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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees
Louisiana Municipal Association and Subsidiaries

We have audited the accompanying consolidated statements of financial position of Louisiana Municipal
Association and Subsidiaries (LMA) as of December 31, 2002 and 2001, and the related consolidated
statements of activities and cash flows for the years then ended. These consolidated financial statements are the

responsibility of management. Our responsibility is to express an opinion on these consolidated financial
statemnents based on our audits.

We conducted our audits in accordance with auditing standards generally accepted by the United States of
America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the consolidated 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 andit 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 consolidated financial statements referred to above present fairly, 1n ali matenal respects, the
consolidated financial position of Louisiana Municipal Association and Subsidiaries as of December 31, 2002
and 2001, and the results of their operations and their cash flows for the years then ended, in conformity with
accounting principles generaily accepted by the United States of America.

Our audits were made for the purpose of fortming an opinion on the consolidated hnancial statements taken as a
whole. The consolidating information included on pages 12 through 15 is presented for purposes of additional
analysis of the consolidated financial statements rather than to present the financial position, results of
operations and cash flows of the individual companies. The consolidating information has been subjected to
the auditing procedures applied in the audit of the consolidated financial statements and, in our opinion, is
fairly stated in all material respects in relation to the consolidated financial statements taken as a whole.

Hout- bt nts & 2 tlrulle

Baton Rouge, Louisiana
June 18, 2003
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LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2008
Cash $ 1,477,548 $ 1,031,111
Investments (note 2) 1,450,971 1,339,314
Accounts recervable 177,152 170,501
Due from affiliates (note 3) 1,269,973 679,706
Prepaid expenses 47,516 43,758
Land, building and equipment, net (note 4) 4,604,473 4 710,281
Other assets (note 6) 56,383 612,438
Total assets $ 9,084,016 $ 8,587,109
LIABILITIES AND NET ASSETS

Liabilities:
Unearned dues and fees $ 157.626 $ 127,098
Accounts payable and accrued expenses 575,449 489,942
Note payable (note 3) - 396,890
Claims processing payable 250,000 250,000
Total liabilities 083,075 1,263,930
Net assets - unrestricted 8,100,941 7,323,179
Total liabilities and net assets $ 9,084,016 $ 8,587,109

See accompanying notes to consolidated financial statements.




LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF ACTIVITIES

YEARS ENDED DECEMBER 31, 2002 AND 2001

Changes in unrestricted net assets:

Revenues and other support:
Administrative fees and commissions (note 3)
Membership dues
Legal services (note 3)
Rent
Investment income (note 2)
Other mcome

Total revenues and other support
Expenses:
General and administrative
Remediation of building (note 6)

Total expenses

Increase 1In unrestricted net assets

Net assets at beginning of year

Net assets at end of year

See accompanying notes to consolidated financial statements.

2002 2001
4372,114  $ 3,802,638
283,454 274,040
358,786 291,485
117,406 97,418
60,516 105,385
335,606 302,829
5,527,882 4,873,795
4,750,120 4,358,682
. 415,871
4,750,120 4,774,553
777,762 99,242
7,323,179 7,223,937
$ 8100941 § 732317




LOUISTANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002
Change in unrestricted net assets 3 777,762
Adjustments to reconcile the change m unrestricted
net assets to net cash provided by operations:
Depreciation and amortization 190,971
Change in receivables, prepaids, due
from affiliates and other assets (15,378)
Changes in accounts payable, accrued
expenses and unearned dues 116,035
Net cash provided by operating activities 1,069,390
Cash flows from investing activities:
Purchase of property, plant and equipment (84,607)
Purchase of investments (1,725,111)
Proceeds from matunfes of investments 1,583,655
Net cash used in investing activities (226,063)
Cash flows from financing activities:
Payments on note payable (396,890)
Net change in cash 446,437
Cash, beginning of year 1,031,11
Cash, end of year $ 1,477,548

Sec accompanying notes to consolidated financial statements.

2001

$ 99,242

169,235
52,144

(53,994)

266,627

(71,420)
(1,880,155)
1,748,845

(202,730)

(212,147)

(148,250)

1,179,361

l

$ 1,031,111




LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.  SIGNIFICANT ACCOUNTING POLICIES

fa) Principles and Consolidation

The accompanying consolidated financial statements include Louisiana Municipal Association
(LMA) and 1ts wholly-owned subsidiaries Risk Management, Inc. (RMI) and Louisiana Municipal

Adwisory and Technical Services Bureau, Corp. (LaMats). All intercompany transactions and
balances have been eliminated.

