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r's R 
on the Financial Statem ents 

HONORABLE JAM ES H. "JIM " BROW N 
CO M M ISSIO NER O F INSURA NCE 
DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Baton Rouge, Louisiana 

1600 NOR111 "]'1 IIRI) STREE1 
POST OFFICE IIOX 94397 

TELEPtIONE: (225) 339-3800 
FACSIMILE: (225) 339-3870 

W e have audited the accompanying special purpose (legal basis) financial statements of the 
Departm ent of Insurance, a department within Louisiana state governm ent, as of and for the 
year ended June 30, 1999, as listed in the foregoing table of contents. These financial 
statements are the responsibility of m anagem ent of the Departm ent of Insurance. O ur 
responsibility is to express an opinion on these financial statem ents based on our audit. 

Except as discussed in the fourth paragraph, we conducted our audit in accordance with 
generally accepted auditing standards and the standards applicable to financial audits 
contained in Governm ent Auditing Standards, issued by the Com ptroller G eneral of the United 
States. Those standards require that we p~an and perform the audit to obtain reasonable 
assurance about whether the special purpose 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 special purpose 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 audit provides a 
reasonable basis for our opinion. 

As described in note 1 to the financial statem ents, the accom panying special purpose financial 
statem ents present only the funds of the Department of Insurance. As such, they present the 
appropriated and non-appropriated activity of the department that are part of the accounts and 
fund structure of the State of Louisiana. Furtherm ore, the financial statem ents have been 
prepared in accordance with accounting procedures prescribed by the Offi ce of the G overnor, 
Division of Adm inistration, which is a com prehensive basis of accounting other than generally 
accepted accounting principles, the purpose of which is to reflect com pliance with the annual 
appropriation acts and other state laws and regulations. 

The agency fund in the special purpose financial statem ents includes 43 insurance com panies 
and 8 subsidiaries or affi liated entities in the Offi ce of Receivership for which the Departm ent of 
Insurance has fiduciary responsibility. Because of the nature of these insurance com panies 
and their subsidiaries and affi liates and the reasons they are in liquidation or rehabilitation, 
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CO M M ISSIO NER O F INSURA NCE 
DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Audit Report, June 30, 1999 

som e of the assets and their valuation m ay not be known to the departm ent. The ultim ate 
discovery of these assets and their value cannot presently be determ ined, and we were unable 
to extend our procedures to determ ine the extent and valuation of these assets. Accordingly, 
the agency fund on Statem ent A and Schedules 1 and 2 contains only inform ation that is known 
to the Departm ent of Insurance as of June 30, t999. 

In our opinion, except for the effects of such adjustments, if any, as might have been necessary 
had we been able to determ ine the extent and valuation of the assets m entioned previously, the 
accom panying special purpose financial statem ents present fairly, in all m aterial respects, the 
balances within the appropriated and non-appropriated funds of the Departm ent of Insurance at 
June 30, 1999, and the transactions of the General Appropriation Fund for the year then ended, 
on the basis of accounting described in note 1-B. 

In accordance with Governm ent Auditing Standards, we have also issued a report dated 
Novem ber 19, 1999, on our consideration of the Department of Insurance's internal control over 
financial reporting and our tests of its com pliance w ith certain provisions of laws, regulations, 
and contracts. 

O ur audit was m ade for the purpose of form ing an opinion on the accom panying special 
purpose financial statem ents of the Departm ent of Insurance taken as a w hole. The 
accom panying supplem ental inform ation schedules are presented for the purpose of additional 
analysis and have been subjected to the auditing procedures applied in the audit of the special 
purpose financial statements and, in our opinion, except for the effects of such adjustments, if 
any, as m ight have been necessary had we been able to determ ine the extent and valuation of 
the assets m entioned previously, are stated fairly in all m aterial respects in relation to the 
special purpose (legal basis) financial statements taken as a whole. 

This report is intended solely for the inform ation and use of the Departm ent of Insurance and its 
m anagem ent and is not intended to be, and should not be, used by anyone other than these 
specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the 
Legislative Auditor as a public docum ent. 

AO E:THC:RCL:d 

Daniel G . Kyle, CPA, CFE 
Legislative Auditor 



DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
ALL APPRO PRIATED AND 
NON-APPRO PRIATED FUNDS 

Balance Sheet (Legal Basis), June 30, t999 

ASSETS 

Cash and cash equivalents (note 1-C) 
Investments (note l-D) 

Receivables (note 2) 
Prepaid items 

TOTALASSETS 

LtABtL|TE S AND FUND EQUITY 

Liabilities: 

Accounts payable 

Payroll payable 

Payroll deductions and accrued 

employee benefits payable 

AdvanCe from state treasury (note 7) 
Major state revenues and incOme not 
available due to state treasury 

Due to state treasury (note 10) 
Amounts herd in custody for others 

Totul Liabilities 

Fund Equity - fund balanca  - unreserved - 

undesignated (deficit) (note 8) 

NON-APPROPRIATED FUNDS 

APPROPRIATED MJkJOP. STATE 
FUND - REVENUES AND 

GENERAL INCOME NOT AGENCY 

APPROPRIATION AVAILABLE FUNDS 

$2,548,625 

1,968,670 

$4,517,295 

$2,061,789 
512,673 

35,000 

2,366,290 

4,977,752 

(460,457) 

TOTAL LIABILITIES 
AND FUND EQUITY $4 ,517,295 

$1,108,682 
65,245,417 

$26,766,342 67,031 
14.014 

$26,766,342 $56,425,144 

$26,766,342 

26,766,342 

NONE 

$140,240 

181.072 

56,103,832 
56,425,144 

NONE 

Statem ent A 

TOTAL 

(MEMORANDUM 
ONLY) 

$3,657,307 
55,245,417 

2B,792,043 
14.014 

$87,708,781 

$2,202,029 
512,673 

181,072 

35.000 

26,766,342 

2,368.290 
56.103.832 

8B,169,238 

$26.766,342 $56,425,144 $87,708,78t 

The accom panying notes are an integral part of this statem ent. 
5 



DEPARTM ENT O F INSURA NCE 
STATE O F LOUISIANA 
G ENERAL A PPRO PRIATIO N FUND 

Statem ent of Revenues, Expenditures, and 

Changes in Fund Balance (Legal Basis) 
For the Year Ended June 30, t999 

REVENUES 
Appropriated by legislature - state General Fund 
by fees and self-generated revenues 
Federal funds 

