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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees

Louisiana Municipal Risk Management Agency
Accident and Health Fund

We have audited the accompanying balance sheets of Louisiana Municipal Risk Management Agency —
Accident and Health Fund (a quasi-public organization) (the Fund) as of December 31, 2003 and 2002, and
the related statements of revenues, expenses and changes in accumulated deficit, and cash flows for the years
then ended. These financial statements are the responsibility of the Fund’s management. Qur responsibility
1s to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and with Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
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
fmancial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Louisiana Municipal Risk Management Agency - Accident and Health Fund as of December 31,

2003 and 2002, and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

The accompanying financial statements have been prepared assuming the Fund will continue as a going
concern. The Fund has experienced significant losses from operations and has a substantial deficit at
December 31, 2003. These conditions raise substantial doubt about the Fund’s ability to continue as a going
concern. Management’s plans regarding these matters are discussed Note 6 to the financial statements. The'

accompanying financial statements do not include any adjustments that might result for the outcome of this
uncertainty.

In accordance with Government Auditing Standards, we have also issued a report, dated May 6, 2004, on our
consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants.

Pt lithuait 4 petlimeille

Baton Rouge, Louisiana
May 6, 2004
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

- ACCIDENT AND HEAL'TH FUND

BALANCE SHEETS
DECEMBER 31, 2003 AND 2002

ASSETS
2003
Cash (note 4) $ 64,334
Investments (note 4) -
Accrued interest recetvable -
Accounts receivable 225,531
Reinsurance recetvable 82,017
$ 371882

2002

87,133
597,332
1,354
49 850
353,934

b

1,089,603

LIABILITIES AND ACCUMULATED DEFICIT

Liabilities:
Unpaid claims liability (note 3) $ 1,593,000
Accounts payable 224 824
Due to affiliates (note 2) 358,634
Total Liabilities 2,181,458
Accumulated deficit (1,809,576)

S 37188

See accompanying notes to financial statements.

1,552,000
442,784
129,298

2,124,082

(1,034,479)

$

1,089,603




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALYH FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES

IN ACCUMULATED DEFICIT
YEARS ENDED DECEMBER 31, 2003 AND 2002

REVENUES:
Premium mcome
Investment income (note 4)

EXPENSES:
Claims expense (note 3)
Reinsurance premiums
Service agent fees (note 2)
Admanistrative fees (note 2)
Miscellaneous

NET LOSS

Accumulated deficit, beginning of year

Accumulated deficit, end of year

See accompanying notes to financial statements.

2003

$ 11,292,767
4,439

11,297,206

10,601,046
686,709
764,092

17,129
3,327

12,072,303

(775,097)

_(1,034,479)

§ (1,809,576)

2002

10,022,449
26,313

10,048,762

9,318,366
909,319
607,744

17,173
4,992

10,857,594

(808,832)

(225,647)

$

(1,034,479)




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss
Less adjustment for investment income
Adjustments to reconcile net loss to net
cash used in operations:
Change in reinsurance receivable
Change in receivables
Change in unpaid claims hability
Change 1n accounts payable, and
due to affiliates

Net cash used in operating activities
Cash flows from investing activities:
Purchase of investments
Proceeds from sales/maturitics of investments
Investment interest received
Net cash provided by investing activities
Net change 1n cash

Cash, beginning of year

Cash, end of year

See accompanying notes to financial statements.

YEARS ENDED DECEMBER 31, 2003 AND 2002

2003

$

(775,097)
(4,439)

271,917
(175,681)
46,000

11,376

(625,924)

594,883

8,242

603,125

S

(22,799)

87,133

64,334

2002

$  (308,832)
(26,313)

271,398
189,429

100,876

(273,442)

(203,756)
439 457
40,006

275,707

2,265

84,868

$ 87,133




1.

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(a)

(0)

Background and Financial Statement Presentation

Louisiana Municipal Risk Management Agency (LMRMA) was formed under Louisiana Act No.
462 of 1979 to provide a program of workers' compensation, accident and health, and public
liability coverage for its member organizations. In accordance with Revised Statutes 33:1341-
1350, all local government subdivisions in the State of Louisiana are eligible to participate. The
Accident and Health Fund’s (the Fund) general objectives are to formulate, develop, and
administer, on behalf of the member local governmental subdivisions, a program of interlocal
risk management, to obtain lower costs for that coverage, and to develop a comprehensive loss
control program. Local governmental subdivisions jomning the Fund must be members of the
Louisiana Municipal Association; a member may withdraw from the Fund by giving proper
notice. Fund underwriting and rate-setting policies have been established by the Board of the
Fund after consultation with the actuaries. If the assets of the Fund were to be exhausted,
members would only be responsible for their respective outstanding claims.

Louisiana Municipal Association (LMA) is an association for the municipalities of Louisiana and
is incorporated as a nonprofit corporation under the laws of the State of Loutsiana. LMA acts as
the administrator for the Fund.

Risk Management, Inc. (RMI) is a third-party service agent primarily for LMRMA msurance
funds. RM]I, a Louisiana Corporation, is a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund Agency (LMRFA) was formed under Louisiana Revised
Statutes 33:1349(e). LMRFA consists of interlocal risk management agencies pooling excess
funds to provide reinsurance. Administration of the Agency is vested in the Executive Board of
ILMA. Effective January 1, 2003, LMRFA provides reinsurance for the Fund.

As of December 31, 2003 and 2002, there were 64 and 65 participating municipalities with a
total number of participants of approximately 2,329 and 2,370, respectively.

The various LMRMA Funds, LMA and RMI are all affiliated through common membership and
management control. Although all of these entities are related parties, their various retained
earnings arc available only to the individual entity for its operations. For this reason, each entity
is presented as a separate "stand alone" entity in accordance with GASB 10 and GASB 14.

Basis af Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of
accounting and the flow of economic resources measurement focus. The Fund applies all
applicable FASB pronouncements issued on or before November 30, 1989 in accounting for its
operations unless those pronouncements conflict with or contradict (GASB pronouncements.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(c)

(d)

(e)

)

Invesimenis

Investments are reported at estimated fair value except for short-term and money market
investments, consisting primarily of U.S. Treasury obligations with a maturity of one year or less
at time of purchase, which are reported at cost. Fair value 1s based on the last reported sales
price if available; if not available, fair value is based on estimated fair value. Realized and
unrealized gains and losses on investments recorded at fair value are included in investment
income. Investments include money market accounts, repurchase agreements and U.S.
government Agency obligations and U.S. treasury securities.

Premium Income and Accounts Receivable

Premiums are recognized as income over the term of the policies as they become earned. Any
adjustments to annual premiums arc considered to be a change in estimate and are recognized 1n
the year they become known.

Accounts receivable are considered to be fully collectible by management; therefore, no reserve
for bad debts has been established.

Unpaid Claims Liability

The Fund establishes claims liabilities based on estimates of the ultimate cost of claims
(including future claim adjustment expenses) that have been reported but not settled and of
claims that have been incurred but not reported. The length of time for which such costs must be
estimated varies depending on the coverage involved. Estimated amounts of reinsurance
recoverable on unpaid claims are deducted from the liability for unpaid claims. Because actual
claims costs depend on such complex factors as inflation, changes 1 doctrines of legal liability,
and damage awards, the process used in computing claims hability does not necessarily result in
an exact amount. Claims liabilities are recomputed periodically using a variety of actuarial and
statistical techniques to produce current estimates that reflect recent settlements, claims
frequency, and other economic and social factors. A provision for inflation in the calculation of
estimated future claims costs is implicit in the calculation because reliance is placed both on
actual historical data that reflects past inflation and on other factors that are considered to be
appropriate modifiers of past experience. Adjustments to claims liabilities are charged or
credited to expenses in the period in which they are made. The carrying amount of habilities for
claims losses and claims expenses is presented at the estimated claim amounts in the financial
statements,

Cash and Cash Equivalents

For the purposes of the statements of cash flows, cash includes cash in demand deposit accounts
with banks. Because money markets and repurchase agreements are usually purchased with
maturities of 90 days or more or are reinvested continuously, they are classified as investments.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(g} Reinsurance

The Fund uses reinsurance to reduce its exposure to large losses on insured events. Further
description of the reinsurance coverage is described 1n Note 5. Reinsurance permits recovery of
a portion of losses from reinsurers, although 1t does not discharge the primary liability of the
Fund as ditect insurer of the risks reinsured. The Fund does not report reinsured risks as
liabilities unless it is probabie that those risks will ot be covered by reinsurers. Claims expense
consists of claims incurred during the current year, adjustments to the accounting estimate of
prior years' claims expense and a reduction for claims covered by the reinsurer in accordance
with the reinsurance policy.

(h}) Income Taxes

The Fund is exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.

(i)  Useof Estimates

Management of the Fund has made a number of estimates and assumptions relating to the
reporting of assets and liabilities to prepare these financial statements in conformity with
accounting principles generally accepted in the United States of America. Actual results could
differ from those estimates and assumptions. For example, significant estimates and
assumptions are used In estimating its insurance liabilities, fair values of investments and
accruals. If future expenience differs matenially for these estimates and assumptions, the
financial statements could be affected.

RELATED PARTY TRANSACTIONS

LMA and RMI and LMRFA provide services related to the self-insurance funds operated for the
benefit of Louisiana municipalities. Effective January 1, 2003, the LMRFA began serving as the
Fund’s remsurer. The fees incurred by the Fund for these services and related balances owed are as
follows:

2003 2002
Expenses:

Admmistrative fees — LMA (5.60 per

person per month) h 17.129 $ 17,173
Service agent fees — RMI ($25.95 in 2003

and $20.25 in 2002 for health and

$1.20 for dental participants) $ 764092 $ 607,744
Reinsurance expense - LMRFA ($20.43

per person in 2003 for health participants) $ 583513 0§ -
Reinsurance commission — RMI ($3.61

per person in 2003 for health participants $ 103,196 § -
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS (continued)

2003
Due to affiliates:
ILMA $ 1,394
LMRFA 240,000
RMI 117,240
5 358,634

2002
3 1,454
127,844
§ 129,298

Amounts due to LMRFA represent funds borrowed for cash flow purposes. The Board of Trustees
have authorized up to $500,000 in borrowings which are unsecured and non-interest bearing. See Note

6.

