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Board of Trustees Harbor Police Employees' Retirement System 
We have audited the accompanying statements of plan net assets of the Harber Police Employees' Retirement System (the Plan), as of June 30, 2004 and 2003 and the related statements of changes in plan net assets for the years then ended. These fmaneiM statements are the reslxmsibility of the Plan'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 Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable asstwance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosmes in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as weli as evaluating the overall financial statement presentatiun. We believe that our audits provide a reasonable basis fur our opinion. In our opinion, the financial statements present fairly, in all material respects, information regarding the Plan's net assets as of June 30, 2004 and 2003, and the changes therein for the years than ended in conformity with accounting principles generally accepted in the United States of America. The required supplementary plan infornmtien on pages 11 and 12 is not a required part of the basic financial statements, but is supplementary information required by the Governmental Accounting Standards Board. This supplementary information is the responsibility of the Plan's management. We have applied certain limited procedures, which consisted principally of inquiries of management regsrding the methods of measurement and presentation of the supplememtsry information. However, we did not audit such information and we do not express an opinion on it. In accordance with Government Auditing Standards, we have also issued a report dated September 10, 2004 on our consideration of the Plan's internal control over financial ~g and our tests of its compliance with cortain provisions of laws and regulations. That report is an integral part of our audit performed in accordance with Government Auditing Standards arLd should be read in conjunction with this report in considering the results of our audit. 
Metairie, Louisiana September 10, 2004 



 



This discussion of the Harbor Police Employees' Retirement System (the Plan)'s financial performance provides an overview of the Plan's fmaneial activities for the Fiscal Year ended June 30, 2004. Please read it in conjunction with the Plan's financial statements, which follow this section. 
Net assets held in trust for pension benefits increased by $342,980 as a result of this year's operations from $10,901,435 to $11,244,415. Additions for the ye~ ware $1,214,616 which comprises contributions of $368,193 including frees of $31,727 and net investment income of $846,423. Deductions for the year were $871)636 which comprises benefit payments and refunds of $783,929 and administrative expense of $87,707. 
This annual report consists of two fmaneial statements: The Statement of Plan Net Assets and the Statement of Changes in Plan Net Assets. These financial statements report information about the Plan and about its activities to aid in the assessment of whether the Plan, as a whole, has improved or declined as a result of the year's activities. The financial statements were prepared using accrual basis of accounting. Under the accrual basis of accounting, revenues are recognized in the period they are earned and expenses are recorded in the year they are incurred, regardless of when cash is received or paid. The Statement of Plan Net Assets shows the balances in all of the assets and liabilities of the Plan at the end of the fiscal year. The difference between assets and liabilities represents the Plan's net assets. Over time, increases or decreases in the Plan's net assets provide one indication of whether the financial health of the Plan is improving or declining. The Statement of Changes in Plan Net Assets shows the results of fmaneial operations for the year. The statement provides an explanation for the change in the Plan's net assets since the prier year. These two statements should he reviewed along with the information contained in the financial footnotes, including the required supplementary schedules, to determine whether the Plan is becoming financially stronger or weaker. 
The Plan's assets consist mainly of investments and receivables related to contributions. Between Fiscal Year 2003 and 2004, total assets increased by $349,827 from $10,907,435 to $11,257,262 because the revenues received by the Plan exceeded pension benefit payments to retirees and beneficiaries. Liabilities mainly consist of administrative expenses and have increased from $6,000 to $12,847 from Fiscal Year 2003 to 2004. -2- 



Net assets held in trust for pension benefits increased $342,980 or 3.1% primarily due to improved investraent rctm~, and ~igher total conhibufions. 

Contributinus Investment Income Totals 
2004 $ 368,193 846~423 $ 1,214r616 

2003 $ 323,199 678,094 $ 1,001~293 Additions consist of contributions from the Board of Commissioners of the Port of New Orleans (sponsoring entity), contrthutions from Harbor Police active members, fines, employee buybacks and investment income. Conh~ontions increased 13.9%. Investment income increased 24.8% mainly due to changes in the investment policy and improved market conditions. Investment expenses as a component are able to be separated due to having specific investment consultants and managers. Total additions increased 21.3%. 
Benefits Refimds & Adjustments Administrative Expense Totals 