Total revenues 

EXPENDITURES 
Adm inistration/fiscal 
M arket com pliance 

Total expenditures 

EXCESS O F REVENUES OVER EXPENDITURES 

OTHER APPROPRIATED FINANCING SOURCES (Uses) 
Transfers in (note 10) 
Transfers out (note 10) 

EXCESS O F EXPENDITURES AND OTHER USES 
OVER REVENUES AND OTHER SO URCES 

FUND BALANCE AT BEGINNING O F YEAR 

ADJUSTMENTS (no~ 9) 

FUND BALANCE AT END O F YEAR 

The accom panying notes are an integral part of this statem ent. 

6 

Statem ent B 

$25,388,460 
159,580 

25.548.040 

11,368,887 
11,683,253 
23.052.140 

2.495.900 

465,025 
(3,053,290) 

(92,365) 

(201,154) 

(166,938) 



DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
G ENERAL APPRO PRIATION FUND 

Statem ent of Revenues, Expenditures, and 
Unexpended Appropriation - Budget 
Com parison of Current-Year Appropriation ~ 
Budget (Legal Basis) and Actual 
For the Year Ended June 30, 1999 

REVENUES 
Appropriated by legislature - state General Fund 
by fees and self-generated revenues 
Federal funds 
Statutory dedication 

Total appropriated revenues 

EXPENDITURES 
Appropriated for: 
Adm inistration/fiscal 
M arket com pliance 
Total appropriated expenditures 

UNEXPENDED APPRO PRIATIO N - 
CURRENT YEAR 

BUDGET 

Statem ent C 

VARIANCE 
FAVO RABLE 

ACTUAL (UNFAVORABLE) 

$25,039,170 $25,457,519 $418,349 
175,902 158,057 (17,845) 
465,025 442,252 (22,773) 

25,680,097 26,057,828 377,731 

12,091,843 11,354,691 
13,588,254 11,607,544 
25,680,097 22,962,235 

737,152 
1.980.710 
2.717.862 

NONE $3,095,593 $3,095,593 

The accom panying notes are an integral part of this statement. 
7 



NTRO DUCTIO N 

DEPA RTM ENT O F INSURA NCE 
STATE O F LO UISIANA 

Notes to the Financial Statem ents 
As of and for the Year Ended June 30, 1999 

The Louisiana Departm ent of Insurance was created in accordance with Title 36, Chapter 17 of 
the Louisiana Revised Statutes of 1950, as a part of the executive branch of governm ent. The 
departm ent is required to adequately supervise and regulate insurance com panies transacting 
business in the state to ensure com petitive and available insurance that responsibly serv es the 
insurance needs of Louisiana citizens. The departm ent is operated under the direction of the 
com m issioner of insurance who represents the public interest in the adm inistration of the 
departm ent and is responsible to the legislature and the public. The com m issioner of insurance 
administers all parts of Title 22 of the Louisiana Revised Statutes (Insurance Code). The 
departm ent is com prised of two program s and has 275 em ployees. 

Even though the Departm ent of Insurance has fiduciary responsibility over the Offi ce of 
Receivership, the department has had no jurisdiction over this office since October 5, 1995. 
The Office of Rece ivership has operated under the control and adm inistration of the Nineteenth 
Judicial District pursuant to an order signed by Judge A . Foster Sanders. 

SUM MARY O F SIGNIFICANT ACCO UNTING POLICIES 

The Governmental Accounting Standards Board (GASB) promulgates generally accepted 
accounting principles and reporting standards for state and local governments. These 
principles are found in the Codification of Governmental Accounting and Financial Reporting 
Standards, published by the GASB. However, the accom panying financial statem ents have 
been prepared on a legal basis, which differs from generally acce pted accounting principles as 
explained in the follow ing notes. 

The State of Louisiana has been determ ined to be the reporting entity under generally accepted 
accounting principles. The accom panying financial statem ents represent activity of a 
departm ent of state governm ent and, therefore, are a part of the fund and account group 
structure of the State of Louisiana and its general purpose financial statem ents. 

A. FUND ACCO UNTING 

The departm ent uses fund accounting, along appropriation lines, to reflect its 
com pliance with provisions of the annual appropriation act and to reflect the financial 
position of its non-appropriated funds. This differs from the fund accounting of generally 
accepted accounting principles where the intent is to m easure the financial position and 
results of operations of the governm ental reporting entity as a whole. Therefore, the 
funds within the accom panying financial statem ents have been divided between 
appropriated and non-appropriated funds and not by the conventional fund types of 
generally accepted accounting principles. 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

The funds do not include any noncurrent assets or liabilities. Noncurrent assets, 
general fixed assets, and long-term liabilities are reflected in the State of Louisiana's 
general purpose financial statem ents. 

The funds presented in the special purpose financial statem ents are described as 
follows: 

G ENERA L APPRO PRIATIO N FUND 

The General Appropriation Fund is the general operating fund of the Departm ent 
of Insurance. It adm inisters and accounts for the legislative appropriation 
provided to fund the general adm inistrative expenditures of the departm ent and 
those expenditures not funded through other specific legislative appropriations or 
revenues. 

NO N~ PPRO PRIATED FUNDS 

Major State Revenues and 
Incom e Not Available 

The department collects major state revenues that are remitted to the state 
treasury for deposit to statutorily dedicated funds. In addition, the departm ent 
collects funds specifically identified by the Division of Adm inistration, State 
Budget Offi ce, as incom e not available that are rem itted to the state treasury. 
These am ounts are not available to the departm ent for expenditure and, 
therefore, are not included on Statement B but are detailed on Schedule 3. 

