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appropriate, at the office of the parish clerk of court.
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INDEPENDENT AUDITORS' REPORT

The Board of Directors
Louisiana Workers' Compensation Corporation
Baton Rouge, Louisiana

We have audited the accompanying statutory statements of admitted assets, liabilities, and policyholders'
surplus of Louisiana Workers' Compensation Corporation (the Corporation) as of December 31, 1999 and
1998, and the related statutory statements of operations, changes in policyholders’ surplus and cash flows
for the years then ended. These financial statements are the responsibility of the Corporation's
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial

statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting, principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our 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 conformity with the accounting practices prescribed or permitted by the Insurance Department of the
State of Louisiana, which is a comprehensive basis of accounting other than generally accepted accounting
principles.

In our opinion, because of the effects of the matter discussed in the preceding paragraph, the financial
statements referred to above do not present fairly, in conformity with generally accepted accounting
principles, the financial position of the Corporation as of December 31, 1999 and 1998, or the results of
its operations or its cash flows for the years then ended.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
admitted assets, iabilities, and policyholders’ surplus of the Corporation at December 31, 1999 and 1998,
and the results of 1ts operations, changes in policyholders' surplus and cash flows for the years then ended,
on the basis of accounting described in Note 2a.

Poskbetdats & pJ Herpille

Baton Rouge, Louisiana
April 11, 2000
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Statutory Statcments of Admitted Asscts, Liabilities, and Policyholders' Surplus
December 31, 1999 and 1998

(In thousands)

See notes fo statilory basts financial stalemenls.

_ Pugc 3

ADMITTED ASSETS
1999 1998
Cash and cash cquivalents $ 22,581 $ 9334
Cettificates of depostt 100 8,100
Bonds 461,700 489 522
C.omimon stock 77,638 71,558
Receivable for sccuritices 418 512
Premiums in course of collection 6,031 5,052
Deferred premiums receivable 42 211 29,934
Home office property 11,635 11,437
Flectronic data processing cquipment 211 279
Other admitied assets 5891 5,609
TOTAL ADMUTTELD ASSETS $628,116 $631,397
LIABILITIES AND POLICYHOLDERS' 5U RPIL.US

] aalnhitices:

] .osses and loss adjustiment expense reserves $310,582 $356,840

Unecarned premium reserves 22813 11,513

Contingeut commisstons 716 750

Policyholders' deposits 11,885 15,465

'I'axcs, licenses, and fees 44,484 37,138

Payable for sccurities 257 10,811

Other expenses due and payable 11,567 13,092
TOTALVIABILITIS 402,304 445,609
POLICYHOLDERS SURPLUD 226112 185,788
TOTAL LIABILTTTES AND POLICYHOLDERS' SURPLUS $028.416 $031,397

T OUISIANA WORKERS’ COMPENSATION CORPORATION



Premitums carned
Underwriting expensces:
].osscs incurred
ILoss adjustment expenses
Other underwriting expenses
Total underwriting expensces

Undt'mﬁriling 1come

Net investinent ihcome
Net realized capital gains
O)ther CXPenses - net

Net theome

See notes fo statulory basis frnancial statements.

Statutory Statements of Operations
Years Ended December 31, 1999 and 1998

(In thousands)

1999 1998
$606,472. $98,026
20,893 38,496
18,628 33,331
_ 22,221 20,044
61,742 91,871
4,730 6,155
32,675 34,776
4,353 3,145
(1,451) (3,394)
$40,307 $40,682

Balance, January 1, 1998

Net income

Nonadmitted assct change

Change in unrealized capital gains - net
Balance, December 31, 1998

Net ihcome

Nonadmitted asset change

Changce in unrealized capital gains — net
Balance, December 31, 1999

Sec notes 1o statutory bavis financial statenienis.

Statutory Statements of Changces in Policyholders' Surplus
Years Ended December 31, 1999 and 1998

(In thousands)

Unrealized
Capital Unassigned Total
Ciains - Net Surplus Surplus
$ 5719 130,972 136,691
40,682 400,682
1,226 1,226
7,189 .. 7,189
12,908 172,880 185,788
40,307 40,307
(1,670) (1,670)
_ 1,687 1,687
$14,5925 $211,517 §226,112
Pagc 4

LOUISIANA WORKERS’ COMPENSATION CORPORATION



Statutory Statements of Cash Flows
Years Ended December 31, 1999 and 1998
(In thousands)

1999 1998
Cash flows from opcrating activities:

Net income ¥ 40,307 § 40082

Adjustments to reconcile net income to net

cash provided by (used in) operating activities:

Deprectation 1,084 1,525
Nect gaity on sales of investments (4,353) (3,145)
Nct amortization of bond premium 1,379 1,377
Dccrease (increase) in premiums in course of collection (979 3,249
Decerease (increasc) in receivables over 90 days (2,374) 758
Decrease (increase) in deferred premiums receivable (12,277) 1,956
Decrease (increase) in other admitted assets (130) 193
Decerease in Josses and loss adjustment expense reserves (40,258) (29,183)
Decrease in contingent commissions (34) (772)
Increase (decrease) in unearned premium reserves 11,300 (2,189)
Increase (decrease) in other expenses duc and payable (4,733) _12.366
Net cash provided by (used in) operatin g activilics {1.7,068) __20,817
Cash flows from investing activitics:

Investments:

Purchase of investments (110,777) (256,534)
Proceeds from sales and paydowns 137,182 227,833

Purchase of hotne office property (504) (439)

Proceeds from maturity of certificates of deposit 8,000 14,261

Purchascs of cquipment {0 (529
Net cash provided by (used in) investing activities _33.895 _ {15,408}
Cash flows from financing activitics:

Decrease in policyholders’ deposits (3,580 .(4,720)
Net cash uscd in financing aclivities (3,580) (4,720)
Net increase in cash and cash cquivalernits 13,247 6,683
Beginning cash and cash cquivalents 9,334 2,051
Ending cash and cash cquivalents ¥ 22,581 $ 9334

Sce noles 1o statatory basis finandal statements.
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Notes to Statutory Basis Financial Statements
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1. ORGANIZATION

Loutsiana Workers' Compensation Corpotation (the Cotporatton) ts a private, nonprofit corporation created to
operate as a domestic mutual insurance company by Act 814 of the 1991 Regular Session of the State of
].outstana legislature and subsequent voter approval of a constitutional amendment. 1ouisiana Revised Statues
23:14048 (1) provides that "Should the corporation's assets be insufficient to pay claims as they becosne due, then the full faith
ard credi! of the state of 1 suisiana shall be pledped . . . for the payment of ddaims. Vhis full faith and credit puarantee shall expire
in five years or af such fimee as the United States Deparinient of I.abor approves United States 1 ongshore and 1arbor Worker's
Act coverape by the corporation without such securily, whichever occurs later.” This guarantee has not expired at December
31, 1999. (Sce Note 11.) The Corporation provides workers' compensation insurance coverage to employers
in Touistana and began issuing policies on October 1, 1992.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A, Basis of Presentation

The financial statements of the Corporation have been prepared in conformity with accounting practices
prescribed or permitted by the Insurance Department of the State of Louisiana. Prescribed statutory
accounting practices mclude a vartety of publications of the Natonal Association of Insurance Commissioners
(NAIC), as well as state laws, regulations, and general administrative rules. Permitted statutory accounting
practices encompass all accounting practices not so prescribed. The application of these accounting principles
requires management 1o make estimates and assumplions that affect the reported amounts of admitted assets,
habilitics, revenues, and expenses. Actual results may differ from those estimates,

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

Cash, certificates of deposit, and bonds are classificd based on type of investment for SAT and are classified
based on the liquidity of the investment for GAAD. 1n addition, these investments are stated at amortized cost
for SAD? rather than fair value for GAAD. As a result, the total of SAT cash, certificates of deposit, and bonds
is $15,254,000 higher than and $11,354,000 less than GAAY carrying valucs as of December 31, 1999 and

1998.

Certain assets are designated as nonadmitted (principally furniture, equipment, outstanding premiuin
recetvables over 90 days old, automolbiles, software, and prepatd items) and are excluded from admiticd assets
through a direct charge to surplus. As a result, policyholders' surplus and adinitted assets on a SAD basis ate

$16,721,000 and $15,050.000 1css than on a GAAP basts as of IDecember 31, 1999 and 1998.

