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BIENNIAL REPORT OF THE NEVADA
INDUSTRIAL COMMISSION

FOREWORD

The adoption of new statistical methods in management, improved
reserve procedures, and a decrease in registered claims keynoted the
biennium ending June 30, 1966.

Statistical records were used in determining probability, expectation,
and decision making on claims and resulted in a scientific method of
reserving claims on a continuous basis. The procedure proved especially
effective in determining future liabilities and adopting reserves.

Surprisingly, claims showed a marked decrease despite the steady
economic growth and increase in the work force. There were 547 less
claims in 1965 than the preceding 12-month period, reflecting a percent-
age slightly more than 2 percent. Fiscal 1966 ended with a decrease of
1,141, nearly 5 percent. This was attributed to the aggressive action of
the NIC Accident Prevention Department and spontaneous assistance
from employers due to the effect of the debit-credit rating system and
annual dividend rebates. Increased investigations of claims also affected
the number of accepted claims.

Debit-Credit Rating

The Commission adopted a prospective debit-credit rating plan in
1961 which allowed the rates of individual accounts to be either sur-
charged or reduced in accordance with their own experience compared
with other employers in the same classification. This served as a major
incentive to safety-conscious employers to actively participate in the
program to reduce accidents and claim costs. Simultaneously there
emerged throughout Nevada numerous intraindustry and intraplant
safety groups with their objectives to reduce on-the-job accidents and
screen claims with the mission of reducing medical costs.

So effective was the support from employers and labor groups in the
statewide safety program, the Commission has been able to reduce rates
cach of the past 6 years despite the fact that compensation benefits,
pensions, and medical costs have increased consistently with the nation’s
rising cost of living,

Dividend Plan

Another program which has encouraged employers to promote safety
is the dividend plan instituted by the NIC in 1961. This program pro-
vides for refunds to employers with good experience rating based on the
immediate past year’s record. With the use of financial leverage and
closer projections on the cash flow, the Commission has been able to
increase its interest income nearly threefoid in the past 7 years, and
this money is used primarily to reward employers with good experience
records.
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Administrative

To meet the work-injury needs of the nation’s fastest growing state
and provide increased service together with personal attention to individ-
ual claims, the Commission found it necessary to streamline many
administrative procedures. Staff studies have been instituted in all
departments and are most effective in the claims department where con-
tested cases, medical problems, and other matters requiring Commission
attention are analyzed by the examiner on a problem-solution report.

The Commission administratively has intensified its investigation—
both in the audit and claims departments. This has proven effective in
reducing fraudulent claims and providing the Commission with evidence
in some matters which develop into litigation.

Litigaticn

The NIC has made progress in reducing litigation. In 1958, 20 cases
had been litigated or were on the court dockets. In fiscal 1966, only six
claims required legal interpretation. This shows that by administrative
procedures—formal hearings and medical investigation—the Nevada
Industrial Commission has made strides in the problem of litigation
often referred to as the “bug-a-boo” of workmen’s compensation.

Rehabilitation

The Commission has met the challenge of rehabilitation. This new
phase of workmen’s compensation is designed to return the injured
workman to the labor market as soon as possible and, in many cases,
train him for a position requiring less physical exertion. The objective
is to reduce the possibility of re-injury or aggravation of a pre-existing
condition. In 1965 the NIC was successful in obtaining legislative
approval for a cooperative agreement with the State-Federal Rehabilita-
tion Department whereby the two departments will be able to rehabili-
tate the industrially sick and injured during the period of convalescence
without duplication of efforts and costs. Under this program, there will
be no additional expense to the workmen’s compensation phase, but the
agreement will enable the NIC to pay compensation on a temporary
total basis and provide medical benefits as authorized by law, while
simultaneously VRD is retraining the individual for a different occu-
pation.

New Medical Fees

In 1966 the NIC realized the need to completely revamp its Medical
Fee Schedule. Tt was apparent that over the past years great changes had
been made in techniques and methods of treatment which could not
have been foreseen when the Industrial Commission’s last fee schedule
was promulgated in 1959. Thus, the Commission adopted the Relative
Values Studies with modifications which provides a most practical
approach as it offers an equitable basis for fees and will facilitate future
changes.

Safety

Safety codes were revised and updated during a series of labor-
management meetings. Final adoption was made by the Commission
effective July 1, 1964.
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Benefits

The industrially sick and injured have received benefit increases at
every regular session and the 1966 special session of the Legislature.
This has enabled Nevada’s disabled workmen to receive compensation
raises consistent with the rising cost of living. Today Nevada ranks
among the top seven states in most benefits paid for work injuries.

Future Plans

The NIC will further its efforts to meet the challenge of rehabilitation;
it has pledged itself to reduce the number of litigated cases; and it will
seek new means of providing better service to both employers and the
industrially sick and injured.

Respectfully submitted,

C. A. HECKETHORN, Chairman
Nevada Industrial Commission
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BIENNIAL SUMMARY
EMPLOYER ACCOUNTS

1965 1966
Earned premium......cooooviiviiimiiiiieeieeeen. $9,422,673.00 $9,039,804.00
Bad debt writeoff... 12,742.28 8,971.39
Rebate paid... 871,928.04 1,204,357.32
Accounts reglstered ......... 11,316 11,615
Accounts opened and reop RSSO T e 2,345 2,447
Accounts closed 1,848 2,138
Other miscellaneous change p011c1es ........................... 2,985 4,082
Out-of-state certificates registered 1,414 1,549
Employers with NIC and out-of-state coverage...._... 531 632
Outgoing mail processed 125,072 123,384
FIELD AUDIT T e
Audits completed... 8,207 7,759
Net premium picKUp....c.oooooeonieiiiins $296,578.48 $190,327.36
Average pickup per audit..... 36.13 24.53
Miscellaneous assignments 283 216
Assignments for employer accounts.. 1,144 1,422
Field representative contacts............ooooooooevveveeeeenn. 1,165 1,167
SAFETY DEPARTMENT A e
Inspections completed 15,276 23,104
Recommendations made 7,424 10,310

Cases Filed— CLAIMS LITIGATION

1965 cases filed RS e——— |
1966 cases filed o

Cases Disposed of—
Settled and dismissed (fur NIC, 8; against NIC, 3)...... ...
Abandoned by claimant....... s
Dismissed (won by NIC)..
Disallowed (won by NIC) ...................
Tried and judgment against NIC. .. ...ooooioiiiiiiiiiiiiieiii

—
B = b ek

Cases disposed of, 1965-1966 16
Supreme Court Appeal (1965-1966 won by NIC)................. 1

Cases Pending—
Tried, decision pending...
Pre-trial had and set for trial...
Referred for further administrative. procedure
Settled or abandoned.........oocciveciiiiiiiiiis
Issues joined, pending further action. ...

| 00 LI N I

Cases pending 1965-1966 72

Referrals to Vocational Rehabilitation Division— 1965 1966

Total cases referred 266 239
Workmen successfully rehabilitated 31 32
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REPORTS OF INJURIES AND OCCUPATIONAL DISEASES*

AND PREMIUMS

Fiscal Year Claims
1L 7 U #%1,307
1949 s 8,352
1050 e emm e nna e enen 9,002
1951..... 9,680
1952 10,699
1953 e e mmna e 15,804
[ L S U 15,631
1955 16,327

L P T e e 16,000
15,274

_____________ 13,939

............. 15,052

16,092

....... 16,828

Ly 2O 19,057
10 63— 23,508
1964......... 24,857
B3 F PRI TRIS PP 24,310
1966 e 23,169

*The Octupational Diseases Act was passed in 1947.