Agency Fund 

The agency fund includes the Payroll Clearing Fund, which accounts for payroll 
deductions and accrued benefits. The agency fund also includes the accounts 
for funds rece ived from certain insurance com panies and their subsidiaries and 
affi liates place d in rehabilitation or liquidation under the supervision of the court, 

as provided by Louisiana Revised Statutes (R.S.) 22:731-764. Disbursements 
from the fund are m ade by order of the court. These funds represent cash, cash 
equivalents, and investments, which prim arily consist of investm ents in m utual 
funds, United States government securities, m ortgage and prom issory notes 
receivable, furniture and fixtures, and real estate held for resale. Accounts 
receivable are short-term receivables collected within 45 days. 

The non-appropriated funds are custodial in nature (assets equal liabilities) and 
do not involve m easurem ent of results of operation. 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

B. BASIS O F ACCO UNTING 

The accounting and financial reporting treatm ent applied to a fund is determ ined by its 
m easurem ent focus. The funds in the accom panying financial statem ents m easure the 
resources provided by the legislature to fund current-year expenditures and the use of 
those resources by the departm ent. This differs from generally accepted accounting 
principles in which the m easurement focus would be to m easure the flow of current 
resources. 

Basis of accounting refers to when revenues and expenditures are recognized and 
reported in the financial statem ents, regardless of the m easurem ent focus applied. The 
accom panying financial statements reflect revenues and expenditures in accordance 
with applicable statutory provisions and regulations of the Division of Adm inistration, 
Offi ce of Statewide Reporting and Accounting Policy. These legal requirements differ 
from generally accepted accounting principles as follows: 

2 

Revenues are recognized to the extent that they have been appropriated 
and not necessarily when m easurable and available. 

Expenditures are recognized to the extent that appropriation authority has 
been extended to the departm ent and not necessarily when the fund 
liability has been incurred. 

Under the foregoing legal provisions, the department uses the following practices in 
recognizing revenues and expenditures: 

Revenues 

The state General Fund fees and self-generated revenues and non-appropriated 
revenues are recognized in the am ounts earned, to the extent that they will be 
collected within 45 days of the close of the fiscal year. Federal funds are 
recognized as revenue in the period in which they become susceptible to accrual 
or when the related expenditure is incurred in accordance with the Codification of 
Governm ental Accounting and Financial Reporting Standards Section G60.109. 

Expenditures 

Expenditures are generally recognized under the m odified accrual basis of 
accounting when the related fund liability is incurred, except that obligations of 
em ployees' vested annual and sick leave are recorded as expenditures when 
paid. Furtherm ore, any expenditure of a long-term nature for which funds have 
not been appropriated during the current year are not recognized in the 
accom panying financial statements. 

10 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

Other Financing Sources and Uses 

Transfers m ade to or received from the state treasury or any other agency are 
recognized in the year the transfers are authorized, in accordance with 
provisions of the Division of Adm inistration, Office of Statewide Reporting and 
Accounting Policy. 

C. CASH AND CASH EQ UIVALENTS 

Cash and cash equivalents are com posed of the following 

Cash in dem and deposits 
Cash on deposit with the state treasury 

Tota 

$947,038 
2.710.269 

$3,657,307 

Under state law, these deposits m ust be secured by federal deposit insurance or the 
pledge of securities owned by the fiscal agent bank. The m arket value of the pledged 
securities plus the federal deposit insurance m ust at all times equal the am ount on 
deposit with the fiscal agent. These pledged securities are held in the nam e of the 
pledging fiscal agent bank in a holding or custodial bank in the form of safekeeping 
receipts held by the state treasurer. The department has deposit balances (collected 
bank balances) of $1,699,465 at June 30, 1999, for which the department has control. 
These deposits are secured from risk by $674,215 of federal deposit insurance and 
$1,025,250 of pledged securities held by the department's agent in the department's 
name (GASB Risk Category 1). 

Cash balances held and controlled by the state treasurer are secured from risk by the 
state treasurer through separate custodial agreem ents, and the risk disclosures required 
by generally accepted accounting principles are included within the state's general 
purpose financial statem ents. The following is a sum m ary of cash in the state treasury : 

M eans of finance 
ISIS operating 
Payroll clearing 

Total 

11 

$1,975,678 
553,519 
181.072 

$2,710,269 



DEPARTM ENT OF INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

D. INVESTM ENTS 

R.S. 22:739.1 authorizes the com m issioner of insurance to invest m onies held in any 
rehabilitation, liquidation, conservation, dissolution, and adm inistrative superv ision 
proceeding. Authorized investm ents include investments in or loans on United States or 
state general government obligations; bonds or notes secured by a mortgage or trust 
deed issued, assum ed, guaranteed, or insured by the United States or an agency of the 
United States; conventiona~ first m ortgage loans capable of being securitized into 
guaranteed Federal National M ortgage Association m ortgage backed securities; bonds 
issued by the Inter-Am erican Developm ent Bank or the African Development Bank; and 
first m ortgage loans guaranteed by the adm inistrator of veteran affairs. 

At June 30, 1999, the department has the following investments totaling $55,245,417. 
All of these investm ents are for the Offi ce of Receivership from com panies in 
rehabilitation, liquidation, conserv ation, et cetera, as reported in Schedule 1, and are 
valued at current m arket value. 

Categorized: 
U.S. governm ent securites 
Investments not categorized 
Mutual fund 
Notes receivable' 

Real estate 
Furniture and fixtures 

Total investm ents 

GASB 
Category Carry ing 
of Risk Am ount 

C $119,900 

54,883,536 
19,837 
159,268 
62.676 

$55,245,417 

Category C, as defined by GASB Statem ent 3, includes investm ents unsecured and 
unregistered with securities held by the counterparty or by its trust departm ent or agent 
but not in the departm ent's nam e. 

E. G ENERA L FIXED ASSETS 

At June 30, 1999, the department has stewardship responsibility for $2,731,695 in 
governm ental m ovable property, valued at cost plus shipping and handling. G enerally, 
new inventory purchases valued at $250 or less are not tagged and added to the 
m ovable property inventory . The m ovable property is not reflected within the 
accom panying special purpose financial statem ents. A sum m ary of changes in m ovable 
property follows: 

t2 



DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

Balance 
July 1, 
1998 

Balance 
June 30 

Additions Deletions 1999 

Movable property $2,861,737 $264,542 $394,584 $2,731,695 

Except for untimely reporting of property acquisitions to the Louisiana Property 
Assistance Agency, the departm ent com plied with the m ovable property statutes of the 

State of Louisiana (R.S. 39:321-332). 