Assets and liabilities relating to reinsuranice contracts are stated net under SAP. As a result, adimitted assets and
losses and loss adjustiment expense reserves are $199,288 000 and $130,651,000 less for SAD as of December
31, 1999 and 1998 and carned but unbilled premiums and other expenses due and payable are $4,861,000 and
$7,488.000 less for SATP as of December 31, 1999 and 1998.

Deferred policy acquisition costs are expensed under SAP while they are capitalized and amortized over the
terms of the related premiuums under GAAP. As a result, expenses under SAP are $102,000 preater than and
$111,000 less than under GAAP for the years ended December 31, 1999 and 1998, The corresponding
deferred poliey acquisition costs carried as an asset under GAAT of $670,000 and $568,000 as of December 31,
1999 and 1998 are noi reflected as an asset under SADP.

_ _- jagc(ﬁ _ B
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Notes to Statutory Basis Financial Statements

b. Investiments
Bonds are carried at atmortized cost. Common stock 1s carried at fatr value. If the Securities Valuation Office

of the NAIC determines that the drop 1n value of bonds 1s permanent, then the investiment is carricd at fair
value. "The Corporation had no such investments at December 31, 1999 or 1998, Investment income is
recognized when earned. Estimated fair value was obtained from Valuation of Securities sssued by the Securities
Valuation QOffice of the National Association of Insurance Commissioners or from amortized cost 5f a
sceurity's estimated fair value was not listed.

c. Certificates of 12eposit and Cash and Cash Fquivalents
Certificates of deposits in excess of the federally msured limit of $100,000 are collateralized by the 1ssuing
financial institutions. Al of the certificates owned have maturity dates of less than one yeat.

‘ot purposes of reporting cash flows, cash and cash equivalents include cash on deposit and highly liquid
nvestinents, both readily convertible to known amounts of cash and so near maturity that there is insignificant

risk of changes in value.

I'he data processing equipment owned by the Corporation is carried at cost less accomulated depreciation,
Depreciation 1s computed on a straight-line basis over the estimated uselul life of the equipment (5 years).

c. Home Ofiice Property
'I'he home office property owned by the Corporation is carried at cost less accumulated depreciation.
Depreciation 3s computed on a straight line basis over the estimated uscful life of the building (40 years).

f. Insurancc [ 4abtlities

1.osses and loss adjustiment expenses represent the estimated ultimate net cost of all repotted and unreported
losses incurred. The reserves for unpaid losses and loss adjustment expenses are estimated using individual
casc-basis valuations and statistical analyses. Those estimates are subject 1o the effects of trends 1n loss severity
and frequency. Management also relied on certain ctitical assumptions based on external industry data sources.
Such liabilities are necessarily based on estimates and, while management believes the amount is adequate, the
ultimate liability may be 1n excess of ot less than the amounts provided. The methods for making such

estitnates and for establishing the resulting liability are continually reviewed, and any adjustiments are reflected

i current carnings,

In conjunction with its writing of workers' compensation insurance, the Corporation intenttonally covers
asbestos and/or environmental diseases under the occupational discase section of its policies. In establishing
the liability for unpaid claims and claim adjustment expenses related to asbestos and/or environmental claims,
the Corporation considers facts currently known and the current state of the law and coverage litigation.
Liabilities are recognized for known claims (including any expected cost of related litigation) when sufficient
information has been developed to indicate 1ts existence and a reasonable estimation of the loss can be made.
I'he Corporation uses the same reserving methodology for incurred but not reported reserves {or ashestos
and/or environmental claims as it does with other workets' compensation claims. Uncertainties remain as to
the ultimate liability, if any, relating to asbestos and/or environmental claims due to such factors as the long
latency period between exposure and disease mantfestation and the resulting potential for involvement of
multple policy periods and insurers for mdividual claims,

g. Policyholders” Deposits

]’r)]i{‘ylmldvrs' depostts represent amounts which have been collecied from policybolders as security. "T'he
deposits are collected in advance of the policy year and the amount ol the deposit 1s based on the estimated
annual premium. The deposit 1s applied to any unpatd premiums and any balance remaining ts refunded to the
policyholder upon cancellation or termination of the policy. "The policyholders' deposits are interesi bearing to
the policyholder. Interest expensed on policybolders' deposits was approximately $321,000 and $486,000

Pagc 7
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Notes to Statutory Basis Financial Statements
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during 1999 and 1998 and 1s included in general and administrative expenses. Interest patd on policyholders'
deposits was approximately $536,000 and $775,000 during 1999 and 1998.

—_——— e ————

Jnsurance premiums are gencrally recognized as carned on a pro rata basis over the policy term. The pottion
of collected premiums that will be carned 1n future periods are deferred and reported as uncarned premiums.
The portion of premiums that has been carned and will be billed 1h agrears on a monthly or quarterly basis 1s
recognized as carned and reported as delerred premiums receivable. Premiums in coursce of collection and
deferred premiums receivable are reporied net of applicable accrued reinsurance of $1,588,000 and $3,274,000
at December 31, 1999 and  $2,725,000 and $4,763,000 at 1Jecember 31, 1998.

1. Reinsurance

1n the normal course of business, the Corporation reduces its exposusre for any onc loss by remsuring certain
levels of risk with other insurance enterprises or reinsurers. The Corporation reimains liable to the extent
reinsuring companies are unable to meet their treaty obligations. Amounts recoverable from reinsurers are
cstimated 1n a mauncr consistent with the reinsured policy. The effects of subsequent changes 1n estimated
recoverables are accounted for with a corresponding charge or credit to income.

j. Income Taxes

The Corporation was created by the State of Loufsiana to provide a residual market for state mandated
workers' compensation insurance. During 1997, the United States Congress codificd existing law clarifying the
tax-exempt status of the Corporation and other similar corporations. Internal Revenue Code Section
501(c)2713 (JRC 501(c)271) establishes certain conditions and criteria that must be met and maintaiced on a
continuing basis to qualify for tax-exempt status. Jollowing the codification of existing law into IRC
501(c)278, the Corporation requested that the Internal Revenue Service (IRS) recognize its exempt status
under the terms of the new code section. The IRS granted the request under IRC 501(c)2713, which became
cffective on January 1, 1998 and applies to all years following that date, and mformed the Corporation by a

Ietter dated December 22, 1999,

Because 1RC 501(0)2713 codifies prior law, the Corporation qualtfies for exempt status for taxable years prior
to 1998 and currently awaits a confirmation of that status from the IRS. The Corporation intends to continue

to mcecet the requirements of Section 501(c)2713. Therefore, no provision has been made 1n these financial
statcments for income taxes.

k. Reclasstfications
Certamn amounts reported in the 1998 financial statements have been reclassi{ied 1o conform with the 1999

]“:-rcsvntﬂtinn.

3. INVESTMENTS

At December 31, 1999, the amortized cost and esttmated fatr value of the portfolio as determined by the
Sccurities Valuaton Office of the NAIC are: (1n thousands)

(G ross Gross Fstimated
Amortzed Unrealized Unrealized l<air
Cost . Gans_ losses __Value
Government Bonds - Tssuer Obligations $213.971 $ 0 $5,479 $208.492
Government Bonds — Backed by Toans 50,084 50,084
U. S, Agency Bonds - Backed by Loans 103,349 163,319
Collaterahzed Mottgage Obligations 34,296 - _ 34,296
Total Bonds $461,700 $ ... 0 $5,479 $450,221
Common Stock $63,042 $17.090 $2.494 $77,638
Page 8
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Notes to Statutory Basis Financial Statements
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At December 31, 1998, the amortized cost and estimated fair value of the portfolio ate: (in thousands)

(31r0ss (Gross Fstimated
Amortized Untealized Linrealized Fatr
__C.ost Gatns ___l.osses. _ Value
Government Bonds — Issuer Obligations $229.168 $3,312 ¥ 0 $232.480
Government Bonds — Backed by Loans 51,090 51,090
L1 S. Agency Bonds - Backed by Loans 165,604 165,604
Collateralized Mortgage Obligations 43_606{) L _ 43,000
T'otal Bonds $489.522 $3.312 .. Q $492,.834
Common Stack $58,650 $13,841 $933 $71,558
The scheduled maturity at December 31, 1999, 150 (in thousands)
Amorttzed Fatimated
_ Cost tair Valuc
Due 1n one year or less $ 34,211 $ 33,811
Due after one year through five years 144,228 141,576
Duc after five years through ten years 25,510 23,995
1Jue after ten years 10,016 9,110
1.oan-backed securtties 247129 247,729
T'otal Bonds 3401,700 $450,221

