D

Al

e

LASERS

Louisiana State Employees’ Retirement System
A Component Unit of the State of Louisiana

Comprehensive Annual Financial Report
Fiscal Year Ended June 30, 1999



Louisiana State Employees’ Retirement System

W

W
N

—

FH

LASERS

3
4

Louisiana State Employees’ Retirement System
A Component Unif of the State of Louisiana

Comprehensive Annual Financial Report
Fiscal Year Ended June 30, 1999

8401 United Plaza Blvd., Bafon Rouge, LA 70809
Mailing Address: P.O. Box 44213, Baton Rouge, LA 70804-4213
1-800-256-3000, (225) 922-0600, FAX: (225) 922-0614
WEB SITE: hitp:\ \www lasers.state la,us

Prepared by LASERS Staff



Louisiana State Employees’ Retirement System

TABLE OF CONTENTS

INTRODUCTORY SECTION
Latterof Transmial s o S i e a e i e T T

Certificate of Achievement for Excellence in Financial Reporting. .. ... ... . oo
Board of Trustees and Providers of Professional Services. . .. oo oo o

Cirgatization of LSRN s o S i D s s A A R SRR A S SR

FINANCIAL SECTION
Independent Auditors® Report on Financial Statements ... ... ... ... ..

Independent Auditors’ Report on Compliance and Intermnal Control Structure, .. oo 00000
General Purpose Financial Statements. . oo v vrva e i oot mivoissrasiers s smeses
Statermantof Plan MetAssels & soivsssms s s Surssn i sda e s ba e
Statement of Changesin Plan MNet Assels. . .. .. ..ot e e
Motes to Financial Statements. . . . . ... .. e
Redquired SOpplemiSniary TSSO & o n i miie mom v s s we e 00 1000 00400 0 0 o #4081 s
Independent Auditor's Report on Supplemental Information. .. ... ... o oo
Schedule ot FUNGING Progiess . w e ioubem son b i s i 5 i i i e i3
Schedule:of Employer-Contributions . . oo v oo ol ol b sa s e v s uaeain
Actuarial Methods and Assumplions . . . ... e
Management's Year 2000 Readiness Disclosure Statement. . ... ... oovvenn .
SUPPOTUNG, SCNEOGIEE o v o e mim s wasinh S0 i o s e s RS S s A 1 o S R
Schedule of Administrative and Investment Expenses — Budget and Actual ... .... ...
Schedule of Meetings Attended by and Per Diem Paid to Board Members .. .. ... .. ..
Schedule of Investments at Amortized Cost .. ... ... i
Schedule of Invastmient EXPESEs. . .. ..o svpmmmmsmm s e e yes e o o bs e
Schedule of Professional Semvices EXpenses .. .. oo coi v vt ive v e e

INVESTMENT SECTION

Investment Consullants Report. . .. .. e

Chief Investment Officer's Report . . .. o .o et e

Statement of Investment Policy and Objectives . . . ... ..o

10

11

12

16

17
18
19
20

37
38
39
40
41
42
43
44

47
48
45



Louisiana State Employees’ Retirement System |

TABLE OF CONTENTS

LAZSERS Tolal Plan AssetANGEAHONT. « < ¢ oo vvmms se v » s arem s simaicmares
Individual Manager Allocation . ... ..o viviivininin s itviivves ses caiis
Schedule of Brokerage Commission Paid. . . .... ... i S R R T
Largest Stock Holdings . ... ..o oo oo e e e e e e e
Largest Debt HOIGINGS . . . .0 v vuv e v v e s m s vrr srvn s s e s e s e s
Summary of Manager Performance Rates of Return Gross of Fees
Schadule ol EeBs wvmminri=i e o e § e i e s e o i e o 2 e S
LASERS Securities Holding Detail Report-1998 . . .. ... ... ... oot
LASERS Securities Holding Detail Report-1999 . . . .. ... .. ... ... .. ......