Premiums

$250,258
1,801,929
1,819,994
2,254,220
3,137,234
3,455,195
3,561,721
4,060,169
4,581,010
4,801,735
4,463,279
4,938,999
5,653,631
6,301,659
6,960,125
8,614,832
9,212,803
9,422,673
9,039,804

#**This number included accidents and claims. Payments were made on minor accidents with-

out a claim number being assigned,

CLAIMS ESTABLISHED FOR FISCAL YEAR 1965

Carson City Las Vegas

JUly 1964 e s 940 972
August 1964 ..o . 1,126 1,101
September 1964 .. 1,181 837
October 1964...... . 1,101 1,116
November 1964 iiiaaeas .. 988 865
December 1964 ... 993 1,082
January 1965 .cooomirerieeieciieiecneaaines ... 897 891
February 1965... .. 974 897
March 1965 . i ... 1,059 1,157
April 1965....... . 974 948
May 1965........... . 929 872
Tune 1065 o s 1,199 1,211

12,361 11,949

Grand total 24,310
CLAIMS ESTABLISHED FOR FISCAL YEAR 1966
Carson City Las Vegas

July 1965 .. .. 1,022 903
August 1965, 1,240 846
September 1965........... e R S s (] 874
October 1965........ ... 1,002 1,037
November 1965. .. 960 912
December 1965 e ... 894 884
January 1966....... - e | 943
February 1966.........oo.oooeeieeriereemeeeimeneasiisamtaieniinionees 900 899
MATCH 1966 eemesemermmesemasinmeeniee P2 993
APTIL 1966 .o 926 877
May 1966 ... 1,054 937
June 1966_........... .. 1,075 933

12,131 11,038

Grand total............_.. e T N 23,169
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KAFOURY, ARMSTRONG AND BERNARD
PUBLIC ACCOUNTANTS

100 CALIFORNIA AVENUE
RENO, NEVADA

November 1, 1965

NEVADA INDUSTRIAL COMMISSION
CarsoN Crity, NEVADA

GENTLEMEN: We have examined the statement of financial condi-
tion of the Nevada Industrial Commission at June 30, 1965, and the
statement of operations, analysis of surplus, statement of receipts and
disbursements, and their related schedules for the year then ended. Our
examination was made in accordance with generally accepted auditing
standards and included such tests and analyses of the records as we
deemed necessary in the circumstances. We did not, however, examine
benefits reserves in detail but confined our examination to the reason-
ableness of such reserves taken as a whole.

In our opinion, the financial statements described above present fairly
the financial condition of the Nevada Industrial Commission at June 30,
1965, and the results of its operations for the year then ended in con-
formity with generally accepted accounting principles applicable in the
circumstances, applied on a basis consistent with that of the preceding
year.

KAFOURY, ARMSTRONG AND BERNARD
Certified Public Accountants

COMMENTS ON FINANCIAL STATEMENTS
EXHIBIT A—STATEMENT OF FINANCIAL CONDITION

Cash on Hand and on Deposit—$225,778.03 (Schedule No. 1)

Cash on deposit with the State Treasurer of Nevada and with the
First National Bank of Nevada was verified by direct correspondence
with the depositories and reconciled to the Commission’s records. Pe
cash held by the Las Vegas and Reno offices was certified to by the
respective branch managers, while that of the Carson City office was
verified by actual count.

The First National Bank of Nevada has on deposit with the State
Treasurer of Nevada $260,000 par value United States Treasury Bonds,
3% percent, due August 15, 1968, as security for the Commission’s
commercial deposit with the bank’s Carson City branch.

Earned Premiums Due—$1,294,032.75

Analyzed below are the industrial insurance premiums earned by the
Commission but not received as of June 30, 1965:

Unreported premiums, 1965 fiscal year (estimated)......_ .. $1,219,236.28
Unreported premiums, prior fiscal years (estimated) 14,000.00
Premiums reported but unpaid......ooooooo 60,796.47

TOtAL e $1,294,032.75
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Unreported premiums have been estimated on a basis substantially
consistent with that applied in prior years. The premiums reported but
unpaid are considered by the Commission to be collectible. We have
reviewed these accounts and are in agreement that any losses which may
be sustained will not be significant.

Accounts Receivable—$431.90

Miscellaneous accounts receivable of $431.90 represents returned
checks held by the Commission at June 30, 1965. A review of this
account indicated that the Commission has maintained a proper system
of control over these returns.

Accrued and Matured Interest Receivable—$273,973.78

At June 30, 1965, the Commission’s investments had current earned
interest accrued of $255,723.78. Additional accrued interest of $27,-
640.35 on the Overton Water District General Obligation Bonds, Series
of February 1, 1960, at June 30, 1965, is being reported under the Other
Asset section of this report. A more detailed description of that issue is
outlined later in this report.

Matured interest receivable in the amount of $18,250 represents
interest coupons which had matured on or before June 30, 1965, but
had not been redeemed at the close of the year.

All other interest collectible during the year was received by the
Commission.

Investments—$23,552,973.07

The investment portfolio at June 30, 1965, consisted of bonds, notes,
and insured mortgages with a book value aggregating $23,552,973.07.
All investments are stated at cost adjusted by applicable amortization of
premium or discount and are presented in detail in Schedules Nos. 2,
3, and 4. These securities were held for the account of the Commission
by the following agents:

Book value of

bonds held at
June 30, 1965 Percent
State Treasurer of Nevada (par value $5,890,000) ... $5,899,128.61 25.05
Trust Department, First National Bank of Nevada
(par value $15,658,000) 15,734,889.07 66.80
Real Estate Loan Service Center, Bank of America,
Pasadena, California (par value $885,097.13)........ 901,621.95 3.83
Community Funding Corporation, Jamaica, New York
(par value $1,003,195.19) 1,017,333.44 4.32
Totals $23,552,973.07 100.00

We confirmed the bonds and matured interest coupons held by the
State Treasurer of Nevada by examination of the various securities held
by that office. Securities held by the First National Bank of Nevada, the
Bank of America, and the Community Funding Corporation as custo-
dians were confirmed by direct correspondence with those agencies and
were reconciled to the records of the Commission.

All bonds maturing during the year were collected except the $6,000
February 1, 1965, maturity of the Overton Water District General Obli-
gation Bond. However, the District did redeem the $6,000 February 1,
1964, maturity of that bond. The matured Overton bonds bear interest
at 6 percent from the date they become delinquent.
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In accordance with the plan of payment as agreed upon between the
Overton Water District and the Nevada Industrial Commission on Jan-
uary 1, 1964, all current interest payments due on the Water District’s
$160,000 February 1, 1960, issue were paid by the District to the
Commission. The accrued interest on this issue was $27,640.35 at June
30, 1965, compared with $27,752.85 at the close of the prior fiscal year.

The Commission received full payment of the balance of the note
receivable arising from the sale of its former Carson City offices.

It is the Commission’s continuing policy that no investments be made
in either common or preferred stock.

Fixed Assets—$856,171.94

Office facilities at Carson City and Las Vegas at an aggregate cost of
$985.861.10 are being amortized against rental income over a 40-year
period. The book value of these facilities at June 30, 1965, is analyzed
below:

Carson City Las Vegas Total
Total COSt..oomoee oo $798,752.12 $187,108.98 $985,861.10
Accumulated amortization......._...__._.. 115,076.18 14,614.98 129,691.16
Book value $683,675.94 $172,494.00 $856,169.94

Furniture and equipment and automobiles are each carried at a nomi-
nal value of $1.

The Commission’s fixed asset record, as maintained by the data
processing department, was tested during our examination and was
found to be in substantial agreement with those maintained by the vari-
ous department supervisors and with the assets actually on hand.

In our opinion the valuation of fixed assets as outlined above is in
accord with properly conservative insurance practice, giving appropriate
consideration to the liquidity of the Commission’s admitted assets.

Other Assets—$28,065.35

We confirmed the Commission’s air travel card deposit with United
Air Lines in an amount of $425.

As noted previously in this report, accrued interest due on the Over-
ton Water District bonds issued February 1, 1960, has been segregated
from current interest receivable because of the delinquent status of prior
maturities of this issue. On April 23, 1965, the Commission adopted a
“status quo” policy with regard to this issue. This policy requires that
the Water District must continue to pay the current interest and redeem
one matured bond each year. No demand for payment of the delinquent
matured bond or interest is contemplated until the District’s financial
position improves, although the Commission reserves the right to make
such demand as circumstances may require.

No provision has been made for prepaid premiums on insurance
policies in effect at June 30, 1965, in conformity with the established
practice of the Commission.

Current Liabilities—$1,290,638.63

Cash advance premium deposits held by the Commission totaled
$1,237,957.03. Surety bonds totaling $1,955,400 had been posted and
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$74,500 in negotiable securities had been pledged to the Commission in
lieu of the usual cash deposit in accordance with the provisions of NRS
616.395-3.

We reviewed the cash deposits and surety bonds posted by examining
employer account records selected by a random sample of account bal-
ances at year end. We did not verify these records by direct correspond-
ence with contributors. Pledged securities held in the Commission’s vault
were examined and compared with the records of the employer accounts
department. The subsidiary record for advance deposits was found to be
in agreement with that of the general ledger subsidiary control.

Unpaid operating expenses of $18,277.42 were verified by examina-
tion of vendors’ invoices and the subsequent payment thereof.

United States savings bond deductions withheld from employees’ pay-
roll totaled $148.75 at year end.

Accrued employees’ payroll of $32,526.42 and accrued employees’
retirement of $1,729.01 represent costs of salaries and wages earned but
not paid at June 30, 1965.