(b) Organization Background

LLMA 1s an association for the municipalities of Louisiana and is incorporated as a non-profit
corporation under the laws of the State of Louisiana.

RMI, a Louisiana corporation, serves as the third-party administrator for the Louisiana Municipal
Risk Management Agency (LMRMA) which was formed under Louisiana Act No. 462 of 1979 to
provide a program of interlocal risk management for LMA's member municipalities. LMA and RMI
are related by common management to LMRMA. (Worker's Compensation Fund, Public Liability
Fund and Accident and Health Fund), the Louisiana Municipal Reserve Fund Agency (LMRFA), and
the Louisiana Municipal Association - Unemployment Compensation Fund (LMA-UCF).

RMIA, which is a wholly-owned subsidiary of RMI, was incorporated in 1992 to act as an agent for
purchasing msurance on behalf of member municipalities and others.

LaMats was mcorporated in 1998 for the purpose of providing various advisory and technical
services primarily to the membership of the LMA.

(¢) Financial Statement Presentation

LMA’s net assets, support and revenues, and expenses are classified based on the existence or
absence of donor-imposed restrictions. Unrestricted net assets are those that are not subject to donor-
imposed stipulations. Currently, LMA has only unrestricted net assets.

LMA reports gifts of cash and other assets as restricted support if they are received with donor
stipulations that limit the use of the donated assets. When a donor restriction expires, that is, when a
stipulated time restriction ends or purpose restriction is accomplished, temporarily restricted net
assets are reclassified as unrestricted net assets and reported in the statements of activities as net
assets released from restrictions.




LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
(d) Investmenis

Investments, consisting of UJ.S. Government and Agency issues, are recorded at estimated fair value.
Unrealized gains and losses on investments in debt securities are recorded in the statement of
activities as increases or decreases in unrestricted net assets unless their use 1s temporarily or
permanently restricted by explicit donor stipulations or law. Investment income 1s recorded as
increases on unrestricted net assets unless the use is restricted by donor.

(e}  Depreciation and Amortization

Depreciation and amortization are computed using straight-line and accelerated methods over the
estimated useful lives of the assets as follows:

Buildings and fixtures - 5-40 years
Office equipment 5-10 years
Automobiles 3-5 years
Land improvements 5 years
Computer equipment and software 3-5 years

(f) Dues Income - LMA

Amounts collected in the current year for membership dues for the following year are recorded as

unearned income in the current year. Dues for the current year not collected at December 31 are not
recorded as income for the current year.

(g) Administrative Fees and Commissions

Amounts earned in the current year are based on an estimate of earned premium of LMRMA, which

approximates actual. Any adjustments from estimated earned premium to actual eamed premium are
adjusted in the year in which they become known.

(h) Consolidated Statements of Cash Flows

For the purposes of the consolidated statements of cash flows, cash includes cash in demand deposit
accounts with banks.

(1)  Use of Estimates

Management 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 m the United States of Amenica. Actual results could differ from those estimates and
assumptions.

(i) Claims Processing Payable

As service agent for the LMRMA, RMI has responsibility for administration of the ¢laims related to
the 2002 and prior fund years. This liability has been estimated based on the costs necessary to

fulfill this obligation to continue as service agent for the years for which revenue has been received
and recognized.




LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

2. INVESTMENTS

The amortized cost of investments are $1,438,535 and $1,324,835 at December 31, 2002 and 2001,
respectively. At December 31, 2002, all securities owned have contractual maturity terms within the next
two years. The estimated fair value of investments by security type at December 31, 2002 and 2001 are as

follows:
2002 2001
U.S. Government Agency obligations $ 561,548 § 822,751
U.S. Treasury securities 889,423 516,563

$ 1450971 § 1,339,314

Investment income for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 62,558 $ 90,575
Realized losses — net - (1,269)
Unrealized (losses) gains arising during year  ( 2,042) 16,079
$ 60,516 $ﬁ 105,385

3. RELATED PARTY TRANSACTIONS

(a) Fees and Services

LMA provides services related to the LMRMA's self-insurance funds operated for the benefit of
Louistana municipalities. The fees for these services are based on a percentage of the respective
earned standard premums (ESP) for 2002 and 2001 or on a per covered participant (PCP) basis. The

following schedule recaps admmistrative fees camed by LMA from LMRMA for the years ended
December 31, 2002 and 2001 and balances due from LMRMA.