Detailed Listing of Investments . . . ... ..ot e e e e

ACTUARIAL SECTION

Actuary s Cerieation: «u i s i i R B R T P i
Principle Provisionsofthe Plan . . . ... ... e e
SUTTIINEARY OF ASBUOENENG . . 5 s sewsrmree vonson smmsm e o e 9 e X
Actuarial Valuation Balance Sheet. . . ... ... iniiiin i coiiaiinn
Summary of Unfunded Actuarial Liabilities/Salary Test. . ... ... .. iy,
Statietical Digbay s i s s T R e e R e D
Reconciliation of Unfunded Actuanal Liabilities . . . ... ... ... ... . ... ... ..
Amortization of Unfunded Actuarial Accrued Liability, . . ... ..............
MBS NIE I i e o e B R S e R B S 1 e R

Historieal Membership Bata - woovs bo i it io s vm el a s e sl

STATISTICAL SECTION

Numberof Benefits Recipiams. . .. ..o v it e e e e
ANETIE Mot BETEIE .. oo e s s e i e
Schedule of Retired Members by TypeofBenefit . .. ... ... ... .. ... ...
Scheduleof Benefit Expenses by Type .. oo oo ioviiiiaaioiiiiiis

Schedule of Revenue by Source and Expenses by Type

75
76
77
78
78
79
82
83
84
85

139
141
144
147
148
149
150
191
152
153

157
158
159
160
161



INTRODUCTORY SECTION






LASERS is a public trust fund created to provide retirement allowances and other benefits for state
officers and employees and their beneficiaries. As of June 1999, LASERS had a total of 124,703 active
and retired members. Funding for the System comes from three primary sources: employee contributions,
employer contributions, and earnings from investments.

Major Initiatives

LASERS has embarked on a comprehensive long-term strategic plan for Investments that seeks to
enhance its competitive position relative to other state retirement systems. This plan includes a review of
LASERS asset allocation and implementation strategies within each asset class. Another key component
of the plan is the reduction of investment management fees and brokerage transaction costs as well as
enhancing internal controls. This plan will likely lead to increased use of low cost passive investment
strategies that reduce the volatility of actual returns with respect to LASERS’ target returns, LASERS is
taking advantage of its existing resources to manage some of the passive strategies internally, resulting 1n
further cost savings and efficiencies. The ultimate goal is to position LASERS as a low cost provider that
delivers investment returns superior to most state retirement systems with greater regularity.

LASERS is also in the process of building a new membership accounting and processing system to be
fully interfaced with, and supplemental to, our current state-of-the-art financial accounting system.
Simultaneously, the current membership system is being updated to be year 2000 compliant.

Certificate of Achievement

The Government Financial Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to Louisiana State Employees’
Retirement System for its comprehensive annual financial report (CAFR) for the fiscal vear ended
June 30, 1998. This was the second consecutive year that the government has achieved this prestigious
award. In order to be awarded a Certificate of Achievement, a government must publish an easily
readable and efficiently organized comprehensive annual {inancial report. This report must satisfy both
generally accepted accounting principals and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.



Additions to Plan Net Assets

The collection of employee and employer contributions, as well as income from investments, provided the
reserves needed to finance retirement benefits and move the System closer to becoming a fully funded
System as actuarially defined. The following table reflects the System’s income during the year,

Contribution Inc/(Dec) Inc/(Dec)
Type 1999 1998 Amount Percentage
Member

Contributions  §135,479.230 $129,724.456 § 5,754,774 4.4%
Employer

Contributions 218929941 219,680,934 (750,993) (0.3)%
Met Investment

(less mgmt fees) 470,204,749 605,216,464 (135,011,715) (22.3)%
Other Income §.175.049 10.177.305 (1.002.256) (9.81%
Total $ 833,788,969 § 964,799,159 § (131.010,190) (13.6)%

Member contributions increased $5.754.774 (4.4 percent) in 1999 when compared to 1998 primanly due
to salary increases. Emplover contributions decreased $750,993 (.3%) during 1999 due to a reduction in
the contribution rate from 13.0 percent in 1998 to 12.4 percent in 1999. The decrease in employer
contributions was not as significant as the change in rates suggest due to salary increases. Net investment
income decrease of 22.3% 15 due pnmanily to reduced unrealized income caused by market fluctuations.