Reserves—$14,988,659.98
The following reserves have been adopted by the Commission as of
June 30, 1965:

For pending Claiims. . .o oo e e neae $4,084,438.51
For pensions..................... » 7,612,249.50
For reopened claims........... 200,000.00
FOr cataStrOPhe. .....ocoivineiie e sneee s soesesiimsissssssssssnnanennnes 1,900,000.00
For fluctuation in value of Investments ...z 588,825.00
For stabilization of rates 1,000,000.00
Total. e $14,985,513.01

In addition to the above reserves, the reserve for major repairs was
$3,146.97 at year end. This reserve is discussed in greater detail later
in this report.

Pending claims reserves, together with the reserves for pensions, have
been set up to recognize the Commission’s estimated remaining liability
for claims arising prior to June 30, 1965, and not closed at that time.
Individual reserves for pending claims were calculated by the Commis-
sion’s staff and the total thereof was reviewed by us for reasonableness.
Our examination included a comparative analysis of projected reserves
with prior years' benefits experience and with known costs experienced
through September 30, 1965. We believe that these reserves are reason-
ably stated. Pension reserves were calculated by the Commission’s staff
on an established mortality table basis. Included in the reserve for pen-
sions is $7,394.50 in respect to the silicosis benefits pool established by
NRS 617, Sections 2, 3(a).

The reserve for reopened claims provides for the contingency of
reopening claims previously closed but subject to revaluation under
Commission regulations or pursuant to judicial order.

In accordance with Commission approval on January 6, 1965, the
Catastrophe Reserve was increased by $500,000 to a total of $1,500,000
at June 30, 1965, The increase was provided for in equal amounts from
the State Insurance Fund and the Accident Benefit Fund. This reserve
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has been established to provide for unusual losses arising from single,
multiple injury catastrophes.

In order to maintain a reasonable relationship between the reserves
for fluctuation in value of investments and the current investment port-
folios of each fund, these reserves have been revalued at June 30, 1965,
at 2'2 percent of the book value of the securities held by each fund.

The reserve for stabilization of rates remains unchanged from the
prior year.

Surplus—$9,952,128.21

Presented below is a comparison of the Commission’s unappropriated

or free surplus balances at June 30, 1965, and June 30, 1964:

Increase or
June 30, 1965 June 30, 1964 (decrease)
State Insurance Fund.............. $6,068,638.35  $5,263,575.35 $805,063.00
Accident Benefit Fund.......... 3,015,366.57 2,368,534.48 646,832.09
Occupational Diseases Fund........... 868,123.29 882,742.21 (14,618.92)
Totals $9,952,128.21 $8,514,852.04 $1,437,276.17

A discussion of the pesent level of unappropriated surplus follows in
the General Comments section of this report.

EXHIBIT B—STATEMENT OF OPERATIONS BY FUNDS

Net income from operations for the year of $1,865,544.82 represents
an increase of $618,181.95 over that experienced in fiscal year 1964.
Presented below is a brief comparison of the operations of the current

year with those of the prior year:
~——YEAR ENDED JUNE 30— Increase or
1965 1964

(decrease)
Premiums earned .. $9,422,673 $9,212,803 $209,870
Benefits expense e 1,194,507 7,752,567 (558,060)
Excess of premiums e $2,228,166 $1,460,236 $767,930
Administrative and safety expenses.............. 1,075,343 1,036,905 38,438
Underwriting gain $1,152,823 $423,331 $729,492
Other income and expense (net)................._. 712,722 824,032 (111,310)
Excess of income over expense.................... $1,865,545  $1,247,363 $618,182

The decrease in benefits expense observed above, $558,060, is
directly attributable to a more realistic approach to reserving for pend-
ing claims. As indicated by the substantial salvage credited to surplus
during the last 2 years, pending claims reserves had been too often
based on a policy of providing for all contingencies in each claim reserve.
Such a policy necessarily overstates reserves, resulting in understated
current income and excessive salvage of prior years™ reserves.

We believe the current policy, which provides for reasonable reserves
based on the experience of the average claim of a given type, will permit
a more accurate measurement of the Commission’s current operations.

In an effort to improve the return on certain portions of the portfolio,
$2,800,000 par value 2% percent government bonds were sold during
the year. The funds thus provided were invested in higher income issues,
notably V.A. guaranteed Vender Mortgages and 4% percent govern-
ment bonds. The sale resulted in a recognized loss of $202,412.71. How-
ever, the Commission’s investment counsel has projected that the income
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that will be earned on the new issues through the original maturity date
of the bonds sold will offset this loss and provide a greater return than
that which would otherwise have been realized.

The above described transaction led to a net decrease in other income
and expense in the amount of $111,310 from that of fiscal year 1964.

Schedule No. 7 presents a detailed description of the Commission’s
net investment income for the year under review.

Rental income, as detailed in Schedule No. 8, was $3,308.01. The
Carson City offices produced a net rental income of $6,704.63, while
the Las Vegas office experienced a loss of $3,396.62. In view of these
results, we again recommend that the Commission consider a rental rate
increase for the Las Vegas office in order to comply with the Commis-
sion’s intent that a reasonable rate of return on the building assets be
realized by the State Insurance Fund. Under statutory requirements, the
building income and expenses are aftributable in total to the State Insur-
ance Fund. Since the occupancy of these offices benefits the Accident
Benefit and Occupational Diseases Funds as well, a rental charge based
upon rates comparable to those charged to other lessees is paid by the
Commission to itself. This procedure permits the accurate measurement
of the building operations, while insuring a provision of funds adequate
to recapture through amortization the State Insurance Fund’s investment
in these facilities.

Provision for major building repairs has been made in a manner con-
sistent with that of the prior years. Briefly, this calls for uniform annual
charges to building operations which are used to establish a reserve for
major repairs, Subsequent building repairs and maintenance charges of
a material amount are then charged against this reserve rather than
against the current year operations in which the repair was actually
made. Analyzed below is the status of this reserve at June 30, 1965:

Provisions for years prior to 1965.......ccceiimicieeces . $26,250.00

Net charges to reserves prior to 1965 (roof and heating and
air conditioning repairs, Carson City).. .o eeorecieiiisniasanaeins s 24,864.24
Reserve balance, July 1, 1964, e emeees $1,385.76
Add: Provisions for 1965 fiscal year . 6,000.00
$7,385.76

Less: Net charges for heating and air conditioning repairs

during fiscal year 1965, €arson City....oimmmmmimar s enses 4,238.79
Reserve balance, June 30, 1965 $3,146.97

The Commission has followed the practice of using the current bene-
fits expense as a guide for apportioning to the various funds the premium
to be earned in the forthcoming year. With due consideration to the
financial condition of the several funds, we recommend that the following
be adopted as the basis for apportioning the premiums of the 1966 fiscal
year:

Full coverage Ex-medical
(percent) {pereent)
State Insurance Fund 51 94
Accident Benefit Fund 47
Occupational Diseases Fund.. 2 6

Totals .. ﬁ I()_O
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Schedule No. 5 presents in detail the various costs comprising the
Commission’s net administrative and safety expenses for fiscal year 1965.
Below is a brief comparison of these expenses with those of the prior
year:

Increase or

~———YEAR ENDED JUNE 30
1965 19

(decrease)
Administrative expense..........._...._...... $917,449.68 $893,137.84  $24,311.84
Safety expense 157,892.97 143,767.59 14,125.38
Totals $1,075,342.65 $1,036,905.43  $38,437.22

Although the Commission does not operate under the budgetary limi-
tations of appropriation agencies, an annual budget is prepared as a
guide for the operations of the year. The Commission’s administrative
and safety budget for the year under review contemplated expenses of
$1,119,389. Actual expenses of $1,104,697 (before credits for adminis-
trative reimbursements) were $14,692 less than estimated.

EXHIBIT C—ANALYSIS OF EARNED SURPLUS

The year’s changes in the unappropriated surplus accounts of the
various funds are presented in detail in Exhibit C. The net adjustments
for pending claims and pensions for 1964 and prior again were a major
factor in the increase in surplus, contributing $1,042,700.49 of the net
increase.

Net premium rebates paid of $870,750.64 represent a return of
premiums collected for the 1964 fiscal year.

During the year, the Commission authorized charges to surplus to
effect an increase in the Catastrophe Reserve of $500,000.

