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Pos|lethwaile & Nellerville A l'rofi's~ional Accounth+g Cbrporation CERTIFIED PUBLIC ACCOUNTANTS 8550 UNI] EO PLAZA BLVD., SUITE 1001 ~ I~ATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX {504) 922-4611 
NDEPENDENT AUDITORS' REPORT 

"I'D the Board Df Trustees L(misiana 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 Df and for the years ended June 30, 1998 and 1997, 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 fil~ancJ~l audits c~mtaJlwd in Gova~'~me~! A~di~g, Standards, issued by ~e Comptroller Genera~ of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial stacements are free of material misstatemem. 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 premntation. We believe that our audits provide a reasonable basis fbr our opinion. In Dur DpiniDn, the general-purpose financial statements referred to above present fairly, in all material respects, inlbrmation regarding the Plan's net assets as of June 30, 1998 and 1997, and the changes therein fDr the years then ended in conformity with generally accepted accounting principles. In accordance with Government Auditing Standard+', we have "also issued our report dated September 14, 1998, on our consideration of LASERS' internal control over financial reporting and our tests of its compliance with certain provisions of laws, regulations, and contracts. As discussed in Note B to the financial statements, in the year ended June 30, 1996, LASERS adopted Governmental Accounting Standards Board Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for D~fin ed Contribution Plan ~'. 
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Our audits were made tk~r the purpose of fi~rming an opinion on the financial statements taken as a whole. The required supplementary information and supporting schedules listed in the foregoing table of contents, which are also the responsibility of the management of LASERS, are presented for purposes of additional analysis and are nut a required part of the basic financial statements. Such additional information has been subjected to the auditing procedures applied in the audits of the basic financial statements, and in our opinion, ks fairly presented in all material respects in relation to the basic financial statements taken as a whole. We have not audited the financial statements of LASERS for any period prior to the year ended June 30, 1993. Accordingly, we do not express an opinion or any other form of assurance on any supplementary information prior to June 30, 1993. 

Baton Rouge, Louisiana September 14, 1998 
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I~s(lethwaile & Ne(ierville A Professional Accounthlg (brpomtion CERTIFI[ D PUB[IC ACCOUNrANIS B550 UNITED PLAZA BLVD., SUI~E 1001 ~ BATON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX {504) 922-4611 
REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL N ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

To the Board of Tpastees l~uisiana State Employees' Retirement System Baton Rouge, l~uisiana 
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, 1998, and have issued our report thereon dated September 14, 1998. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. Compliance As part of obtaining reasonable assurance about whether LASERS' financial statements are free of material misstatement, we perfurmed tests of it'; compliance with certain provisions of laws, regulations, and contracts, noncompliance with which could have a direct and material effect on the determination of financial statement amuunts. However, providing an opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an opinkm. The results of our tests disclosed no instances of noncBmpliance that are required to be reported under Government Auditing Standards. 
nternal Control Over Financial Renortine 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 di~lose all matters in the internal control over financial rel~rting 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. 
This repnrt is intended for the information of the Board of Trustees, management and the Legislative Auditor of the State of l~uisiana. However, this report is a matter of public record and its distribution is not limited. 
Baton Rouge, LBuisiana September 14, 1998 3- 
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LOUISIANA STATE EMPLOYEES' RETIREMENT SYSTEM 
EMENTS OF P .IIINE 30. 199 ET ASSE 1997 

ASSETS Cash and cash equivalents (at fair value) Receivables: Employer contributions Mcmber contributions Interest and dividends Investment proceeds Open investment contracts Other Total receivables lnvcstments (at fair value): Short-term investments U. S. Government obligations Bonds/Fixed Income - Domestic Bonds/Fixed Income - lnteruational Equity securities - Domestic Fquity securities - International Real estate investments Venture capital Total investments 
Property and equipment: Land Building and improvements Equipment Accunmlatcd depreciation Total property and equipment TOTAL ASSETS 
LIABILITIES Investment commitments payable Accounts payable - open investment contracts Accounts payable and other accrued liabilities TOTAL LIABILITIES NET ASSETS HELD IN TRUST FOR PENSION BENEFITS (A schedule of landing progress is presented on page 20) The accompanying notes arc an integral part of these statements -4- 

1998 1997 25.337,788 $ 23,396,887 
17,254,232 10,190,069 36,490,591 26,110,251 177,039,592 2.854.399 269.939.134 
51,124,236 758,622,140 774,756,436 432,970,518 2,454,354,449 886,617,386 98,519,463 64.347.425 5,521,312,053 
889,816 4,839,405 9,496,701 15,225,922 (5,418,444). 9,807,478 5,826,396,453 
31,193,251 177,039,592 9,755,982 
217,988,825 