2004 2003 $ 744,138 39,791 87~707 $ 871,636 
$ 620,177 21,958 71,507 $ 713,642 

Increase $ 123,961 17,833 16,200 $ 157,994 Deductions consist of pension and death benefit payments to retirees and beneficiaries, refimds of contn'bution and administrative expenses. Benefit expense increased by 19.9% due to a reduction in the numbcr of members receiving benefits offset by a $157,615 lump sum DROP payment. Refunds and adjustments increased y $17,833. Administrative expense increased 22.7% because of administrative changes dining the year. RETIREMENT SYSTEM AS A WHOLE The Plan uses the aggregate actuarial cost method whereby the actuarial liability is equal to the actuarial value of assets and there is no unfunded actuarial accrued liability. The Retirement Committees of the Louisiana State Legislature have adopted the ratio of the actuarial value of assets to the Projected Benefit Obligation (PBO) as one of the measures of funding progress of public retirement systems in the State. The PBO is the actuarial accrued liability under the Projected Unit Credit Actuarial Cost Method. The funded ratio on this basis is 98.1%. THE PLAN FINANCIAL MANAGEMENT 
The financial report is designed to provide our members, customers and other interested parties with a general overview of the Plan's finances and to show the Plan's accountability for the money it receives. If there are any questions about this report or a need for additional informalion, contact the plan administrator at Post Office Box 2892, Gretna, LA 70054-2892. -3- 





RECEIVABLES: Member contributions Employer contn'bu~ons Accrued interest Other Total receivables INV'gSTMENTS, at fair value U.S. Government Municipal obligations Federal agencies Corporate bonds Money market mutual fimds Equity securities Limited partnerships Total investments 

8,790 16,325 53,007 2,325. 80,447 
791,035 694,919 1,579,874 406,633 4,256,602 3,447,752 11,176,815 

$ 8,040 14,932 100,749 6,076 129.797 
1,597,848 76,168 2,202,185 3,186,376 237,523 3,477,538 
10,907,435 

The accompanying notes are an integral part of these statements. 
-4- 

$ 11,244,415 $ 10,901,435 



ADDITIONS: Contributions: Members Employer Employee prior period pay back Fines and other Investment income: Net appreciation in fair value of inves~ts Interest and dividends hveslment expense Total additions DEDUCTIONS: Benefits paid: Life annuity payments Deferred pension obligation payments-lump sum Refunds and transfers of contributions Administrative expenses Total deducfions 

107,676 $ 199)70 28,820 31,727 612,751 286,854 (53,182) 1,214,616 
58~523 157,615 39,791 87.707 871,636 
342,980 

103,748 192,676 
26,775 121,388 55~706 

620,177 
21,958 71~07 713,642 
287,651 

10,901,435 10,613,784 
$ 11,244,415 $ 10,901,435 

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



The Harbor Police Employees' Rctlrement System is a public corporation created to administer a retirement plan (the "Plan") for participating commissioned members of the Harbor Police Deparmaent of the Board of Commissioners Port of New Orleans (the "Police Department"). The Plan is administered by an eight member Board of Trustees. The Plan was created by Act 80 of 1971, as amended by various subsequent Acts, of the Louisiana Legislatm'e (the "Act"). 
The Board of Trustees has engaged third parties to provide actuarial services and to assist with certain administrative fimctions of the Plan. 
The Plan's financial statements are prepared on the accrual basis of accoanting in accordance with accounting principles generally accepted in the United States of America. Revenues are recognized in the accounting period in which they are earned and expenses are recognized in the period incurred. Investment purchases and sales are recorded as of their trade date. Employer and member cunlributions arc recorded in the period the related salaries are earned. Administrative expenses are funded frore investment earnings. Benefits and refunds are recognized when due end payable in accordance with the terms of the Plan. 
Investments are reported at fair value. Investments arc reported at market vahm when published prices are available or at cost when it approximates fair value. Investments that do not have an established market are reported at estimated fair vahc. Pension plan investments end financial statements arc subject to market fluctustiuns that can rapidly change the fair value on a day-to-day basis. Such market swings can create material changes in unrealized appreciation (depreciation) of investments. 
The Plan Administrator and custodian have made significant estimates and assumptions relating to the reporting of assets and liabilities and the disclosure of factors related to such 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. 
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The following brief description of the Plan is provided for general information purposes only. Participants should refer to the Plan agreement for a more complete description of the Plan's provisions. 
The Plan is a single-employer defined benefit, coraributory plan that covers all commissioned officers and certain employees of the Harbor Police Department of the Board of Commissioners Port of New Orleans who were under the age of 50 on the date of employment. 
At June 30, 2004 and 2003 there were 53 and 52 active members of the Plan, respectively. Inactive members consist of the following: 