EXHIBIT D—STATEMENT OF RECEIPTS AND DISBURSEMENTS

Receipts for the year exceeded disbursements by $1,578,798.20. Pre-
sented below is a summary by funds of this increase:

State Insurance Fund....... ... $972,024.21
Accident Benefit Fund 503,573.92
Occupational Diseases Fund 103,200.07
Total increase $1,578,798.20

We made extensive tests of checks issued by the Commission during
the year and reviewed invoices and other evidences in support thereof.
Controls over check writing equipment and procedures controlling check
signatures were reviewed in detail by our staff and found to be satisfac-
tory. Surety bond coverage on employees authorized to sign checks or
use check signing machines was found to be adequate.

Supporting documents for all transactions affecting the Commission’s
investments were examined and found to substantiate the adjustments to
the investment portfolio. Authority for material administrative trans-
actions was traced to the Commission’s official minutes. No material
disbursements contrary to the regulations of the Nevada State Purchas-
ing Department were noted in our examination.
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GENERAL COMMENTS

1. A review and evaluation of the Commission’s system of internal
control was performed by our staff and, in our opinion, the internal con-
trol procedures now in operation are adequately supervised and suffi-
ciently comprehensive.

2. In the conduct of our audit we have been governed by the pro-
visions of the Nevada Industrial Commission Acts (NRS 616-618) as
to the propriety of the Commission’s transactions, particularly as they
relate to fiscal operations. Whenever questions have existed as to inter-
pretation concerning the applicability of the provisions of the acts or
the general statutes, we have had the benefit of the opinion of the Com-
mission’s counsel.

3. During the year the Commission again experienced a substantial
salvage from prior years’ benefits reserves. A net surplus credit of
$1,042,700 resulted from this source. It was due to this salvage, as well
as that of $955,273 experienced during fiscal year 1964, that the philoso-
phy applied to evaluate the reserves for pending claims was reexamined
and modified this year. Although conservative reserving practices are
indicated in the management of any insurance fund, such practices can-
not be so conservative as to consistently distort current operating results.
For it is only through analysis of underwriting gain or loss that the
Commission can formulate a premium policy which will result in the
objective set forth in NRS 616.380-3, which states:

“The objective to be accomplished by the Commission shall be to
prescribe and collect only such premiums as may be necessary to pay
the obligations created by this chapter, administrative expenses, and to
carry such reasonable reserves as may be prescribed by law or may be
deemed necessary to meet such contingencies as may be reasonably
expected.”

In view of the operating results of the year and the reserve salvage
experienced, we would again encourage the Commission to consider
declaring a substantial premium rebate for the 1965 fiscal year.

4. As was noted earlier in this report, the Commission authorized
an increase of $500,000 to the Catastrophe Reserve, bringing it to a
total of $1,500,000. This reserve is maintained in lieu of reinsurance to
provide for exceptional losses in multiple injury calamities. As the Com-
mission’s exposure increases, it will continue to be prudent to make
periodic additions to this reserve.

5. The Nevada Industrial Insurance Acts have, for some time, con-
tained certain ambiguities in respect to the use of the term “State Insur-
ance Fund.” In some sections, the term referred to the composite
activities of the Commission as a whole (NRS 616.200). Conversely, the
same words have been used to denote that fund responsible for the pay-
ment of compensation (other than that arising out of occupational
diseases). This conflict was partially resolved by the enactment of S.B.
77 in early 1965. By this legislation, a Compensation Payment Fund
was established “for the transaction of the ordinary business and func-
tions of the commission, including compensation.”

Unfortunately, this legislation also uses “Compensation Payment
Fund” to describe the moneys held by the State Treasurer against which
all Commission checks or warrants are to be drawn.
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We believe that the moneys held or to be held by the State Treasurer
should best be designated as a part of the State Insurance Fund—in the
composite sense—since such moneys by their nature are attributable to
all three funds of the Commission, the Compensation Payment Fund,
the Accident Benefit Fund, and the Occupational Diseases Fund. The
moneys held by the State Treasurer do not in themselves constitute a
fund, but rather a pooling of the greater part of the cash of three separate
and distinct funds.

We recommend that the term “Compensation Payment Fund” be
limited in its meaning to the fund from which nonoccupational diseases
compensation is to be paid and that appropriate amendatory legislation
be encouraged to effect this limitation.

The term “State Insurance Fund” has been used throughout this report
and in the Commission’s financial statements in the sense of the Compen-
sation Payment Fund, consistent with the terminology employed in prior
years. In the future, the new statutory designation of “Compensation
Payment Fund” will be employed to describe this particular activity of
the Commission.

Respectfully submitted,

KAFOURY, ARMSTRONG AND BERNARD
Certified Public Accountants
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SCHEDULE NO. 1
NEVADA INDUSTRIAL COMMISSION
CASH ON HAND AND ON DEPOSIT JUNE 30, 1965
CasH ON HAND AND ON DEPOSIT—

State Treasurer of Nevada
First National Bank of Nevada—

Carson City Branch (general account) 8 $107,515.07

Reno Main Office (custodian account) v eeenes 38,304.75
Peity Cash Funds—

Carson City office $100.00

Reno office... - 50.00

Las Vegas office

Total cash on hand and on deposit vt R

ALLOCATED TO FOLLOWING FUNDS—
State insurance fund $56,536.70

$79,608.21

145,819.82

350.00
$225,778.03

Accident benefit fund.......... 100,220.77
Occupational di FUNd e B e 69,020.56
$225,778.03
BoNDS PLEDGED TO SECURE DEPOSIT—
In First National Bank of Nevada,
Carson City Branch—
U.S. Treasury Bonds, 33 percent, August 15, 1968 $260,000.00
SCHEDULE NO. 5
NEVADA INDUSTRIAL COMMISSION
SAFETY AND ADMINISTRATIVE EXPENSES FOR THE
YEAR ENDED JUNE 30, 1965
Safety Administrative
SALARIES— expense* expense* Total
COMIMUISSIONEIS .o ecc et ee et sereeesenenenneneseeeee viiis $39,735.68 $39,735.68
Attormneys and physicians. 9 57,875.92 57,875.92
Field audit department 111,804.40 111,804.40
Claims department PN 164,751.42 164,751.42
Safety department $100,481.28 vt 100,481.28
Employer accounts department............ : 80,672.48 80,672.48
Statistical department 59,245.38 59,245.38
All others 111,310.45 111,310.45
Total salaries $100,481.28 $625,395.73 $725,877.01
TRANSPORTATION—
COMMISSIONBIE.... i i i s $6,523.36 $6,523.36
Field auditors. . 8,767.01 8,767.01
Claims investigators......... 3,929.08 3,929.08
Safety inspectors...... $12,389.37 e 12,389.37
All others. 2,371.68 2,371.68
Total transportation. $12,389.37 $21,591.13 $33,980.50
HoreL, MeaLs, Etc.—
Commissioners..,...... $2,843.54 $2,843.54
Figld auditors ... = 5,640.31 5,640.31
Claims investigators ... . 2,068.26 2,068.26
Safety inspectors. $3,755.95 3,755.95
All others........... 2,320.95 2,320.95
Tolal hotel, MEALS, BUC......ccosurossrssrenssasarssssssensiraasissrpsepasis $12,873.06 $16,629.01
OFFICE EXPENSES—
Office rentals and utilities.. $54,311.82 $63,036.00
Tenants' building expenses..........ccc. 110.84 128.65
Postage and expre: 14,191.74 16,471.38
Telephone and telegraph 18,750.37 21,295.74
Printing and StAHONBEY...... o ssirmssinmisesssmssmisds 34,261.76 44,398.51
Supplies and other expense. 14,359.10 16,665.62
Furniture and equipment rentals 59,484.94 59,484.94
Total office expense: i $26,010.27 $195,470.57 $221,480.84
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Safety Administrative

PERSONNEL COSTS— expense* expense* Total

Personnel department COSES....ooci e ciiniminisnnnsene: $578.37 $3,932.37 $4,510.74

Contribution to public employees' retirement

(1T, 1 (UM SR TS ¢ N 1 A CETE 5,705.36 33,529.38 39,234.74

Industrial INSUTANCE. ...ccoi ot cemnaee e e ccsannanes 542.74 3,391.34 3,934.08

Employee group insurance. 330.00 2,475.00 2,805.00
Total personnel costs. $7,156.47 $43,328.09 $50,484.56
GENERAL EXPENSES—

Actuarial fees. ..ot et anaesenes $6,500.00 $6,500.00

Audit and other professional accounting services...... $2,030.46 12,640.52 14,670.98

Collection costs and fees. 55.2! 344.21 399.50

Rejected claims cost 2,385.27 2,385 27

Dues and subscriptions. 37.00 2,385.78 2,422.78

General insurance. 690.09 4,296.12 4,986.21

Miscellaneous. 5,400.15 7,956.60 13, 1356.75
Total general expenses.... $8,212.99 $36,508.50 $44,721.49
CaPITAL OUTLAY—