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the Fund’s aggregate unpaid claims liabilities for the years ended

December 31:

2003 2002
(Amounts i thousands)

Unpaid claims and claim adjustment

expenses liability at beginning of year ) 1,552  § 1,552
Incurred claims and claim adjustment

expense-provision for tnsured events 10,601 0.318
Less payments — claims and claim

adjustment expenses (10,555) (9,318)
Unpaid claims liability, end of year $ 1,598 § 1552

Seitled claims have not exceeded aggregate insurance coverages in any of the past two fiscal years.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana.
According to Rule Number 4, all deposits in financial institutions made by these funds shall be limited
to institutions in Louisiana unless a higher rate can be obtained in an out-of-state mstitution. Deposits
in financial institutions may exceed the federally insured amount in any one financial institution, as
long as the amount is not in excess of the greater of $500,000 or 5% of the combination of surplus,
undivided profits and reserves as currently reported by the financial institution. In regard to deposits

and investments, the Fund is in compliance with these revised provisions as of and during the years
ended December 31, 2003 and 2002.

All demand deposits and certificates of deposit are insured or collateralized by pledged securities held
by an agent in the name of the Fund.

2003 2002

Insured $ 64,334 § 87,133
Uninsured - -

Tyl

5 64,334 $ 87,133

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U.S. Government and its agencies, as well as financial institutions.
Included in investments are money market accounts, repurchase agreements, U.S. Government Agency
obligations and U.S. Treasury securities.

The Fund’s investments are categorized below to give an indication of the level of nsk assumed by the
Fund at year-end. Category 1 securities are held by the Fund or its agent in the Fund’s name. Category
2 includes uninsured and unregistered investments for which the securities are held by the broker’s or
dealer’s trust department or agent in the Fund’s name. Category 3 includes uninsured and unregistered
investments for which the securitics are held by the broker or dealer, or by its trust department or
agent, but not in the Fund’s name. The amortized cost of the Fund’s investments are $0 and $588,662
at December 31, 2003 and 2002, respectively. The estimated fair value of mmvestments by security type
at December 31, 2003 and 2002 are as follows:

2003 2002 Category
Money market accounts and .
repurchase agreements - $262,238
U.S. Government Agency obligations - 309,422 |
U.S. Treasury securitics - 25,672 1
. $597332

-9.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)
Investment income for the years ended December 31, 2003 and 2002 consists of the following:

2003 2002
Interest income $ 6,886 $ 28,032
Realized gains (losses) — net (2,447) 648
Unrealized losses arising during the year (2,367)

REINSURANCE POLICY COVERAGE

The Fund and its remnsurers represent a cooperative program for group funding and risk management of
accident and health claims of participating Louisiana municipalities. Although premiums billed to the
participants are determined on an actuarial basis, the ultimate liability for claims remains with the
participants, and the Fund has the authority to assess the participants to fund any deficits incurred.

Effective January 1, 2003, the Fund obtained reinsurance from LMRFA provide the following

coverage:
ftem I Annual aggregate in excess of 125% of annual eamed normal premium.
Item II: $900,000 specific losses in excess of $100,000 each and every loss.

Amounts paid to LMRFA were obtained at discounted rate compared to what was provided by a
commercial insurer in prior years. See Note 2 for details on amounts paid to LMRFA for remnsurance

coverage.

- 10 -




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

GOING CONCERN

The Fund’s financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America which contemplate continuation of the Fund as a going
concern. At December 31, 2003, the Fund reported a deficit of $1,809,576 and incurred net loss of
$775,097 for the year then ended. The Fund has depleted its cash and invested assets and has been
required to borrow from a related party in order to meet its claim obligations as they become due.

The Fund has continued to implement premium rate increases and benefit reductions each year in order
to meet the continued increase in claims cost and medical inflation. Management implemented
additional rate increases and member benefits reductions effective January 1, 2003 as well as changed
its reinsurer as measures to return the Fund to profitability. Management expects that continued
premium increases and reductions in covered benefits will be implemented sufficient to return the Fund
to profitability and to elimnate the Fund’s deficit over a reasonable period of time. However, no
assurances can be given that the Fund can achieve near term profitability and cash flow improvement
or that the deficit can be eliminated in a manageable period of time,

Additionally, during 2003, the Board of Trustees established a $500,000 limit in which the Fund could
borrow operating funds from LMRFA. In a special meeting on March 17, 2004, the Board established
the maximum borrowings as a trigger to mitiate an orderly shutdown of the Fund. The shutdown
process is expected to require a funding from LMA in order to pay all unreported liabilities so that
participating municipalities would not be subjected to a loss under the program.

If the Fund is unable to meet its obligations as they become due and a managed shut down is not
successful, participating members would become responsible for their respective outstanding claims
obligations. The Board has established a plan to bear the responsibility for all costs related to the shut
down process.

-11 -
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Report on Compliance and on Internal Control over Financial
Reporting Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

Officers and Trustees

Louistana Municipal Risk Management Agency
Accident and Health Fund

We have audited the financial statements of Louisiana Municipal Risk Management Agency - Accident and
Health Fund as of and for the year ended December 31, 2003, and have issued our report thereon dated May 6,
2004. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to the 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 the Fund’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination of financial
statement amounis. 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 the Fund’s 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 maters in the intermal control over financial reporting
that might be material weaknesses. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the risk that misstatements in
amounts that would be material in relation to the financial statements betng audited miay 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 report is intended solely for the information and use of Louisiana Municipal Risk Management Agency —
Accident and Health Fund, the Louisiana Legislative Auditor’s Office and the Louisiana Commissioner of
Insyrance and is not intended to be and should not be used by anyone other than these specified parties.

Baton Rouge, Louisiana 4
May 6, 2004
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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees

Louisiana Municipal Risk Management Agency
Public Liability Fund

We have audited the accompanying balance sheets of Louisiana Municipal Risk Management Agency -
Public Liability Fund (a quasi-public organization) (the Fund) as of December 31, 2003 and 2002, and the
related statements of revenues, expenses and changes in retained earnings, and cash flows for the years then
ended. These financial statements are the responsibility of the Fund’s management. Our responsibility 1s to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and with Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
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 financial statements referred to above present fairly, in all material respects, the financial
position of Louisiana Municipal Risk Management Agency - Public Liability Fund as of December 31, 2003
and 2002, and the results of its operations and its cash flows for the years then ended in confornmity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report, dated May 6, 2004, on our
consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplementary information included on page 11 is presented for purposes of additional analysis
and is not a required part of the basic financial statements. The information presented for the years ended
December 31, 2003 and 2002 has been subjected to the auditing procedures applied in the audits of the

financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

Pt lith. e & pJothnitlh

Baton Rouge, Louisiana
May 6, 2004
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND
BALANCE SHEETS
DECEMBER 31, 2003 AND 2002
SSETS
2003
Cash (note 4) 3 -
Investments {(note 4) 12,930,575
Deductibles receivable 254,648
Accounts receivable 1,400,829
Accrued interest receivable 137,487
Reinsurance receivable (note 3) 345,376

$ 15068915

LIABILITIES AND RETAINED EARNINGS

Liabilities:
Outstanding checks in excess of cash balances $ 284,077
Unpaid claims hability (note 3) 7,806,000
Unearned premiums 1,781,926
Due 1o affiliates - net (note 2) 1,316,447
Accrued expenses N 19,303 )
Total Liabilities 11,207,753
Retained earnings 3,861,162

$ 15,068,915

See accompanying notes to financial statements.

2002

$ 49,784
12,795,160
267,443
582,410
129,980
657,280

S 14482057

$ -
7,516,000
1,711,334
934,296

23,285

10,184,915

4,297,142

$ 14,482,057




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
. YEARS ENDED DECEMBER 31, 2003 AND 2002

REVENUES
Premium mncome
Investment income (note 4)

Total revenues

EXPENSES
Claims expense (note 3)
Administrative fees (note 2)
Reinsurance premiums (note 2)
Service agent fees (note 2)
Miscellaneous

Total expenses
Net loss
Retained earnings, beginning of year

Retained earnings, end of year

See accompanying notes to financial statements.

2003

3

7,799,444
347,937

8,147,381

4,792,845
925,542
1,903,973
936,152
24,849

3,583,361

(435,980)

4,297,142

$

3,861,162

2002

$

5,949,375
1,286,423

7,235,798

4,423,650
727,485
1,496,542
997,695

30,805

7,676,177

(440,379)

4,737,521

$

4,297,142



LOUISIANA MUNICTPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2003 AND 2002

2002

$  (440,379)
(1,286,423)

(170,900)
87,000

240,463

(1,570,239)

2003
Cash flows from operating activities:
Net loss $ (435,980)
Less adjustment for investment income (347,937)
Adjustments to reconcile net loss to net
cash used in operations:
Change 1n receivables (1,117,528)
Change in unpaid claims liability 290,000
Change in checks written in excess of cash balances 284,077
Change tn accrued expenses, unearned
premiums and due to affiliates 448,761
Net cash used in operating activities (878,607)
Cash flows from mvesting activities:
Purchases of investments (5,695,442)
Proceeds from sales and maturities of investments 5,285,483
Investment interest recerved 614,974
Principal payments from note receivable - -
Net cash provided by investing activities 205,015
Net change in cash (673,592)
Cash, beginning of year 49,784

(5,855,827)
0,130,497
639,458
396,890

1,311,018

(259,221)

309,005

Cash, end of year $ -

See accompanying notes to financial statements.

$ 49,784
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

(c)

Background and Financial Statement Presentation

Louistana Municipal Risk Management Agency (LMRMA) was formed under Louisiana Act No.
462 of 1979 to provide a program of workers' compensation, accident and health, and public liability
coverage for its member organtzations. In accordance with Revised Statutes 33:1341-1350, all local
government subdivisions in the State of Louisiana are eligible to participate. The LMRMA Public
Liability Fund’s (the Fund) general objectives are to formulate, develop, and administer, on behalf
of the member local governmental subdivisions, a program of interlocal risk management, to obtain
lower costs for that coverage, and to develop a comprehensive loss control program. Local
governmental subdivisions joining the Fund must be members of the Louisiana Municipal
Association; a member may withdraw from the Fund by giving proper notice. Fund underwriting
and rate-setting policies have been established by the Board of the Fund after consultation with the
actuaries. If the assets of the Fund were to be exhausted, members would only be responsible for
their respective outstanding claims. As of December 31, 2003 and 2002, there were 239 and 201
participating municipalities, respectively.

Louisiana Municipal Association (MA) 1s an association for the municipalities of Louisiana and is

incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as the
administrator for the Fund.

Risk Management, Inc. (RMI) 1s a third-party service agent primarily for LMRMA insurance funds.
RMI, a Louisiana Corporation, is a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund Agency (LMRFA) was formed under Louisiana Revised Statutes
33:1349(¢). LMRFA consists of interlocal risk management agencies pooling excess funds to
provide reinsurance. Admintstration of the LMRFA is vested in the Executive Board of LMA.
LMRFA reinsures the LMRMA Public Liability Fund.

The various LMRMA and LMRFA Funds, LMA and RMI are all affiliated through common
membership and management control. Although all of these entities are related parties, their various
retained earnings are available only to the individual entity for its operations. For this reason, each
entity 1s presented as a separate "stand alone” entity 1n accordance with GASB 10 and GASB 14.