Deduction to Plan Net Assets

The primary purpose of the System is to provide benefits to 1ts members at time of retirement and to their
beneficiaries or survivors as well as benefits for permanently disabled members and their beneficiaries.
The cost of such programs mcludes recurnng benefit payments as designated by the plan, refund of
contmbutions to terminated employees (including transfers to other retirement systems), and the cost of
administering the Svstem. The following table reflects the funds disbursed by the System during the year.

Disbursement Increase Increase
Tvpe 19949 1998 Amount Percentase
Benefits $ 397,966,405 §359,625,826 S 38,340,579 10.7%
Refunds 31.851.567 32,156,373 (304,806) (.9)%
Admin/Other 8,789 890 205,44 (415,556) (4.51%
Total $ 438,607.862  $400,987,645 S 37,620,217 9.4%



Expenses increased $37,620,217 or 9.4 percent due entirely to increased benefits paid out. The cause for
the increase in benefit payments are 1) increase in number of retirees 2) increase in average benefit
payment including the implementation of a Cost of Living Allowance (COLA), and 3) increased Drop
benefits.

Investments

The investments of the Louisiana State Employees’ Retirement System (the “System™) are governed by
the Statement of Investment Objectives, Rules and Guidelines for the Investment Assets of the Louisiana
State Employees” Retirement System (the “Statement™). The Statement requires the System to invest the
assets solely in the interest of the participants and their beneficiaries, and in accordance with Louisiana
Revised Statutes. Additionally, the investment objective shall be to preserve and enhance the System’s
principal over the long term, in both real and nominal terms. The Board of Trustees of the System and its
investment advisors shall exercise judgment and care under the circumstances prevailing, which an
stitutional investor of ordinary prudence. discretion and intelligence exercises in their management of
large investments.

In accordance with the Statement, the System has set a total return target consistent with prudent
investment management. LASERS’ target rate of return is 9.25%, which is composed of the actuarial
target funding rate of 8.25%, and a buffer to cover expenses. The target asset allocation as of June 30,
1999, was 54% equities, 40% fixed income, and 6% capital markets. The allocation is expected to
achieve a 9.25% total rate of return with the least possible amount of risk. The total market rate of return
for the fiscal year 1999 was 8.7%. The System’s annualized market rate of return over the prior three
years was 12.9% and 13.8% over the prior five years,

Acknowledgments

The compilation of this report is the combined effort of the System’s staff with input from various
divisions under the leadership of the Executive Director. It is intended to provide complete and reliable
information as to the current status of the System, provide management information with which to make
decisions, and to inform all members and interested parties.

Respectfully Submitted,

A 7 (S toro— W/
enda T. Chambers Robert L. Borden, CFA Wade H. Adams, CPA
xecutive Director Chief Investment Officer Accounting Administrator



Louisiana State Employees’ Refirement System

Certificate of

Achievement

for Excellence
in Financial
Reporting

Presented to

Louisiana State Employees’
Retirement System

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 1998

A Certificate of Achievement for Excellence in Finanicial
Reporting is presented by the Governrment Finance Officers
Association of the United States and Canada to
povernment units and public employee retirement
systemns whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting:

el
Y e

Executive Divector

INTRODUCTORY SECTION 9




Louisiana State Em

loyees' Retiremnent System
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Board of Trustees

Cynthia Bridges

Virginia Burton

Mary Young Cannen

Honeorable Ken Duncan

Benny G. Harris

Senator Francis C. Heitmeier
Frank Jobert, Jr.

Barbara McManus

Louis S, Quinn

Kathy Singleton, 1998 Chairman
Representative Victor "Vic™ Stelly
Sona Young

Actuary

Hall Actuarial Associates

Auditor

Postlethwaite & Matterville APAC

Investment Consultant

New England Pension Consultants

Domestic Equity Managers

American Express

Brandywine Asset Manzgement
Fayez Sarofim & Company
JMC Capital

Loomis, Sayles & Company
Miller, Anderson & Sherrerd
State Street Global Advisors
Thomson, Horstmann & Bryant
Trust Company of the West

International Emerging Market

Schroder Emerging Market

Domestic Fi r
Huff Asset Management
Loomis, Sayles Company
OffitBank
Crleans Capital Management
Trust Company of the West

Int ti | Equity M.
Delaware Intermational Advisers, Lid,
invista Capital Management
Schroder Capital Management International
Templeton Intermational

Global Fixed Income Managers
Delaware International Advisers, Ltd.
Morgan Grenfell Investment Services

Man r
Heitman/JMB Advisory Corporation
L & B Real Estate Counsel
Lend Lease
Westmark Realty

Private Markets
Brinson Partners
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HarbourVest Partnership
Pacific Corporate Group, Inc.