F. LONG-TERM OBLtGATIONS 

The departm ent is by statute not allowed to incur bonded indebtedness and, therefore, 
no recognition within the accom panying financial statem ents is necessary. Furtherm ore, 
any long-term obligations of the departm ent arising from lease com m itm ents, 
judgments, compensated absences, or any other source are not recognized in the 
accom panying special purpose financial statem ents. 

G. ENCUM BRA NCE ACCO UNTING 

Encum brances represent com m itm ents relating to unperform ed contracts for goods or 
services. The departm ent em ploys encum brance accounting during the year to ensure 
com pliance with the annual appropriation act. The departm ent has no encum brances 
outstanding at June 30, 1999. Had there been any outstanding encum brances, they 
would not have been reflected in the accom panying financial statem ents because the 
departm ent does not have the ability to finance liquidation of encum brances at June 30, 
1998, as provided by R.S. 39:82. 

H. BUDG ET PRA CTICES 

The appropriations m ade for the general operations of the department are annua 
lapsing appropriations and are recorded in the G eneral Appropriation Fund. 

The budget process for the General Appropriation Fund is an annual 
appropriation valid for one year. Revenues and expenditures for budget 
purposes are recognized on the sam e basis of accounting as described 
in note l-B, except that federal receivables attributable to the payroll 
accrual at fiscal year-end and transfers out relating to statutory 
dedications are not recognized on Statem ent C. Also included in 
revenues on Statem ent C are transfers in relating to statutory 
dedications. In addition, salaries and related benefits are recognized 
when paid and certain cash balance s from the previous year have been 
rebudgeted during 1999 and are included on Statem ent C. The revenues 

93 



DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

2 

3 

and expenditures shown on Statem ent B are reconciled with the 
respective am ounts shown on Statem ent C as follows: 

Statem ent B revenues 
Add transfers in - statutory dedications 
Add prior-year cash carry over for waterproofing 
Less unexpended statutory dedications 

Less federal payroll receivable (net) 

Statement C revenues 

Statement B expenditures 
Add prior-year payroll payable 
Less current-year payroll payable 

Statem ent C expenditures 

The departm ent is prohibited by 
program s established in the general 

$25,548,040 
465,025 
69,059 

(22,773) 
(1,523) 

$26,057,828 

$23,052,140 
404,028 

(493,933) 

$22,962,235 

statute from over expending the 
appropriation act. 

Budget revisions are granted by the Joint Legislative Com m ittee on the 
Budget. Interim em ergency appropriations m ay be granted by the Interim 
Emergency Board. The budget information included in the financial 
statem ents includes the original appropriation plus subsequent am end- 
m ents as follows: 

Original approved budget 
Am endm ents: 
Fees and self-generated revenue - 
adm inistration 

Fees and self-generated revenue - 
m arket com pliance 

Federal funds - m arket com pliance 

Tota 

$25,356,399 

111.893 

171,343 
40.462 

$25,680,097 

4. The non-appropflated funds are not subject to budgetary contro 

14 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

LEAVE BENEFITS 

Em ployees earn and accum ulate annual and sick leave at various rates, depending on 
their years of service, without lim itation on the balance that can be accum ulated. Upon 
term ination, em ployees or their heirs are com pensated for up to 300 hours of unused 
annual leave at the em ployee's hourly rate of pay but are not com pensated for unused 
sick leave. Upon retirem ent, unused annual leave in excess of 300 hours plus unused 
sick leave are used to com pute retirem ent benefits. The liability for unused annual 
leave payable at June 30, 1999, com puted in accordance with the Codification of 
Governm ental Accounting and Financial Reporting Standards Section C60.105, is 
estimated to be $822,581 for the General Appropriation Fund. The leave payable is not 
recorded in the accom panying special purpose financial statem ents. 

Certain em ployees of the departm ent are eligible to earn com pensatory tim e as defined 
by the Departm ent of State Civil Serv ice and the Fair Labor Standards Act. These 
em ployees can earn and accum ulate one hour or one and one-half hours for each hour 
of overtime worked, depending on their position and rate of pay. Generally, the 
em ployees are allowed to carry up to 360 hours of accrued com pensatory leave from 
one calendar year to another. The liability for accrued com pensatory leave at June 30, 
1999, com puted in accordance with the Codification of Governmental Accounting and 
Financial Reporting Standards, Section C60.105 is estimated to be $14,769. 
Accumulated compensatory leave is not accrued (reflected) in the accompanying special 
purpose financial statem ents. 

J. TOTAL CO LUM N O N BALANCE SHEET 

The total column on the balance sheet is captioned Memorandum Only (overview) to 
indicate that it is presented only to facilitate financial analysis. Data in this colum n does 
not present financial position. Neither is such data com parable to a consolidation. 

2. RECEIVABLES 

The following is a sum m ary of receivables at June 30, 1999: 
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DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

Fees and other self-generated revenues 
Federal funds 
Imprest and clearing account 
reimbursement 
Interllntra fund transfers 
Other 

Total 

3. PENSIO N PLAN 

Appm pda~d 
Fund - 
General 

Appropriation 

Non-Appropriated Funds 
Major State 
Revenues 
and Income Agency 
Not Available Fund Total 

$t,821.813 $26,766,342 $28,588,155 
41,340 41,340 

15,616 15,616 
89,901 89,901 

$57,031 57.031 

$1,968,670 $26,766,342 $57,031 $28,792,043 

Substantially all em ployees of the departm ent are m em bers of the Louisiana State Em ployees 
Retirem ent System , a m ultiple-em ployer, defined benefit pension plan, Certain other 
em ployees of the departm ent are mem bers of the Louisiana Teachers Retirem ent System , a 
m ultiple-em ployer, defined benefit pension plan. Required disclosures for the plans for fiscal 
year 1999 are included in the Louisiana Com pre hensive Annual Financial Report prepared by 
the Louisiana Division of Adm inistration, Post Offi ce Box 94095, Baton Rouge, Louisiana 
70804-9095. 