Administrative
fee Due from
LMA LMRMA
2002:
Fees eamed from LMEMA.:
Workers'

Compensation $ 472958 § 172,958
Public Liability 727 485 487 486
Accident and Health 17,173 1,454

b 1,217,616  § 661,898




3.

LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

RELATED PARTY TRANSACTIONS (continued)

Administrative
fee Due from
IL.MA IL.MRMA
2001:
Fees eamed from LMRMA:
Workers'

Compensation $ 367,229  § 67,229
Public Liability 638,244 398,244
Accident and Health 17,060 1,425

$ 1,022,533 $ 466,898

From time-to-time the LMA Board has returned a portion of LMA's administrative fees to LMRMA.
During 2002 and 2001, no administrative fees were returned by LMA.

LMA provides legal assistance for the various member municipalities and the LMRMA on a fee for
service basis.

RMI has a contract with LMRMA to provide service agent services for a percentage of earned

standard premium. Balances and amounts from transactions with LMRMA during the years ended
December 31 are as follows:

2002 2001
Service fees earned $ 2145962 % 1,791,480
Percent of RMT's total service fees
and commissions 76.2% 73.1%
Balance due from LMRMA $ _ 35'-3'1,,561'{= $ 36,518

In addition, RMI receives a {five percent commission on reinsurance purchased by LMRFA.
LMRMA provides accident and health and workers’ compensation insurance to employees of LMA

and RMI. The total consolidated insurance expense {(included i employee benefits) was $140,609
and $142,301 for the years ended December 31, 2002 and 2001, respectively.

_8 -
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LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

3. RELATED PARTY TRANSACTIONS (continued)

(b) Note Payable

LLMA had a variable rate note agreement with the LMRMA Public Liability Fund. The note bears an
interest rate equal to the average investment return yielded by the Fund on its mvestments at
December 31, 2001. LMA made monthiy payments of $20,425 due the first day of each month based
on a 360 month amortization. Collateral for this note was a building owned by LMA. The Fund

earned interest of $16,062 and $32,948 in respect to the note for the years ended December 31, 2002
and 2001, respectively, During 2002, LMA repaid the remaining balance on the note.

4. LAND, BUILDING AND EQUIPMENT

Land, building and equipment consist of the following as of December 31:

2002 2001
Land $ 491,000 $ 491,000
Buildings and leasehold improvements
(see Note 5) 5,478,613 5,467,143
Furniture and equipment 1,112,245 1,138,816
Vehicles 121,399 102,215
7,203,257 7,199,174
Accumulated depreciation (2,598,784) (2,488,893)

$ 4604473 $ 4,710,281

T T S S S P PR ot

5. INCOME TAXES

LMA 1s incorporated as a non-profit organization and has been granted an exemption from income taxes
under Section 501(c)(4) of the Internal Revenue Code.

RMI is a taxable entity which had no tax due in 2002 or 2001. LaMats 1s a taxable entity which paid
$20,000 in federal income taxes during 2002. No federal taxes were remitted or due in 2001 for LaMats.
Timing differences between book and taxable income relate primarily to the hiability for estimated future
claims processing cosis. A deferred tax asset has been recorded at December 31, 2002 and 2001.

_9_




LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CQNSOLIDA_TED FINANCIAL STATEMENTS

6. OTHER ASSETS

Other assets consist of the following as of December 31:

2002 2001
Deferred tax benefit $ 49122 $ 49122
Interest receivable 7,261 13,316
Construction int progress-building repairs
and litigation recoverable - 550,000
5 563383 § 612,438

- ——
e TR

The original construction of LMA’s building included design and construction defects which were repaired
during 2000 and 2001. The building defects were the subject of litigation and arbitration against parties
which LMA’s management believed to be at fault, Duning 2002 and 2001, settlements were reached with

the parties to the litigation including the successful recovery of a substantial amount of the remedial and
related costs.