Office furniture and equipment $1,189.74 $6,475.96 $7,665.70

Automobiles . - 3,857.64 3,857.64
Total capital outlay. : $1,189.74 $10,333.60 $11,523.34
Gross administrative and safety expense.... ... $159,196.07 $945,500.68 $1,104,696.75
LESS: MISCELLANEOUS ADMINISTRATIVE INCOME—

Delinquency penalties R $27,181.70 $27,181.70

Miscellaneous administrative reimbursements $1,303.10 869.30 2,172.40
Total miscellaneous administrative income........................ $1,303.10 $28,051.00 $29,354.10
Net administrative and safety eXpenses...........ococverecees $157,892.97 $917,449.68 $1,075,342.65
ALLOCATED TO**—

State insurance fund s $83,256.96 $483,771.22 $567,028.18

Accident benefit fund.. . 69,630.80 404,595.31 474,226.11

Occupational di fund A 5,005.21 29,083.15 34,088.36
Total allocated $157,892.97 $917,449.68 $1,075,342.65

*Expenses _directly allocable to safety expense or to administrative expense have been so allo-
cated. All other costs have been allocated in the same ratio as safety salaries bears to total

administrative salaries.

**The total administrative and safety expenses have been allocated to each fund in proportion
to the relative premium income for the fiscal year ended June 30, 1965.

SCHEDULE NO. 6

NEVADA INDUSTRIAL COMMISSION
MISCELLANEQOUS NONOPERATING INCOME FOR THE

YEAR ENDED JUNE 30, 1965

MISCELLANEOUS MONOPERATING INCOME—

Bad debis recovered.
Other nonoperating. income.

Advance deposits absorbed tt':'f failure to report

Total miscellaneous nonoperating income.

ALLOCATED TO*—
State insurance fund

Accident benefit fund

Occupational di fund

Total allocated....ivmiiieiniieirmiiimissnssmsmrrinnsrssiiens

$323.45
35.38
3,467.02

$3,825.85

$2,017.37
1,687.20
121.28

$3,825.85

*The total nonoperating income has been allocated to each fund in proportion to the rela-

tive premium income for the fiscal year ended June 30, 1965.
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SCHEDULE NO. 8
NEVADA INDUSTRIAL COMMISSION
RENT AND EXPENSE ACCOUNT (RENTAL INCOME, NET)
FOR THE YEAR ENDED JUNE 30, 1965

REVENUES— Carson City Las Vegas Total
Rental income (Nevada Industrial Commission)...... $38,728.80 $18,907.20 $57,636.00
Rental income (other) 38,814.72 . 38,814.72
Miscell DL 1 11 o 5.87 5.87

Total revenues $77,549.39 $18,907.20 $96,456.59

EXPENSES—

Building superintendenc $7,068.00 $7,068.00
Janitorial salaries. 15,998.70 25,388.90
Contribution to re 1,309.87 1,748.81
Industrial insurance. 125.65 177.21
Employee group ins 114.00 138.00
Utilities..... 10,827.67 14,077.14
Insurance. 974.83 1,194.51
Repairs an 10,862.79 13,865.23
Building improvements atesdabiaia 268.60
Building supplies 1,616.85 1,831.87
Janitorial supplies . 1,254.79
Amortization of property costs 24,839.29
Amortization of leasehold improvements .80 940.80
Building equipment 114.80
Personnel asseSSMENTS. ... ocvireuiiimiisaiinnsiosssssissioss 172.38 240.63
Total expense: $70,844.76 $22,303.82 $93,148.58
Net rental income or (loss)........ $6,704.63 ($3,396.62) $3,308.01
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KAFOURY, ARMSTRONG, BERNARD AND BERGSTROM
CERTIFIED PUBLIC ACCOUNTANTS

100 CALIFORNIA AVENUE
RENO, NEVADA

September 7, 1966

NEVADA INDUSTRIAL COMMISSION
CarsoN CITY, NEVADA

GENTLEMEN: We have examined the statement of financial condi-
tion of the Nevada Industrial Commission at June 30, 1966, and the
statement of operations, analysis of surplus, and statement of receipts
and disbursements for the year then ended. Our examination was made
in accordance with generally accepted auditing standards and included
such tests and analyses of the records as we considered necessary. We
did not, however, examine benefits reserves in detail but confined our
examination to the reasonableness of such reserves taken as a whole.

In our opinion, the attached statements described above present fairly
the financial condition of the Nevada Industrial Commission at June 30,
1966, and the results of its operations for the year then ended in con-
formity with generally accepted accounting principles applied on a basis
consistent with that of the preceding year.

Respectfully submitted,
KAFOURY, ARMSTRONG, BERNARD AND BERGSTROM

COMMENTS ON FINANCIAL STATEMENTS

The following schedules were also examined:
Schedule No. 1—Cash on Hand and on Deposit.
Schedule No. 2—Bonds Owned, Compensation Payment Fund.
Schedule No. 3—Bonds Owned, Accident Benefit Fund.
Schedule No. 4—Bonds Owned, Occupational Diseases Fund.
Schedule No. 5—Safety and Administrative Expense.
Schedule No. 6—Miscellaneous Nonoperating Income.
Schedule No. 7—Investment Income.
Schedule No. 8—Rent and Expense Account.

These schedules present supplementary information and are not
required for the fair presentation of the Nevada Industrial Commission’s
financial position or the results of its operations.

We have included, where informative, the auditing procedure used
in analyzing certain accounts. These comments, however, do not include
all of the auditing procedures performed during the course of our
examination.

EXHIBIT A—STATEMENT OF FINANCIAL CONDITION

Cash on Hand and on Deposit—$437,781.56 (Schedule No. 1)

Cash on deposit with the State Treasurer of Nevada and the First
National Bank of Nevada was confirmed by direct correspondence with
the respective depositories and reconciled to the Commission’s records.
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The custodian account at the Bank of America, Pasadena, California,
represents principal and interest collected from various V. A. Vendee
notes held by that institution as custodian, which had not been remitted
to the Commission at June 30, 1966.

Petty cash at the Carson City office was verified by actual count, and
the cash held by the Reno and Las Vegas offices was attested to by the
branch office managers.

As security for the Commission’s commercial deposit, the First
National Bank of Nevada has on deposit with the State Treasurer of
Nevada $260,000 par value United States Treasury Bonds, 3% percent,
due August 15, 1968.

Earned Premizms Receivable—$1,151,180.26
Industrial insurance premiums earned by the Commission but not
received by June 30 are analyzed as follows:

Unreported premiums, 1966 fiscal year (estimated).....c.cconn.e .. $1,071,621.63
Unreported premiums, prior fiscal years (estimated)... ) 39,000.00
Premiums reported but unpaid.......oo 40,558.63
4 X032 VSO $1,151,180.26

Unreported premiums have been estimated on a basis substantially
consistent with that applied in prior years. The premiums reported but
unpaid are considered by the Commission to be collectible. We have
reviewed these accounts and are in agreement that any losses which may
be sustained will not be significant.

Accounts Receivable—$1,749.02

Returned checks held by the Commission at June 30, 1966, totaled
$424.97. A review of this account indicated that a proper system of
control over returned checks had been maintained throughout the year.

At balance sheet date the State Purchasing Department had sold, by
auction, a number of the Commission’s used automobiles. The proceeds
of égese sales, $1,324.05, were transmitted to the Commission in July,
1966.

Accrued Interest Receivable—$270,140.13

Current interest earned on the Commission’s investments but not
received at June 30, 1966, aggregated $270,140.13. In addition, interest
of $27.368.85 on the Overton Water District General Obligation Bonds,
Series of February 1, 1960, had accrued to June 30, 1966, and is
reported under the Other Assets section of Exhibit A. A more detailed
description of that issue follows later in this report.

All interest collectible during the year was received.

Investments—$24,192,957.86

The investment portfolio at June 30, 1966, consisted of bonds, notes,
and insured mortgages with a book value of $24,192,957.86. All invest-
ments are stated at cost adjusted for appropriate amortization of pre-
mium or discount and are presented in detail in Schedules Nos. 2, 3,
and 4. These securities were held for the account of the Commission by
the following agents:
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Book Value of Bonds

State Treasurer of Nevada Held at June 30, 1966 Percent
(par value $4,560.000)...cccoiciiviiceie. $4,567,713.98 18.88
Trust Department, First National Bank of
Nevada (par value $16,879,000) ... 16,952,843.89 70.07

Real Estate Loan Service Center, Bank of America,
Pasadena, California (par value

SL,T22,659.70) ..ot 1,749,326.94 7.23
Community Funding Corporation, Jamaica, New

York (par value $911,140.02) ......coooovvvri... 923,073.05 3.82
TOtALS e $24,192,957.86 100.00

Bonds held by the State Treasurer of Nevada were confirmed by
examination. Securities in the custody of the First National Bank of
Nevada, the Bank of America, and the Community Funding Corporation
were confirmed by direct correspondence with the respective agencies
and were reconciled to the records of the Commission.