4 PO STRETIREM ENT HEALTH CARE 
AND LIFE INSURA NCE BENEFITS 

The departm ent provides certain continuing health care and life insurance benefits for its retired 
em ployees. Substantially all of the departm ent's em ployees becom e eligible for these benefits 
if they reach norm al retirement age while working for the departm ent. These benefits for 
retirees and sim ilar benefits for active em ployees are provided through an insurance com pany 

whose monthly premiums are paid jointly by the employee and the department. The 
departm ent's costs of providing retiree health care and life insurance benefits are recognized as 
expenditures when the m onthly prem ium s are paid. For the year ended June 30, 1999, the 
cost of retiree benefits totaled $200,345 for 115 retirees. 

5 JUDG M ENTS, CLA IM S, AND 
SIM ILAR CO NTINGENCIES 

Obligations and losses arising from judgments, claims, and similar contingencies are paid 
through the state's self-insurance fund or by General Fund appropriation and are not reflected 
in the accom panying special purpose financial statements. The self-insurance fund is operated 
by the Office of Risk M anagem ent, the state agency responsible for the state's self-insurance 
program . 
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DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Continued) 

6. LEASE O BLIGATIO NS 

The departm ent has no capital leases but does have operating leases for offi ce space and 
equipm ent. The annual rental paym ents for the next five years are as follows: 

Fiscal Year 

1999-2000 
2000-2001 

2001-2002 

2002-2003 
2003-2004 

Thereafter 

Total 

Office Space Equipment Total 

$384,774 
394,085 

390,117 
391,461 

400,772 

410.083 

$90,961 
90,961 

90,961 

90,961 

90,961 

90.961 

$475,735 
485,046 

481,078 

482,422 

491,733 
501.044 

$2,371,292 $545,766 $2,917,058 

All lease agreem ents have non-appropriation exculpatory clauses that allow for lease 
cancellation if the legislature does not m ake an appropriation for its continuation during any 
future fiscal period. Total operating lease expenditures for fiscal year 1998-99 am ounted to 
$471,219. 

7. ADVANCE FRO M STATE TREASURY 

The departm ent received an advance from the state treasury for im prest fund operations 
totaling $35,000. The advance, as reflected in Statement A, represents a liability and must be 
repaid if not authorized annually. 

8. FUND DEFICIT 

The General Appropriation Fund had a deficit of ($460,457) for the year ended June 30, 1999. 
The deficit was the result of the recognition of accrued salaries and related benefits as required 
by the Offi ce of the Governor, Division of Adm inistration, and the fact that revenues to fund 
those accruals are appropriated in the subsequent year. The deficit will be resolved by paying 
for salaries and related benefits from fiscal year 2000 funds appropriated to pay those 
obligations of the 1998-99 fiscal year. 

ADJUSTM ENTS TO FUND BALANCE 
AT BEG INNING O F YEAR 

Adjustments to the beginning fund balance of the General Appropriation Fund totaling 
$166,938, as shown on Statement B, relate to prior-year surplus rem itted to the state's General 
Fund. 
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DEPA RTM ENT O F INSURANCE 
STATE O F LO UISIANA 

Notes to the Financial Statements (Continued) 

10 OTHER APPRO PRIATED FINANCING 
SOURCES AND USES 

As shown on Statem ent B, in accordance with provisions of the Division of Adm inistration, 
Offi ce of Statewide Reporting and Accounting Policy, other appropriated financing sources 
(transfers in) totaled $465,025 while uses (transfers out) totaled $3,053,290 for the year ended 
June 30, 1999. The transfers in consist totally of statutorily dedicated funds used for current 
year disbursements. The transfers out consist of $2,345,517 in self-generated funds collected 
but not spent and $22,773 in statutorily dedicated funds transferred in but not spent, which are 
due to the State Treasurer's Office at June 30, 1999. The remaining transfer out of $685,000 
was self-generated revenue transferred to the Office  of Facility Planning to pay for fees 
associated with the construction of the new building that will house the Departm ent of 
Insurance. 

tl. DEFERRED CO M PENSATIO N PLAN 

Certain em ployees of the departm ent participate in the Louisiana Deferred Com pensation Plan 
adopted under the provisions of Internal Revenue Code Section 457. Com plete disclosures 
relating to this statew ide plan are available in the financial statem ents of the State of Louisiana. 

12. STATUTORILY REQUIRED DEPOSITS 

As provided by R .S. 22:1021-1029, insurance com panies doing business in Louisiana are 
required to provide the com m issioner of insurance with a safekeeping or trust receipt 
representing a security deposit from a bank doing business in Louisiana and/or a surety bond. 
At June 30, 1999, the com m issioner of insurance reports deposits and/or surety bonds totaling 
$199,308,175. These deposits and surety bonds are not included in the accom panying 
financial statem ents. 

t 3. RELATED PARTY TRANSACTIO NS 

Related party transactions, as defined by Financial Accounting Standards Board Statem ent 
Num ber 57, occur in the norm al course of business betw een the 43 insurance com panies and 
their 8 subsidiaries or affi liates for which the departm ent has fiduciary responsibility. Also, 
transactions to pay the adm inistrative costs, settlem ents, et cetera, of these insurance estates 
all flow through the Offi ce of Receivership bank account. These transactions are included in 
the additions and deletions reported on Schedule 1. 
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DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
Notes to the Financial Statements (Concluded) 

14. SUBSEQUENT EVENTS 

On September 24, 1999, a federal grand jury indicted Louisiana Insurance Commissioner 
Jam es H. Brown, Director of the Louisiana Receivership Office Robert A. Bourgeois and others 
for conspiracy, m ail fraud, wire fraud, insurance fraud, false statements, and witness tam pering 
in connection with the settlem ent of a failed insurance com pany. 

Com m issioner Brown has since been successful in his attem pt for re-election as insurance 
com m issioner. Director Bourgeois resigned effective Novem ber 1999, and was replaced by 
Barry Karns. 

