agencies which receive co mm issions for policies placed with the Co rporation. The commissions paid 
are based on the standard rates used for all agents and were not significan t to the Co rp oration in 1998 or 1997. 

In addition, the Co rporation leased space in its office building to a company owned by a board member during 1998. The 
rent paid by this company was co mparable to rent paid by other tenants in the office building and was not sign ifican t to the 
Corp oration. 

12. PEN D IN G ACCO U NTIN G PRO N O U N CEM EN TS 

SOP 98-1 Acomaaingforthe Costs ofConpWer Softumel~u~ Mor O/xaba'd.)Cor Intema/Use was issued during 1998, and is effective 
for years beginning after December 15,1998. Tbis pronouncemem chan ges the accouming for the costs of computer 
software developed or obtained for internal use. The Co rporation has not determ ined the impact of *his acco unting 
pronouncement on its finan cial statements. 
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Snpplem ental Inform ation 



Postlethw aite &  N etterville 
A I'rofessional Accounting Corporation 
C ERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD., SUITIE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

To the Board of Directors 
Louisiana W orkers' Com pensation Corporation 

Our report on our audit of the basic consolidated financial statem ents of Louisiana W orkers' 
Compensation Corporation and Subsidiary for 1998 appears on page 2. That audit was conducted for 
the purpose of form ing an opinion on the basic consolidated  financial statem ents taken as a whole. The 
Supplem ental Schedule of Board M em ber Com pens ation for the year ended  December 31, 1998, is 
presented  fi)r purposes of additional analysis and is not a required  part of the basic consolidated  financial 

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

Baton Rouge, Louisiana 
April 13, 1999 
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LO UISIANA W ORKERS' COM PEN SATIO N CO RPORATIO N 
Supplem ental Schedule of Board M ember Com pensation 

Year Ended Decem ber 31,1998 
(in thousands) 

Boysie Bollinger 
Joe Burns 
([dark Cosse' Ill 
Carl Crowe 
Barbara Fagan 
Seth Keener 
John Kennedy 
Ed Taylor 
Aubrey Temple 

7 
8 
8 
12 
7 
8 
7 
7 
7 



Other Reoort ReQuired by Governm ent Auditin8 Standards 
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Posilclhw aile &  N ctterville 
A Profi'sslbnat,4ccoum#tg ~brporottbn 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD., SUITE 1001 ~ BARON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4011 

Report on Com pliance and on Internal Control over Financial Reoortin~ 

To the Board of Directors 

Based on an Audit of Financial Statem ents Perfnrm ed in 
Accordance w ith Governm ent A uditine Standards 

Louisiana W orkers' Compensation Corporation 
Baton Rouge, Louisiana 

W e have audited  the consolidated financial statements of Louisian a W orkers" Compensation Corp oration as of and for 
the year ended December 31; 1998, and have issued our report there on dated April 13

, 1999. W e conducted our audit 
in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by th e Com ptroller General of th e United States. 

Com pliance 
As part of obtaining reasonable assurance about whether Louisiana W orkers' Compensation Corporation's financial 
statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, 
regulations, coRtracts and grants, noncompliance with which could have a direct and material effect on the determination 
of financial slalemcnl an~eants. However, providing an opinion on compJiancc whh those provisions was nol an objective 
of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 
nonco mpliance that are required to be reported under Government Auditing Standards. 

Internal Control O ver Financial Reporting 
In planning and perfornling our audit, we considered Louisiana W orkers' Compensation Corporation's intern al contrn l 
over finan cial reporting 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 over financial reporting. Our consideration of 
the intern al co ntrol over finan cial reporting wotdd not necessarily disclose all m atters in the intern al control over financial 
reporting that migj~t be material weaknesses. A material weakness is a condition in which the design or operation of one 
or more of the imem al 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 nornml course of perform ing th eir assigned functions. W e noted no m aters involving th e 
internal control over financial reporling and its operation th at we co nsider to be m aterial weaknesses

. 

This reporl is intended solely for the information and use of the Board of Directors
, m anagem ent an d others within th e 

Corporation and for purposes of filing with insur ance regulatory authorities and the Louisian a Legislative Auditor's Office 
and should not be used for any other purp oses. 