Basis of Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of accounting
and the flow of economic resources measurement focus. The Fund applies all applicable FASB
pronouncements issued on or before November 30, 1989 in accounting for its operations unless
those pronouncements conflict with or contradict GASB pronouncements.

Investments

Investments are reported at estimated fair value except for short-term and money market
investments, consisting primarily of U.S. Treasury obligations with a maturity of one year or less at
time of purchase, which are reported at cost. Fair value is based on the last reported sales price if
available; if not available, fair value is based on estimated fair value. Realized and unrealized gains
and losses on investments recorded at fair value are included in investment income. Investments

include money market accounts, repurchase agreements, U.S. Government Agency obligations and
U.S. Treasury securities and are held for long-term purposes.
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(d)

(e)

(8)

(h)

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

Premium Income and Accounts Receivable

Premiums are recognized as income over the life of the policies as they become eamed. Any
adjustments to annual premiums are considered to be a change in estimate and are recognized in the
year they become known.

Accounts receivable are considered to be fully collectible by management; therefore, no reserve for
bad debts has been established.

Unpaid Claims Liability

The Fund provides liability coverage to members for claims incurred during the benefit period
regardless of when the claims are reported to the Fund. The Fund establishes claims habilities based
on estimates of the ultimate cost of claims (including future claim adjustment expenses) that have
been reported but not settled and of claims that have been incurred but not reported. The length of
time for which such costs must be estimated varies depending on the coverage involved. Estimated
amounts of reinsurance recoverable on unpaid claims are deducted from the lability for unpaid
claims. Because actual claims costs depend on such complex factors as inflation, changes in
doctrines of legal liability, and damage awards, the process used m computing claims hability does
not necessarily result in an exact amount, particularly for coverages such as general liability. Claims
liabilities are recomputed periodically using a variety of actuarial and statistical techniques to
produce current estimates that reflect recent settlements, claims frequency, and other economic and
social factors. A provision for inflation in the calculation of estimated future claims costs 1s implicit
in the calculation because reliance is placed both on actual historical data that reflects past inflation
and on other factors that are considered to be appropriate modifiers of past experience. Adjustments
to claims liabilities are charged or credited to expense in the period in which they are made. The
costs associated with new and renewal contracts as acquisition costs are immatenal to the financial
statements and are expensed when incurred. The carrying amount of habilities for claims losses and
claims expenses is presented at the estimated claim amounts in the financial statements. Claims
reserves were discounted to 5.4% and 5.8% at December 31, 2003 and 2002, respectively.

Statement of Cash Flows

For the purposes of the statements of cash flows, cash inhcludes cash in demand deposit accounts
with banks. Because certificates of deposit, money markets and repurchase agreements are usually
purchased with matunties of 90 days or more, they are classified as investments.

Reinsurance

The Fund uses reinsurance to reduce its exposure to large losses on insured events. Reinsurance
permits recovery of a portion of losses from reinsurers, although it does not discharge the primary
liability of the Fund as direct insurer of the risks reinsured. The Fund does not report reinsured
risks as liabilities unless it is probable that those risks will not be covered by reinsurers. As of May
i, 1986, LMREFA became the remsurer for the Fund.

Income Taxes

The Fund 1s exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)
() Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the reporting
of assets and liabilities to prepare these financial statements in conformity with accounting
principles generally accepted in the United States of America. Actual results could differ from
those estimates and assumptions. For example, significant estimates and assumptions are used in
estimating its insurance habilities, fair values of investments and accruals. If future experience
differs materially for these estimates and assumptions, the financial statements could be affected.

(/) Reclassifications

Certain items in the 2002 financial statements have been reclassified to be comparative to the 2003
presentation.

RELATED PARTY TRANSACTIONS

(a1) Fees and Services

LMA, RMI and LMRFA provide services related to the self-insurance funds operated for the benefit
of Louisiana municipalities. The fees for these services are based on a percentage of the respective
carned standard premiums (ESP) as follows:

2003 2002

Expenses (and current fee structure):
Administrative fee - LMA

(8.75% of ESP) 5 025542 § 727,485
Service agent - RMI (9% and 12.0% of ESP) §_ 936152 §  997.695
Reinsurance - LMRFA (18.0% of ESP) $ 1903973 3 1.496,542

Reinsurance recoveries from LMRFA $ 1331655 $  1.740.730
Due to affiliates:
LMA $ 685,542 §$ 487 485
RMI - 223,138
LMRFA 630,905 223.673

$ 1316447 3 934,296

(b) Note Receivable

LMA had a variable rate note agreement with the Fund which was secured by a building owned by
LMA. During 2002, LMA repaid the remaining balance of this note. The Fund earned interest of
$0 and $16,062 1n respect to the note for the years ended December 31, 2003 and 2002, respectively.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the aggregate unpaid claims liabilities for the Fund for the years

ended December 31, 2003 and 2002:

2003 2002
(Amounts in thousands)
~ Liability for unpaid losses at beginning of year (gross) $ 16,957 14,940
Less: Remnsurance recoverables 9.441 7,511
Liability for unpaid losses at beginning of year (net) 7.516 1429
Net mcurred related to:
Current year 4,094 3,243
Prior years 699 1,001
Total incurred 4,793 4.424
Net paid related to:
Current year 697 693
Prior years 3,806 3.644
Total paid 4,503 4,337
Liability for unpaid losses at end of year (gross) 17,653 16,957
Reinsurance recoverables 9,847 9.441

Liability for unpaid losses at end of year (net)

$ 7806 § __ 7.516

In addition to the unpaid claims covered by the Fund’s reinsurer, there are $345,376 and $657,280 of paid
claims which are recoverable from the reinsurer at December 31, 2003 and 2002, respectively.

The Fund's claims payable have been discounted for December 31, 2003 and 2002, based on the Fund's
anticipated payout patterns and a discount rate assumption of 5.4% and 5.8%, respectively, which

management expects to approximate the interest earnings over the payout period. The effect of the reserve
discounts was $797,000 and $681,000 at December 31, 2003 and 2002, respectively.

DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana,
According to Rule Number 4, all deposits in financial institutions made by these agencies shall be limited
to istitutions in Louisiana unless a higher rate can be obtained in an out-of-state institution. Deposits in
financial institutions may exceed the federally insured amount in any one financial institution, as long as
the amount is not 1n excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial institution in question. In regard to deposits and

investments, the Fund was in comphiance with these revised provistons as of and during the period ended
December 31, 2003 and 2002.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)

The demand deposits are categorized below to give an indication of the level of risk assumed at year end.
"Insured” deposits are those balances protected by federal depository insurance or pledged collateral.
"Unimsured" depostts are those balances in excess of federal depository insurance or pledged collateral.

2003 2002
Insured $ - $ 49 784
Uninsured _ )

$ - $ 49,784

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any

surplus monies in obligations of the U.S. Government and its agencies, as well as financial institutions.
Included in mvestments are certificates of deposit, money market accounts and repurchase agreements.

The Fund’s investments are categorized below to give an indication of the level of risk assumed by the
Fund at year-end. Category 1 securities are held by the Fund or its agent in the Fund’s name. Category 2
includes uninsured and unregistered investments for which the securities are held by the broker’s or
dealer’s trust department or agent in the Fund’s name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the broker or dealer, or by its trust department or agent,
but not in the Fund’s name. The amortized cost of the Fund's investments are $12.472,927 and
$12,007,698 at December 31, 2003 and 2002, respectively. The estimated fair value of investments by
security type at December 31, 2003 and 2002 are as follows:

2003 2002 Category
Money market accounts $ 71441 § 114,878 -
U.S. Government Agency obligations 12,795,462 12,614,876 1
U.S. Treasury securities 63.672 65,406 1

$ 12930575 §$12,795,160

The U.S. Government Agency obligation investments are direct obligations registered in the name of the
Fund and held by the Fund's investment agent. Cash and money markets are collateralized by obligations
of the U.S. Government registered in the name of and held by the Fund's agent.

Included in investment balances are derivative financial investments. These investments may include U.S.

Treasury stnips, collateralized mortgage obligations, and floating rate securities. These derivative
investments are interest rate sensitive and, as a result, could experience future market fluctuations.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)

The scheduled contractual maturities of investments held at December 31, 2003 are shown below.
Expected maturities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or payment penalties.

Amortized Estimated Fair

Cost Value
Due in one year $ 71,441 § 71,441
Due after one year through five years 6,384 807 6,594,108
Due after five years through fen years 2,000,827 2,202,469
Due after ten yvears 4,015,852 4,062,557

$ 12472927 $ 12930575

Investment income for the years ended December 31, 2003 and 2002 consists of the following:

2003 2002
Interest income $ 622,481 $§ 665,989
Realized gains — net 80,140 61,809
Unrealized gains (losses) arising during the year - net (___354.684) 558,625

$ 347937 $ 1286423

REINSURANCE POLICY COVERAGE

During the years ended December 31, 2003 and 2002, LMRFA provided reinsurance to LMRMA Public
Liability Fund with the following limmts:

ItemI: $5,000,000 annual aggregate excess of 65% of earned normal premium
Item II: $400,000 each and every loss in excess of $100,000 each and every loss

The Fund and LMRFA represent a cooperative program for group funding and risk management of public
liability claims of participating Louisiana municipalities. Although premiums billed to the participants are
determined on an actuarial basis, ultimate liability for claims remains with the participants.

Prior to 1993, Louisiana law limited the liability of the municipalities to $500,000 per occurrence. During
1993, the Lounisiana Supreme Court revoked this limit. The above "specific reinsurance Iimits" for the

Public Liability Fund cover claims up to $500,000. As of November 1, 1995, the statutory liability
increased to $750,000 from $500,000. The Fund's coverage remains unchanged.

The following are condensed balance sheets for LMRFA at December 31:

_ 2003 2002
Assets $ 40,706,398 § 39,476,960
Liabilities (__ 14,834.265) (_14.867.510)
Retained Earnings $ 25872133 § 246094350
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DECEMBER 31, 2003

SCHEDULE

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC EIABILITY FUND

The table below illustrates the Fund's earned normal premium and investment income compared to related costs and claims expense

{net of loss assumed by reinsurers) incurred by the Fund as of the end of 2003 and as of the end of each of the last nin¢ years.