Retirees~ D.R.O.P. Beneficiaries Pending Refimds 
06/30/2003 29 3 8 28 

06/30/2004 28 3 6 25 
The Plan, as amended, allows for members to retire at age 60 with I0 years of service, at age 55 with 12 years of service, at age 45 with 20 years of service, and at any age with 25 years of service. Member benefits are equal to 3%% of average final compensation, as defined, multiplied by creditable service years, not to exceed 100% of final salary. The Plan also provides benefits for surviving spouses and disabled members. If a member resigns fi'om the Police Department before retirement, accumulated employee contributions are refunded to the employee without interest. The Plan provides for a ret~ement option designated as the Deferred Retirement Option Plan (DROP). This option permits HPERS members to continue working at their jobs and draw regular salary for the lesser of five years or the number of years which, when added to the their number of years of creditable service equals thirty-two. While in DROP neither employee nor employer conm'butiens are paid into the plan. The retirement benefits that would be payable to the retiree are allowed to accumulate in a special account for later distribution. Interest is not paid on the account but if the member meets his contractual obligation of retiring at the end of the DROP period then he 
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receives an amount compounded in a manner like interest that is based on a percentage rata set annually by the Board of Trustees. At the end of the DROP period the member can receive a lump payment of the DROP aor~unt, a life annuity or other method approved by the Board of Trustaes. The Board of Trustees is authorized, onder certain conditinns, to provide annual cost-of-living increases. The cost-of-living adjus~aenta may not exceed 3% of the era'rent benefit (5% of the current benefit for age 65 or older). Cost-of-living adjustments were not made for the 2004 or 2003 calendar years. An action of the Board of Trustees with respect to cost-of-living adjustments as provided in R.S. 11:3685(D), employee contributions as provided in R.S. 11:154, and actuarial assumptions as provided in R.S. 11:3688(D), are considered amendments to the pmvisiens of the Plan. Other amendments would require the Louisiana Legislatme to revise the statutes. No amendment to the plan can deprive any member of a benefit to which he is already entitled. 
The plan invests funds received in accordance with guidelines established by the Act, which specifies that the Board of Trustees shall have the power to invest and reinvest funds in accordance with the In'udent-man rule limitations set forth in subtitle 1, Chapter 4 Part H of Title 11. The Plan's investments are categorized below to give un indication of the level of risk aasemed at year-end. Category 1 includes investments that are insured or registered or for which the securities are held by the Plan or its agent in the Plan's name. Category 2 includes uninsured and unregistered inves~ents for which the securities are held by the counterparty's trust department or agent in the Plan's name. Category 3 includes uninsured and unregistered investments for which the securities Money Market Funds are not catagorized. Investments at June 30, 2004 and 2003 were as follows: Carrying Credit Risk Catag~ory Amount Securities Type 1 2 3 flair Value) 200__~4 U.S. government $ $ !,485,954 $ $ 791,035 Federal agencies 694,919 694,919 Corporate bonds 1,579,874 1,579,874 Equity securities 4,256,602 4,256,602 Limited Partnerships 3,447,752 3,447,752 Money Market Funds 406,633 Total investments at June 30, 2004 $ 7,322,430 $ 3,447,752 $ 11,176,815 -8- 



2O03 U.S. government Municipal obligations Federal agencies Corporate bonds Equity securities Money Market Funds 

2 3 
ca~ymg Amount ~air Va~e) $ 1,597,848 76,168 2,202,185 3,186,376 3,477,538 $ 
$ 1,597,848 76,168 2,202,185 3,186,376 3,477,538 237~523 $ 10,777,638 In fiscal year 2004, the Plan invested $3,200,000 in three limited partnerships. Each partnership investment is managed by nonaffiliated independent managers employing various investment strategies. The following table summarizes the partnership investments with managers as of June 30, 2004. Net Market Unrealized Investments Cost Value Appreciation Golden Tree High Value Yield Fund Offshore, L.P. $ 1,100,000 $ 1,227,649 $ 127,649 Ironwood Capital Parmers L.P. 1,100,000 1,212,722 112,722 Emory Partners, LP. 1,000,000 1,007,381 7,381 Total par~ership investments $ 3,200,000 $ 3,447,752 $ 247,752 