All bonds which matured during the year were collected. In addition,
the Commission collected the $6,000 February 1, 1965, delinquent
maturity of the Overton Water District General Obligation Bond.

The Overton Water District has continued to pay interest and prin-
cipal in accordance with the plan of payment in effect since January 1,
1964. Briefly, this plan calls for payment of current interest annually
and redemption of the annual maturity of principal on February 1 of
each year. The Commission received all current payments due during
the year. At balance sheet date, the accrued delinquent interest of prior
years was $27,368.85.

It is the Commission’s continuing policy that no investments be made
in either common or preferred stock.

Fixed Assets—$837,230.36

The costs of the Carson City and Las Vegas office facilities are being
amortized over a 40-year period against rental income derived from
those facilities. The book value of these assets is analyzed as follows:

Carson City Las Vegas Total
Total cost R e en $803,797.25 $188,630.74 $992,427.99
Accumulated amortization................. 135,628.16 19,571.47 155,199.63
Book value $668,169.09 $169,059.27 $837,228.36

Furniture and equipment and automobiles are carried at a nominal
value of $2.

During the course of our examination, a test of the Commission’s
assets indicated that the items on hand were in substantial agreement
with those indicated by the control records maintained by the data
processing department and the various department supervisors.

In our opinion, the valuation of fixed assets, as outlined above, is in
accord with properly conservative insurance practice, giving appropriate
consideration to the liquidity of the Commission’s admitted assets.

Other Assets—$27,793.85
The air travel card deposit with United Airlines in the amount of $425
was verified by direct correspondence with that agency. Interest earned

on this deposit was $7.16 and is reported in Exhibit B under Miscella-
neous Administrative Income.
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Accrued interest receivable in the amount of $27,368.85 on the pre-
viously noted Overton Water District bonds of February 1, 1960, has
been segregated from current interest receivable because of the delin-
quent status of these coupons. In conformity with the established practice
of the Commission, no provision has been made for prepaid premiums
on insurance policies in effect at June 30, 1966.

Current Liabilities—$1,266,094.02

Cash advance premium deposits totaled $1,214,606.05. In addition,
surety bonds aggregating $1,933,900 had been posted and $83,500 in
securities had been pledged to the Commission in lieu of the usual cash
deposit in accordance with NRS 616.395-3. Records of surety bonds
and securities are maintained in memorandum form and are not reflected
in the accounts of the Commission as presented in the statement of
financial condition at June 30, 1966.

Employer account records reviewed were selected for examination by
random sample. We did not verify these records by direct correspondence
with the various employers. Accounts were reviewed for the adequacy
of the deposit and for the amount and timeliness of premium payments
to the Commission.

Pledged securities held in the Commission’s vault were examined and
compared to the records maintained by the Employer Accounts Depart-
ment. This subsidiary record, together with those of the cash deposits
and surety bonds, was found to be in agreement with that of the sub-
sidiary controls.

Benefits payable of $6,024 represents unpaid benefit costs incurred
prior to June 30, 1966, which were not provided for in the year end
reserving. These benefits were determined to be payable after a review
of the various claimants’ files indicated that certain payments previously
made had been miscalculated.

Unpaid operating expenses of $5,443.69 were verified by examination
of vendors’ invoices and the subsequent payment thereof.

United States Savings Bond deductions withheld from employees’ pay-
roll at June 30, 1966, totaled $222.50.

Accrued employees’ payroll of $37,818.94 and accrued employees’
retirement of $1,978.84 represents costs of salaries and wages earned
but unpaid at June 30, 1966.

Reserves—$14,815,603.02
The Commission adopted the following reserves as of June 30, 1966:

FOr Pending ClaimS. .- ccecemccreraemeacceeamm e emmsmssss s onc e s rmsaen s e nanes $2,960,243.00
For unreported claims......c..ooeecoiiicennnnns 414,250.00
FOr pensions................. . 8,127,139.05
For 1e0pened ClAIMS «o.oueeeccieicieiiciie e sseesesse s mns s emnan e st 200,000.00
For catastrophe................. BRI = 5 1,500,000.00
For fluctuation in value of investments.... 604,824.00
For stabilization of Tates . ... e 1,000,000.00
Total N el e B $14,806,456.05

In addition to the above reserves, the reserve for major building
repairs was $9,146.97. This reserve is discussed in greater detail later
in this report.
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Reserves for pending and unreported claims and for pensions have
been established to recognize the estimated remaining liabilities for all
industrial accident losses arising prior to June 30, 1966, and not settled
at that time. Individual reserves for pending claims were calculated by
the Commission’s staff and the total was reviewed by us for the reason-
ableness thereof. Claims incurred but unreported to the Commission are
estimated to be $414,250 at balance sheet date. In previous years such
unreported claims have been provided for in the reserves for pending
claims. Disability and survivor pension reserves were calculated by the
Commission’s staff on an established mortality basis. Included in the
reserve for pensions is $17,872.05 in respect to the silicosis benefits pool
established by NRS 617.465-466.

The reserve for reopened claims provides for the contingency of
reopening claims previously closed but subject to revaluation pursuant
to Commission regulations or judicial order. Charges to this reserve
during the year totaled $111,644.54, as compared with $93,962.33 for
the preceding year.

The reserve for unusual losses arising from single, multiple injury
catastrophes has been established at $1%2 million.

In order to maintain a reasonable relationship between the reserves
for fluctuation in value of investments and the current investment port-
folios of each fund, these reserves have been revalued at June 30, 1966,
at 22 percent of the book value of the securities held by each fund,
The adequacy of this reserve is discussed under the General Comments
section of this report.

The reserve for stabilization of rates remains unchanged from that
of the prior year.

Surplus—$10,837,136.00
A comparison of the unappropriated or free surplus balances at June
30, 1965 and 1966, is presented below:

Increase or

June 30, 1966 June 30, 1965 (decrease)
Compensation Payment Fund...._ . $6,497,300.20  $6,068,638.35 $428,661.85
Accident Benefit Fund.................__ 3,455,454.36 3,015,366.57 440,087.79
Occupational Diseases Fund........_.. 884,381.44 868,123.29 16,258.15
Totals e $10,837,136.00  $9,952,128.21 $885,007.79

The present level of unappropriated surplus is discussed under the
General Comments section of this report.

EXHIBIT B—STATEMENT OF OPERATIONS BY FUNDS

Net income from operations for the year totaled $2,182,196.46 and
represents an increase of $316,651.64 over that of the prior year. Pre-
sented below is a brief comparison of the operations of the current year
with those of the prior year:
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Year Ended Year Ended Increase or

June 30, 1966 June 30, 1965 (decrease)
Premiums earned. —......ooocooeiiiiiie e $9,039,804  $9,422,673 ($382,869)
Benefits €XPense...ooocrmreecceeanmene e 6,514,518 7,194,507 (679,989)
Excess of premiums. ... $2,525,286  $2,228,166 $297,120
Administrative and safety expenses............. 1,193,305 1,075,343 117,962
Underwriting gain. ... oo e $1,331,981  $1,152,823 $179,158
Other income and expense (net)................. 850,215 712,722 137,493
Excess of income Over €Xpense............ce...- $2,182,196  $1,865,545 $316,651

The decrease in premiums earned of $382,869 is attributable to an
overall 4 percent premium rate reduction effective January 1, 1966, and
an overall 5 percent reduction effective January 1, 1965.

Benefits expense decreased $679,989 from that experiencd during
fiscal year 1965. This decrease is directly attributable to the Commis-
sion’s efforts to set reserves for pending claims at an amount more in
line with actual costs incurred. In prior years, the techniques employed
by the Commission in setting such reserves tended to overstate benefit
expenses during the year of operations necessitating a credit to surplus
in subsequent years when the estimated costs failed to materialize. Dur-
ing the year under review, the Commission performed extensive analyses
of the reserves at June 30, 1965, and of the actual cost incurred as com-
pared with those estimated at that time. Data thus obtained has been
used to establish the reserves for pending claims and unreported claims
at June 30, 1966, at a total of $3,374,493, or $709,945.51 less than
those established at the close of the previous year.