15. YEAR 2000 ISSUE 

The Year 2000 issue is the result of shortcom ings in m any electronic data processing system s 
and other equipm ent that m ay adversely affect operations. The general ledger system of the 
Louisiana Receivership O ffice m aintains the account balances of the insurance com pany 
estates that are in receivership. As of June 30, 1999, that system is not Year 2000 com pliant, 
increasing the risk that data processed after January 1, 2000, m ay be inaccurate and 
incom plete. 
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DEPARTM ENT O F INSURA NCE 
STATE O F LOUISIANA 

SUPPLEM ENTAL INFO RMATIO N SCHEDULES 
For the Year Ended June 30, 1999 

SCHEDULE O F CHANG ES IN BALANCES 

Changes in balances for the non-appropriated funds for the year ended June 30, 1999, 
presented on Schedule 1, include 43 insurance com panies and 8 subsidiaries or affiliated 
entities that are custodial in nature and are adm inistered in-house by the Offi ce of Receivership. 
The departm ent prepared the financial statem ents in accordance with requirements of the 
Louisiana Offi ce of Statewide Reporting and Accounting Policy. Schedule I reflects only those 
assets that com ply with those requirements. In addition, the Office of Receivership has other 

assets (noncurrent) totaling $1,591,459, which are not included in Schedule 1, 

SCHEDULE O F ENDING BALA NCES 

The balances of assets for the non-appropriated funds including balances by individua 
insurance com panies and their subsidiaries and affi liates are presented on Schedule 2. 

SCHEDULE OF NON-APPRO PRIATED REVENUES - 
M AJO R STATE REVENUES AND INCO M E NOT AVAILABLE 

Schedule 3 reflects major state revenues and income not available collected by the department 
during the year that were not available to the departm ent for expenditure. 

SCHEDULE O F PER DIEM PAID CO M M ISSION M EM BERS 

The per diem paid Insurance Rating Com m ission m em bers is presented on Schedule 4, as 
required by House Concurrent Resolution No. 54 of the 1979 Session of the Louisiana 
Legislature. In accordance with Louisiana Revised Statute 22:1401, each member is paid $50 
for each day devoted to work of the com m ission. 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
NO N-APPROPRIATED - AGENCY FUNDS 

Schedule of Changes in Balances 
For the Year Ended June 30, 1999 

ASSETS 
Cash and cash equivalents 

Investments 

Accounts receivable 

Prepaid items 

TOTALASSETS 

LIABILITIES 

Accounts payable 

Payroll deductions and accrued 

employee benefits payable 

Amounts held in custody for others 

TOTAL LIABILITIES 

Schedule 1 

BALANCE BALANCE 

JUNE 30, 1998 ADDITIONS DELETIONS JUNE 30, 1999 

$1,041,039 
80,721,936 

612,049 

12,360 

$53,209,659 
14,356,124 

57,031 

21,653 

$388,391 

157,208 

81,841,785 

$140,240 

12,607,193 

54,897,034 

$53,142,016 
39,832,643 

612,049 

19,999 

$1,108,682 
55,246,417 

57,031 

14,014 

$93,606,707 $56,425,144 

12,583,329 

80,634,987 

$140,240 

181,072 

56.103,632 

$67,644,467 $93,606,707 $56,425,144 



DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
NO N-A PPRO PRIATED -AG ENCY FUNDS 

Schedule of Ending Balances 
For the Year Ended June 30, 1999 

Payroll Clearing Fund 

Insurance Trust Funds 
Alliance Casualty and Reinsurance Com pany 
Am erican Funding Service, In Liquidation 
Am erican LIoyds Insurance Com pany 
ANA Insurance Group 
Arist National Insurance Com pany 
Autom otive Casualty Insurance Com pany 
Autom otive Financial Services, Incorporated 
Bell Financial, In Liquidation 
Car Insurance Com pany 
Cascade Insurance Com pany 
Cham pion Insurance Com pany 
Colonial Lloyd's 
Denta Care 
Fidelity Life Insurance Com pany 
First Colum bia Life Insurance Com pany 
First Fidelity Life Insurance Com pany 
First Republic Life Insurance Com pany 
G ulf Coast Casualty 
Independence Life Insurance Com pany 
Liberty Lloyd's, Incorporated 
Lloyd's Assurance of Louisiana, In Liquidation 
Louisiana Receivership Office  Fiduciary Trust Account 
M id-Am erica Assurance Com pany of Louisiana 
M idwest Life Insurance Com pany 
New England International Surety 
North Am erican Indem nity Com pany 
Pelican State M utual 
Physicians National Risk Retention G roup 
Presidential Fire and Casualty, In Liquidation 
Public Investors Life Insurance Com pany 
Savings Life Insurance Com pany 
Superior Life Insurance Com pany 
United States General Agency, In Liquidation 

Total Insurance Trust Funds 

Total Agency Funds 

Schedule 2 

$181.072 

531,367 
799,268 
81,457 

3,946,582 
333 

140,269 
1,010,935 
779,461 

7,449,740 
4,136,017 

48,666 
147,253 
69,203 
481,614 
20,047 
125,946 
358,162 
614,771 
220,654 

1,639,305 
14,261,209 

704,887 
33,040 

1,944,024 
33,440 

3,744,120 
1,358,990 
3,262,467 
171,867 

1,975,740 
1,617,780 
484,236 

4.051.222 
56.244.072 

$56,425.144 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 
MAJO R STATE REVENUES AND 
INCO M E NOT AVA ILA BLE 

Schedule of Non-A ppropriated Revenues 
Forthe Year Ended June 30, t999 

NO N-APPRO PRIATED 

ncome not available 

Major state revenues: 
Taxes 
Statutory dedicated - Health Insurance 
Portability Act 

Assessm ents - m unicipal fire and 
police civil service 
Retirem ent insurance proceeds 