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

Net investment ticome and gross realized gains and losscs for the years ending December 31, 1999 and 1998
are: (in thousands)

——1Jccember 31, 1999 December 31, 1998
Net (iross (1ross Net (ross (Gross
Investment Realized  Realized Jlnuvestiment Realized  Realized
_liicote {7ai1s I.osses _Income _Gains l.osses
Government Lionds — Tssuer Obligations $13.592 $ 23 5 7 $14 405 $1.118 £ Bl
Government Thonds — Backed by 1.oans 3,748 4,468 190
U. S. Agency Bonds — Backed by lLoans 11 147 11,336
Collateralized Mortgage Obligations 2378 18 2,439 3 ]
Common Stock 1,159 §.020 4.301 1,051 5,293 3377
COyther 20622 e 2,942 - e
Total 34,6460 $8,001 $4,308 30,641 $0,001 $3.459
Investment Hxpenses _(1,971) _{1,865)
Teal $32,675 $34.776

4. IMTOME OFFICE PROPERTY

At December 31, 1999 and 1998 home office property consisted of the following: (in thousands)

1999 1998
Cost $13.072 $12.508
Accumulated depreciation (1,437) _{1,131)
Depreciation expense $ 300 $§ 29
Page 9
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5. ELECTRONIC DATA PROCESSING EQUIPMENT

Notes to Statutory Basis Financial Statements

At December 31, 1999 and 1998, admitted electronic data processing equipment consisted of the following:

(1n thousands)

Cost
Accumulated d{:pru{:iﬂtinn
"I'otal

Iepreciation expensc

1999

——_—

$2.459

(2,248)

$.211

1998

$2.439
(2,160)
$.279

$ 201

6. LIABILITY FOR 1LOSSES AND LOSS ADJUSTMENT EXPENSES

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

[Direct balance at January 1,
I.css reinsurance recoverables
Nct balance at January 1,

Nect itncurred related to:
Current year

Prior years

‘I'otal incurrod

Net patd related to:
Current year

Prior years

T'otal paid

1 Mrect balance at December 31,
].ess reinsurance recoverables
Nect balance at December 31,

1999

$487.491
130,651

$350,840

§ 49522

(10,001)

§ 39,521

% 17,266
68,513
¥ 85,779

$509.870

199 288
$310,582

1998
$440,691

54,668
$386,023

73,423
(1,596)
$ 71,827

$ 22.130
78.880
$101,010

$487.491
130,651
$356,840

As a result of changes in estimates of incurred events in prior years, the proviston for losses and loss
adjustiment expenses (net of retnsurance recoveries) decreased by $10,001,000 and 1,596,000 10 1999 and 1998

bhecausce of I(;rwcr—tlmn—anticipatcd losses on the :;]Cvclnlmmnt of the claims.

7. REINSURANCE ACTIVITY

The Corporation limits 1ts loss exposure on large risks by ceding certamn levels of risks with other insurers or
reinsurers through general retnsurance treatics. Amounts periaining to reinsurance premums which were
deducted from premiums earnced were approximately $75,839,000 and $70,211,000 for the years ending

December 31, 1999 and 1998.

listimated anyounts ])urlﬂining to remmsurance that were deducted from losses mmcurred and loss adjustment
cxpenses were approximately $92,.203,000 and $85,293,000 for the years ended December 31, 1999 and 1998,
The amount of ceded commissions deducted {romm other undunvl'iting CXPCNses during 1999 and 1998 were

approximately $21,098,000 and $18,454,000.

The Corporation evaluates the financial condition of iis reinsurers and monitors concentration of credit risk
arising from cconomic characteristics of 1ts reinsurers to minimize its exposure (o significant losses (rom
reinsurance insolvencies, Included in insurance recoverables netted with Joss and loss adjusiment expense

I’a&c 10
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reserves are receivables from two retnsurance companies of approximatcly $55 million and $73 million. At
December 31, 1999, the Corporation held collateral under reinsurance agreements in the form of letters of

credit totaling $3,880,000.
8. COMMITMENTS

At December 31, 1999, the Corporation was committed under the terms of non-cancelable equipment leasces as

follows (in thousands):

Year

2000 608
2001 2060
2002 62
2003 3
2004 and later 0

The Corporation expended approximately $1,438,000 and $1,487,000 during the yeats ending ecember 31,
1999 and 1998 for lease payments.

9. RETIREMEN'T PLANS

T he ('Im'puratiun SPONSOTS a defitied contribution pt*nsiun plan L‘.m-'m'iug suhstﬂntiﬂ“y all of 1ts cinployees.
Contributions to the ]wnsi(}n p]an are at the Board of Directors' discretion. Contributions and costs tncurted

were 5% for cach of the years ending December 31, 1999 and 1998 of each covered cmployee’s salary and
totaled approximately $585.000 and $549,000 {for 1999 and 1998.

The Corporation also sponsored a savings plan under Section 457 of the Internal Revenue Code covering all
clipible employees. Participating employees could contribute up to 15% of their eligible salary with the
Corporation matching up to 5% of their eligible salary. Iiffective December 31, 1997, the Corporation froze
all contributions to this savings plan and transferred the assets to a trust account. Participating employecs
must meet cortain eligibility requirements, primatily termination of employment or rcachmg retirement age,

before withdeawing contributions.

Fffective Januvary 1, 1998, the Corporation began sponsoring a savings plan under Section 401k of the Internal
Revenue Code covering all eligible employces. Participating employees may contribute up to 15% of thar
cligible salary with the Corporation matching up to 5% of their cligible salary. Contributions expensce of the
Corporation was approximaltely $369,000 and $373,000 during 1999 and 1998.

10. RELATED PARTY TRANSACTIONS

Inn the normal course of business, the Corpotation conducts transactions with a board member. "This hoard
member is affiliated with an insurance agency which receives commissions for policies placed with the
Corporation. T'he commissions paid are based on the standard rates used for all apents and were not
significant to the Corporation in 1999 or 1998.

In addition, the Corporation leased space in its office building to a company ownied by a board member during,
1998. ‘The rent paid by this company was comparable to rent patd by other tenants i the office bullding and
was not sighificant to the Corporation.

_ I Page 11
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11. SUBSEQUENT EVENT

On Aprit 10, 2000, the United States Department of Tabor (USIDOL) informed the Corporation that it has
tentatively approved United States Longshore and 11arbor Worket's Act coverage by the Corporation without
the full faith and credit of the state of Louisiana. The tentative effective date is May 1, 2000. Upon final
approval by the USIDOL, the full faith and credit of the state of Louisiana immediately ceases for all claims
artsing after that date and the Corporation begitis participation in, contributions to, and receives protection
undcr the smsurance guaranty association fund cteated and operating under 1.RS§ 22:1375 ct SCq. ON a
prospective basis. 1n addition, the Corporation must pledge securtties to the Loussiana Department of
Insurance (150]) to hold the state harmless from all claits atising from any legal obligation of the Corporation
to which the full faith and credit guarantee of the state is pledged. I'he Corporation estimates the amount of
sccurities thzt would have been required to be pledged to the DOT at December 31, 1999 to be approximately
$61 million. Upon final approval, the USDOL will require the Corporation to issue a letter of credit estimated

to be approximately $400,000.

Upon extirguishment of the full faith and credit of the state of Louisiana, the Corporation must comply with
sutplus and reserve requirements for a domestic mutual insurer. In addition, the specific legislative limitations
on the Corporation's investments i 1.RS§ 23:1405A will be retmoved and the Corporation's investments st
comply with the provisions of the Louisiana Insurance Code applicable to domestic insurers as provided 1n

1.RS§ 22:841 et scq.

Pagc 12
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Postlethwaite & Netierville

A Professional Accounting Corporotion

8550 United Pluza Bivd., Svite 1001 - Bolon Rouwge, Louisiona 70809
Telephone {225) 922-4600 - FAX {225} 922-461)

WWW.PNRCpo.com

INDEPENDENT AUDITORS' ANNUAL LETTER OF QUALIFICATION

Board of Directors
Louisiana Workers' Compensation Corporation
Baton Rouge, Louisiana

We have audited, in accordance with generally accepted auditing standards, the statutory financial statements
of Louisiana Workers' Compensation Corporation (the Corporation) as of December 31, 1999 and for the
year then ended and have issued our report thereon dated April 11, 2000. In connection therewith, we advise
yvou as follows:

a. We are independent certified public accountarits with respect to the Corporation and confomi (o the
standards of the 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 the Louisiana Board of Public Accountancy.

b. The engagement director and manager, who are certified public accountants, have fifteen years and
nine years, respectively, of experience in public accounting, and are experienced in auditing
Insurance companies. Members of the engagement team, most of whomn have experience in auditing
insurance enterprises and 67% of whom are certified public accountants, were assigned to perform
tasks commensurate with their training and experience.