The net administrative and safety expense for the year is presented
in detail by Schedule No. 5. Presented below is a brief comparison of
these expenses for the fiscal years 1965 and 1966:

Year Ended Year Ended Increase or

June 30, 1966 June 30, 1965 (decrease)
Administrative expense.® . ....c............ $1,018,023.64 $917,449.68 $100,573.96
Safety eXPense.....coocrrommiceiseceenceas 175,281.20 157,892.97 17,388.23
TOtalS. oo e ce e eeeeen $1,193,304.84 $1,075,342.65 $117,962.19

The major portion of this increase in total administrative and safety
expense is attributable to additional salary costs. The current year’s
salary expenses were $98,828.10 greater than those of the preceding
year.

Although the Commission does not operate under the budgetary limi-
tations of appropriation agencies, an annual budget is prepared as a
guide for the operations of the year. The Commission’s administrative
and safety budget for the year under review contemplated expenses of
$1,277,080. Actual expenses of $1,221,133, before credit for adminis-
trative reimbursements, were $55,947 less than estimated.

Schedule No. 7 sets out in detail the net investment income for the
year of $847,751.95. This represents an increase of $129,421.65 over
that realized in fiscal year 1965. Increased Commission investments in
high yield bonds and insured mortgages continue to upgrade the earn-
ings potential of its portfolio.
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Rental income, as detailed in Schedule No. 8, was $8,101.02. The
Carson City office produced a net rental income of $6,388.48 as com-
pared with $6,704.63 in the previous year. The Las Vegas office
increased its office rental rate from 30 to 35 cents per square foot and
realized a net income of $1,712.54 as compared with a net loss of
$3,396.62 in fiscal year 1965.

Under statutory requirements the building income and expenses are
attributable entirely to the Compensation Payment Fund. Since the
occupancy of these offices benefits the Accident Benefit and Occupational
Diseases Funds, as well as the Compensation Payment Fund, a rental
charge based upon rates comparable to those charged to other lessees is
paid by the Commission to itself. This procedure permits the accurate
measurement of the building operations, while insuring a provision of
funds adequate to recapture through amortization the Compensation
Payment Fund’s investment in these facilities.

Provision for major building repairs has been made in a manner con-
sistent with that of the prior years. In brief, this calls for uniform annual
charges to building operations which are used to establish a reserve
against any major repairs required to be made. Subsequent building
repairs and maintenance charges of a material amount are then charged
against this reserve rather than to the operations of the year during which
sulch repairs are completed. The status of this reserve is analyzed as
follows:

Provision for years prior to 1966 $32,250.00
Net charges to reserves prior to 1966 (roof and heating and

air conditioning repairs, Carson i) e D 0103103

Reserve balance, July 1, 1965 ... ... $3,146.97

Add: Provisions for 1966 fiscal year 6,000.00

Reserve balance, June 30, 1966......................._ $9,146.97

The commission has followed the practice of using the current benefits
expense as a guide for apportioning to the various funds the premium to
be earned in the forthcoming year. With due consideration to the finan-
cial condition of the several funds, we recommend that the following
be adopted as the basis for apportioning the premiums of the 1967 fiscal
year:

Full
Coverage Ex-Medical
(percent) (percent)
Compensation Payment Fund.............._.._..__ 51 94
Accident Benefit Fund...... . . 47
Occupational Diseases Fund.......oo.oo............____ " 2 6
W om el ey e T ey ol 100 100

EXHIBIT C—ANALYSIS OF EARNED SURPLUS

The year’s changes in the unappropriated surplus accounts of the
three funds are presented in detail in Exhibit C. The adjustments for
pending claims for 1965 and prior resulted in an addition of $1,062,257
to unappropriated surplus. This increase is due partially to the overly
conservative reserving policies of prior years, as well as to the normal
closing out of pending claims to pensions.
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A charge to surplus of $972,482 for adjustments of pension reserves
for 1965 fiscal year and prior reflects the increases in benefits authorized
by the special session of the Nevada State Legislature in 1966. In addi-
tion, this charge includes the establishment of pension reserves for cases
previously carried as pending claims, as noted above.

Net premium rebates paid of $1.204,357 represent a return fto
employers of excess premiums collected during the 1965 fiscal year.

EXHIBIT D—STATEMENT OF RECEIPTS AND DISBURSEMENTS

Receipts for the year exceeded disbursements by $851,988.32. A
summary of the excess of receipts over disbursements by funds is pre-
sented as follows:

Compensation Payment Fund...... e $619,103.13
Accident Benefit Fund............. ... 233.894.37
Occupational Diseases Fund (1,009.18)

TOtA] TTICTEASE e eeeoeeeeeeeeeeeeoe e oaoeeeeeemeeamememeememmomeme s s e macaam o cam s n s et $851,988.32

Extensive tests of checks issued by the Commission were made and
invoices and other evidences in support thereof were reviewed. We found
that the Commission maintained adequate records in support of the dis-
bursements made during the year. Controls over check writing equip-
ment, and procedures controlling check signatures were reviewed in
detail by our staff and found to be satisfactory. Surety bond coverage on
employees authorized to sign checks or use check signing machines was
found to be adequate.

Supporting documents for all transactions affecting the Commission’s
investments were examined and found to substantiate the adjustments
to the investment portfolio. Authority for material administrative trans-
actions was traced to the Commission’s official minutes. No material
disbursements contrary to the regulations of the Nevada State Purchas-
ing Department were noted in our examination.

GENERAL COMMENTS

1. In the conduct of our audit we have been governed by the pro-
visions of the Nevada Industrial Commission Acts (NRS 616-618) as
to the propriety of the Commission’s transactions, particularly as they
relate to fiscal operations. Whenever questions have existed as to inter-
pretation concerning the applicability of the provisions of the acts or
the general statutes, we have had the benefit of the opinion of the Com-
mission’s counsel.

2. Our examination included a review and evaluation of the Com-
mission’s system of internal control. In the course of this review, we
found certain controls within the Claims Department to be inadequate,
as noted below. These problems were subsequently corrected or are
presently under review by Commission personnel. In our opinion, other
internal control procedures in use by the Commission are adequately
supervised and sufficiently comprehensive.

3. At the request of the Commission, our staff made an extensive
examination of the Claims Department accounting system. In general,
we found that the department was well managed and performed its
function adequately. However, we found that certain procedures lacked
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proper internal supervision. Consequently, some errors in the payments
of benefits have occurred. Where appropriate, underpayments of bene-
fits have been rectified by supplemental payments during the year.

In addition, the Commission failed to recognize the limiting provisions
of NRS 616.580-3 effective July 1, 1965, which provided that:

Those recipients who have been adjudged to be permanent dis-
ability cases, and are receiving $162.50 per month, plus dependency
allowance, shall continue to receive such benefits, and they shall not
participate in any increase in benefits resulting from the amendment
of subsection 1. (Italics supplied.)

As a result of this oversight, the Commission overpaid various pensioners
a total of $9.577.24 through December, 1965. This overpayment was
considered by the Commissioners to be an administrative error and the
several pensioners affected were not billed for these overpayments.
These costs have been included in miscellaneous administrative expense.

4. The net effect of the adjustment of pending claims and pension
benefits reserves was to increase unappropriated surplus by $89,775. In
view of the substantial benefits increases enacted by the 1966 session of
the Legislature, it is clear that such an increase in surplus could only
come about through the correction of overstated reserves of prior years.
Adoption this year of new reserving procedures should climinate such
substantial salvage in future years.

5. In view of the operating results of the year, we would encourage
%he Commission to declare a substantial premium rebate for the 1966

scal year.

6. Throughout this report and in the Commission’s financial state-
ments, the term “Compensation Payment Fund” has been used to denote
that fund responsible for the payment of compensation, other than that
arising out of occupational diseases. As outlined in our June 30, 1965,
report, certain ambiguities exist in the statutory use of the terms “Com-
pensation Payment Fund” and “State Insurance Fund.” We again
recommend that the term “Compensation Payment Fund” be limited in
its meaning to the fund from which non-occupational diseases compen-
sation is to be paid and that the term “State Insurance Fund” be used
in the composite sense. Amendatory legislation should be encouraged to
effect these limitations.

7. Tn accordance with the policy of the Commission, the reserve for
fluctuation in value of investments has been adiusted to 2% percent of
the par value of the portfolio at June 30, 1966. In view of the current
trends in the market value of fixed income securities, we recommend
that the Commission’s investment advisors be requested to evaluate the
entire portfolio in order to determine whether or not this method of
establishing a reserve continues to be valid.