Baton Rouge, Louisiana 
April 13, 1999 

- 15 - 

~ GONZALES ~ NEW  ORLEANS ~ ST. FRANCISVILLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF THE UNITED STATES 



,/I 

,\ 

( 

' 

i 

~ i~ 

f 

' i 

Longshore and Harbor W orkers' 
Com pensation Act, Form  LS-513, Report 
of Paym ents for the Year Ended 
Decem ber 31, 1998 and Independent 
Auditors' Report 



L O 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 

IN D EX TO 
LON G SH ORE AN D H ARBO R W ORKERS' COM PEN SATION A CT 
FO RM  LS-513, REPORT O F PA Y M EN TS 
FO R TItE Y EA R EN D ED  D EC EM BER 31, 1998 

Independent Auditors' Report 

Longshore and ttarbor W orkers' Com pensation A ct Form LS-513 

N ote to Form  LS-513 
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Postlethw aite &  N etterville 
,4 I'rofi++~siona1,4 ccounting Corporation 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLAZA BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

The Board of Directors 
Louisiana W orkers' Compensation Corporation 

W e conducted our audit in accordance with generally accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the Form LS-513 is free of material 
m isstatem ent. An audit includes exam ining, on a test basis, evidence supporting the amounts and disclosures in 
Form  LS-513. An audit also includes assessing the accounting principles used and significant estimates m ade 
by m anagem eut, as well as evaluating the overall presentation. W e believe th at our audit provides a reasonable 
basis for our opin ion. 

In our opinion, the compensation and m edical paym ents included on Form  LS-513 referred to above present 
fairly, in 81!1 m aterial respects

, the compensation and m edical paym ents m ade by Lonisiana W orkers' 
Compensation Corporation for the year ended December 31

, 1998, as defined in th e Act refeJTed to in the first 
paragraph. 

This report is intended solely for the inform ation and use of the Board of Directors and m anagem ent of the 
Corporation, the Louisiana Legislative Auditor's Office

, and th e U. S. Department of Labor, Division of 
lxmgshore and tlarbor W orkers' Compensation, and should not be used for any other propose. 

Baton Rouge, Louisiana 
April 13, 1999 
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L O U ISIA N A W O R K ER S' C O M PEN SA TIO N C O R PO RA TIO N 

I.ON G SttO RE A N D H A RBO R W O RK ERS' COM PEN SA TION A CT 
FO RM  LS-513, REPORT O F PA Y M EN TS 
FO R TH E Y EA R EN D ED D ECEM BER 31, 1998 

CO M PEN SA TION A CT N um ber of C ases C om pensation 
C om pensated Paym ents 

(000) 

Longshore 
D efense 13ase 
N onappropriated Funds 
O uter Continental Shelf 
D istrict of Colum bia 

Total Paym ents 

Total Com pensation and 
M edical Paym ents 

Sce note to Form  LS-513 

1,474 
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$11,519 

M edical 
Paym ents 

(000) 

$9,385 

$11,519 $9,385 

$20,904 



Postlethw aile &  N etterville 
A l'rofi'ssional Accounting Cbrporation 
CERTIFIED PUBLIC ACCO UNTANTS 

8550 UNITED PLA2A BLVD., SUITE 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 

April 13, 19!99 

To tile Board of Directors 
Louisiana W orkers' Compensation Corporation 

W e have audited the financial statements of Louisiana W orkers' Compensation Corporation for the year 
ended D ecember 31, 1998, and have issued our report thereon dated April 13, 1999. Professional 
standards require that w e provide you w ith the following inform ation related to our audit. 

O ur Resoonsibilitv Under G enerally A ccented A nditinl, Standard 

O ur responsJbilJly, as described by professional standards, is to plan and perform our audit to obtain 
reasonable, but not absolute, assurance about whether the financial statem ents are free of m aterial 
m isstatement. Because of the concept of reasonable assurance and because we did not perform a detailed 
exam ination of all transactions, there is a risk that m aterial errors, irregularities, or illegal acts, including 
fraud and defalcations, m ay exist and not be detected by us. 

A s part of our audit, we considered the internal control of Louisiana W orkers' Compensation Corporation. 

Such considerations w ere solely for the purpose of determ ining our audit procedures and not to provide 
any assurance concerning such internal control. 