C. We understand that the Corporation intends to file its audited statutory financial statements and our
report thereon with the Insurance Department of the State of Louisiana and other state insurance
departments in states in which the Corporation is licensed and that the insurance commissioners of
those states will be relying on that information in monitoring and regulating the statutory financial

cendition of the Corporation.,

While 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 responsibilitics
of insurance regulators. In this context, the Corporation and insurance commissioners should
understand that the objective of an audit of statutory financial statements in accordance with
generally accepted auditing standards is to form an opinion and issue a report on whether the
statutory financial statements present fairly, in all material respects, the admitted assets, liabilities,
and capital and surplus, results of operations and cash flow in conformity with accounting practices
prescribed or permitted by the Insurance Department of the State of Louisiana. Consequently,
under generally accepted auditing standards, we have the responsibility within the inherent
lirnitations of the auditing process, to design our audit to obtain reasonable assurance that errors and
irregularities that have a material effect on the statutory financial statements will be detected and
to exercise due care in the conduct of the audit. The concept of selective testing of the data being

audited, which involves
Hd""
JH o
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judgment both as to the number of transactions to be audited and the areas to be tested, has been
generally accepted as a valid and sufficient basis for an auditor to express an opinion on the financial
statements. Audit procedures that are effective for detecting errors, if they exist, may be inefiective
for detecting irregularitics. Because of the characteristics of irregularities, particularly those
involving forgery and collusion, a properly designed and executed audit may not detect a material
irregularity. In addition, an audit does not address the possibility that material errors or irregulartties
may occur in the future. Also, our use of professional judgment and the assessment of materiality
for the purpose of our audit means that matters may exist that would have been assessed differently

by insurance commissioners.

It is the responsibility of the management of the Corporation to adopt sound accounting policics, to
maintain an adequate and effective system of accounts, and to establish and maintain internal
control that will, among other things, provide reasonable, but not absolute, assurance that assets are
safeguarded against loss from unauthorized use or disposition and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of
financial statements in conformity with accounting practices prescribed or permitied by the
I.ouisiana Insurance Department.

The Insurance Commissioner should exercise due diligence to obtain whatever other information
that may be necessary for the purpose of monitoring and regulating the statutory financial position
of insurers and should not rely solely upon the independent auditor's report.

d. We will retain the work papers prepared in the conduct of our audit until the Insurance Department
of"the State of Louisiana has filed a Report of Examination covering 1999, but not longer than seven
years. After notification to the Corporation, we will make the work papers available for review by
the Insurance Department of the State of Louisiana at the offices of the insurer, at our offices, at the

Insurance Department or at any other reasonable place designated by the Insurance Commissioner.
Furthermore, in the conduct of the aforementioned periodic review by the Insurance Department of

the State of Louisiana, photocopies of pertinent audit work papers may be made (under the control
of’ the accountant) and such copies may be retained by the Insurance Department of the State of

Louisiana.

c. This 1s the fifth year the engagement director has served in that capacity with respect to the
Corporation. The engagement 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.

f. To the best of our knowledge and belief, we are in compliance with the requirements of section 7
of the NAIC's Model Rule (Regulation) Requiring Annual Audited Financial Reports regarding
qualifications of independent certified public accountants.

This letter is furnished solely to enable you to comply with the Insurance Department of the State of
Louisiana and should not be used for any other purpose.

Prottitlnite ¢ ntnoille

Baton Rouge, L.ouisiana
Aprnil 11, 2000




Postlethwaiic & Netterville

A Professional Accounting Corporation

8550 United Plaza Blvd., Suite 1001 - Baton Rouge, Lovisiana 70809
Telephone [225) 922-4600 * FAX [225) 922-4611
WWW._pncpo.com

REPORT ON INTERNAL CONTROL

The Board of Directors
Louisiana Workers' Compensation Corporation

Baton Rouge, Louisiana

In planning and performing our audit of the financial statements of Louisiana Workers' Compensation
Corporation (the Corporation) for the year ended December 31, 1999, we considered its tnternal control in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control. Qur consideration of internal control would
not necessarily disclose all matters in internal control that might be material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material weakness is a condition
in which the design or operation of one or more of internal control elements does not reduce to a relatively
low level the risk that errors or irregularities in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving internal contro! and
its operatton that we consider to be material weaknesses as defined above.

This report is intended solely for the information and use of the Board of Directors, management, and others
within the Corporation and for purposes of filing with insurance regulatory authorities and the Iouisiana
Legislative Auditor's Office and should not be used for any other purposes.

Foutdotlote & Nttt

Baton Rouge, Louisiana
April 11, 2000

550,
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LOUISIANA WORKERS’ COMPENSATION CORPORATION

INDILX TO
[.LONGSHORE AND HARBOR WORKERS’ COMPENSATION ACT

FORM 1S-513, REPORT OF PAYMENTS
FOR THE YEAR ENDED DECEMBER 31, 1999

Independent AUAIOTS  RCPOTT. ... et eer s e e rr e e e s s s e enn e eraeesnneesnnesannsnns 2
I.ongshore and Harbor Workers” Compensation Act Form LS-513 ., 3
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Postlcihwaile & Netterville

A Professional Accounting Corporotion

8550 United Plazo Blvd., Suite 1001 - Baton Rouge, Lovisiana 70809
Telephone {225) 922-4600 « FAX {225) 922-4611

Wiy, DNCPO. com

INDEPENDENT AUDITORS' REPORT

The Board of Directors
Louisiana Workers' Compensation Corporation
Baton Rouge, Louisiana

We have audited the compensation and medical payments (as defined in the Longshore and Harbor Workers’
Compensation Act, and Extensions, "the Act") included on the accompanying Form LS-513, Report of
Payments of Louisiana Workers' Compensation Corporation for the year ended December 31, 1999. This
form is the responsibility of the Company's management. Our responsibility is to express an opinion on the
accompanying Form LS-513 based on our audit,

We 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 accompanying Form
1.S-513 is free of material misstatement. An audit includes examining, 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 made by management, as well as evaluating the overall presentation. We

believe that our audit provides a reasonable basis for our opinion.

In our opinion, the compensation and medical payments included on Form LS-513 referred to above present

fairly, in all material respects, the compensation and medical payments made by Louisiana Workers'
Compensation Corporation for the year ended December 31, 1999, as defined in the Act referred to 1n the

first paragraph.

This report is intended solely for the information and use of the Board of Directors and management of the
Corporation, the Louisiana Legislative Auditor’s Office, and the U. S. Depariment of Labor, Division of
Longshore and Harbor Workers' Compensation, and should not be used for any other purpose.

Foaslldotd uite & N tireille

Baton Rouge, L.ouisiana
April 11, 2000

Baton Rouge * Donaldsonville + Gonzales + New Orleans - 51, Francisville
Associated Offices in Principal Cities of the United Stafes



LLOUISTANA WORKERS’ COMPENSATION CORPORATION

[.LONGSHORE AND HARBOR WORKERSCOMPENSATION ACT
IFORM LS-513, REPORT OF PAYMENTS
FOR THE YEAR ENDED DECEMBER 31, 1999

COMPENSATION ACT Number of Cases  Compensation Medical
Compensated Payments Payments
(000) (000)
l.ongshorc 1,117 $10,153 $8,953

Dcicnse Base - - _
Nonappropnated Funds - - -
Outer Continental Shell - . _
District of Columbia -~ -

Total Payments $10,153 $8,953

Total Compensation  and
Mecdical Payments $19,106

Sce note 1o Form 1.5-513

Page 3
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LOUISIANA WORKERS’ COMPENSATION CORPORATION

FORM L.S-513, REPORT OIF PAYMENTS
NOTE TO FORM 1.5-513

- T mr T

I. BASIS OF REPRESENTATION

The form has been prepared in conformity with the Longshore and Harbor Workers’
Compensation Act and Related Statutes (the Act).