Tactical Asset Allocation Manager
INVESCO Capital Management

Custodian Bank
State Street Bank & Trust Company

Aligting of investment managers with raturmn rates are shown on pages 79 throwegh 81 in the Investment Section.
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Postlethwaite & Netterville

B Proheiibimeal Assemabling Covgacation

8550 United Plaza Blvd., Suite 1007 - Baton Ravge, lovisiona 7O080%
Telophona [225) #22-4400 « FAX [225) 922-4411
W PSR, EEIN

INDEPENDENT AUDITORS' REPORT

To the Board of Trustees
Louisiana State Employees’ Retirement System
Baton Rouge, Louisiana

We have audited the accompanying general-purpose financial statements of the Louisiana State Employees’
Retirement System (LASERS), a component unit of the State of Louisiana, as of and for the years ended June
30, 1999 and 1998, as listed in the table of contents. These general-purpose financial statements are the
responsibility of LASERS' management. Our responsibility is to express an opinion on these general-purpose
financial statements based on our audits,

We conducted our audits in accordance with generally accepted auditing standards and the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the general-purpose financial statements referred to above present fairly, in all material respects,
information regarding the Plan's net assets as of June 30, 1999 and 1998, and the changes therein for the years
then ended in conformity with generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated September 12, 1999,
on our consideration of LASERS’ internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, and contracts.

Baton Rouge, Louisiana
September 12, 1999

Baton Rowge - Donaldsonville - Gonzaoles « Mew Orleans.+ 51, Frangiswille
Assadioted Offices in Principal Cities of the United States
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Telephone [225) $22-4600 - FAX (225] 922-4411
Wi, DNCPOL Com

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Trustees
Louisiana State Employees’ Retirement System
Baton Rouge, Louisiana

We have audited the general-purpose financial statements of Louisiana State Employees' Retirement System
(LASERS), a component unit of the State of Louisiana, as of and for the year ended June 30, 1999, and have
issued our report thereon dated September 12, 1999. We conducted our audit in accordance with generally
accepted auditing standards and the standards applicable to financial audits contained in Government Audining
Standards, issued by the Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether LASERS’ financial statements are free of material

misstatement, we performed tests of its compliance with certain provisions of laws, regulations, and contracts,
nencompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit
and, accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered LASERS’ internal control over financial reporting in order

to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and
not to provide assurance on the internal control over financial reporting. Our consideration of the internal
control over financial reporting would not necessarily disclose all matters in the internal control over financial
reporting that might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level of risk that
misstatements in amounts that would be material in relation to the financial statements being audited may occur
and not be detected within a timely period by employees in the normal course of performing their assigned
functions. We noted no matters involving the internal control over financial reporting and its operation that we
consider to be material weaknesses. However, we noted other matters involving the internal control over
financial reporting that we have reported to management of LASERS in a separate letter dated September 12,
1999.

This report is intended for the information of the Board of Trustees, management and the Legislative Auditor
of the State of Louisiana and is not intended to be and should not be used by anyone other than these specified
parties,

- s .
Baton Rouge, Louisiana /
September 12, 1999
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Louisiana State Employees’ Retirement System