2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
(in thousands)
ENP and investment
Income $ 8147 8§ 7236 % 6547 % 6724 % 5923 %3 7416 § 8,198 5 7729 § 7605 $8 17179
Operating costs
unallocated 3,791 3,253 2,853 2766 2,438 3,452 3,497 3,499 3,376 3,213
Estimated incurred
claims and claims
expense, end of
policy year 4.542 4.686 3,753 2,999 2,988 4,039 4,545 4,583 4,243 3976
Paid {cumulative)
as of:
End of policy
year 697 693 578 499 460 687 6355 630 463 528
One year later - 1,496 1,358 1,079 1,341 1,354 1,362 1,379 1,216 1,625
Two years later - - 2,450 1,804 2.574 2.528 2,343 2,137 2.815 2 482
Three years later - - - 2,357 3,189 3,228 3,146 2,999 3,524 3,119
Four years later - - - - 3,602 3,604 3,570 3,432 3,696 3,400
Five years later - - - - - 3,870 3,865 3,765 4,174 3,510
Six years later - - - - - - 3,963 3,838 4,202 3,630
Seven years later - - - - - - - 4,022 4,390 3,710
Eight years later - - - - - - - - 4 447 3,786
Nine years later - . - - - - - - - 3,853
Re-estimated incurred
claims and claims
eXpense;
End of policy
year 4,542 4. 686 3,753 2,999 2,988 4,039 4. 545 4,583 4,243 3,976
One year later . 4,245 3,812 3,225 3,633 3,950 4,543 4,583 4 243 3976
Two years later - - 3,854 3,062 3,917 4,065 3,769 4 583 4243 3,976
Three years later - - - 3,114 3.991 4,140 3,969 3,763 4243 3,976
Four years later - - - - 4,007 4,281 4,136 4 044 4117 3,976
Five years later - - - - - 4,204 4,251 4,062 4. 436 3,782
Six years later - - - - - - 4.160 4,139 4 456 3,839
Seven years later - - - - - - - 4,176 4,570 3,853
Eight years later - - - - - - - - 4551 3,909
Nine years later - - - - - - - . - 3,921
Increase(decrease) in
estimated mcurred claims
and expense from
end of policy
year - 44} 101 115 1,019 165 (385) (407) 308 (55)

{1) Effective January 1, 1996, the Fund accouated for investments on a fair valuee basis.

See accompanying independent anditors' report.
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Postlethwaite & Netterville

A Professional Accounting Corporafion
Associated Offices in Principal Cities of the United States

WWW.pncpa.com

Report on Compliance and on Internal Contrel Over Financial
Reporting Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards

Officers and Trustees

Louisiana Municipal Risk Management Agency
Public Liability Fund

We have audited the financial statements of Louisiana Municipal Risk Management Agency - Public Liability
Fund as of and for the year ended December 31, 2003, and have 1ssued our report thereon dated May 6, 2004.
We conducted our audit in accordance with auditing standards generally accepted 1n the United States of America

and the standards applicable to the financial audits contained in Government Auditing Standards, 1ssued by the
Comptroller General of the United States.

Comphance

As part of obtaining reasonable assurance about whether the Fund’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and matenial 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 the Fund’s 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 maters in the internal control over financial reporting
that might be material weaknesses. A material weakness is a condition in which the design or operation of one or
more of the internal control components does not reduce to a relatively low level the nisk 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 report is intended solely for the information and use of Louisiana Municipal Risk Management Agency —
Public Liability Fund, the Louisiana Legislative Auditor’s Office and the Louisiana Commissioner of Insurance,
and is not intended to be and should not be used by anyone other than these specified parties.

Baton Rouge, Louisiana
May 6, 2004
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Postlethwaite & Netterville

A Professional Accounting Corporation
Associated Offices in Principal Cities of the Unifed States

WWW.pNCpa.com

INDEPENDENT AUDITORS' REPORT

Officers and Trustees
Louisiana Municipal Risk Management Agency
Workers' Compensation Fund

We have audited the accompanying balance sheets of Louisiana Municipal Risk Management Agency -
Workers' Compensation Fund (a quasi-public organization) (the Fund) as of December 31, 2003 and 2002,
and the related statements of revenues, expenses and changes in retained earnings, and cash flows for the
years then ended. These financial statements are the responsibility of the Fund’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and with Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
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 financial statements referred to above present fairly, in all material respects, the financial
position of Louisiana Municipal Risk Management Agency - Workers' Compensation Fund as of
December 31, 2003 and 2002, and the results of its operations and its cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also 1ssued a report, dated May 6, 2004, on our
consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants.

Our audits were for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplementary information included on page 12 is presented for purposes of additional analysis and is
not a required part of the basic financial statements. The information presented for the years ended
December 31, 2003 and 2002, has been subjected to the auditing procedures applied in the audit of the

financial statements and in our opinion, is fairly stated in all matenal respects in relation to the basic
financial statements taken as a whole.

Dt btl.nite £ Nt le

Baton Rouge, Louisiana
May 6, 2004

8550 United Plaza Blvd, Suite 1001 = Baton Rouge, LA70809 - Tel: 2259224600 + Fax: 225.922.4611




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

See accompanying notes to financial statements.

BALANCE SHEETS
DECEMBER 31, 2003 AND 2002
ASSETS
2003 2002
Investments (note 4) $ 30,004,934 $ 29,382 241
Accounts receivable 1,834,167 1,631,700
Reinsurance receivable (note 3) 120,571 115,824
Accrued interest receivable 323,161 329,513
$ 32,282,833 $ 31,459278
LIABILITIES AND RETAINED EARNINGS
Liabilities:

Unpaid claims liability (note 3) $ 5,384,000 $ 4,083,000
Unearned premiums 915,268 582,562
Due to affiliates - net (note 2) 667,598 260,339
Accounts payable and accrued expenses 1,117,991 879,271
8,084,857 3,805,172

Retained earnings 24,197,976 25,654,106
$ 32,282,833 $ 31,459,278




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002
REVENUES:
Premium income $ 4,831,840 $ 4283725
Investment mcome (note 4) 758,255 2,527,146
Total revenue 3,590,095 6,810,871
EXPENSES:
Claims expense (note 3) 4,698,793 2,326,464
Admimstrative fees (note 2) 721,094 472,958
Service agent fees (note 2) 502,801 540,524
Reinsurance premiums (note 2) 576,875 378,367
Second Injury Fund assessment 369,197 200,626
Office of Workers” Compensation assessment 129,202 52,002
Miscellaneous 48,263 48,839
Total expenses 7,046,225 4,019,780
Net (loss) income (1,456,130) 2,791,091
Retained earnings, beginning of year 25,654,106 22,863,015
Retained earnings, end of year $ 24,197,976 $ 25,654,106

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002
Cash flows from operating activities:
Net (loss) income . $ (1,456,130) § 2,791,091
Less adjustment for investment income (758,255) (2,527,146)
Adjustments to reconcile net (loss) income to
net cash provided by (used in) operations:
Change in receivables and reihsurance receivable (207,214) (74,066)
Change in unpaid claims liability 1,301,000 (212,000)
Change in accounts payable, accrued expenses
unearned premiums and due to affiliates 978,685 957,838
Net cash (used in) provided by operating activities (141,914) 935,767
Cash flows from investing activities:
Investment interest recetved 1,567,318 1,720,809
Purchases of investments (10,360,370) (8,860,588)
Proceeds from sales and maturities of investments 8,934,966 6,204,012
Net cash provided by (used in) investing activities i 141,914 (935,767)
Net change in cash - -
Cash, beginning of year . -
Cash, end of year $ - $ -

See accompanying notes to financial statements.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACOUNTING POLICIES

(a)

(®)

Background and Financial Statement Presentation

Louisiana Municipal Risk Management Agency (LMRMA) was formed under Lowsiana Act No.
462 of 1979 to provide a program of worker's compensation, accident and health, and public liability
coverage for its member organizations. In accordance with Revised Statutes 33:1341-1350, all local
government subdivisions in the state of Louisiana are ehgible to participate. The LMRMA-
Workers’ Compensation Fund (the Fund) general objectives are to formulate, develop, and
administer, on behalf of the member local govermmental subdivistons, a program of interlocal risk
management, to obtain lower costs for that coverage, and to develop a comprehensive loss control
program. Local governmental subdivisions joining the Fund must be members of the Louisiana
Mumnicipal Association; a member may withdraw from the Fund by giving proper notice. Fund
underwriting and rate-setting policies have been established by the Board of the Fund, after
consultation with the actuaries. If the assets of the Fund were to be exhausted, members would only
be responsible for their respective outstanding claims. As of December 31, 2003 and 2002, there
were 199 and 203 participating municipalities, respectively.

Louisiana Municipal Association (LMA) is an association for the municipalities of Louisiana and is
incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as the
admnistrator for LMRMA.

Risk Management, Inc. (RMI) is a third-party service agent primarily for LMRMA insurance funds.
RMLI, a Louisiana Corporation, is a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund Agency (LMRFA) was formed under Louisiana Revised Statutes
33:1349(e). LMRFA consists of interlocal risk management agencies pooling excess funds to
provide reinsurance. Administration of the Agency 1s vested in the Executive Board of LMA.
LMRFA reinsures the LMRMA Workers' Compensation Fund.

The various LMRMA and LMRFA Funds, LMA and RMI are all affiliated through common
membership and management control. Although all of these entities are related parties, their various-
retained earnings are available only to the individual entity for its operations. For this reason each
entity is presented as a separate "stand alone" entity in accordance with GASB 10 and 14.

Basis of Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of accounting
and the flow of economic resources measurement focus. The Fund applies all applicable FASB
pronouncements issued on or before November 30, 1989 1n accounting for its operations unless
those pronouncements conflict with or contradict GASB pronouncements.
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACOUNTING POLICIES (continued)

(c)

(d)

(¢)

Investmenis

Investments are reported at estimated fair value except for short-term and money market
investments, consisting primarily of U.S. Treasury obligations with a maturity of one year or less at
time of purchase, which are reported at cost. Fair value is based on the last reported sales price if
available; if not available, fair value is based on estimated fair value. Realized and unrealized gams
and losses on investments recorded at fair value are included in investment income. Investments
include money market accounts, repurchase agreements and U.S. Government Agency and Treasury
obhgations.

Premium Income and Accounts Receivable

Premiums are recognized as income over the life of the policies as they become earned. Any
adjustments to annual premiums are considered to be a change in estimate and are recognized in the
year they become known.

Accounts receivable are considered to be fully collectible by management; therefore, no reserve for
bad debts has been established.