8. In view of the extensive charges made in recent years against the
reserve for reopened claims, we suggest that the Commission and its
actuary consider the advisability of increasing the level of this reserve.
We would further recommend that future replenishments to this reserve
could then be properly charged against current operations, recognizing
the probability that certain current year claims will have to be reopened
at some future time,

KAFOURY, ARMSTRONG, BERNARD AND BERGSTROM
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SCHEDULE NO. 1
NEVADA INDUSTRIAL COMMISSION
CASH ON HAND AND ON DEPOSIT JUNE 30, 1966

CasH on HAND AND ON DEPOSIT—

State Treasurer of Nevada. ... s $301,782.01

Carson City office (general account)..... $63,997.64

Reno Main office (custodian account) .. . 52,927.00
116,924.64
Bank of America, Real Estate Loan Service Center,
Pasadena, California (custodian @CCOUNL) . ..........eceeeeoreeceeessesseeserons mrsesnes oeeeeessorns 18,624 .91
Petty Cash Funds—
Carson City office........ccoo.. $200.00
Reno office... .. I 50.00
Las Vegas office Ao ST = 200.00
R 450.00
Total cash on hand and on deposit........ N N— $437,781.56
ALLOCATED TOo FOLLOWING FUNDS—
Compensation payment fund. $246,359.98
Accident benefit fund. ... 123,247.73
Occupational di fund . 68,173.85
$437,781.56
In First National Bank of Nevada,
Carson City Office—
U.S. Treasury Bonds, 33, percent, August 15, 1968........coooooremoooeo o $260,000.00

SCHEDULE NO. 5
NEVADA INDUSTRIAL COMMISSION
SAFETY AND ADMINISTRATIVE EXPENSES FOR THE
YEAR ENDED JUNE 30, 1966

Safety  Administrative

SALARIES Expense* Expense* Total
« issioners........ $42,240.00 $42,240.00
33,020.00 33,020.00
................ 127,830.42 127,830.42
g 256,469.77 256,469.77
$120,393.13 ... 120,393.13
................ 114,476.50 114,476.50

Attorneys and physician
Field audit department,....
Claims department

Safety department........ccoeee. =
Employer accounts department.

Statistical department 66,889.84 66,889.84

All others ... i 63,385.45 63,385.45
Total salaries. $120,393.13  $704,311.98 $824,705.11
TRANSPORTATION—

Commissioners $4,778.02 $4,778.02

Field auditors 8,581.39 8,581.39

Claims investigators 3,929.24 3,929.24

Safety inspectors.........ccocceceeiee §9,063.34 ... 9,063.34
All others.......... 2,645.59 2,645.59
Total transportation. ................ ... $9,063.34 $19,934.24 $28,997.58

HoTteL, MeaLs, Etc.—

Commissioners. . $2,989.73 $2,989.73

L5t LA TE T o) o e e e e ey oy e e O 6,780.11 6,780.11
Claims investigators.. 2,560.65 2,560.65
Safety inspectors $3,539.25 ... 3,539.25
Al ONELS.....coiiiarrisasssasisnsnicivens 2,437.40 2,437.40

Total hotel, meals, etc....... $3,539.25 $14,767.89 $18,307.14

OFFICE EXPENSES—

Office rental and utilities......
Tenants® building expenses. .
Postage and express....
Telephone and telepray
Printing and stationery..
Supplies and other expense......... ...
Furniture and equipment rentals..

$9,940.32 $58,144.08 $68,084.40
18.82 110.08 128.90
2,453.61 14,351.91 16,805.52
3,085.23 22,130.54 25,215.77
2,691.92 30,814.66 33,506.58
2,125.73 12,434.07 14,559.80
............ 54,535.53 54,535.53

Total Office BXPENSES.... v v coriissaeressesies e ooveeseosiee e $20,315.63  $192,520.87  $212,836.50
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Safety Administrative
PERSONNEL COSTS— expense* expense* Total
Personnel department costs $765.00 $5,345.00 $6,110.00
Contribution to public employees’ retirement fund.. 6,430.80 38,281.77 44,712.57
Industrial insurance.... ...... . 660.62 3,524.32 4,184.94
Employee group iNSUTANCE........oocememessmasmarasasormecacn 272.00 2,263.00 2,535.00
Total personnel costs.......... ....... $8,128.42 $49,414.09 $57,542.51
GENERAL EXPENSES—
Actuarial fees........... e T e $6,500.00 $6,500.00
Audit and other professional accounting services....  $2,113.27 12,361.16 14,474.43
Collection costs and fees... (55.29) (344.21) (399.50)
Rejected Clalms COSt.....mimmmsinsrisssmssrs s i srinegs sarsbsssazinsess 4,129.42 4,129.42
Dues and subscriptions . 43.70 2,710.73 2,754.43
General insurance.. : i 978.98 5,726.35 6,705.33
Miscellaneous 577172 12,323.79 18,095.51
Total EeNeral EXDEISES. ....ocewmememnecuerercarrcetacacascamnsssiemems sas $8,852.38 $43,407.24 $52,259.62
CAPITAL OUTLAY—
Office furniture and equipment $755.19 $9,245.25 $10,000.44
Automobiles 5,551.96 10,931.88 16,483.84
Total capital outlay. ... $6,307.15 $20,177.13 $26,484.28
Gross administrative and safety expense................... $176,599.30  $1,044,533.44  $1,221,132.74
LESS: MISCELLANEOUS ADMINISTRATIVE INCOME—
Delinquency penalties R $26,153.23 $26,153.23
Miscellaneous administrative reimbursements.. $1,318.10 356.57 1,674.67
Total miscellaneous administrative income.........c.cco.. $1,318.10 $26,509.80 $27,827.90
Net administrative and safety eXpense...........ooeoceceecaces $175,281.20 $1,018,023.64 $1,193,304.84
ALLOCATED TO**—
Compensation payment fund $93,197.01 $541,283.17 $634,480.18
Accident benefit fund 78,228.00 454,343.95 532,571.95
Occupational di fund.. 3,856.19 22,396.52 26,252.71
Total allocated $175,281.20 $1,018,023.64 $1,193,304.84

*Expenses directly allocable to safety expense or to administrative expense have been so allo-
cated. All other costs have been allocated in the same ratio as safety salaries bear to total

administrative salaries.

**The total administrative and safety expenses have been allocated to each fund in proportion to

the relative premium income for the fiscal year ended June 30, 1966.

SCHEDULE NO. 6

NEVADA INDUSTRIAL COMMISSION

MISCELLANEOUS NONOPERATING INCOME FOR THE

YEAR ENDED JUNE 30, 1966

MISCELLANEOUS NONOPERATING INCOME—
Bad debts recovered.,

$1,205.29
9.16

Other nonppérating income ..

Advance deposits absorbed for failure to report

Total miscellaneous NoNOPErating IMCOME. ...ocmmmrrrrrrmrsrmsmsserst srass

2,119.10

ALLOCATED TO*—
Compensation payment fund

$1,772.45

1,487.76

Accident benefit fund
Occupational di fund

Total allocated

73.34

$3,333.55

$3,333.55

*The total nonoperating income has been allocated to each fund in proportion to the relative

premium income for the fiscal year ended June 30, 1966.
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SCHEDULE NO. 8
NEVADA INDUSTRIAL COMMISSION
RENT AND EXPENSE ACCOUNT (RENTAL INCOME, NET)
FOR THE YEAR ENDED JUNE 30, 1966

REVENUES— Carson City  Las Vegas Total
Rental income (Nevada Industrial Commission)............. $40,626.00 $22,058.40 $62,684.40
Rental income (cther) 37,142.56 502.20 37,644.76
Miscellaneous income.. 645 6.45

Total revenues S . 371,775.01 $22,560.60  $100,335.61

EXPENSES—

Building superintendence ... ... seesimmsmesmenies 38,037.40 $8,037.40
Janitorial salaries... ... R 17,314.62 24,979.67
Contribution to retirement fund 1,382.42 1,830.82
Industrial insSurance.... ... ... 193.04
Employee group insurance.... 123.00
Utilities 13,618.10
Insurance..................... 1,194.51
Repairs and mai e 13,487.64
Building supplies 1,319.36
Janitorial supplie 1,604.91
Amortization of properly costs. 24,900.87
Amortization of icascho]d impr 607.60
Building equipment... 47.67
Personnel assessment 290.00
Total expenses Tt e $71,386.53 $20,848.06 $92,234.59
Net rental income. $6,388.48 $1,712.54 $8,101.02