Included in other assets at December 31, 2001 was $550,000 of settlement proceeds recoverable. LMA
also transferred to building costs and capitalized $626,097 of costs incurred which attributed to
betterments, improvements, and extension of the original life of the building. During the year ended
December 31, 2001, LMA recognized a charge of $415,871 related to the building hitigation matter which
was not recoverable in the settlements and was not capitalized n the cost of the building.

7. MULTI-EMPLOYER PENSION PLAN

All of LMA and RMTI's (including related subsidiary’s) full-time employees participate in Plan A of the
Municipal Employee's Retirement System of Louisiana (the Plan), a muitiple-employer municipal
employee retirement system. The payroll for LMA's employees covered by the Plan for the years ended
December 31, 2002 and 2001 was $829,319 and $755,979, respectively. Payroll for RMI's employees

covered by the Plan for the vears ended December 31,2002 and 2001 was $841,558 and $810,780,
respectively.

All employees of LMA and RMI are required to participate in the Plan if they are under the age of 60, are
full-time employees, and are not participating i another publicly funded retirement system. Any employee
can retire provided he or she meets one of the following critena: any age with 25 or more years of credited
service or age 60 with a mumimum of 10 years of credited service. Retirees are entitled to a retirement
benefit, payable monthly for life, equal to 3 percent of the member's final compensation multiplied by his
years of creditable service, not to exceed 100 percent of the member's final salary. Employees become
fully vested on reaching 10 vears of service. The Plan also provides survivor's and disability benefits.
Covered employees are required to contribute a percentage of their salary to the Plan (the rate is
determined by the Plan and can fluctuate). Of the total contribution required to be contributed for a
covered employee, the employees contnbute 5%, while LMA and RMI contnbute the remainder. LMA
and RMUI’s contribution percentage increased from 10.5% to 11.25% on July 1, 2001. Additionally, LMA
and RMI’s contribution percentage increased to 12.25% on July 1, 2002. The contribution requirement for
IL.MA for the years ended December 31, 2002 and 2001 was $138,988 and $120,115, which consisted of
$97.522 and $82.,316 from LMA and $41,466 and $37,799 from employees, respectively. The contribution
requirement for RMI for the years ended December 31, 2002 and 2001 was $137,355 and $124,781, which
consisted of $97,198 and $86,377 from RMI, and $40,157 and $38,404 from employees, respectively.

- 10 -




10.

LOUISIANA MUNICIPAL ASSOCIATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

LEASE

RMI entered into a five-year non-cancelable lease with LMA for the space it conducts its operations in for
$20,425 per month. The lease has a five-year renewal option exercisable by RMI if notice is given to LMA
within thirty days of expiration. Additionally, the current lease expires on December 31, 2002. During the
years ended December 31, 2002 and 2001, RMI paid LMA rent as shown below. In addition, RMI has
agreed to act as the leasing agent for LMA's building. As part of this agreement, RMI 1s entitled to a fee
equal to the revenues from rent collected from tenants of the building (excluding RMT's rent paid to LMA)
less appropriate expenses such as, but not limited to, utihties, repairs and maintenance, and certain

insurance coverages. Below is a recap of transactions relating to this rent agreement between LMA and
RMI for the years ended December 31, 2002 and 2001.

2002 2001
RMTI's rent paid to LMA (eliminated in
consolidation) $ 248065 $ 248 355
Rent received by RMI ( 116,736) ( 100,678)
Building expenses incurred by RMI 100,100 104,340
Net rental expense $ 231249 $ 252,017

DEFERRED COMPENSATION PLAN

LMA offers 1ts employees a deferred compensation plan created in accordance with Internal Revenue Code
Section 457. This plan, available to all employees, permits them to defer a portion of their salary until

future years. The deferred compensation 1s not available to employees until termination, retirement, death,
or unforesecable emergency.

Prior to 1997, all amounts of compensation deferred under the plan, all property and rights purchased with
those amounts, and all income attnbutable to those amounts, property or rights are (until paid or made
available to the employee or other beneficiary) solely the property and rights of LMA (without being
restricted to the provisions of benefits under the plan), subject only to the claims of LMA's general
creditors. Duning 1997, LMA modified its plan to qualify under the applicable Internal Revenue Code
section. This qualification protects the assets of the deferred compensation plan from LMA’s creditors.