The number of cases compensated 1s the number of incidents of injury or death for which
compensation and medical payments were made during the year for claims paid during
the year ended December 31, 1999,

Compensation Payments arc the money allowances paid to an employee or his dependents
for disability or dcath as provided for in the Act. Compensation payments includce
payments of indemnity in the same manner and at the same intervals as wages, funcral
benefits, and in the case of permanent injury, any additional payments as set forth in the
Act.

Mcdical Payments arc the moncey allowances paid for such medical, surgical and other
attendance or treatment, nursing and hospital services, laboratory, X-ray, and other
technical scrvices which the nature of the injury and the process of recovery may require.
Mcdical payments also include necessary dental care and treatment, medicine, crutches or
other apparatus and prosthetic devices, and any other medical service or supply, including
the reasonablc and necessary cost of travel incident thercto.

The amounts do not include accruals for habilities incurred but unpaid at the end of the
ycar.

Yage 4
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LLOUISIANA WORKERS' COMPENSATION CORPORATION

Index to Consolidated Financial Statements
Ycars Ended December 31, 1999 and 1998
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llclhwaitc & Netterville

A Professional Accounting Corporation

8550 United Plaza Blvd., Suite 1001 - Boton Rouge, lovisiana 70809
Telephone {225) 922-4500 - FAX (225) 922-4611

W‘pncpu.cnm

INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Louisiana Workers' Compensation Corporation

Baton Rouge, Louisiana

We have audited the accompanying consohdated balance sheets of Louisiana Workers' Compensation
Corporation and Subsidiary (the Corporation) as of December 31, 1999 and 1998, and the related
consolidated statements of income and comprehensive income, changes in policyholders’ equity, and cash
flows for the years then ended. These consolidated financial statements are the responsibility of the
Corporation’'s management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards and Government
Auditing Standards, 1ssued by the Comptroller General of the United States. Those standards require that
we plan and perform the audits to obtain reasonable assurance about whether the consclidated financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures 1n the consohdated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable

basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Louisiana Workers' Compensation Corporation and Subsidiary as of
December 31, 1999 and 1998, and the results of their operations and their cash flows for the years then

ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued a report dated April 11, 2000 on
our consideration of the Corporation’s internal control over financial reporting and our tests of their
compliance with certain provisions of laws and regulations.

Pt lotlnats ¢ Netloild

Baton Rouge, Louisiana
April 11, 2000

Baton Rouge * Donaldsonville - Gonzales * New Orleans - St. Froncisville
Associated Offices in Principal Cities of the United Stales



Cash and cash cquivalents

1LOUISIANA WORKFEFRS’ COMPENSATION CORPORATION

Consolidated Balance Sheets

A — — ————

(in thousands)

ASSETS

Investment securities avatlable for sale - Note 3

Premiums receivable (net of allowance of $12,300,600 in 1999
and $9,300,000 in 1998)
Recoverable from reinsurers

Fixed assets less accumulated depreciation - Note 5
Deferred policy acquisition costs - Note 4

Other asscets

TOTAL ASSETS

LIABILITIES AND POLICYHOLDERS’ EQUITY

L.iabilitics

Losses and loss adjustment expenses - Note 6
Uncarncd premium reserve

Contingent CoOmmissions
Policyholders’ deposits
Premium taxes and other liabilities

TOTAL LIABILITIES

Policyholders’ equity
Retamed Earnings
Accumulated net unrcalized gains (losses)

TOTAL POLICYHOLDERS EQUITY

TOTAL LIABILITIES AND POLICYHOLDERS EQUITY

See notes to consolidated financial statements.

Page 3

December 31,

1999

1998

$ 23,358
524,084

56,181
200,510
13,252
670
6,122

$ 18,017
572,435

45,4360
131,308
13,938
568
6,183

$ 824,177

$ 787,945

$ 509,870
22,813
716
11,885
61,983

607,267

$ 487,491
11,513
750
15,465
09,055

584,274

217,568

(658)

179,409
24,202

216,910

203,671

$ 824,177

$ 787,945




LLOUISIANA WORKERS’ COMPENSATION CORPORATION
Consolidated Statements of Income and Comprchensive Income
Years Ended December 31, 1999 and 1998
(in thousands)

1999 1998
Net premiums earncd $ 066,472 $ 98,026
Net investiment income 32,117 34,082
Nct gain on sale of investments 4,353 3,145
Other income 1,130 1,473
Total revenues 104,072 136,726
Undcrwriting expenscs:
LLosses and loss adjustment expenses 38,759 71,125
Underwnting expenses 22,410 21,399
Other expenscs 4738 ) 2.408
Total underwriting expenses ___ 065913 94,932
Net income $ 38,159 $ 41,794
Other comprchensive income:
Unrecalized gains on securities:
Unrealized holding gains arising during period (20,567) 14,772
Less: reclassification adjustment for gains included in net income (4,353) (3,145)
Total other comprehensive income (24,920) 11.627
Comprehensive income $ 13,239 $ 53,421

See notes to consolidated financial statements.

—— o —— - —_ — —

Consolidated Statements of Changes in Policyholders’ Equity
Years Ended December 31, 1999 and 1998
(in thousands)

Accuimulated To1al

Nect Unrealized Retained Policyholders'

Gratns (1Losses) Farnings Fquity
Balance, January 1, 1998 b12 G35 $137 0615 $150,250
Comprchensive income 11,627 41,794 53,421
Balance, December 31, 1998 24,262 179,409 203,671
Comprehensive incomne __(24,920y 38,159 13 239
Balance, December 31, 1999 ($658) $217.508 $216,910

See notes to consolidated financial statements

]’ﬂgr:‘. 4



1LOUISIANA WORKERS’ COMPENSATION CORPORATION

Consolidated Statements of Cash Flows
Y cars Ended December 31, 1999 and 1998

Cash flows from operating activities:
Nct income
Adjustments to reconcile net income to net
cash provided by (used in) operating activities:
Depreciation
Gain on sales of investments
Net amortization of bond premium
Premiums reccivable written off
Increase in premiums receivable
Increase (decrcase) in allowance for doubtful accounts
Increase in recoverable from remsurers
Decrease (increase) in deferred policy acquisiion costs
Decrease in other asscls
Increase in liability for Josses and loss adjustment expensces
Increase (decrease) in uncarned premium reserve
Deccerease in contingent comimissions
Increase (decreasc) in premium taxes and other habilities
Net cash provided by (used in) operating activities

Cash flows from investing activities:
Purchases of imvestments
Procceds from paydowns and sales of investments
Purchascs of fixed assets - net
Net cash provided by {used in) investing activitics
Cash flows from financing activities:
Decrease in policyholders’ deposits
Net cash used in financing activitics
Net increasc (decrease) in cash and cash equivalents

Beginning cash and cash equivalents

Ending cash and cash equivalents

Sce notes to consolidated financial statements.
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1999

$ 38,159

1,089
(4,353)
1.379
1,655
(15,400)
3,000
(69,142)
(102)
61
22,379
11,300
(34)
(7,072)

1998

(17,081)

$ 41,794

1,530
(3,145)
1,377
3,607
(3,241)
(1,200)
(76,598)

b1
597
46,800
(2,189
(772)
18,117

(110,777)
137,182
(403)

20,002

20,788

(256,534)
227,835
(998)

(29,697)

(3,580)

(4,720)

(3,580)

5,341

18,017

$ 23,358

(4,726)

(7,635)

25,652

$ 18,017
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LLOUISIANA WORKERS' COMPENSATION CORPORATION

Notes to Consolidated Financial Statements

Ycars Ended December 31, 1999 and 1998

————

1. ORGANIZATION

Loutstana Workers' Compensation Corporation (the Corporation) 1s a private, nonprofit corporation created to opcrale as a
domestic mutual insurance company by Act 814 of the 1991 Regular Session of the State of Louisiana legislature and
subscquent voter approval of a constitutional amendment. Lowstana Revised Statues (1.LRS) 23:1404B (1) provides that
"Shonld the corporation's assels be insufficient fo pay claims as they become duce, then the full fuith and credit of the state of 1 onisiana shalf be
pledged . . . for the payment of claims. This full faith and eredit puarantee shall expire in Jeve years or al such tinie as the United States 1 Yepartient
of 1 abor approves United States I ongshore and Harbor Worker's Act coverage by the corporation without such security, whichever occurs fater.””
At December 31, 1999, this guarantee has not expired. (See Note 11.) “The Cotporation provides workets' compensation
insurance coverage to employers in Louisiana and began issuing policies on October 1, 1992,

On September 6, 1996, the Corporation formed a nonprofit non-stock subsidiary, LWCC Muli-State Facility Agency, Inc.
(the Agency) wuthout capnal snfusson. “This subsidiary functions as an msurance agency which facilitates the solicitation and
negotiation of insurance policies with Louisiana employers with exposures outside of Louisiana as authorized by

LRS § 23:1393A(2). Insurance policics with non-Louisiana exposures are placed with a national insurance company which
pays the Agency a comnussion. The purpose of the Agency is not to make a profit, but to provide a single location for the
processing of applications, payments, and claims for the msureds with both Louisiana and non-1.ouisiana exposures and to
assist the Corporation 1n retaining existing policies and producing new Louisiana business. The Agency expects to pass the
commissions it reccives from the parinered insurance company in excess of its expensces to the independent apents productng
the business. Intercompany balances have been climinated in preparation of these consolidated financial statements.