JUNE 30, 1999 AND 1998
1999 1998
ASSETS
Cash and cash equivalents (at fair value) b 33,613,748 5 30,332 484
Receivables:
Emplover contributions 16,246,444 17,254,232
Member contributions 10,055,069 10,190,069
Inrerest and dividends 36,759.025 36,490,591
Investment proceeds 78,061,317 26,110,251
Open investment contracts 166,183,868 177,039,592
Other 1,740,666 2,854 399
Total receivables 309,046,389 269,939,134
Investments (at fair value):
Short-term investments - Domestic 53,850,549 22,522 764
Short-term investments - International 27,682,128 28,601,472
L. 5. Government obligations 723,487 323 758,622,140
Bonds/Fixed Income - Domestic 786,967,309 774.756.436
Bonds/Fixed Income - International 403,529,244 432,970,518
Equity securities - Domestic 2,586,739,268 2,406,345,625
Commingled equity trust - Domestic 115,176,657 48,008,824
Equiry securities - International 975,864,702 886,617,386
Real estate investments 67,281,259 U§,519.463
Alternative Investments 117,148,756 64,347 425
Total investments 5,947 727,195 5,521,312,053
Property and equipment:
Land 289,816 889,816
Building and improvements 4,874,328 4,839,405
Equipment 7,314,400 9,496,701
13,078,544 15,225,922
Accumulated depreciation (6,131,322) (5,418, 444)
Total property and equipment 6,947 222 9,807,478
TOTAL ASSETS 6,297.334.554 5,831,391.149
LIABILITIES
Investment commitments payable 118,313,904 31,193,251
Accounts payable - open investment contracts 166,183,868 177,039,502
Accounts payable and other accrued liabilities 9,248,047 14,750,678
TOTAL LIABILITIES 293,745,819 272 983 521
NET ASSETS HELD IN TRUST FOR PENSION BENEFITS $  6,003,588,735 5 5,608,407,628

(A schedule of funding progress is presented on page 36)

The accompanying notes are an integral part of these statements,
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Louisiana State Employees’ Retirement System

1999 199§
ADDITIONS
Contributions:
Employer contributions 218,929,941 219,680,934
Member contributions 135,479 230 120 724 456
Total contributions 354 409,171 349,405,390
Invesmment Income:
Net appreciation in fair
value of investnents 288,197 600 416,577,203
Interest and dividends 195,863,544 202,065,626
Other investment income 2.215,401 3,736,407
480,276,543 622,379,236
Less investrnent expense 16,071,796 17,162,772
Net investment Income 470,204,749 605,216,464
Other mcome 9.175.049 10,177,305
Total additions 833,785 969 064,799,159
DEDUCTIONS
Retirement benefits 307 966,405 359,625,820
Refunds of member contributions 31,851,567 32,156,373
Administrative expenses 6,011,305 6,703,504
Other 2,778,585 2,501,942
Total deductions 438 607,862 400,987 645
NET INCREASE 395,181,107 563,811,514
NET ASSETS HELD IN TRUST FOR PENSION BENEFITS
Beginning of vear 3,608,407,628 5,044 596 114
End of year $  6,003,588,735 5,608,407,628

The accompanying notes are an integral part of these statements.
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Louisiana State Employees’ Retirement System

NOTES TO FINANCIAL STATEMENTS

A. PLAN DESCRIPTION

General Oreanization

The Louisiana State Employees’ Retirement System ("LASERS" or the "System”) is the administrator
of a single-employer defined benefit pension plan and is a component unit of the State of Louisiana
included in the state's CAFR as a pension trust fund. The System was established and provided for
within Title 11 Chapter 401 of the Louisiana Revised Statutes (LRS).

In June 1991, the Governmental Accounting Standards Board issued Statement No. 14, The Financial
Reporting Enrity. The definition of the reporting entity is based primarily on the notion of financial
accountability. In determining financial accountability for legally separate organizations, the System
considered whether its officials appoint a voting majority of an organization’s governing body and
whether they are able to impose their will on that organization or if there is a potential for the
organization to provide specific financial burdens to or to impose specific financial burdens on the
Systern. The Svstem also determined whether there are organizations that are fiscally dependent on it.
It was determined that there are no component units of the System.

Plan Membership

The Systemn is one of several public retirement systems in Louisiana. Each has specific membership
requirements established by legislation with LASERS established for state officers and employees and
their beneficiaries. Other public employers report members who retained membership in LASERS upon
transfer to other public systems or as provided by specific legislation. A summary of government
employers and members participating in LASERS at June 30, 1999 and 1998, follows:

1999 1998

Number of Number of Number of  Number of
Tvpe of Emplover — Employers ___ Members Em __Members
State Agencies 251 67,501 250 69,778
Other Public Employers [25 179 127 171
376 67,680 377 69,949