15,379,591 8,625,732 39,535,504 239,143,737 549,046,059 1.094.787 852.825.410 
88,550,499 873,194,077 803,141,523 432,186,354 1,627,870,526 824,796,562 104,511,519 44.591.379 4.798.842.439 
889,816 4,781,893 7.337.538 13,009,247 (4,889,042) 8,120,205 
5.683.184.941 
80,826,740 549,046,059 8.716.028 
638.588.827 $ 5,608,407,628 $ 5,044,596,114 



IANA STATE EMPLOYEES' RETIREMENT SYSTEM 

ADDITIONS Contributions: Employer contributions Member contributions Total contributions 

TATEME FOR THE OF CHANGES IN PLAN NET ASSETS YEARS ENDED JUNE 30. 1998 AND 1997 

Investlllerlt Income: Net appreciation in fair value of investments Interest and dividends Other invcstmcnt income 
Less investwJcnt expense Net investment income Other income Total additions 
DEDUCTIONS Rctirement benefits Refimds of member contributions Administrative expenses Other Total deductions 
NET INCREASE NET ASSETS HELD IN TRUST FOR PENSION BENEFITS Beginning of year End of year 

The accompanying notes are an integral part of these statements -5- 

1998 
219,680,934 129.724.456 349.405.390 
416,577,203 202,065,626 3_736.407 622,379,236 17.162.772 
605,216,464 10,177,305 964.799.159 
359,625,826 32,156,373 6,703,504 2,501,942 400.987.645 

1997 
$ 204,985,747 126.793.791 331.779_538 
545,187,226 202,939,886 2.766.509 750,893,621 15.143.892 
735_749.729 8.903_383 1.076.432_650 
340,052,578 28,945,409 4,531,467 2.242.443 375.771.897 563,811,514 700,660,753 

5.044.596.114 4.343.935.361 $ 5,608,407,628 $ 5,044,596,114 



A General Organizalion The Louisiana Slate 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 Entity. 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 tu or to impose specific financial burdens on the System. The System also determined whether there are organizations that are fiscally dependent on it. II was determined that there are no component units of the System. 
Plan Membership The System 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. 1998 and 1997. follows: 
Type of Employer State Agencies Other Public Employers 
Tvne of Active Members Regular State Employees Corrections Employees Judges Wildlife Agents Legislators Active Employees - After DROP Total Active Members 

998 Number of Employers 264 144 408 
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Number of Members 69,778 171 69,949 
62,993 5,868 333 186 84 485 69,949 

997 Number of Employers 243 124 367 
Number uf Members 69,278 166 69,444 
62,865 5,616 340 186 94 343 69,444 



A. (continued) Plan Membership (continued) At June 30, 1998 and 1997, membership consisted of 
Retirees and beneficiaries currently receiving benefits Terminated vested employees not yet receiving benefits Deferred retirement option plan participants Terminated nonvested employees who have not withdrawn contributions Current active members 

1998 1997 28,326 1,094 2,766 23,451 69,949 
27,766 1,030 2.562 22,615 69,444 

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 The age and years of creditable service required in order for a member to retire with full benefKs 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 years of creditable service, to age sixty upon completing ten years of creditable service. Effective January 1, 1996, 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 compertsation 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 to 1% of average compensation multiplied by the number of years of creditable service in their respective capacity. As an alternative to the basic retirement benefit, a member may elect to receive his retirement benefits under any one of tour different options providing for a reduced retirement benefit payable throughout his life with certain benefits being paid to his designated beneficiary after his death. 



A. PLAN DESCRIPTION (continued) (continued) A member leaving employment beftm~ attaining minimum retirement age but after completing cenain minimum service requirements becomes eligible for a benefit provided the member lives to the minimum ~rvice 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 status 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 years. 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 which have accumulated in the DROP account. 
Current membership in the DROP program is 2,766 members at June 30, 1998 and 2,562 at June 30, 1997 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. Retirement Incentive Let, islalion By act of legislation early retirement was available for members who so elected after meeting certain requirements and these benefits were actuarially equivalent to normal retirement. Effective August 31, 1995, this benefit is no longer available. .Disability Benefits 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. 
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A (continued) 
Survivor's Benefils (continued) 
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 tbr 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 tbr a surviving spouse with no minor children, and benefits are to be paid for life to the spouse or qualified handicapped child. 
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 ifsuch 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 nther cost-of-living adjustments or supplemental benefit payments have occurred 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. At June 30, 1992, new legislation was passed which established a funding mechanism for future cost-of-living adjustments for retirees. An Employee Experience Account was created to ~t 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 $255,079,000 and $212,948,000 at June 30, 1998 and 1997, respectively. 



B. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Basis of Accounting LASERS' financial statements are prepared using the accrual basis of accounting. Revenues are recognized in the accounting period in which they ate 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 earnings and are subject to budgetary control of the Board of Trustees. Benefits and refunds are recognized when due and payable in accordance with the terrrLs of the Plan. 
Use of" Estimates The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the reported amounts of assets and liahilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates. 
As required by GASB No. 25, Financial Reporting for Defioed Benefit Pension Plans and Note Disclosures for Defined Contribution Plans, investments are reported at fair value (GASB #25 was first adopted in year ended June 30, 1996). Short-term investments ate reported 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 fur similar instruments. The fair value of real estate investments is based on independent appraisals. Investments that do not have an established market are reported at estimated fair value. Under this GASB requirement, pension plan investments and financial statements are subject to market fluctuations that can rapidly change the market value on a day to day basis. Such market swings can create material changes in unrealized appreciation (depreciation) of investments. Subsequent to June 30, 1998, the market has experienced severe day to day fluctuations that could be material. LASERS is a Song-term investor whose overall investment decisinns and policies are not based on daily market swings, 



B Properly and Eouiamen (continued) 
Land, building, equipment, and furniture are carried at historical cost. Depreciation is computed using the straight-line method based upon useful lives of 40 years for building and 3 to 15 years for equipment and furniture. 
LASERS is a 50% co-owner of the l-ouisiana Retirement Syster~s building and related land with Teachers' Retirement System of Louisiana and has the following leases with organizations that are included within the State of l~uisiana as reporting entities: Municipal Police Employees' Retirement System of Louisiana Ethics Commission Municipal Fire and Police Civil Service 
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 benefits) of employees directly related to the administration of the System is accrued in the financial statements when earned. 
Reclassifications Certain amounts in the 1997 financial statements have been reclassified to conform to the 1998 presentation C. CONTRIBUTIONS 
Member contribution rates for the System are established by Louisiana Revised Statute 11:62. Member contributions are deducted from their salary and remitted to the System by participating employers. The rates in eflect during the years ended June 30, 1998 and 1997, for the various types of members are as follows: 
Type 
Judges, court officers and legislators, the Governor and Lt. Governor Clerk of the House of Representatives and Secretary of the Senate Certain Department of Corrections employees Certain Department of Wildlife and Fisheries and Bridge Police employees All others 

% of Earned 
1998 11.5% 9.5% 9.0% 8.5% 7.5% 

1997 11.5% 9.5% 9.0% 8.5% 7.5% 



NOTES TO FINANCIAL STATEMENTS 
C. CONTRIBUTIONS (continued) A savings account is established for member contributions less amounts transferred to reserves fi~r retirement and amounts refunded to terminated members. If a member leaves covered employment or dies before any benefits become payable on his behalf, the accumulated contributions may be refunded to the member or his designated beneficiary. Similarly, accumulated contributions in excess of any benefits paid to a member or his surviw~rs are refunded to the member's beneficiary or his estate upon cessation of any survivor's benefits. Emolover Contributions Each employer is required to contribute a percentage of each employee's earned compensation to finance participation of its employees in LASERS. The employer's contribution rate is established under [x~uisiana Revised Statutes 11:101-11 : 104 annually by the Actuarial Forecasting Committee as shown below for the years ended June 30. 1998 and 1997. 
Percent of members' earned compensation 1998 1997 13.0% 12.4% The State's pertsion cost and net pension obligation to LASERS for the year ended June 30, 1998 is as follows Annual required contribution Interest on net pension obligation Adjustment to annual required contribution Annual peitsion cost-interest adjusted to end of year Contributions made Increase (decrease) in net pension obligation Net pension obligation beginning of year 
Net pension obligation end of year 

$221,933,246 158,588 (841,345) 221,250,489 (232,843,174) ( 11,592,685) 1,922,284 
The Annual Pension Cost (APC) has been adjusted with interest at the valuation rate to the end of the fiscal year in accordance with GASB's Statement No. 25. 
Fiscal Year Ending 
6/30/96 6/30/97 6/30/98 

Three-Year Trend Information Percentage Net Pension of APC Pension Cost (APC) Contributed Obligation (Value at MidYear) $ 206,878,066 214,971,990 221,250,489 
-12- 

97.8 97.3 105.2 ($ 4,036,582) 1,922,284 ( 9,670,401) 