The Corporation 1s not an agency or division of the State of Loutsiana nor has it ever received any state or federal funding.
‘These financial statements are discretely presented in the State of Jouisiana Comprehensive Annual Financial Report under
the guidance of Governmental Accounting Standards Number 14 The Yinancial Reporting Iintity because the State of Touisiana
provides its full farth and credit to the Corporation.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Basis of Presentation
These financial statements are presented in conformity with generally accepted accounting principles. The application of
these accounting principles requires management to make estimates and assumptions that affect the reported amounts of

asscis, habilities, revenues, and expenses. Actual resulis may differ from those estimaitces.

b. Certificates of epostts and Cash and Cash FEquivalents
Certificates of deposits in excess of the federally insured limit of $100,000 are collateralized by the issuing financial
institutions. Certificates of deposits and cash equivalents owned have matunty dates of less than ninety days and have fair

vahues approximating carrying amounts.

For purposes of reporting cash flows, cash and cash equivakents include cash on deposit and highly liquid invesiments, both
readily convertible to known amounts of cash and so near maturity that there is insignificant risk of changes in value.

C. J.m?cstmr:nt_g

The Corporation classifies its investments as trading, available for sale, or held to maturity based upon its intent and abihity to
hold the investment. “This classification s made at the acquisition of the sccurity and is reassessed at cach year end. Realized
gatus and losses on sales of mvestments are recognized in net income using the specific identification basis. Unrealized pains
and Josses on trading securitics are reflected in carnings and the related assct is stated at estimated fair value. Unrealized gains
and losses on available for sale secunities are reflected as an adjustment of policyholders' equity and other comprchensive
income and the related asset is stated at estimated fair value. Investments classified as held to maturity are stated at amortized
cost. The estimated fair values of the securtties are based on guoted matket prices or dealer quotcs.

d. Jixed Asscts and Depreciation
The fixed asscts owned by the Corporation are carried at cost less accumulated depreciation. Depreciation is computed on a
straight-line basis over the estimated useful life of the equipment, generally 5 years. The depreciation on the building is

computed on a straight line basis over the estimated usceful life of 40 years,

Page 6



LLOUISIANA WORKERS' COMPENSATION CORPORATION

Notes to Consolidated Financial Statements

Ycars Ended December 31, 1999 and 1998

- — -

¢. losses and J.oss Adjustment lixpenses

—— _—— — —_——— - - Jr—- .

Josses and Joss adjustment expenses represent the estimated uittmate net cost of ail reported and unreporsted losses incuned.
The reserves for unpaid losses and loss adjustment expenses are estimated using individual case-basts valuations and statistical
analyscs. Those estimates are subject to the cffects of trends in loss severity and frequency. Management also relied on
certain critical assumptions based on external industry data sources. Such habihties are necessarily based on estimates and,
while management believes the amount 1s adequate, the ultimate liability may be in excess of or less than the amounts
provided. The methods for making such estimates and for establishing the resulting liability are continually reviewed, and any
adjustments are reflected 1n current carnings,

In conjunction with its writing of workers' compensation mnsurance, the Corporation intentionally covers ashestos and/or
cnvironmental discases under the occupational disease section of 1ts policies. In establishing the hability for unpaid claims and
claim adjustment expenses related to asbestos and/or environmental claims, the Corporation considers facts currently known
and the current state of the law and coverage litigation. Liabilities are recognized for known claims (including any expected
cost of related htigation) when sufficient information has been developed to 1ndicate its extstence and a reasonable estimation
of the loss can be made. The Corporation uses the same resetving methodology for incurred but not reposted reserves for
ashestos and/or environmental claims as it does with other workers' compensation claims. Uncertainties remain as to the
ultimate liability, if any, relating to ashestos and/or environmental claimis duc to such factors as the long latency period
between exposure and discase manifestation and the resulting potential for involvement of multiple policy periods and

msurers for individual claims.

{. Decferred Pohicy Acquisition Costs
Costs of acquiring new and renewal buosiness are c;-.lpim!iifcd and charged to expense 1n proportion 1o premiums carned.

g. Policyholders’ Deposits

Policyholders' deposits represent amounts which have been collected from policyholders as payment security. The deposits
arc collected 1n advance of the policy year and the amount of the deposit 1s based on the estimated annual premium, Upon
cancellation or termination of the policy, the deposit is applied to any unpaid premiums with any balance remaining refunded
to the policyholdes. “The policyholders' deposits are intetest bearing to the policyholder. Interest expense incurred on
policyholders' deposits durtng 1999 and 1998 was approximately $321,000 and §486,000 and 1s included in general and admin-
istrative expenses. Interest paid during 1999 and 1998 on policyholders’ deposits was approximately $536,000 and $775,000.

h. Premiums Farned

Insurance preoiums are generally recognized as carned on a pro rata basis over the policy term. "The pertjon of collected
premiums that will be earned i futute pertods are deferred and reported as uncaraed premtums. The portion of preaiums
that has been earned and will be billed in arrears is recognized as carned and reported as premiums recetvable. Premiums
receivable are penedically reviewed for collectibility and an estimated allowance 1s established.

5. Reinsurance

In the normal course of business, the Corporation reduces 11s exposure for any one loss by remnsuring certain levels of risk
with other msurance enterprises or reinsurers. The Corporation remains liable to the extent reinsuring companics are unable
to meet their treaty obligations. Amounts recoverable from reinsurers are estimated in a manner consistent with the remsured
policy. ‘The effects of subsequent changes 1n estimated recoverables are accounted for with a corresponding charge or credit

tO INCOMme.
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LLOUISIANA WORKERS' COMPENSATION CORPORATION
Notes to Consolidated Financial Statements
Years Ended December 31, 1999 and 1998

r—— . —

J. Income Jaxes

'T'he Corporation was created by the State of Loutsiana to provide a residual market for state mandated workers' compensation
insurance. During 1997, the United States Congress codified existing law clarifying the tax-exempt status of the Corporation
and other similar corporations. Intemal Revenue Code Section 501(c)27B (IRC 501(c)2713) establishes certain conditions and
criteria that must be met and maintained on a continuing basts to qualify for tax-exempt status. Following the codification of
existing law into IRC 501(c)2713, the Corporation requested that the Internal Revenue Service (IRS) recognize its exempt
status under the terms of the new code section. The IRS granted the request under IRC 501(c)278, which became cffective
on January 1, 1998 and applics to all years {ollowing that date, and informed the Corporation by a letier dated 13ecember 22,
1999,

Because IRC 501()278 codifics prior law, the Corporation qualifies for exempt status for 1axable ycars prior to 1998 and
currently awaits a confirmation of that status from the 1RS. The Corporation 1atends to continue to meet the requirements of
Section 501(0)2713. Therefore, no provision has been made in these financial statements for income taxcs.

k. Adverusing Costs
Advertising costs are expensed as incurred.

The Corporation is regulated by the Insurance Depariment of the State of Louisiana using accounting practices prescribed of
permitied by that insurance department. ‘The Corporation had net income wnder these accounting, practices of approxitmately
£40,207,000 and $40,682,000 for the years ending December 31, 1999 and 1998, At IDecember 31, 1999 and 1998, the
Corporation's policyholders' equity under these accounting practices was approximately $226,112,000 and $185,788,000. Of
these amounts, $3,000,000 was required to satisfy ninimum capital requirements in cach year.