Tvpe of Active Members
Regular State Emplovees 60,807 62,993
Corrections Emplovees 5,493 5,868
Judges 3il6 333
Wildlife Agents 219 186
Legislators 78 B4
Active Emplovees - After DROP 767 485
Total Active Members 67,680 69,949

20
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Louisiana State Employees’ Retirement System

NOTES TO FINANCIAL STATEMENTS

A. PLAN DESCRIPTION (continued)

Plan Membership (continued)

At June 30, 1999 and 1998, membership consisted of:

1999 19698

Retirees and beneficiaries currently receiving benefits 29,283 28,326

Terminated vested employees not yet receiving benefits 1,027 1,054

Deferred retirement option plan participants 2,316 2,766
Terminated non-vested employees who have not

withdrawn contriburions 24 397 23.451

Current active members 67,680 19,949

124 703 125,586

Eligibility Requirement

All state employees except certain classes of employees specifically excluded by Statute become
members of the System as a condition of employment unless they elect to continue as a contributing
member in any other retirement system for which they remain eligible for membership. Certain
elected officials and officials appointed by the governor may, at their option, become members of
LASERS.

Retirement and Other Benefits

Retirement

The age and years of creditable service required in order for a member to retire with full benefits are
established by Statute and vary depending on the member's employer and job classification. The
substantial majority of members may retire with full benefits at ages ranging from any age upon
completing thirty vears of creditable service, to age sixty upon completing ten years of creditable
service. Additionally, members may choose to retire with 20 years of service at any age, with an
actuarially reduced benefit.

The basic annual retirement benefit for substantially all members is equal to 2-1/2% of average
compensation multiplied by the number of years of creditable service.

Average compensation is defined as the member's average annual earned compensation for the highest
thirty-six consecutive months of employment. The maximum annual retirement benefit cannot exceed
the lesser of 100% of average compensation or certain specified dollar amounts of actuarially
determined monetary limits which vary depending upon the member’s age at retirement. Judges, court
officers, and certain elected officials receive an additional annual retirement benefit equal o 1% of
average compensation multiplied by the number of years of creditable service in their respective
capacity. As an alternative to the basic retirement bepefit, a member may elect to receive his
retirement benefits under any one of four different options providing for a reduced retirement benefit
payable throughout his life with certain benefits being paid to his designated beneficiary after his death.

FINANCIAL SECTION 21



Louisiana State Employees’ Retirement System

NOTES TO FINANCIAL STATEMENTS

A. PLAN DESCRIPTION (continued)

Retirement and Other Benefits (continued)

A member leaving employment before attaining minimum retirement age but after completing certain
minimum service requirements becomes eligible for a benefit provided the member lives to the
minimum service retirement age and does not withdraw his accumulated contributions. The minimum
service requirements for benefits vary depending upon the member's employer and service
classification but generally is 10 years of service.

Deferred Benefits

The state legislature authorized the Louisiana State Employees' Retirement System to establish a
Deferred Retirement Option Plan (DROP). When a member enters DROP, his stas changes from
active member to retiree even though he continues to work at his regular job and draws his regular
salary for a period of up to three vears. During the DROP participation period, the retiree’s retirement
benefits are paid into a special account. The election is irrevocable once participation begins. Interest
at a rate of one-half percent less than the system's realized return on its portfolio will be credited after
participation ends. At that time, the member must choose among available alternatives for the
distribution of benefits that have accumulated in the DROP account.

Current membership in the DROP program is 2,316 members at June 30, 1999 and 2,766 at June 30,
1998,

Effective January 1, 1996, members eligible to retire and who do not choose to participate in DROP
may elect to receive at the time of retirement an initial benefit option (IBO) in an amount up to 36
months of benefits, with an actuarial reduction of their future benefits. Such amount may be
withdrawn or remain in the IBO account earning interest at the same rate as the DROP account.

Disabili

Substantially all members with ten or more years credited service who become disabled may receive a
maximum disability retirement benefit equivalent to the regular retirement formula without reduction
by reason of age.

Survivor'

Certain eligible surviving dependents receive benefits based on the deceased member's compensation
and their relationship to the deceased. The deceased member who was in state service at the time of
death must have a minimum of five years of service credit, at least two of which were earned
immediately prior to death, or who had a minimum of twenty years of service credit regardless of
when earned in order for a benefit to be paid to a minor or handicapped child. Benefits are payable to
an unmarried child until age eighteen, or age twenty-three if the child remains a full-time student. The
aforementioned minimum service credit requirement is ten years for a surviving spouse with no minor
children, and benefits are to be paid for life to the spouse or qualified handicapped child.