P 
C. CONTRIBUTIONS (continued) Transfer of Service Any Louisiana public retirement or pension system member who has six months of creditable service and who has membership credit in any other such system has the option of transferring all of this credit to member's current system. The transferring system is required to transfer to member's current system the greater of all employee and employer contributions plus interest compounded annually at the board approved actuarial valuation rate of the transferring system or the actuarial liability. In the event that the contributions transferred are less than the contributions which would have been made had the service been in his current system, the member has the option of either paying tile diflerence plus interest or having his credited ~rvice decrea~d based ulxm the amount of contributions transferred. D. CASIt AND INVESTMENTS Cash and Cash Enuivalents Cash and cash equivalents include cash deposited in banks and short term repurchase agreements. This amount is insured by the Federal Deposit Insurance Corporation up to $100,000 and is collatcralized by the pledge of government securities held by the agents in the entity's name. I nvestment~ The investment powers of LASERS are authorized by State Statute. Title 11, Section 717 of the Louisiana Revised Statutes states that the prudent man rule shall apply to all investments of LASERS. This law specifically requires management of LASERS to exercise the judgment and care under the circumstances then prevailing that an institutional investor of ordinary prudence exercises in the management of large investments entrusted to it not in regard to speculation but in regard to the permanent disposition of funds considering probable safety of capital as well as probable income. The revised statutes also prohibit the system from investing more than 65% of its total portfolio in common stock. In addition, the Board of Trustees of LASERS has adopted certain investment policies, objectives, rules, and guidelines which are intended to protect and preserve LASERS' assets while providing an appropriate return for participants. LASERS' assets are divided among investment managers who were given a policy statement which established a real rate of return of at least 4 % per annum in excess of the rate of inflation as measured by the consumer price index. The following summarizes the types of permissible investments under such objectives, rules and guidelines as of June 30, 1998: Short-term inveslmenls The policy l~r these types of holdings are: short-term funds may be invested in direct U. S. Government obligations such as U. S. Treaxury Bills which are fully collateralized by U.S. Treasury issues. Unless expressly prohibited by the Board, excess cash may be invested in the Short Term Investment Fund of the Custudian Bank or other short-term investment vehicles designated by the Board. 



D Shnrt-term investments (continued) (continued) Funds may be invested in commercial paper subject to the following guidelines: Only U. S. dollar denominated paper of domestic companies will be used, paper must be rated P-1 by Moody's or A-I by Standard and Poor's, but no lower by either. Prior approval shall be required for use of paper rated P-2 by Moody's or A-2 by Standard and Poor's. No more than $10 million is to be invested in commercial paper of any one issuer. The maximum maturity |or commercial paper purchased with the cash re~rves of any investment advisor shall be established by each advisnr. However, under no circumstances will commercial paper having a maturity of longer than 270 days be purchased without prior Board approval. Domestic Enuitv Securities Domestic equity purchases are limited to common stocks traded over the counter or on a domestic stock exchange Exceptions shall be approved by the Board in advance. Basically, investment managers are limited to any one holding not to exceed 6 % at market value of their managed porttblio. One manager is allowed to go to 8%. The purchase of stocks or convertibles in foreign companies through American Depositary Receipts (ADR's), which are dollar denominated foreign securities traded on the domestic U.S. stock exchanges may be held by each domestic stock manager in proportions which each manager shall deem appropriate. Convertible bonds, convertible preferred stocks, warrants and rights may be purchased as equity substitutes so long as the: common stocks underlying them meet the required equity standards albrementioned. 
Equity securities, including domestic and international common stocks, are limited to 65 % of the total assets of the System on a market basis as set by the policy of the Board of Trustees. 
Domestic fixed income investments ruay include U.S. Government and Federal Agency obligations, corporate bonds, debentures, commercial paper, certificates of deposit, Yankee bonds, mortgage backed securities and other instruments deemed prudent by the investment managers. No more than 6% of the market value of LASERS' domestic fixed income asseLs may be invested in the debt securities of any one issuer, except two managers can invest up to 8% of their porttblios. None of the above limitations on issues and issuers shall apply to obligations of U.S. Government and Federal Agencies as defined in the most current issue of Moody's Bond Record. 
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D (continued) 
As part of its normal asset allocation for equity and fixed income securities, the System may invest a portion of its equity and fixed income allocation in international securities. International investment,,; shall only be entered into through the selection of a qualified investment management organization as consistent with fiduciary responsibilities. An international manager employing an active currency management program may, upon specific authorization of the Board, deal in futures and options within the discipline of that currency management program. No one holding in an international equity portfolio shall account for more than 6% of the portfolio at market value or more than 5 % of the outstanding common stock of any one corporation. The global bond portfolio may hold no more than 30% of its assets, at market value, in the debt securities of any single foreign government or government entity. No single non-government debt security shall constitute more than 6% of the global bond porttblio, at market value. Real Estate Investments in real estate shall be limited to an initial investment value at market value of not more than 2% of tmal fund assets. Real estate investments are limited to a direct investment in the property located at the intersection of Essen Lane and Llnited Plaza Boulevard in Baton Rouge, Louisiana, investments in commingled real estate p(x~ls (both open and closed end) or real estate investment trusts (REITS), and separately managed accounts. The Board specifically authorizes the purchase of real estate related debt securities as a portion of the debt securities portfulio to include securities issued by FNMA, FHLMC, and GNMA. Purchases other than those guaranteed by federal agencies cited above must be rated AAA by Standard and Poor's or AAA by Moody's. Reserves for future real estate investments may be held in large capitalization U. S. equities, subject to the 65 % limit tm all equity investments. Real estate investments consist of separate investments in commingled funds which develop and own commercial real estate in various metropolitan areas of the U.S. Income from these investments will consist of changes in market values of the underlying properties, lease income and capital gains. 
Options The system may employ an options management service with the objective of providing volatility protection on equity investments and an enhanced rate of return over time. 