Unpaid Claims Liability

The Fund provides workers’ compensation coverage to members for claims incurred during the
policy period regardless of when the claims are reported to the Fund. The Fund establishes claims
liabilities based on estimates of the ultimate cost of claims (including future claim adjustment
expenses) that have been reported but not settled and of claims that have been incurred but not
reported. The length of time for which such costs must be estimated varies depending on the
hability coverage involved. Estimated amounts of reinsurance recoverable on unpaid claims are
deducted from the liability for unpaid claims. Because actual claims costs depend on such complex
factors as inflation, changes in doctrines of legal hiability, and damage awards, the process used m
computing claims liability does not necessarily result in an exact amount. Claims liabilities are
recomputed periodically using a variety of actuarial and statistical techniques to produce current
estimates that reflect recent settlements, claims frequency, and other economic and social factors. A
provision for inflation in the calculation of estimated future claims costs is implicit in the
calculation because reliance is placed both on actual historical data that reflects past inflation and on
other factors that are considered to be appropriate modifiers of past experience. Adjusiments to
claims labilities are charged or credited to expense in the periods in which they are made. The
carrying amount of liabilities for claims losses and claims expense are presented at present value in
the financial statements. The costs associated with new and renewed contracts and acquisition costs
are immaterial to the financial statements and are expensed when incuwrred. Such reserves have been

discounted at 5.4% and 5.8% at December 31, 2003 and 2002, respectively.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACOUNTING POLICIES (continued)

4,

(&)

(h)

(0

(k)

Statement of Cash Flows

For the purposes of the statements of cash flows, cash includes cash in demand deposit accounts

with banks. Because money markets and repurchase agreements are usually purchased with
maturities of 90 days or more, they are classified as investments.

Reinsurance

The Fund uses reinsurance agreements to reduce its exposure to large losses on insured events.
Reinsurance permits recovery of a portion of losses from reinsurers, although it does not discharge
the primary liability of the Fund as the direct insurer of the risks reinsured, The Fund does not
report reinsured risks as liabilities unless it i1s probable that those risks will not be covered by
reinsurers. As of May 1, 1986, LMRFA became the reinsurer for the Fund.

Income Taxes

The Fund is exempt from federal imcome taxes under Sections 7701 and 115(1) of the Internal
Revenue Code, |

Insurance Related Assessments

The Fund 1is subject to assessments made by the Second Injury Fund and the Office of Workers’
Compensation based on benefits paid each year. The Fund recognizes these assessments as expense

when related claim benefits are incurred rather than paid. Changes in assessment rates are adjusted
m the year such information is available.

Use of Estimates

Management of the Funds has made a number of estimates and assumptions relating to the reporting
of assets and lLiabilities to prepare these financial statements m conformity with accounting
principles generally accepted in the United States of America. Actual results could differ from those
estimates and assumptions. For example, significant estimates and assumptions are used in
estimating its insurance liabilitics, fair values of investments and accruals. If future experience
differs materially for these estimates and assumptions, the financial statements could be atiected.

Reclassifications

Certain 1tems in the 2002 financial statements have been reclassified to be comparative to the 2003
presentation.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS

LMA, RMI and LMRFA provides services related to the self-insurance funds operated for the benefit of
Louisiana municipalities. The fees for these services are based on a percentage of the respective earned

standard premiums (ESP) as follows:

2003 2002

Expenses (and current fee structure):
Administrative fee - LMA (8.75% of ESP)  § 721,094 $ 472,958

ﬂﬁ
Service Agent - RMI (6% and 10.0% of

ESP, respectively) $ 502,801 $ 540,524
Reinsurance - LMRFA (7.0% of ESP) b 576,875 $ 378,367
Reinsurance recoveries from LMRFA $ 444 334 $ 413,192
Due to affiliate:
LMA $ (421,094) $  (172,958)
RMI - (39,385)
LMRFA (246,504) (47,996)

§ (667,598) $  (260,339)

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the aggregate liabilities for the Fund for the years ended December

31, 2003 and 2002:

2003 2002
(Amounts in thousands)
Liability for unpaid losses at beginning of year (gross) $ 9021 $ 9,107
Less: Reinsurance recoverables 4,938 4,812
Liability for unpaid losses at beginning of year (net) 4,083 4,295
Net mcurred related to:
Current year 3,282 1,959
Prior years 1416 367
Total incurred 4,698 2,326
Net paid related to:
Current year 1,076 643
Prior years 2.321 1,895
Total paid 3,397 2,538
Liability for unpaid losses at end of year (gross) 17,456 9,021
Reinsurance recoverables 12,072 4.938
Liability for unpaid losses at end of year (net) $ 5334 § 4,083




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

3. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY (continued)

In addition to the unpaid claims covered by the reinsurers, there are $120,571 and $115,824 of paid claims
which are recoverable from the reinsurer at December 31, 2003 and 2002, respectively.

The Fund's claims payable have been discounted for December 31, 2003 and 2002, based on the Fund's
anticipated payout patterns and a discount rate assumption of 5.4% and 5.8% which management expects

to approximate the interest earnings over the payout period. The effect of the reserve discounts was
$1,170,000 and $923.000 at December 31, 2003 and 2002, respectively.

4. DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana.
According to Rule Number 4, all deposits in financial institutions made by these Fund’s shall be limited to
institutions in Louisiana unless a higher rate can be obtained in an out-of-state institution. Deposits in
financial institutions may exceed the federally insured amount in any one financial institution, as long as
the amount is not in excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial mstitution. In regard to deposits and

investments, the Fund is in complhiance with these revised provisions during the years ended December 31,
2003 and 2002.

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U.S. Government and its agencies, as well as financial institutions.
Included in investments are money market accounts and repurchase agreements. During 1995, the Fund
changed its policy of maintaining a cash account into wire-transierring cash as needed from investments to
support disbursements. Consequently, a zero cash balance is now maintained.

The Fund’s investments are categorized below to give an indication of the level of risk assumed by the
Fund at year-end. Category 1 securities are held by the Fund or its agent in the Fund’s name. Category 2
includes uninsured and unregistered investments for which the securities are held by the broker’s or
dealer’s trust department or agent in the Fund’s name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the broker or dealer, or by its trust department or agent,
but not in the Fund’s name. The amortized cost of the Fund's mvestments are $29,217.524 and
$27,779,416 at December 31, 2003 and 2002, respectively. The estimated fair value of investments by
security type at December 31, 2003 and 2002 are as follows:

2003 2002 Category
Money market accounts $ 1,201,726 $ 1,298,687 -
U.S. Government Agency
Obligations 12,770,485 11,152,085 1
U.S. Treasury obligations 16,032,723 16,931,469 1

$ 30,004,934 § 29,382,241




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)

Included in investment balances as of December 31, 2003 and 2002 are derivative investments. These
mmvestments included U.S. Treasury strips, collateralized mortgage obligations, and floating rate securities.

These derivative investments are interest rate sensitive and, as a result, could expenience future market
value fluctuations.

The scheduled contractual maturities of imvestments held at December 31, 2003 are shown below.

Expected matunities will differ from contractual maturities because borrowers may have the right to call or
prepay obligations with or without call or payment penalties.

Amortized - Estimated Fatr

Cost Value
Due in one year $ 2,508,958 $§ 2,516,416
Due after one year through five years 10,922,365 11,414,360
Due after five years through ten years 11,241,920 11,378,083
Due after ten years 4,544,281 4,696,075

$ 29,217,524 $ 30,004,934

Investment income for the years ended December 31, 2003 and 2002 consists of the following:

2003 2002
Interest income $ 1,427935 $§ 1,485,246
Realized gains — net 145,735 129,178
Unrealized gains (losses) arising
during the year (815.413) 912.722

h 158,255 & 2,527,146

REINSURANCE POLICY COVERAGE

During the years ended December 31, 2003 and 2002, LMRFA provided excess reinsurance to the Fund
with the following limits:

Item I $2,000,000 annual aggregate in excess of 80% of earned normal premium
Item II: $2,000,000 each and every loss in excess of $175,000 each and every loss

The Fund and LMRFA represent a cooperative program for group funding and risk management of public
hability, workers' compensation and accident and health claims of participating Louisiana municipalities.

Although premiums billed to the participants are deternuned on an actuarial basis, ultimate liability for
clamms remain with the participants.

-10 -
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LOUISTIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

REINSURANCE POLICY COVERAGE (continued)

The following are condensed balance sheets for LMRFA at December 31, 2003 and 2002.

2003 2002
Assets $ 40,706,398 $ 39,476,960
Liabilities (_14.834265) (_14.867,510)
Retained earnings $ 25.872.133 3 24.609,450

Begimning January 1, 1995, LMRFA purchased reinsurance for workers’ compensation claims from a third
party reinsurer. The third party provides reinsurance to LMRFA with the following aggregate coverage.

Item I: $1,000,000 annual aggregate
Item II:  $1,000,000 each and every loss in excess of $50,000 each and every loss up to $750,000

The third party remsurer is only responsible for those claims mcurred subsequent to January 1, 1995,
LMRFA 1s the reinsurer for the claims incurred during the years prior to January 1, 1995.

-11 -
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SCHEDULE

DECEMBER 31, 2003

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

The table below illustrates the Fund's carned normal premium and investment income compared to related costs and claims
expense incurred by the Fund as of the end of 2003 and as of the end of each of the last nine years.

ENP and invest-
ment income

Operating costs,
unallocated

Estimated incurred
claims and expense,
end of policy year

Paid (cumulative) as of:
End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eight years later
Nine years later

Re-estimated mcurred
claims and claims
expense:

End of policy year
One year later
Two years later
Three years later
Four years later
Five years later
Six years later
Seven years later
Eipght years later
Nine years later

Increase {decrease) in
estimated mcorred
claims and expense
from end of policy
year

(1) Effective January 1, 1996, the Fund accounted for investments on a fair value basis.

See accompanying independent anditors’ report.