Subtotal - major state revenues 

Schedule 3 

CASH 
RECEIPTS ACCOUNTS 
THRO UGH RECEIVABLE TOTAL 

JUNE 30, 1999 JUNE 30, 1999 REVENUES 

$7,465 $1,500 $8,965 

85,319,439 26,764,842 112,084,281 

300,673 

859,699 
30,089,457 
116,569,268 

Total non-appropriated revenues $116,576,733 

26,764.842 

300.673 

859,699 
30,089,457 
143.334,110 

$26,766,342 $143,343,075 



DEPARTM ENT O F INSURANCE 
STATE O F LO UISIANA 

Schedule of Per Diem Paid Com m ission M em bers 
For the Year Ended June 30. 1999 

David Chozen 
Robert L. Clayton 
M ichael D. Franks 
Seth Keener 
Elizabeth M cKee 
Steven Ruiz 

Total 

Schedule 4 

NUM BER AM O UNT 

26 
6 
27 
20 
13 
30 

$1,300 
300 

1,350 
1,000 
650 

1.500 

$6,100 



OTHER REPO RT REQ UIRED BY 

GO VERNM ENT AUDITING STANDARDS 

The following pages contain a report on com pliance with laws and regulations and on internal 
control over financial reporting as required by Govern m ent Auditing Standards, issued by the 
Com ptroller General of the United States. This report is based solely on the audit of the 
financial statem ents and includes, w here appropriate, any reportable conditions and/or m aterial 
weaknesses in internal control or com pliance m atters that would be m aterial to the presented 
financial statem ents. 



)ANIEL G. KYLE, PII.D.. CPA, CFF 
LIiGISI.ATIVE AUDITOR 

OFFICE OF 

LEGISLA TIVE A UD ITOR 
STATE OF LOUISIANA 

BATON ROUGE, LOUISIANA 70804-9397 

Novem ber 19. 1999 

1600 NORTH TIIIRD STREE'I 
POST OFFICE I]OX 94397 

TELEPHONE: (225) 339-3800 
FACSIMH,E: (225) 339-3870 

Report on Com oliance and on Internal Control Over Financial Reoortina 
Based on an Audit of the Soecial Puroose Financial Statem ents 

HO NO RABLE JAM ES H. "JIM " BROW N 
CO M M ISSIONER O F INSURA NCE 
DEPARTM ENT O F INSURA NCE 
STATE O F LO UISIANA 
Baton Rouge, Louisiana 

W e have audited the special purpose (legal basis) financial statements of the Department of 
Insurance, a departm ent w ithin Louisiana state governm ent, as of and for the year ended 
June 30, 1999, and have issued our report thereon dated Novem ber 19, 1999. The scope of 
our audit was lim ited in that we were unable to determ ine the existence or valuation of assets 
that m ay be held by insurance com panies and their subsidiaries and affi liates. This resulted in 
a qualified opinion on the special purpose financial statements. Except for this scope lim itation, 
we conducted our audit in accordance with generally accepted auditing standards and the 
standards applicable to financial audits contained in Governm ent Auditing Standards, issued by 
the Com ptroller General of the United States. 

Com pliance 

As part of obtaining reasonable assurance about w hether the Departm ent of Insurance's 
financial statem ents are free of m aterial m isstatem ent, we perform ed tests of its com pliance 
with certain provisions of laws, regulations, contracts, and grants, noncom pliance with which 
could have a direct and m aterial effect on the determ ination of financial statem ent am ounts. 
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 
the following instance of noncom pliance that, although not m aterial to the financial statem ents, 
is required to be reported herein under GovernrnentAuditing Standards. 

Noncom pliance W ith M ovable 
Property Regulations 

For the second consecutive year, the Departm ent of Insurance did not tim ely notify the 
Louisiana Property Assistance Agency (LPAA) of acquisitions as required by state law. 
The Louisiana Administrative Code (LAC), Title 34 Part VII Section 307 requires that all 
m ovable property acquisitions be tagged and all pertinent inform ation forwarded to 
LPAA within 45 days after receipt of the property. During fiscal year ended June 30, 
1999, the department acquired approxim ately 210 m ovable property item s totaling 

EXHIBIT A 
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$264,542. A review of 46 of those acquisitions disclosed that 16 items (35%) totaling 
$14,511 were not reported to LPAA until 49 to 92 days after the receipt of the property. 

The condition relating to untim ely reporting of acquisitions to LPAA results from position 
vacancies in the departm ent's property control section and a lack of sufficient em phasis 
on the im portance of com plying with state law. Failure to tim ely update m ovable 
property records increases the risk of loss arising from unauthorized use of property and 

subjects the department to noncompliance with state laws and regulations. 

M anagem ent of the departm ent should develop and im plem ent procedures to ensure 
that all property item s acquired are reported to LPAA tim ely in accordance with state 
law. M anagement concurred with the finding and outlined a plan of corrective action 

(see Appendix A, page 1). 

nternal Control Over Financial Reporting 

In planning and perform ing our audit, we considered the Departm ent of Insurance's internal 
control over financial reporting to determ ine our auditing procedures for the purpose of 
expressing our opinion on the special purpose financial statements and not to provide 
assurance on the internal control over financial reporting. However, we noted the m atter 
relating to noncom pliance with state m ovable property regulations, as m entioned in the 
com pliance section of this report, that we consider to be a reportable condition. In addition, we 
noted the m atter described below involving the internal control over financial reporting and its 
operation that we consider to be a reportable condition. Reportable conditions involve m atters 
com ing to our attention relating to significant deficiencies in the design or operation of the 
internal control over financial reporting that, in our judgment, could adversely affect the 
Departm ent of Insurance's ability to record, process, sum m arize, and report financial data 
consistent with the assertions of m anagement in the financial statem ents. 

nadequate Planning for Year 2000 Com puter Issues 

The Departm ent of Insurance has not adequately planned for the potential im pact of the 
Year 2000 on the financial inform ation received from the Louisiana Receivership Office 
(LRO). The Year 2000 issue is significant in that computer technology is essential to the 
daily operation of state governm ent. Inform ation system s have typically been designed 
to store and process the last two digits of the date and, therefore, m ay read the 2000 
date as the year 1900 and process inform ation inaccurately. 
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LEGISLATIVE AUDITOR 

HONO RABLE JAM ES H. "JIM " BROW N 
CO M M ISSIO NER O F INSURA NCE 
DEPARTM ENT OF INSURA NCE 
STATE O F LO UISIANA 
Com pliance and Internal Control Report 
Novem ber 19, 1999 
Page 3 

The general ledger system of LRO m aintains the account balances of the insurance 
com pany estates that are in receivership. As of Novem ber 19, 1999, that system is not 
Year 2000 com pliant, increasing the risk that data processed after January 1, 2000, m ay 
be inaccurate and incom plete. Although LRO is under the control of the Nineteenth 
Judicial District Court system , the Department of Insurance has custodial responsibility 
for the estate assets and is responsible for accurately reporting these balances in the 
department's annual financial report. Assets in these estates total $56,244,072 for the 
fiscal year ended June 30, 1999. 