D (continued) Private Canital Market Investments Investments in Private Capital Market Investments shall be limited to an initial investment value at market value of no more than 6% of total fund assets. Reserves fur future Private Capiral Market Investments may be held in large capitalization U. S. equities, subject to the 65 % limit on all equity investments. Other Any type of investment other than detailed previously shall be made only after specific guidelines are established by the Board of Trustees. 
Derivatives LASERS invests in various mortgage-backed securities such as interest-only strips and principal-only strips. LASERS invests in interest-only strips, in part to maximize yields and in part to hedge against a rise in interest rates. These ~curities are based on cash flows from interest payments on underlying mortgages. Therefore, they are sensitive to pre-payment by mortgagees, which may result from a decline in interest rates. For example, if interest rates decline and homeowners refinance mortgages, thereby pre-paying the mortgage underlying these securities, the cash flows from interest payments are reduced and the value of these securities declines. Conversely, if homeowners pay on mortgages longer than anticipated, the cash flows are greater and the return ol) the investment would be higher than anticipated. LASERS invests in principal-only strips, in part to maximize yields and in part to hedge against a decline in interest rates. These securities are based on cash flows from principal payments on underlying mortgages. Therefore, they are sensitive to a rise in interest rates which cause the collection of principal payments to be extended longer than anticipated. Conversely, if interest rates decline and homeowners refinance mortgages, thereby pre-paying the mortgages underlying these securities, the principal payments would be earlier than anticipated. LASERS enters into cx~ntractual commitments involving f'manci'al instruments with off-balance-sheet risk. These financial instruments include forward contracts, futures contracts and options contracts and are entered into to hedge against foreign exchange rate risk. Forward and futures contracts are ft)r the delayed delivery of securities and/or currencies in which the seller agrees to make delivery at a specified future date at a specified price or yield for cash. Risks arise from the possible inability of counterparties to meet the terms of contracts and from movements in market values and interest rates. 
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D. CASH AND INVESTMENTS Derivalives (continued) (continued) Options are contracts that 'allow the holder to purchase or ~11 financial instruments tbr ca~sh at a specified price at or within a specified period of time. Options bear the risk of an unfavorable change in the price of financial instruments underlying the option and the risk that a counterparty ks unable to perform in accordance with the terms of the option. 
General All investments of the System are registered in the System's name, or held by the custodial bank or its intermediaries in the System's name. The System's investments at June 30, 1998 and 1997, are categorized herein fi~llowing to give an indication of the level of risk assumed by the entity. Category 1 includes investments that are insured or registered or for which the securities are held by the System or its agent in the System's name. Category 2 includes uninsured and unregistered investments for which the ~curities are held by the counterparty's trust department or agent in the System's name. Category 3 includes uninsured and unregistered investments for which the securities are held by the counterparty or its trust department or agent but not in the System's name. The categorization for the investments held at June 30, 1997, was the same as that shown herein following for investments held at June 30, 1998. 