‘The National Association of Insurance Commissioners Risk-Bascd Capital analysis is a regulatory attempt to measurce the
amount of statutory capital and surplus an insurer needs, giving consideration to the various risks associated with its
operations, Risks inherent i the msurance industry arc taken into account i determining this amount, which is referred to as
the Risk-Based Capital (RBC) requirement. “The RBC requirement 1s compared with the insurer's adjusted statutory capital
and surplus as reflected in its statatory basis Annual Statement. Regulatory action may be taken when an insurer's adjusted
statutory capital and surplus falls below its RBC requirement. At December 31, 1999, the Corporation had a total RBC

requircment of approximately $25 million as comparcd with an adjusted statutosy capital and surplus of approximately
$226 nulhon.

3. INVESTMENTS

At December 31, 1999 and 1998, all investments were classified as available for sale and were segistered in the Corporation's
name. At December 31, 1999 and 1998, the amortized cost and esttmated fair value of the portfolio are: (in thousands)

_December 31,1999 . _ December 31,1998
{(3ross Gross  lstimailed (ross Gross  listimated
Amortized Unrealized Unrealized  Pair Amortized Untealized Unrealized  Fair
Cost Gains Losses  Value Cost Gains losses  Value
Government Bonds - Issucr Obhigations  $213,971 $ $ 8,565 $205406 $229168 § 3,508 § 168 $232508
Government Bonds - Backed by Loans 50,083 570 1,371 49,282 51,090 2,465 53 555
U. S. Agency Bonds - Backed by Loans 163,349 472 4,975 158846 165,604 5,477 144 170,937
Collateralized Morigage Obhgations 34,290 1,384 32912 43,660 277 61 43,870
Common Stocks 63,042 _ 17,090 _2494 77.038 H8.650 13841 _ 933 _ 71,559

$524,741 $18,132  $18,789 $524,084 $548,172  $25,568 §$1,306 $572,435
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LOUISIANA WORKERS' COMPENSATION CORPORATION

Notes to Consolidated Financial Statements
Years Ended December 31, 1999 and 1998

The expected matarity at December 31, 1999, 1s: (1n thousands)

Amortized

__Cost __
12ue 1m one year or kess 34,211
12uc after onc year through five years 144,228
Duc after five years through ten years 25516
Duc after ten years 10,016
Mortgape-backed sccurnities 247,728
Common Stocks _ 63,042
Total $524,741

Fstimated
Fair_Value
$ 32,926
139 870
23574
9.037
241,039
17,638
$524,084

Actual cash flows may differ from projected cash flows as a result of the borrower's ability to prepay wathout call or
prepayment penalties. At December 31, 1999 all cash and cash equivalents were insured or collateralized with securities held

by the Corporation or its agent in the Corporation’s name.

Net snvestment income and gross realized gatns and losses {for the years ending December 31, 1999 and 1998 are: (in

thousands)
__December 31, 1999
Net (ross (Gross

Investment Realized Reahzed

Jdncome . Gams  Losses
Government Bonds - Issuer Obligations $13,569 $ 23 $ 7
Government Bonds — Backed by 1.oans 3,748
). S, Agency Bonds — Backed by ILoans 11,147
Collateralized Morigage Obligations 2.378 18
Common Stock 1,159 8,620 4.301
Other .. 838 o L
1'otal 32.839 $8,061 $4,308
Investment Hxpenses __ (122}
Total $32.117

4. DEFERRED POLICY ACQUISITION COSTS

__December 31, 1998

Net (3ross (3ross
Investment Realized Realized
Income (3ains d.osses
$13.954 1,118 81
4,468 190
11,330
2,439 3 1
1,051 5,293 3,377
1406 L .
34,654 $6,604 $3,459
_{572)
$34,082

The following reflects the poliey acquisition costs deferted for amortization against future mcome and the related amortization

charged to mcome: (in thousands)

1999 1998
Balance, begimning of year P 568 F 679
Acquisttion costs deferred 1,325 1,531
Amortization chasged to mncome {1,223) (1,642)
Balance, end of year ¥ 670 $ 508
5. FIXED ASSETS
At December 31, 1999 and 1998, {ixed asscts consisted of: In thousands)

1999 1998
land $ 0605 £ 0605
Building 12,642 12,138
1Jata processing, assets 8,459 8,248
Automobhiles 106 1,192
Furnuare, fixtures, and cquipment 2443 2,405
Subitotal 24,255 24, 588
) .ess accomulated depreciation _(11,003) (10,650)
Net fixed assels $13,252 $13,938
Depreciation expense $ 1,089 § 1,530
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LOUISIANA WORKERS' COMPENSATION CORPORATION

Notes to Consohdated Financial Statcimcents

Years Ended Dccember 31, 1999 and 1998

- — A T —

6. LLIABILITY FOR LOSSES AND L.OSS ADJUSTMENT EXPENSES

Activity in the liability for unpaid claims and claims adjustment expenses is summatized as follows (in thousands):

1994 1998
Direct Balance at Jsnuary 1, $487.491 $440, 691
l.css Reinsurance Recoverables 130,651 54,668
Net Balance at January 1, 356, 840 386,023
Net Incurred Related to:
Current Ycear 48,760 12,7721
Prior Years (10,001 (1,596)
Total Incurred 38,759 71,125
Net Pad Related 1o
Current Year 16, 504 21,428
Prior Years 68,513 78,880
Total Paid 85,017 100,308
Net Balapce ar December 31, 310,582 356,840
Plus Reinsurance Recoverables 199,288 130,651
Direct Balance ot December 31, $509,870 $4R7.491

As a result of changes 1n estimates of incurred events i prior years, the provision for losses and loss adjustment expenses (net
of reinsurance recovertesy decreased by $10,001,000 and $1,596,000 1n 1999 and 1998 hecause of lower-than-anticipated losses
on the development of the clatms.

7. REINSURANCI ACTIVITY

‘The Corporation limitts 1ts loss exposure on large nisks by ceding certam levels of risks with other insurers or reinsurers
through gencral reinsurance treatics. Amounts pertaming to reinsurance premivms which were deducted from premiums
carned were approximately $75,839,000 and $70,211,000 for the years ending December 31, 1999 and 1998,

Fstimated amounts pertaining to reinsurance that were deducted from losses incurred and loss adjustment expenses were
approximalely $92,203,000 and $85,293,000 for the years ended December 31, 1999 and 1998, The amounts of ceded
commisstons deducted from other underwriting expenses were approximately $21,098,000 and $18,454,000 for the VCATrs
ending PDecember 31, 1999 and 1998,

The Corporation evaluates the financial condition of 1ts reinsurers and monitors concentration of credit risk artsing from
cconomic characteristics of its reinsurers to minimize 1ts exposure to significant losses from reinsurance insolvencices.
Included 1o recoverable from remnsurers are two receivables from two reinsurance companics of approximately §55 million
and $73 million. At December 31, 1999, the Cotporation held collateral under reinsurance agrecments in the form of letters

of credit totaling $3,881,000.
8. COMMITMENTS

At December 31, 1999, the Corporation was commiited under the terms of non-cancelable equipment leases as follows (in

thousands):

Equipment
Year _ lcases _
2000 608
2001 260
2002 62
2003 3
2004 and later 0

The Corporation incurred rental expense of approximately $1,438,000 and $1,487,000 during the years ending December 31,
1999 and 1998 {or lease payments.
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LLOUISIANA WORKERS' COMPENSATION CORPORATION

Notes to Consolidated Financial Statements
Years Ended December 31, 1999 and 1998
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9. RETIREMENT PLAN

The Corporation sponsors a defined contribution penston plan covering substantially all of its employees. Contributions to
the pension plan are at the Board of Ditectors’ discretion. Contributions and costs incurred were 5% for cach of the years
ending December 31, 1999 and 1998 of cach covered employee's salary and totaled approximatcly $585,000 and $549,000 for

1999 and 1998.