Following is a brief description of the par~ership investments as of June 30, 2004 
is an exempted limited par~ership organized under the laws of the Cayman Island which commenced operations on November 5, 2001. The Partoe~'ship's principal objective is to achieve, risk-adjusted total returns by investing on a long only basis in primarily public and private non-investment grade and non-rated debt securities. Golden Tree High Yield Value Offshore GP, Ltd. is the General Partner responsible for the management and operation of the Partnership. Golden Tree Asset Management, L.P. is the management company that provides administrative services to the Partnership and is the investment manager of the fund. 
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~ Ironwood Capital Partners~ L.P. - (Approximate ownership is 1.725%) is Delaware limited partnership, which commenced operations on July I, 2000. The Partnersh/p's objective is to achieve substantial capital appreciation with limited variability of returns. The Partnership atterapts to accomplish this objective by allocating capital among a number of independent investment managers acting through pooled entities such as limited partnerships, limited liability companies and offshore corporations er through managed accounts. The majority of these managed accounts eraploy "reLative value" and arbitrage strategies whereby they attempt to limit risk by investing both long and short in related secerities and other financial h~s(nnnents in a manner that reduces overall market sensitivity. ~ Emory Partners L.P. - (Approximate ownership is 1.799%) was organized on April 19, 1995 under the laws of the State of California. The Partnership is engaged primarily in speculative ~ading of options on futures contracts and futures contracts on firamcial instruments, physical commodities, and other conanodity interests. Stile Partners, LLC, a Delaware limited liability company, is the general partner of the Pool. Excluding the above partoerships and investments issued er gumanteed by the U.S. Government, the Plan has no investments in any single organization that represents five percent or more of the Plan's net plan assets, nor does the Plan hold more than five percent of any corporation's stock at June 30, 2004 and 2003. 
Funding of the Plan is provided from cuntn'butions from members and the Board of Commissioners Port of New Orleans (the 'Tort"), as specified in the Act. Members contribute, by payroll deduction, 7% of defined compensation. The Port is required to make contributions to the Plan at actuarially determined rate.s expressed as a percentage of members' defined compensation; however, the maximum conlributian by the Port shall not exceed thirteen percent of defined compensation. Level percuntages of payroll employer contn'bution rates m'e determined using the entry age normal actuarial method until assets exceed the accrued actuarial liability, at which point the aggregate actuarial method is used. The aggregate method was applicable for fiscal years 2004 and 2003. This method produced required employer contribution levels, including fines, at 21.72% and 23.63% of covered payroll for 2004 and 2003, respectively. Fines for fiscal years ending 2004 and 2003 were approximately 2% of covered payroll. The Port directly funded at the limited rate of 13% of covered payroll for fiscal years 2004 and 2003. 
In accordance with GASB No. 25, required supplementary information can be found in the attached schedules. -lO- 
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The information presented in the required supplementary schedule was d~ennined as part of the actuarial valuations at the dates indicated. Additional information as of the latest actuarial valuation is as follows: Valuation date Actuarial cost method 
Asset valuation method Actuarial assumptions: 

June 30, 2004 Aggregate actuarial cost method, a method which does not identify or separately amortize unfunded actuarial liabilities 
Investment rate of return 7% per annum Mortality 
Termination, disability and relJrement 

Salary growth Cost-of-living adjustments 

Mortality rates were projected based on the 1971 Group Annuity Mortality Table, Male set back five years for females. Termination rates were similar to the experience of other police plans throughout the state. Disability rates were based on the Eleventh-Actuarial Valuation of the Railroad Retirement System. Early reth~nent rates assumed were 10~,6 for ages 45 to 49, 20e for ages 50 to 62, and 100% for ages 63 and over. Actual retirement of people eligible for x~dremcnt prior to the traditional age of 65 are dependent on hitangible things such as the economy, health, financial ability, the Social Security System, and work paltcrns. 5% per year Accumulated cost-of-living adjustments are included in costs. Adjustments for the next year are projected but fu~e cost-of- living increases which are contingent on satisfaction of statutory requirements and approval by the Board of Trustees arc not projected. 

- 12- 



Board of Trustees Harbor Police Employees' Retirement System We have audited the financial statements of the Harbor Police Employees" Retirement System (the Plan), as of and for the year ended June 30, 2004, and have issued our report thereon dated September 10, 2004. We conducted our audit in aecurdance with auditing standards generally accepted in the UmM States of America and the standards applicable to financial audits contained in Governmental Auditing ~tandard$, issued by the Compwoller General of the United States. 
As part of obtaining reasonable assurance about whether the Plan's financial statements are free of material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, and contracts, noncompliance with which could have a direct and material effect on the determination of financial statement amoants. 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 Governmental Auditing Standards. 
In planning and performing our audit, we cc~sidered the Plan's internal control over financial reporting in order to determine ot~ auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide assurance on the internal control over financial reporting. Our consideration of the internal control over financial reporting would not necessarily disclose all matters in the internal control over financial reporting that might be material weaknesses. A material weakness is a condition in which the design or operation of one or more of the internal control components does not reduce to a relatively low level 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 come of performing their assigned functions. We noted no matters involving the internal control over financial reporting and its eperation that we consider to be material weaknesses. 

-13- 



This report is intended solely for the information and use of tim Board of Trustees, managvlnent, and the Legislatiw Auditc* of the State of Louisiana and is not int~advd to be and should not be used by anyone othe~ than these specified parties. Under Louisiana Revised Statute 24:513, this report is disin~buted by the Legislative Audit~ as a public document. 
Mclairic, Louisiana Septvmbcr 10, 2004 
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SECTION I INTERNAL CONTROL AND COMPLIANCE MATERIAL TO THE FINANCIAL STATEMENTS 
SECTION II INTERNAL CONTROL AND COMPLIANCE MATERIAL TO FEDERAL AWARDS Not applicable 
Compliance with Act Record Keeping Resolved Resolved 
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