Cateeor-v 1 2 3 Short-term Investments $ 51,124,236 Corporate Bonds 774,756,436 U.S. Treasury Bonds 58,552,461 U.S. Government Agency Bonds 511,787,578 International Fixed Income/Bonds 432,970,518 U.S. Treasury Notes 188,282,101 Domestic Equity Securities 2,454,354,449 International Equity Securities 886,617,386 Total categorized Real Estate Pools Venture Capital Total Investments 

Carrying Amount (Fair Value) 6/30/98 $ 51,124,236 774,756,436 58,552,461 511,787,578 432,970,518 188,282,101 2,454,354,449 886,617,386 

Carrying Amount (Fair Value) 6/30/97 

5,358,445,165 4,649,739,541 98,519,463 64,347,425 104,511,519 44,591~379 $ 5,521,312,053 $ 4,798,842,439 The System is also authorized by policy to contractually loan securities to investment brokers. The contract or a security loan provides that LASERS loan specific securities from its holdings to the broker in return for collateral. Securities under loan are maintained on the System's financial records and are classified in the 



D 

E 

Inveslmenls (continued) (continued) preceding summary nf investment risk. As the System does not have the ability to trade or sell the collateral received in the securities lending program, such collateral is not considered an asset of the System and a corresponding liability is not required on the statement of net plan assets. (See Note E) The System has no investments of any single organization (other than those issued or guaranteed by the U. S Government) that represents five percent or more of the System's net plan assets, nor does the System hold more than five percent of any corporation's stock. During fiscal years 1998 and 1997, the System's investments (including investmenLs bought, sold, as well as held during the year) appreciated (depreciated) in value by $416,577,203 and $545,187,226, respectively. This appreciation includes the following 
Increase (decrease) in fair value of investments held at year end 1998 $ 140,470,846 Realized gains (losses) on investmenls sold during the year 276,106,357 

1997 $ 250,058,412 295,128,814 $ 545,187,226 Realized gains includes all sales of investment assets during the year measured between the sales proceeds and the purchase cost or amortized cost of the investment asset sold and is independent of the calculation for investments held at year end. Unrealized gains and losses in investments sold in current year that had been held l~r more than one year was included in the net appreciation (depreciation) reported in the prior year(s) and the current year. 
State statutes do not prohibit the System from participating in securities lending transactions, and the System has, pursuant to a Securities Lending Authorization Agreement, authorized State Street Bank and Trust Company ("State Street") to act as agent in lending the System's securities to broker-dealers and banks pursuant to a form of loan agreement. All investment assets are available for lending. 



F 

(continued) During the Fiscal Years, State Street lent, on behalf of the System, certain securities held by Slate Street as custndian and received cash (both United States and foreign currency), securities issued or guaranteed by the United States government, sovereign debt and irrevocable bank letters of credit as collateral. Slate Street did not have the ability to pledge or sell collateral securities absent a borrower default. Borrowers were required to deliver collateral for each loan equal to: (i) in the case of loaned securities denominated in United States dollars or whose primary trading market was located in the United Slates or sovereign debt issued by foreign governments, 102 % of the market value of the loaned securities; and (ii) in the case of loaned securities not denominated in United States dollars or whose primary trading market was not located in the United States, 105 % of the market value of the loaned securities. The System did not impose any restrictions during the Fiscal Years on the amount nfthe loans that State Street made on its behalf and State Street indemnified the System by agreeing to purchase replacement securities, or return cash collateral in the event a borrower failed to return a loaned security or pay distributions thereon. There were no such failures by any borrower to return loaned securities or pay distributions thereon during the Fiscal Years. Moreover, there were no losses during the Fiscal Years resulting from a default of the borrowers or State Street. During the Fiscal Years, the System and the borrowers maintained the right to terminate all securities lending transactions on demand. The cash collateral received on each loan was invested, together with the cash collateral of other qualified tax-exempt plan lenders, in a collective investment pool. The average duration of such investment pool as nf June 30, 1998 was 59 days. Because the loans were terminable at will their duration did not generally match the duration of the investments made with cash collateral. On June 30, 1998 the System had no credit risk exposure to borrowers. The collateral held and the market value of securities on loan for the System as of June 30, 1998 were approximately $599,230,702 and $580,108,751, respectively. Securities lent as of June 30, 1998, were Government and Agency securities of $143,820,880; Domestic equities of $186,244,243; Domestic fixed income of $37,479,430; International equities of $137,511,217 and International fixed income of $75,052,981. 
Open investment contracts include forwards and future contracts for the delayed delivery of currencies at a future date. The amounts that clear within the same broker/banks and consist of the same currency are oftset. The receivables and payables include the same currencies clearing through different brokers/banks and LASERS has no right of offset. The System expects no significant loss or gain from these transactions. 
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G. ACTUARIAL INFORMATION 