The departm ent did not include LRO in its Year 2000 im plem entation plan. The Year 
2000 conversion is currently being perform ed in-house by an LRO Inform ation System s 
em ployee, who is evaluating and analyzing the system . Conversion is expected to be 
com plete by January 1, 2000, which leaves little m argin for error, 

The departm ent should develop a contingency plan for accurately reporting LRO estate 
assets in the event that LRO cannot provide the necessary data from its general ledger 
system . M anagem ent concurred with the finding and outlined a p~an of corrective action 

(see Appendix A, page 2). 

A m aterial weakness is a condition in which the design or operation of one or m ore of the 
internal control com ponents does not reduce to a relatively low level the risk that m isstatem ents 
in am ounts that would be m aterial in relation to the special purpose financial statem ents being 
audited m ay occur and not be detected within a tim ely period by em ployees in the norm al 
course of perform ing their assigned functions. O ur consideration of the internal contro~ over 
financial reporting would not necessarily disclose all m atters in the internal control that m ight be 
reportable conditions and, accordingly, would not necessarily disclose all reportable conditions 
that are also considered to be m aterial weaknesses. However, we do not believe the reportable 
conditions described previously are m aterial weaknesses. 
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This report is intended solely for the inform ation and use of the departm ent and its 
m anagem ent and is not intended to be, and should not be, used by anyone other than these 
specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the 
Legislative Auditor as a public docum ent. 

AO E:THC:RCL:d 

Daniel G . Kyle, CPA, CFE 
Legislative Auditor 
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M anagem ent's C orrective A ction 
P lans and R esponses to the 

Findings and Recom m endations 



O  
Daniel Kyle, Ph.D., CPA, CFE 
Legislative Auditor 
Post Offi ce Box 94397 
Baton Rouge, LA 70804-9397 

Dear Dr. Kyle 

JAM ES H . "JIM " B ROW N 
C O M M ISSIO NER O ~ INSLJnAN(} 

STATE OF LC}L}ISIAN/ 

Septem ber 2, 1999 

The Departm ent of Insurance accepts the audit finding titled Noncom pliance with 
M ovable Property Regulations to the extent that the finding cites DOI for failure to tim ely report 
acquisitions to LPAA; however, DO I would point out that, although item s were not always 
reported to LPAA within the required tim e lim it, item s requiring tags were tagged within 45 days 
of receipt at this departm ent. 

The untim ely reporting to LPAA was a result of a shortage of personnel in our property 
control section. This is a repeat finding. Last year we planned to do an audit early in the 
calendar year to rem edy the finding, but we were not able to fill the position responsible for day- 
to-day property control activity until late April, 1999. 

Since com pletion of the physical inventory about one m onth ago, the newly hired office 
coordinator, Shannon M itchell, has been reporting acquisitions as received, but no later than 
weekly. The Adm inistrative M anager within the Office of M anagem ent and Finance, Arlene 
Pellegrin, is m onitoring to assure that the reporting continues on a tim ely basis. Appropriate 
changes to the Office of M anagem ent and Finance Policies and Procedures have been m ade. 

The agency has instituted a program of m onitoring the tim eliness of reports of 
acquisitions to LPAA. O ur rem ediation efforts are com plete. 

Please call me at (225) 342-7276 if you have any questions or would like to discuss the 
finding or this response to the finding with m e. 

CSJ/CDB/cb 

Deputy Com m issioner 
Office of M anagem ent and Finance 
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Daniel G . Kyle, PH.D., CPA , CFE 
Legislative Auditor 
P.O . Box 94397 
Baton Rouge, Louisiana 70804-9397 

Re: Inadequate Planning for Year 2000 Com puter Issues 

Dear Dr. Kyle: 

P O Box 94214 
[~A%ON ROUGE, LOLJiSFA~JA 70#~()~ 9214 

PIIONF (22S) 342 'o9OO 
FAX (225) 342 3978 

hltp://www[d~ Idi slate la us 

W e concur that the planning for Year 2000 issues at the Louisiana 

Receivership Office (LRO) is not adequate; however, it should be noted that LRO 
is not under the direct control of the Department of Insurance (DOI). W hile LRO 
is technically a part of D O l, it w as rem oved som e years ago from the direct 
control of the Department, and placed under the jurisdiction of the 19th Judicial 
District Court. The court appointed LRO adm inistrator has consistently asserted 
that the independence of the LRO precludes any adm inistrative supervision or 
review of LRO by DO I personnel. This has prevented any access by DO I to 
determ ine Year 2000 readiness at LRO . 

In light of changes in LRO personnel recently ordered by the C ourt, DO I 
has every reason to anticipate a m uch m ore cooperative attitude by LRO in 
future m atters concerning oversight. DO I Inform ation Technology personnel w ill 
now begin a corrective action plan to assist the new ly appointed coordinator, M r. 
Barry  W . Karns, in LRO 's Y2K planning effort. This newfound spirit of 
cooperation should allow adequate Y2K planning to be im plem ented by year- 
end. 

The departm ent is com m itted to Year 2000 readiness in all system s and in 
resolving all concerns expressed by your office. 

Sincerely, 

CSJ/RC/s 

Deputy Com m issioner 
Office of M anagem ent & Finance 

cc: Jam es H. "Jim " Brow n. Com m issioner 