- 12 -

(1)

2003 2002 2001 2000 1999 199§ 1997 {996 1995 1994
’ (in thousands)

5590 % 6,811 5566 § 5801 % 4369 % 889 3§ 8805 % 8094 F 9506 F 9569

2,347 1,693 1,452 1,445 1,502 3.327 2.836 2,889 3,330 2,991

3,589 2,146 1,700 2,184 1,473 4621 4 979 5,811 6,512 6,352

1,076 643 499 716 463 469 811 725 1,007 819
- 1,533 1,093 1,475 1,074 1,067 1,377 1,218 1,940 1,736
- - 1,358 1,965 1.424 1.459 1,726 1,280 2,276 2,137
- - - 2,089 1,499 1,541 1,937 1,376 2,480 2456
- - - - 1,625 1,654 2,037 1,388 2,620 2,511
- - - - - 1,790 2,155 1,449 2,693 2,633
) ] ] i ) i 2.308 1482 2740 2,671
) ] ] ] ] i - 1489 2783 2 693
] ] i . - - - . 2.850 2,708
i ; - . . - - : - 2,713

3,589 2,146 1,700 2,184 1,473 4,621 49795 5,811 6,512 6,352
- 2.554 1,760 2,821 1,638 1,811 5,409 5,811 6,413 6,670
- - 1,874 2,606 1,792 2,078 2.342 5,882 6,413 6,670
- - - 2,600 1,884 2,051 2.311 1,664 6,593 6,670
- - - . 1,956 2,005 2,363 1,601 3,038 6,670
- - - - - 2,123 2,446 1,601 3,031 2,906
i ) ] ] . - 2,539 1.641 3.071 2.916
- - - - . . - 1,632 3,002 2,922
- - - ~ - - - - 3,028 2,897
- - - - - - - - - 2.902
; 408 174 416 483 (2498)  (2440) (41790  (3484)  (3.450)



Postlethwaite & Netterville

A Prafessional Accounting Corporation
Associated Offices in Principal Cities of the United Stotes

WWW.pNcpa.com
Report on Compliance and 0'31]1 i%terqal Control Over Financial

Reporting Based on an Audit of Financial Statements Performed in
Accordance with Government Auditing Standards

Officers and Trustees

Louisiana Municipal Risk Management Agency
Workers” Compensation Fund

We have audited the financial statements of Louisiana Municipal Risk Management Agency - Workers’
Compensation Fund as of and for the year ended December 31, 2003, and have tssued our repori thereon
dated May 6, 2004. We conducted our audit in accordance with auditing standards generally accepted in the
United States of America 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 the Fund’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncomphiance 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 performung our audit, we considered the Fund’s 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 tnternal control over financial reporting would not necessarily disclose all matters in the intemal control
over financial reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the nisk 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 report is intended solely for the information and use of Louisiana Municipal Risk Management Agency -
Workers” Compensation Fund, the Louisiana Legislative Auditor's Office and the Commissioner of

Insurance, State of Louisiana, and 1s not intended to be and should not be used by anyone other than these
specified parties.

Lt bt & Wottiruclls

Baton Rouge, Louisiana
May 6, 2004
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Postlethwaite & Netterville

A Protessional Accounting Corporation
Associated Offices in Principal Cities of the United States

WWW.pNepa.com

INDEPENDENT AUDITORS’ REPORT

Officers and Trustees
Louisiana Municipal Reserve Fund Agency

We have audited the accompanying balance sheets of Louisiana Municipal Reserve Fund Agency (a quasi-public
organization) (the Fund) as of December 31, 2003 and 2002 and the related statements of revenues, expenses
and changes in retained earnings, and cash flows for the years then ended. These financial statements are the

responsibility of the Fund's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and with Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
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 mcludes 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 financial statements referred to above present fairly, in all material respects, the financial
position of Louisiana Municipal Reserve Fund Agency as of December 31, 2003 and 2002, and the results of its

operations and its cash flows for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report, dated May 6, 2004, on our

consideration of the Fund’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grants.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplementary information included on page 12 is presented for purposes of additional analysis and is not a
required part of the basic financial statements. The information pertaining to the years ended December 31,
2003 and 2002 has been subjected to the auditing procedures applied in the audits of the financial statements

and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Lt dtlaite & pJ ttell

Baton Rouge, Louisiana
May 6, 2004

8550 United Plaza Blvd, Suite 1001 «  Baton Rouge, LA 70809 -«  Tel: 2259224600 -  Fax: 2259224611
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LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

BALANCE SHEETS
DECEMBER 31, 2003 AND 2002

ASSETS
2003

Cash (note 4) $ 94,095
Investments (note 4) 39,025,011
Accrued interest receivable 412,840
Other receivables 39.779
Due from affiliates (note 2) 1,117,408
Reinsurance receivable 17,265__

$ 40,706,398

LIABILITIES AND RETAINED EARNINGS

Liabilities:
Unpaid claims liability (note 3) $ 14,785,000
Unearned premimums 37,711
Accrued expenses 11,554
Total Liabilities 14,834,265
Retained earnings 25,872,133

$ 40706398

See accompanying notes to financial statements.
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2002

$

100,096
38,211,037

411,298

3,604
526,868
222,057

$

39,476,960

14,379,000
32,023
456,487

14,867,510

24,609,450

$

39,476,960




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS

FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

2003 2002
REVENUES:
Premium income $§ 3410198 $ 1,959,736
Investment mcome (note 4) 916,547 3,364,499
Total revenues 4,326,745 5,324,235
EXPENSES:
Claims expense (note 3) 2.928.761 3,676,101
Reinsurance premium 73,216 -
Miscellaneous 62,085 62,881
Total expenses 3,004,062 o 3,738,982
Net income 1,262,683 1,585,253
Retained earnings, beginning of year ) 24,609,450 23,024,197
Retained earnings, end of year $ 25,872,133 $ 24,609,450

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2003 AND 2002

Cash flows from operating activities:

Net income

Less adjustment for mvestment income

Adjustments to reconcile net income to net

cash used in operations:
Change m due to affiliates, remsurance
recetvable, other receivables
Change in unpaid claims liability
Change in unearned premiums and
and accrued expenses

Net cash used in operating activities
Cash flows from investing activities:
Purchases of investments
Proceeds from sales or maturities of investments
Investment mterest recerved
Net cash provided by investing activities
Net change in cash

Cash, beginning of year

Cash, end of year

See accompanying notes to financial statements.

2003 2002

$ 1,262,683 $ 1,585,253

(916,547) (3,364,499)
(419,922) (1,375,547
406,000 2,056,000
C(439,245) 440,213
(107,031) (658,580)

(14,091,988) (10,303,677)

12,323,518 9,047,078
1,869,500 1,915,133

101,030 658,534
(6,001) (46)

100,096 100,142

$ 94,095 $ 100,096
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I.

(a)

(b)

LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

Background and Financial Statement Presentation

Louisiana Municipal Reserve Fund Agency (LMRFA or the Fund) was formed under Louisiana
Revised Statutes 33:1349(¢). LMRFA consists of interlocal risk management agencies pooling
excess funds to provide reinsurance. Administration of the Agency i1s vested in the Executive
Board of LMA. LMRFA reinsures the Louisiana Municipal Risk Management Agency (LMRMA)
Public Liability, Workers' Compensation Funds and Accident and Health Funds. During 2003 and
2002, LMRFA also reinsures two municipalities.

LMRMA was formed under Louistana Act No. 462 of 1979 to provide a program of worker's
compensation, accident and health, and public hiability coverage for its member organizations. In
accordance with Revised Statutes 33:1341-1350, all local government subdivisions in the state of
Louisiana are eligible to participate. The program's general objectives are to formulate, develop,
and administer, on behalf of the member local governmental subdivisions, a program of interlocal
risk management, to obtain lower costs for that coverage, and to develop a comprehensive loss
control program. Local governmental subdivisions joining the Fund must be members of the
Louisiana Municipal Association; a member may withdraw from the Fund by giving proper notice.
Fund underwriting and rate-setting policies have been established by the Board of LMRMA after
actuarial consultation. If the assets of the Fund were to be exhausted, members would only be
responsible for their respective outstanding claims.

Louisiana Municipal Association (LMA) is an association for the municipalities of Lowisiana and is

incorporated as a non-profit corporation under the laws of the State of Louisiana. LMA acts as the
administrator for LMRFA.

Risk Management, Inc. (RMI) is a third-party service agent primarily for LMRMA insurance funds
and LMRFA. RMI, a Louisiana Corporation, i1s a wholly-owned subsidiary of LMA.

The various LMRMA Funds, LMA, RMI, and LMRFA are all affiliated through common
membership and management control. Although all of these entities are related parties, their
various retained earnings are available only to the individual entity for its operations. For this

reason €ach entity is presented as a separate "stand alone" entity in accordance with GASB 10 and
GASB 14.

Basis of Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of accounting
and the flow of economic resources measurement focus. The Fund applies all applicable FASB
pronouncements 1ssued on or before November 30, 1989 in accounting for its operations unless
those pronouncements conflict with or contradict GASB pronouncements.




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(c)

(4)

(e)

Investments

Investments are reported at estimated fair value except for short-term and money market
investments, consisting primarily of U.S. Treasury obligations with a maturity of one year or less at
time of purchase, which are reported at cost. Fair value 1s based on the last reported sales price 1f
available; if not available, fair value is based on estimated fair value. Realized and unrealized gains
and losses on investments recorded at fair value are included in investment income. Investments

include money market accounts, repurchase agreements, and U.S. Government Agency and
Treasury obligations.

Premium Income

The premium income of LMRFA collected n the current year is based on a percentage of premium
of LMRMA workers' compensation, public liability, and accident and health funds (se¢ note 2).
Pursuant to the reinsurance agreements, the LMRMA Funds are responsible for all of LMRFA’s
claims servicing and admintstrative costs. For the years ended December 31, 2003 and 2002,
LMRFA provided reinsurance directly to municipalities for a total premium of $98,007 and
$84,827, respectively. The costs associated with new and renewal contracts, as acquisition costs,
are immaterial to the financial statements and are expensed when incurred.

Unpaid Claims Liability

The policy liabilities reinsured by the Fund are for claims incurred during the benefit period,
regardless of when the claims are reported. The Fund establishes claims liabilities based on
estimates of the ultimate cost of claims (including future claim adjustment expenses) that have been
reported but not settled and of claims that have been mncurred but not reported. The length of time
for which such costs must be estimated vartes depending on the coverage involved. Estimated
amounts of reinsurance recoverable on unpaid claims are deducted from the liability for unpaid
claims. Because actual claims costs depend on such complex factors as inflation, changes in
doctrines of legal liabihty, and damage awards, the process used in computing claims liabilities
does not necessarily result in an exact amount, particularly for coverages such as general liability.
Claims liabilities are recomputed periodically using a variety of actuarial and statistical techniques
to produce current estimates that reflect recent settlements, claims frequency, and other economic
and social factors. A prowvision for inflation in the calculation of esttimated future claims costs is
implicit in the calculation because reliance is placed both on actual historical data that reflects past
inflation and on other factors that are considered to be appropriate modifiers of past experience.
Adjustments to claims liabilities are charged or credited to expense in the periods in which they are
made. The carrying amount of liabilities for claims losses and claims expenses are presented at
present value in the financial statements. Such reserves have been discounted at 5.4% and 5.8% at
December 31, 2003 and 2002, respectively.

Statement of Cash Flows

For the purpose of the statements of cash flows, cash includes cash in demand deposit accounts
with banks. Because certificates of deposit, money markets and repurchase agreements are usually
purchased with maturities of 90 days or more, they are classified as investments (see note 4).




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(g¢) Income Taxes

The Fund is exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.

(h) Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the reporting
of assets and liabilities to prepare these financial statements in conformity with accounting
principles generally accepted in the United States of America. Actual results could differ from
those estimates and assumptions. For example, significant estimates and assumptions are used in
estimating its insurance liabilities, fair values of mvestments and accruals. If future experience
differs materially for these estimates and assumptions, the financial statements could be affected.