H 

Subsequent to the System's actuary issuing his final actuarial report for the year ended June 30, 1998, it was discovered that some retiree records were omitted from the data furnished to the actuary. The System's estimate of files omitted is approximately 380 and according to the actuary, his estimate of the effect to the liability (unthnded actuarial liability) for the~ records is approximately $90 million and understates the projected employer contribution by $4.7 million. The error will be amortized starting in the June 30, 1999 valuation over the remaining 31 years thnding target period and fiJture contributions adjusted appropriately. The correct retiree information will be provided to the actuary prior to the January meeting of the Public Retirement Systems Actuarial Committee. The employer contribution for fiscal year 1999-2000 and the recomputed liability will be presented to the Committee. 
In accordance with GASB No. 25, required supplementary infnrmation can be found in the attached schedules 
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(Dollar amounts in thousands) 
Actuarial Unfunded Actuarial Value of Actuarial Accrued AAL Funded Valualion Assets Liability (AAL) (UAAL) Ratio Date ~a_)_ (b) __ __ (b-a) (a/b) 6/30/93 6/30/94 6/30/95 6/30/96 6/30/97 6/30/98 

5,123,410 5,403,394 5,696,909 6,254,405 6,489,361 6,953,096 
$ 2,078,683 2,055,792 2,031,046 2,139,944 1,951,444 1,885,301 

59.4% 61.9% 64.3% 65.8% 69.9% 72.9% 

UAAL as a Covered Percentage of Payroll Covered Payroll (c) ((b-a)/cL_ 138.2% 132.9% 131.2% 135.1% 121.4% 114.0% Tile total actuarial accrued liability determined using the Projected Unit Credit cost method increased by $463,735,332 from June 30, 1997 to June 3(I, 1998. There were no changes in benefit provisions during the year. There was a net experience gain of $92,217,582 after allocating $104,560,398 of excess investment income to the Experience Account in accordance with Act 1031. A COLA was granted to retirees on July 1, 1998, which reduced tile Experience Account by $90,045,598. 
998 

Year Ended June 30 1993 1994 1995 1996 1997 1998 
$ 183,507,210 189,566,536 196,931,080 203,762,677 212,221,189 221,933,246 

Percentage Contributed 98.5% 98.7% 103.5% 99.3% 98.4% 104.9% 
Analysis of the percentage contributed over a period of years will give a relative indication of the funding progress for the liabilities of the Louisiana State Employees' Retirement System. The difference between the Annual Required Contributions and the Annual Pension Cost is the amortization pas'ruent for the Net Pension Obligation. 
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The information presented in the required supplementary schedules was determined as part of the actuarial valuations at the dates indicated. Additional information as of the latest actuarial valuation follows: 
Valuation date Actuarial cost method 
Amortization method Remaining amortization period Asset valuation method 
Actuarial assumptions Investment rate of return Mortality 
Termination, disability and retirement 
Salary increases 
Cost-of-living adjustments 
*Includes inflation at 3.00% 

July 1, 1998 Projected unit credit Increasing annuity to 2029 31 years Bonds at amortized cost and all other investments based on a four year average market value 
8.25 % per annum* Mortality rates were projected based on the 1983 Sex Distinct Graduated Group Annuity Mortality Table with females set at attained age plus one. 
Termination, disability, and retirement assumptions were projected based on a five year (1981-1986) experience study of the System's members. Salary increases which range between 4.25 % and 11.75 % were projected based on a five year (1981-1986) experience study of the System's members.* None 
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Cynthia Bridges Virginia Burtun Mary Young Cannon Leila Smith Detlefs Benny Harris Frank Jobert. Jr 
Barbara McManus 
Kathy Singleton 
Tota 

998 Board Meetings Attended Other Meeting Days Amount $ 1,575 1,425 1,575 1,575 1,650 1,650 
1,425 1,500 1 725 

997 Board Meetings Attended Amount $ 900 900 9OO 900 675 9O0 
675 825 900 

Note - Eflective August, 1997, board members are paid a per diem of $75 per day for board meetings and other meetings. Generally, meetings are held for two consecutive days each month. During the fiscal year ended June 30, 1998, there was a possible of 23 clays for which board members could be compensated. 
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Short-term Investments Corporate Bonds U.S. Treasury Bonds U.S. Government Agency Bonds International Bonds/Fixed Income U.S. Treasury Notes Domestic Equities International Equities Real Estate Pools Venture Capital 
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6/30/98 . 6/30/97 $ 50,976,161 737,387,671 53,847,674 512,637,512 436,864,782 185,614,553 1,897,439,115 733,900,293 79,274,095 52,190,24~ 