Significant A ccounting Policies 

M anagem ent has the responsibility for selection and use of appropriate accounting policies. In accordance 
w ith the term s of our engagem ent, w e w ill advise m anagem ent about the appropriateness of accounting 
policies and their application. The significant accounting policies used by Louisiana W orkers' 
Compensation Corporation are described in N ote 2 to the financial statements. W e noted no transactions 
entered into by the Corporation during the year that w ere both significant and unusual

, and of which, under 
professional standards, we are required to inform you, or transactions for which there is a lack of 
authoritative guidance or consensus. 

DONALDSONVILLE * GONZALES ~ NEW ORLEANS ~ ST. FRANCISVILLE 
ASSOCIATED OFFICES IN PRINCIPAL CITIES OF "[HE UNITED STATES 
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The Corporation adopted Financial Accounting Standards N o. ]30 "Reporting Comprehensive Income" 
which requires the presentation of all changes in policyholders' equity during the period from transactions 
and other events and circum stances from non-owner sources combined w ith net incom e. 

Accounting, Estim ate 

Accounting estim ates are an integral part of the financial statem ents prepared by m anagem ent and are based 
on m anagement's knowledge and experience about past and current events and assumptions about future 
events. Certain accounting estim ates are particularly sensitive because of their significance to the financial 
statem ents and because of the possibility that future events affecting them m ay differ significantly from 
those expected. 

W e believe that the liability for losses and loss adjustment expenses and related reinsurance recoverables 
are significan t and particularly sensitive accounting estim ates. M anagem ent's estim ate of the liability for 

losses and loss adjustment expenses and related reinsurance recoverables are based on the loss reports on 
individual cases, the cost of processing and investigating claim s, and estim ates of the cost of claim s 
incurred but not reported. As a part of these estimates, management relies on historical trends and 
assum ptions developed by N CCI for activity in the State of Louisiana, as w ell as the expertise of M illim an 
and Robertsor,, Inc. who also opines on the reasonableness of the estimated liabilities for losses and loss 
adjuslmen~ e,xpenses. W e have performed tests of 1he historical da~a used by managemen~ in these 
estim ates and relied on a review by Tillinghast -- Towers Perrin of the key factors and assumptions 
contained in the M illim an and Robertson, Inc. actuarial report and opinion on the liability for losses and 

loss adjustment expenses to satisfy ourselves as to its reasonableness in relation to the financial statements 
taken as a w hole. 

M anagem ent also m akes significant assumptions in its estim ates of investm ent valuations, to arrive at the 
allow ance for doubtful accounts receivable, depreciation and am ortization, and certain other accrued 

expenses. 

Significant Audit Adjustm ents 

For purposes of this letter, professional standards define a significant audit adjustment as a proposed 
correction of the financial statements that, in our judgment, may or may not have been detected except 
through our auditing procedures. These adjustments may include those proposed by us but not recorded 
by the Corporation that could potentially cause future financial statem ents to be m aterially misstated, even 
though we haw~ concluded that such adjustments are not material to the current financial statements. W e 
proposed no audit adjustments that could, in our judgement, either individually or in the aggregate, have 
a significant eft~ct on the Corporation's financial reporting process. 



Disaereem ents w ith M ana~em en 
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For purposes of this letter, professional standards define a disagreement with management as a matter, 
whether or not resolved to our satisfaction, concenfing a financial accounting, reporting, or auditing matter 
that could be significant to the financial statem ents or the auditor's report. W e are pleased to report that 
no such disagreements arose during the course of our audit. 

C onsultations w ith O ther ludeoendent A ceountan 

To the best of our knowledge, m anagement has not consulted with or obtained opinions from other 

independent accountants during the past year that are subject to the requirements of Statement on Auditing 
Standards No. 50, Reports oll the Application of Accoun#ng Principles. 

ues D iscussed Prior to Retention of lndeoendent A uditors 

W e had no discussions with m anagem ent related to significant accounting and auditing m atters prior to our 
retention as the Corporation's auditors. 

fficullies E ncountered in Perform ine the A ud 

W e encountered no significant difficulties in dealing w ith m anagem ent in performing our audit. 

This inform ation is intended solely for the use of the Board of D irectors and m anagem ent of Louisiana 
W orkers' Com pensation Corp oration and the Louisiana Legislative Auditors Office and should not be used 
for any other purpose. 
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