RELATED PARTY TRANSACTIONS

LMA, RMI, LMRMA and LMRFA provide services related to the self-insurance funds operated for the
benefit of Louisiana municipalities. Effective January 1, 2003, the Fund began to serve as reinsurer of

the A&H fund. The fees for these services are based on a percentage of the respective earned standard
premiums (ESP) or per participant rates as follows:

Fee
Basis 2003 2002
Premium income:
LMRMA:
Public Liability 18.0% ESP $ 1903973 § 1,496,542
Workers' Compensation 7.0% ESP 624,871 378,367
A&H $20.43 per 583,513 -
participant
$ 3,112,357 $ 1,874,909
Due from affihates:
LMRMA:
Public Liability $ 630,905 % 223,673
Workers’ Compensation 246,503 47,995
RMI - 255,200
A&H 240,000 -

§ 1,117,408 3 526,868

Amounts due from the LMRFA Accident and Health Fund represent borrowings for cash flow needs. The

Board of trustees of the Fund have authorized borrowings up to $500,000, which are unsecured and non-
mterest bearing.




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the aggregate unpaid claims liabiiities for the Fund for the years
ended December 31, 2003 and 2002:

2003 2002
(Amounts 1n thousands)

Liahility for unpaid losses at beginning of year (gross) $ 14,379 § 12,323
Less: Reinsurance recoverables - -
Liability for unpaid losses at beginning of year (net) 14,379 12,323
Net incurred related to:

Current year 2,408 2,875

Prior years 520 801

Total incurred 2,928 3.676
Net paid related to:

Current year - -

Prior years 2,522 1,620

Total paid 2,522 1,620
Liability for unpaid losses at end of year (gross) 14,785 14,379
Reinsurance recoverables - -
Liability for unpaid losses at end of year (net) b 14,785 14,379

The Fund’s claims payable have been discounted for December 31, 2003 and 2002 based on the Fund’s
anticipated payout patterns and a discount rate assumption of 5.4% and 5.8%, respectively, which
management expects to approximate the interest earnings over the payout period. The effect of the reserve
discounts was $4,877,000 and $5,116,000 at December 31, 2003 and 2002, respectively.

DEPOSITS AND INVESTMENTS

LMRFA must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana.
According to Rule Number 4, all deposits in financial institutions made by this fund shall be limited to
institutions in Louisiana unless a higher rate can be obtained in an out-of-state institution. Deposits in
financial institutions may exceed the federally insured amount in any one financial mstitution, as long as
the amount is not in excess of the greater of $500,000 or 5% of the combination of surplus, undivided
profits and reserves as currently reported by the financial instifution. In regard to deposits and

investments, the Fund was in compliance with these revised provisions during the years ended December
31, 2003 and 2002.

-8 -




LOUISIANA MUNICIPAT,

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

DEPOSITS AND INVESTMENTS (continued)

The demand deposits are categorized below to give an indication of the level of nisk assumed at year end.
"Insured" deposits are those balances protected by federal depository insurance. "Uninsured” depostts
are those balances in excess of federal depository insurance or pledged collateral.

2003 2002

Insured $ 94095 $ 100,096
Uninsured

b 94.095 100,09

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U.S. Government and its agencies, as well as financial mnstitutions.
Included in investments are certificates of deposit, money market accounts and repurchase agreements.

The Fund’s investments are categorized below to give an indication of the level of risk assumed by the
Fund at year-end. Category 1 investments include securities which are insured or registered or securities
held by LMRFA or its agent in LMRFA’s name. The U.S. Government agency obligation investments
are direct obligations registered in the name of the Fund and held by the Fund’s investment agent. Money
market accounts are collateralized by obligations of the U.S. Government registered in the name of and
held by the Fund’s agent. The amortized cost of the Fund’s investments are $37,666,733 and

$35,972.335 at December 31, 2003 and 2002, respectively. The estimated fair value of investments by
type at December 31, 2003 and 2002, are as follows:

2003 2002 Category
Money market accounts $ 1,813,347 § 1,114,241 -
U.S. Government Agency
obligations 30,836,822 28,790,024 1
U.S. Treasury obligations 6.374.842 8,306,772 1

$ 39025011 $38211,037

Included in investment balances as of December 31, 2003 and 2002 are derivative investments. These
investments included U.S. Treasury strips, collateralized mortgage obligations, and floating rate

securities. These derivative investments are interest rate sensitive and, as a result, could expertence
future market value fluctuations.




LOUISIANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

The scheduled maturities, at amortized cost and estimated fair value, of securities held were as follows at
December 31, 2003:

Amortized Estimated Fair
Cost Value
Due 1n one year $ 4,049,993 $ 4,084,947
Due after one year through five years 16,210,991 16,890,569
Due after five years through ten years 8,755,507 9,303,131
Due after ten years 8,650,242 8,746,364

b 37,666,733 $39.025.011

Investment income for the years ended December 31, 2003 and 2002 consists of the following:

2003 2002
Interest income $ 1,715,627 $ 1,825,559
Realized gains — net 81,345 114,618
Unrealized gains arising during the year - (880.425) 1,424,322

$ 916,547  $ 3.364.499

5. REINSURANCE POLICY COVERAGE

L. MRMA and LMRFA represent a cooperative program for group funding and risk management of public
liability, workers’ compensation, and group health risks of participating Louisiana municipalities.

Although premiums billed to the participants are determined on an actuarial basis, ultimate liability for
claims remains with the participants.




LOUISTANA MUNICIPAL

RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

REINSURANCE POLICY COVERAGE (continued)

Assumed:

For the years ended December 31, 2003 and 2002, LMRFA provided excess reinsurance to LMRMA

Public Liability, and Workers' Compensation Funds and effective January 1, 2003, provided excess
reinsurance to LMRMA Accident and Health Fund with the following limits:

Workers' Compensation Fund

Item L $2,000,000 annual aggregate in excess of 80% of earned normal premium

Item II: $2,000,000 each and every loss in excess of $175,000 each and every loss

Public Liability Fund

Item I $5,000,000 annual aggregate in excess of 65% of eamed normal premium

Item I1: $400,000 each and every loss m excess of $100,000 each and every loss

Accident and Health Fund

Two million dollar aggregate before commercial reinsurer ts responsible for any payments.

As of December 31, 2003 and 2002, LMRFA also provides reinsurance for two municipalities for

workers’ compensation claims up to an annual aggregate amount ranging from 80% to 90% of their
standard premium,

Ceded:

LMRFA obtained commercial reinsurance to cover a portion of the workers’ compensation medical
losses for the periods January 1, 1995 through December 31, 2001. For the years ended December 31,
2003 and 2002, the LMRFA did not renew this remnsurance. LMRFA obtained commercial reinsurance to
cover a portion of the accident and health risks assumed during 2003.
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LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

SCHEDULE

DECEMBER 31, 2003

The table below illustrates the Fund's earned normal premium and investment income compared to related costs and claims expense incurred by
the Fund as of the end of 2003 and as of the end of each of the last nine years.

2003 2002

p——

2001

2000

ENP and investment

income $ 4327 % 5,324
Operating costs,

unallocated 135 63

Estimated incurred
claims and expense,
end of policy year 3,710

Paid (cumulative) as of:

End of policy year - -
One vear later % - 60
Two years later - -
Three years later - -
Four years later - -
Five years later - -
Six years later - -
Seven years later . -
Eight years later - -
Nine years later - -

Re-estimated incurred

clamms and ciaims

expense:
End of policy year 3,104
One year later -
Two vears later
Three years later
Four yeats later
Five years later -
Six years later
Seven years later -
Eight years later -
Nine years later -

3,710
2,656

Increase (decrease) 1n
estimated incurred
claims and expense
from end of pohcy

yCar

(1,054)

4,290

294

2,309
2.305
3,335

1,026

4,586

293

1,783

(223)

S

(1) Effective January 1, 1996, the Fund accounted for investments on a fair value basis.

See accompanying independent anditors’ report.

P&N

1999 1998
in thousands)
2591 § 4474 %
135 4(y7
1,983 2,302
431 -
737 775
910 859
i, 168 931
- 095
1,983 2,302
2,319 2.352
3,690 2,434
3,842 2,167
3,555 2222
- 2,132
1,572 {170)

{n

1997 1996 1995 1994
5004 $§ 4142 3 4327 § 4443
483 415 427 20
3,901 3,887 3,793 4.144
140 - - 195
140 - - 487
252 69 283 4590
555 247 1,289 542
571 650 1,350 i,155
750 1,277 1,423 1,166
755 1,281 1,585 1,172

. 1,281 1,797 1,312

- - 1,890 1,312

- - - 1,478
3,901 3,887 3,793 4,144
2,016 2,083 2,293 4,230
1,906 1,367 3,818 2,304
1,630 1,574 3,367 2,010
1,434 1,795 3,099 2219
1,556 1,796 2,795 2,168
1,523 1,785 2,739 2,282
- 1,768 2,678 2,171

- - 2 486 2,180

- - - 2,579
(2,378) (2,119) (1,307) (1,565)
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Postlethwaite & Netterville

A Professional Accounting Corporation
Associated Offices in Principal Cities of the United Stotes
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Report on Compliance and on Internal Contrel Over Financial
Reporting Based on an Andit of Financial Statements Performed in
Accordance with Government Auditing Standards

Officers and Trustees
Lousiana Municipal Reserve Fund Agency

We have audited the financial statements of Louisiana Municipal Reserve Fund Agency (the Fund) as of and
for the year ended December 31, 2003, and have issued our report thereon dated May 6, 2004. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America 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 the Fund’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an
objective of our audit and, accordingly, we do not express such an opinion. The results of our tests disclosed
no instances of noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Fund’s 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 intermal control
over financial reporting that might be material weaknesses. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. We noted no matters involving the internal control over financial
reporting and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of Louisiana Municipal Reserve Fund Agency, the
Louisiana Legtslative Auditor's Office and the Louisiana Commissioner of Insurance, and 1s not intended to
be and should not be used by anyone other than these specified parties.

Drdelithonnits ¢ W Heillo

Baton Rouge, Louisiana
May 6, 2004
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Postlethwaite & Netterville

A Protessional Accounting Corporation
Associated Ofices in Principal Cities of the United Sates

WWW.pnepa.com

INDEPENDENT AUDITORS’ REPORT

Officers and Trustees
Louisiana Municipal Association

Unemployment Compensation Fund

We have audited the accompanying balance sheets of Louisiana Municipal Association - Unemployment
Compensation Fund (a quasi-public orgamization) (the Fund) as of December 31, 2003 and 2002, and the
related statements of revenues, expenses and changes in retained earnings, and cash flows for the years then
ended. These financial statements are the responsibility of the Fund’s management. QOur responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and with Government Auditing Standards, 1ssued by the Comptroller General of the United States.
Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
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 financial statements referred to above present fairly, in all material respects, the financial

position of Louisiana Municipal Association - Unemployment Compensation Fund as of December 31, 2003
and 2002, and the results of its operations and its cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report, dated May 6, 2004, on our
consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grants.