The Corporation also sponsored a savings plan under Section 457 of the Internal Revenue Code covering all eligible
cmployees. Partctpating employces could contribute up to 15% of their cligible salary with the Corporation matching up to
5% of their eligible salary, Fffective IDecember 31, 1997, the Corporation froze all contrtbutions to this savings plan and
transferred the assets to a trust account. Partictpating employces must meet certain ehigibility requirements, primarily
termination of employment or reaching retirement age, before withdrawing contributions.

liffecuve January 1, 1998, the Corporation began sponsoring a savings plan under Section 401k of the Internal Revenue Code
covermg all ehipible employces. Partcipating employces may contribute up to 15% of their chgible salary with the Corporation
matching up to 5% of their cligible salary. Contributions expense of the Corporation was approximately $369,000 and
$373,000 1 1999 and 1998,

10. RELATED PARTY TRANSACTIONS

In the nonmal course of business, the Corporatton conducts transactions with a board member. This board member fs
affiliated with insurance agencies which recefve commissions for policies placed with the Corporation. The commissions paid
are based on the standard rates used for all agents and were not signtficant to the Corporation in 1999 or 1998,

In addition, the Corporation leased space 1 its office butlding to 2 company owned by a hoard member during 1998, ‘T'he
rent paid by this company was comparable to rent paid by other tenants in the office building and was not significant to the

Corporation.
11. SUBSEQUENT LVENT

On Apnl 10, 2000, the United States Department of Labor (USDOL) informed the Corporation that it has tentatively
approved Unnted States Tongshore and THarbor Worker's Act coverage by the Corporation without the full faith and credit of
the state of Louistana, The tentative effectve date 1s May 1, 2000, Upon final approval by the US1XOL, the foll faith and
credit of the stute of Louistana immediately ceases for all clatms arising after that date and the Corporation begins
participation i, contributions to, and receives protection under the msurance guaranty association fund created and operating
under LRS§ 22 1375 et seq. on a prospective basis. In addition, the Corporation must pledge securities to the Louisiana
Department of Insurance (1)O1) to hold the state harmless from all claims arising from any legal obligation of the
Corporation o which the full faith and credit guarantee of the state s pledged. The Corporation estimates the amount of
securities that would have been required to be pledged 10 the 1501 at December 33, 1999 10 be approximately $61 million.
Upon final approval, the USIDOL will require the Corporation to 1ssuc a letter of credit estimated to be approximately

$400.000.

Upon extingmshment of the full fatth and credit of the state of Louistana, the Corporation must comply with surplus and
ICSCIVe requirenients for a domestic mutual insurer. In additton, the specific leggslative limitations on the Corporation's
mvestments 1 LRSS 23:1405A will be removed and the Corporation's investments must comply with the provistons of the
Louisiana Insurance Code applicable to domestic insurcrs as provided m LLRS§ 22:841 ¢t seq.
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INDEPENDENT AUDITORS' REPORT
ON SUPPLEMENTAL INFORMATION

To the Board of Directors
Louisiana Workers' Compensation Corporation
Baton Rouge, Louisiana

Our report on our audit of the basic consolidated financial statements of Louisiana Workers' Compensation
Corporation and Subsidiary for 1999 appears on page 2. That audit was conducted for the purpose of
forming an opinion on the basic consolidated financial statements taken as a whole. The Supplemental
Schedule of Board Member Compensation for the year ended December 31, 1999, is presented for
purposes of additional analysis and is not a required part of the basic consolidated financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the basic
consolidated financial statements and, in our opinion, is fairly stated in ajl material respects in relation to
the basic consolidated financial statements taken as a whole.

Baton Rouge, Louisiana
April 11, 2000

Boton Rouge * Donaldsonville *+ Gonzales * New Orleans - St. Francisville
Associated Offices in Principal Cities of the United States



LOUISIANA WORKERS' COMPENSATION CORPORATION
Supplemental Schedule of Board Member Compensation
Year Ended Deccmber 31, 1999

(in thousands)

- I

I.ouisiana Workers' Compensation Cotporation (the Corporation) board members are paid no salaries. “The Corporation
offers board members other than legislative members and the Insurance Commissionet's representative a per diem for
actual attendance at board and committee mectings. The following amounts were paid to the Corporation’s Board of
Dircctors during the year ended 1December 31, 1999,

Boysic Bollinges

Joe Burns

Clark Cosse’ 111

Carl Crowe i
Barbara IYagan

Sceth Keener

John Kennedy

Fd Taylor

Aubrey Temple 10

e

>
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Report on Compliance and on Internal Control over Financial Reporting
Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

To the Board of Directors
Louisiana Workers’ Compensation Corporation
Baton Rouge, louisiana

We have audited the consolidated financial statements of l.ouisiana Workers’ Compensation Corporation as of and
for the year ended December 31, 1999, and have issued our report there on dated April 11, 2000. We conducted our
audit in accordance with generally accepted auditing standards and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States,

Compliance |

As part of obtaining reasonable assurance about whether Lovisiana Workers’ Compensation Corporation’s financial
statements are free of material misstatement, we perforimed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit and, accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered l.ouvisiana Workers® Compensation Corporation’s intcrnal

contro} over financial reporting in order to determine 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 internal control over financial reporting would not necessarily disclose all matters in the internal
control over financial reporting that might be material weaknesses. A material weakness is a condition in which the

design or operation of one or more of the internal control components does not reduce to a relatively low level the
risk that misstatements in amounts that would be material in relation to the financial statements being audited may

occur and not be detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no maters involving the internal control over financial reporting and its operation that we

consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Directors, management and others within
the Corporation and for purposes of filing with isurance regulatory authorities and the Louisiana Legislative
Auditor’s Office and should not be used for any other purposes.

Baton Rouge, l.ouisiana
April 11, 2000
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April 11, 2000

To the Board of Directors
Louisiana Workers® Compensation Corporation
Baton Rouge, louisiana

We have audited the financial statements of Louisiana Workers’ Compensation Corporation for the year ended
December 31, 1999, and have issued our report thereon dated April 11, 2000. Professional standards require that
we provide you with the following information related to our audit.

Our Responsibility Under Generally Accepted Auditing Standards

Our responsibility, as described by professional standards, is to plan and perform our audit to obtain reasonable,
but not absolute, assurance about whether the financial statements are free of material misstatement. Because of
the concept of reasonable assurance and because we did not perform a detailled examination of all transactions,
there is a risk that material errors, irregularities, or illegal acts, including fraud and defalcations, may exist and not
be detected by us.

As part of our andit, we considered the interna) contro} of Louisiana Workers’ Compensation Corporation. Such
considerations were solely for the purpose of determining our audit procedures and not to provide any assurance
concerning such internal control.

Significant Accounting Policies

Management has the responsibility for selection and use of approprate accounting policies. In accordance
with the terms of our engagement, we will advise management about the appropriateness of accounting
policies and their application. The significant accounting policies used by Louisiana Workers’
Compensation Corporation are described in Note 2 to the financial statements. We noted no transactions
entered into by the Corporation during the year that were 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.

Accounting Estimates

Accounting estimales are an integral part of the financial statements prepared by management and are based on
management's knowledge and experience about past and current events and assumptions about future events.
Certain accounting estimates are particularly sensitive because of their significance to the financial statements and
because of the possibility that future events affecting them may differ significantly from those expected.
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We believe that the hability for losses and loss adjustment expenses and related reinsurance recoverables are
significant and particularly sensitive accounting estimates. Management’s estimate 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 claims, and estimates of the cost of claims mcurred but not reporied. As
a part of these estimates, management relies on historical trends and assumptions developed by NCCI for activity
in the State of Louisiana, as well as the expertise of Milliman and Robertson, Inc. who also opines on the
reasonableness of the estimated liabilities for losses and loss adjustment expenses. We have performed tests of
the historical data used by management in these estimates and relied on a review by Tillinghast — Towers Perrin
of the key factors and assumptions contained in the Milliman 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 staternents taken as a whole.

Management also makes significant assumptions in its estimates of investment valuations, premium recognition,
allowance for doubtful accounts receivable, depreciation and amortization, and certain other accrued expenses.

Significant Audit Adjustments

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 statements to be materially misstated, even though we have concluded that such
adjustments are not material to the current financial statements,

We proposed no audit adjustments that could, in our judgement, either individually or in the aggregate, have a
significant effect on the Corporation’s financial reporting process.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter, whether
or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter
that could be significant to the financial statements or the auditor's report.

We are pleased to report that no such disagreements arose during the course of our audit.

Consultations with Other Independent Accountants

To the best of our knowledge, management 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 on the Application of Accounting Principles.

Issues Discussed Prior to Retention of Independent Auditors

We had no discussions with management related to significant accounting and auditing matters prior to our
retention as the Corporation’s auditors.

iy




Difficulties Encountered in Performing the Aundit

We encountered no significant difficulties in dealing with management in performing our audit.

This information is intended solely for the use of the Board of Directors and management of Louisiana Workers’
Compensation Corporation and the Louisiana Legislative Auditors Office and should not be used for any other

purpose.
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