22
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Louisiana State Employees’ Retirement System

NOTES TO FINANCIAL STATEMENTS
A. ELAN DESCRIPTION (continued)

Retirement and Other Benefits (continued)

Supplemental Benefit Adjustments

Current Statutes allow the Board of Trustees to make annual supplemental cost-of-living adjustments
each year only when the actuary for the System and the State Legislative Auditor certify that LASERS
is systematically approaching actuarial soundness and if such cost-of-living adjustments are not enacted
by the legislature. The cost-of-living adjustments may not exceed more than three percent in any year.
These adjustments are computed on the base retirement or survivors' benefit. Benefit increases have
occurred under the Statutes in various years since 1970 and have been limited to the three percent
amount. In addition, several other cost-of-living adjustments or supplemental benefit payments have
oceurred in the past as a result of legislation. some being paid from investment income and others
being paid from funds appropriated by the state legislature. The last cost-of-living adjustment from this
source was granted on September 1, 1991,

Previpusly, legislation was passed which established a funding mechanism for future cost-of-living
adjustments for retirees. An Employee Experience Account was created to set aside a portion of net
experience gain as determined by LASERS' actuary. Funds accrue in the account until such time as
there are sufficient amounts to grant a cost-of-living adjustment. The balance in this account was
approximately $365,144.000 and $255,079,000 at June 30, 1999 and 1998, respectively.

B. SUM - ING POLICIE

Basis af nting

LASERS' financial statements are prepared using the accrual basis of accounting. Revenuss are
recognized in the accounting period in which they are earned and expenses are recognized in the period
incurred. Investment purchases and sales are recorded as of their trade date. State fund appropriations
for supplemental benefits are recognized when drawn from the State Treasury. Employer and member
contributions are recorded in the period the related salaries are earned. Administrative expenses are
funded exclusively from investment earnmings and are subject to budgetary control of the Board of
Trustees. Benefits and refunds are recognized when due and payable in accordance with the terms of the
Plan.

Use of Esti

The preparation of financial statements in conformity with generally accepted accounring principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the dare of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from
those estimates.
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B. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Method Used to Value Investments

As required by GASB No. 25, Financiagl Reporting for Defined Benefit Pension Plans and Note
Disclosures for Defined Contribution Plans, investments are reported at fair value. Short-term
investments are reporied at market value when published prices are available, or at cost, which
approximates fair value. Securities traded on a national or international exchange are valued at the last
reported sales price at current exchange rates. Corporate bonds are valued based on yields currently
available on comparable securities from issuers of similar credit ratings. Mortgage securities are valued
on the basis of estimated future principal and interest payments, and are discounted at prevailing interest
rates for similar instruments. The fair value of real estate investments 15 based on independent
appraisals. Investments that do not have an established market are reported at estimated fair value.

Pension plan investments and financial statements are subject to market fluctuations that can rapidly
change the fair value on a day to day basis. Such market swings can create material changes in
unrealized appreciation (depreciation) of investments. LASERS is a long-term investor whose overall
investment decisions and policies are not based on daily market swings.

Property and Equipment

Land, building, equipment, and furniture are carried at historical cost. Depreciation is computed using
the straight-line method based upon useful lives of 40 vears for building and 3 to 15 years for equipment
and furniture.

LASERS is a 50% co-owner of the Louisiana Retirement Systems building and related land with
Teachers' Retirement System of Louisiana and has the following leases with organizations that are
included within the State of Louisiana as reporting entities:

Municipal Police Employees' Retirement System of Louisiana
Ethics Commission
Municipal Fire and Police Civil Service

Compensated Absences

The System pays a lump sum amount for a maximum of 300 hours of accrued personal leave upon
termination of employment. Accumulated personal leave (including benpefits) of employees directly
related to the administration of the System is accrued in the financial statements when earned.

Reclassificati

Certain amounts in the 1998 financial statements have been reclassified o conform to the 1999
presentation,
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