DoAY ot & ool

Baton Rouge, Louisiana
May 6, 2004

8550 United Plaza Blvd, Suite 1001« Baton Rouge, LA 70809  «  Tel: 2259224600 +  Fax:225.922.4611




LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

BALANCE SHEETS
DECEMBER 31. 2003 AND 2002

2002

ASSETS
2003
Cash (note 3) 5 2.403
Investments (note 3) 3,508,329
Accounts receivable | 64,615
Accrued interest receivable 40,105
$ 3,615,452

LIABILITIES AND RETAINED EARNINGS

$ 20,861
3,451,402
43,517

41,062

$ 3,556,842

3 100,000
78,397

Liabilities:
Unpaid claims Hability (note 4) $ 100,000
Accrued expenses 82,767
182,767
Retained earmnings 3,432,685
$§ 3,615,452

See accompanying notes to financial statements.

178,397

3,378,445

S 3556842



LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2003 AND 2002

2002

205,912
279,577

485,489

353,758
23,489
27,989

5,730

2003
REVENUES:
Premium income $ 242 117
Investment income 132,396
Total revenues 374,513
EXPENSES:
Claims expense (note 4) 277,568
Service agent fees 38,232
Actuarial and professional fees -
Miscellaneous . 4,473
Total expenses 320,273
NET INCOME 54,240
Excess funds distribution (note 2) - -
Retained eamnings, beginning of year 3,378,445
Retained earnings, end of year $ 3,432,685

410,966

See accompanying notes to financial statements.,

-3 -

$

74,523

(3,617,000)

6,920,922

3,378,445




LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2003 AND 2002

Cash flows from operating activities:
Net mcome
Less adjustment for investment income
Adjustments to reconciie net income
to net cash used in operations:
Changes in operating assets and liabilities:
Accounts receivable
Accrued expenses and dividend payable

Net cash used in operating activities
Cash flows from investing activities:
Purchases of investments

Proceeds from sale or maturity of investiments
Interest income received

Net cash provided by investing activities

Cash flows from financing activities:
Distribution of excess funds

Net cash used in financing activities
Net increase in cash
Cash, beginning of year

Cash, end of year

See accompanying notes to financial statements.

2003 2002

$ 54,240 $ 74,523

(132,396) (279,577)
(21,098) 13,831

4,369 (127,304)

(94,885) (318,527)

(908,669) (1,395,428)
798,149 4,944 404
186,947 303,024
76,427 3,852,000

- (3,617,000)

- (3,617,000)

(18,458) (83,527)
20,361 104,388
$ 2403  $ 20,861
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LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

(a) Background and Financial Statement Presentation

(b)

(c)

(d)

Louisiana Municipal Association - Unemployment Compensation Fund (the Fund) was formed
under Louisiana Revised Statutes 23:1552. The Fund consists of Louisiana municipalities joined
together in self-insurance agreements with respect to unemployment compensation fund
insurance. Administration of the Fund is vested in the Executive Board of Louisiana Municipal
Association.

Louisiana Municipal Association (LMA) 1s an association for the municipalities of Louisiana and

is incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as
the admmistrator for the Fund.

As of December 31, 2003, there were approximately 6,600 participants and 142 participating
mumnicipalities. As of December 31, 2002, there were approximately 6,600 participants and 136
participating municipalities.

The Fund and LMA are affihiated through common membership and management control.
Although both of these entities are related parties, their equity is available only to the individual

entity for its operations. For this reason each entity is presented as a separate "stand alone"
entity in accordance with GASB 10 and GASB 14.

Basis of Accounting

The Fund is considered an enterprise fund and, accordingly, uses the accrual method of

. accounting and the flow of economic resources measurement focus. The Fund applies all

applicable FASB pronouncements issued on or before November 30, 1989 in accounting for its
operations unless those pronouncements conflict or contradict GASB pronouncements.

Cash and Cash Flows

For the purposes of the statements of cash flows, cash includes cash in demand deposit accounts
with banks. Because certificates of deposit, money markets and repurchase agreements are

usually purchased with maturities of 90 days or more or are reinvested continuously, they are
classified as mnvestments.

Investmenis

Investments are reported at fair value except for short-term and money market investments,
consisting primarily of U.S. Treasury obligations with a maturity of one year or less at time of
purchase, which are reported at cost. Fair value is based on the last reported sales price if
available; if not available, fair value is based on estimated fair value. Realized and unrealized
gains and losses on investments recorded at fair value are included in investment income.
Included in investments are certificates of deposit with original maturities of greater than 90
days, deposits in money market accounts, certificates of deposit, investments in U.S. Government
Agency Obligations and Treasury and short-term repurchase agreements.

_5 _




LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES (continued)

(e)

(&)

(k)

Unpaid Claims Liability

Claims expense consists of estimated amounts for claims incurred during the current year and
adjustments to the accounting estimate of prior years' claims expense. Because the adjustment to
prior years' loss amounts represents changes in accounting estimates, these changes are reflected
in earnings in the period they become known. The Fund establishes claim liabilities based on
estimates of the ultimate cost of claims that have been reported, but not yet settled.

Income Taxes

The Fund is exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.

Premium Income and Accounts Receivable

Premiums are recognized as mcome over the life of the policies as they become eamned. Any
adjustments to annual premiums are considered to be a change in estimate and are recognized in
the year they become known.

Accounts receivable are considered to be fully collectible by management; therefore, no reserve
for bad debts has been established.

Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the
reporting of assets and liabilities to prepare these financial statements in conformity with
accounting principles generally accepted in the United States of America. Actual results could
differ from those estimates and assumptions. For example, significant estimates and assumptions
are used in estimating its insurance habilities, fair values of investments and accruals. If future

experience differs materially for these estimates and assumptions, the financial statements could
be affected.

RELATED PARTY TRANSACTIONS

In 2002, the LMA board approved a return of $3,617,000 of excess funds which was paid during 2002
to members of the Fund. This rebate was pro-rated on premium payments for the years 1979 - 2000
and paid to those municipalities that were members of the Fund as of December 31, 2001.




LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

CASH AND INVESTMENTS

Cash in banks 15 carmied at cost. Certificates of deposit, money market accounts and repurchase

agreements are mcluded in investments as their average maturity 1s greater than 90 days and the
amounts are reinvested continuously.

The demand deposits are categorized to give an indication of the level of risk assumed at year end.
"Insured" deposits are those balances protected by federai depository insurance or pledged coilateral.
"Ummnsured" deposits are those balances in excess of federal depository insurance. Bank account

balances and certificates of deposit as listed below are either insured or secured by collateral as
follows:

2003 2002
Insured $ 2403 % 20,861
Uninsured - -
$ 403§ 20.861

Under Rule Number 4 of the Commissioner of Insurance, State of Louisiana, the Fund may invest any
surplus monies in obligations of the U.S. Government and its Agencies, as well as financial

institutions. Included in investments are certificates of deposit, money market accounts and repurchase
agreements.

The Fund’s investments are categorized as follows to give an indication of the level of risk assumed by
the Fund at year-end. Category 1 securities are held by the Fund or its agent in the Fund’s name.
Category 2 includes uninsured and unregistered investments for which the securities are held by the
broker’s or dealer’s trust department or agent in the Fund’s name. Category 3 includes uninsured and
unregistered investments for which the securities are held by the broker or dealer, or by its trust
department or agent, but not in the Fund’s name. |

The U.S. Government Agency obligation investments are direct obligations registered in the name of
the Fund and held by the Fund’s investment agent. The repurchase agreement, certificates of deposits,

cash and money market are collateralized by oblhigations of the U.S. Government registered in the name
of and held by the Fund’s agent.

Included 1n investment balances are derivative financial statements. These investments may include
U.S. Treasury strips, collateralized mortgage obligations, and floating rate securities. These derivative
investments are interest rate sensitive and, as a result, could experience market fluctuations.

P\




LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

CASH AND INVESTMENTS (continued)

The amortized cost of the Fund’s investments is $3,389,295 and $3,308,312 at December 31, 2003 and
2002, respectively. The estimated fair value for investments by type at December 31 was as follows:

2003 2002 Category
Money market accounts $ 231,760 § 127452 -
U.S. Government Agency obligations 1,244,603 1,275,292 1
U.S. Treasury securities 2,031,966 2.048.658 1

$ 3508329 § 3451402

The scheduled contractual maturities of investments held at December 31, 2003 are shown below.
Expected maturities will differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties:

Amortized Fair
Estimated
Cost Value
Due in one year $ 423508 $§ 484,604
Due after one year through five years 992,428 1,032,705
Due after five years through ten years 1,559,069 1,565,206
Due after ten years 414,290 425,814

S 3,389,295 3 3,508,329

Investment income for the years ended December 31, 2003 and 2002 consisted of the following:

2003 2002
Interest income $ 154,086 $ 209,759
Realized gains — net 2,367 62,587
Unrealized (losses) gains arising during the year (24.057) 7.231

$ 132396 $ 279577




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

4. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the aggregate unpaid claims liabihity for the Fund for the years
ended December 31, 2003 and 2002;

2003 2002
(1n thousands)

Unpaid claims and ciaims adjustment
expenses liability at beginning of year $ 100 $ 100

Incurred claims and claim adjustment
Expenses:
Provision for insured events of the
current year 278 354

Payments:
Claims and claim adjustment expenses
attnibutable to insured events of current
year 178 291
Claims and claim adjustment expenses

attributable to insured events of prior
years 100 63

Total payments 278 354

Total unpaid claims and claim adjustment
expenses liability at end of year $ 100 3§ 100




Postlethwaite & Netterville

A Professional Accounting Corporation
Associated Offices in Principal Cities of the United States

WWW.pnepa.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

Officers and Trustees
Louisiana Mumcipal Association
Unemployment Compensation Fund

We have audited the financial statements of Louisiana Municipal Association - Unemployment
Compensation Fund (the Fund) as of and for the year ended December 31, 2003, and have issued our report
thereon dated May 6, 2004. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, 1ssued by the Comptroller General of the United States.

Comphance

As part of obtaining reasonable assurance about whether the Fund’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material etfect 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 opinton. The results of our tests disclosed
no mstances 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 the Fund’s mternal 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 intermal 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 15 a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal course of
petforming 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 report 1s intended solely for the information and use of Louisiana Municipal Association -
Unemployment Compensation Fund, the Louisiana Legislative Auditor's Office and the Commissioner of .

Insurance, State of Louisiana, and is not intended to be and should not be used by anyone other than these
specified parties.

Fordltd, it £ S

Baton Rouge, Louisiana
May 6, 2004
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