l'ostlclhwaite & Ncttcrvfllc A I'tq[e~sional Accounting Coqmration CLH I IHLD PUBLIC ACCOUNTANTS 8550 UNIq ED PLAZA BLVD., SUITE 1001 ~ BAq~ON ROUGE, LOUISIANA 70809 ~ TELEPHONE (504) 922-4600 ~ FAX (504) 922-4611 
September 23, 1998 
To the Board of Trustees Louisiana State Employees' Retirement System Baton Rouge, l~misiana 
In planning and performing PUt audit of the financial statements of the Louisiana State Employees' Retirement System (LASERS) as of and for the year ended June 30, 1998, we considered the System's internal control structure to determine nut auditing procedures for the imrpnse of expressing an opinion on the financial statements and not to provide assurance on the internal control slructure. llowever, during our audit we became aware of several matters that we feel are opportunities fl~r strengthening internal controls and operating efficiency. The items discussed below summarize our comments and suggesthms regarding these matters. This letter does not affect our report dated September 14, 1998, on the financial statement,; of the Louisiana Stale Employees' Retirement System. It is our understanding that LASERS' management will address our comments and recommendations in a formal response that will be forwarded to the Office of the Legislative Auditor, State of Louisiana. 1. Board Compensation It became apparent during our audit that the System's controls over Board compensation need to be modified because several Board members were paid for meetings they did not attend. We understand that LASERS has been reimbursed nr made arrangements for reimbursements as of the date of this letter. We recommend that management change their procedures regarding Board compensation 
2. Actuarial Caleulalion~ We discovered while testing pension benefit obligations that certain participants were not included in the data files furnished tn the System's actuary. As of the date of this letter LASERS' personnel have stated that they have basically i~31ated the problems and determined the extent of the omissions but are continuing to investigate to insure that no other problems exist. We recommend that management change their procedures to be certain that year end data ti~rnished to the System's actuary is complete and accurate. 

DONALDSONVILLE ~ GONZALES ~ NEW OR[ EANS ~ St. FRANCISVILLE ASSOCIATED OFFICES IN PRINCIPAL CITIES OF ]HE UNITED STATES 



We would like to express our appreciation for the c{~peration and courtesies extended to us during our audit by all of the System's personnel. We will review the status of the~ comments during our next audit engagement. We have already discussed these commems and suggeslions with various personnel, and we will be pleased to discuss them in further detail at your convenience, to perform any additional study of these matters, or to assist you in implementing the recommendations. Sincerely 



Louisiana State Employees' Retirement System 
P.O. Bo~ 44213 ~ Baion Rouge, I.A ~ 70804 4213 84{)1 United Plaza Bird eBalon Rouge, LA ~70809 
September 25, 1998 
Dr. Dan Kyle, Legislative Auditor Slate of Louisiana 1600 Norlh Third Street Post Office Box 94397 Baton Rouge, LA 70804-9397 Dear Dr. Kyle 

LASERS VOICE: 225-922-0600oTOLL-FI~EE: 1-800-256-3000 AX: 225-922-0614 ~ Web Site: www.lasers state la.us 

LASERS has received the management letter recommendations from Postlethwaite and Netterville in connection with the audit for year-end June 30, 1998. Accordingly, we offer tile following responses: 1. Board Compensation 
LASERS currently cuts one check monthly for each Trustee for Board compensation fees. Each check is distributed to the appropriate Trustee on the second day of the meetings. This has caused incorrect payments to three different Trustees on one occasion. 
This methodology will be changed effective immediately to a system whereby the checks will be mailed the week after the meetings. This will ensure that per diem fees for Trustees are not paid in error. 
2. Actuarial Calculations LASERS currently runs the retiree actuarial tape in July against retirement data as of June 30~h and the member actuarial tape in August after all member contributions have been posted for the fiscal year. If someone retired after June 30th, but before the Member file was processed, the program left that retiree offboth tapes. A program "bug" was also found which incorrectly excludes retirees whose retirement was effective before June 30th but didn't get their first check until July. The program has been excluding retirees when the fiscal year gross paid out equaled zero. 

BOARI) OF TRUSTEES: Cynthia Bridges, Chairman Leila Smith Detlefs Virginia Burton Kel~ Duncan Mary Young Cannon Benny G. Harris Sen. Francis C. Heitmeier Louis S. Quinn James O. Wood, Frank Jobert, Jr. Kathy Singleton Executive Director Barbara McManus Rep. Victor "Vie" Stelly 



LASERS will improve controls by: * Correcting the actuarial tape program; ,, Running both tapes at the same time; and ~ Verifying the actuarial record counts with controls run against our Member and Retiree databases. Sincerely, 
James O. Wood Executive Director 