CONTINGENCIES

LMA and its subsidiaries become involved in litigation from time-to-time. At December 31, 2002, LMA

and a subsidiary were involved 1n htigation which management believes will not have a material adverse
effect upon LMA.




SUPPLEMENTAL INFORMATION
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P&N

Postlethwaite & Netterville

A Protfessionol Accounting Corporation
Assaciated Offices in Principal Cities of the United Stotes

WWW.pNCpa.com

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, 2002 and 2001, and
the related statements of revenues, expenses and changes in accumulated deficit, and cash flows for the years
then ended. These fnancial 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 andits to obtain reasonable agsurance 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 opinton, 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,

2002 and 2001, and the results of 1ts operations and its cash flows for the years then ended in conformity with
accountmg 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, 2002. These conditions raise substantial doubt about the Fund’s ability to continue as a going

concerm. Management’s plans regarding these matters are discussed Note 6 to the financial statements. The

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

In accordance with Government Auditing Standards, we have also issued a report, dated June 18, 2003, on

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

S 2l Lnte ,"‘f Nty

Baton Rouge, Louisiana
June 18, 2003

8550 United Plaza Bivd, Suite 1001 ¢+ Baton Rouge, LA 70809 +  Tel: 22598224600 -
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2001
Cash (note 4) $ 87,133 $ 84,868
Investments {(note 4) ' 397,332 840,105
Accrued interest receivable 1,354 7,973
Accounts receivable 49,850 239,281
Reinsurance receivable 353,934 625,332

§ 1,089,603 $§ 1,797,559

LIABILITIES AND ACCUMULATED DEFICIT

Liabilities:
Unpaid claims liability (note 3) $ 1,552,000 $ 1,552,000
Accounts payable 442,784 367,919
Due to affiliates (note 2) 129,298 103,287
2,124,082 2,023,206
Accumulated deficit (1,034,479) (225,647)

§ 1,089,603 $ 1,797,559

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES
IN ACCUMULATED DEFICIT
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
REVENUES:
Premium income $ 10,022,449 $ 9,854,584
Investment income (note 4) 26,313 65,162
10,048,762 9,919,746
EXPENSES:
Claims expense (note 3) 9,318,366 8,722,083
Remsurance premiums 909,319 728,870
Service agent fees (note 2) 607,744 497,331
Administrative fees (note 2) 17,173 17,060
Maiscellaneous 4,992 7,001
10,857,594 9,972,345
NET LOSS (808,832) (52,599)
Accumulated deficit, beginning of year (225,647) (173,048)
Accumulated deficit , end of year $ (1,034479) § (225,647)

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Cash flows from operating activities:
Net loss $ (808,832) % (52,599)
Less adjustment for investment income (26,313) (65,162)

(835,145) (117,761)

Adjustments to reconcile net loss to net
cash used 1n operattons:

Change in reinsurance receivable 271,398 (339,103)
Change 1n receivables 189,429 (171,867)
Change in unpaid claims liability - (68,000)
Change 1n accounts payable, and
due to affiliates 100,876 172,125
‘Total adjustments 561,703 (406,845)
Net cash used in operating activities (273,442) (524,606)
Cash flows from investing activities:
Purchase of investments (203,756) (858,314)
Proceeds from sales/maturities of mvestments 439 457 1,337,931
Investment interest received 40,006 69,287
Net cash provided by investing activities 275,707 548,904
Net change i cash 2.205 24,298
Cash, beginning of year 84,868 60,570
Cash, end of year $ 87,133 $ 84,868

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1.  SIGNIFICANT ACCOUNTING POLICIES

(a) 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 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 Accident and
Health Fund’s (the Fund) general objectives are to formulate, develop, and administer, on behalf of
the member local govermmmental 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.

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

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) is a third-party service agent primarily for LMRMA msurance funds.
RMI, a Louisiana Corporation, is a wholly-owned subsidiary of LMA.

Louisiana Municipal Reserve Fund Agency (LMRFA) was formed under Louwisiana 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 LMA. As of

December 31, 2002 and 2001, there were 65 participating municipalities with a total number of -
participants of approximately 2,370.

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 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 GASB 14.

(b) 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 confhct with or contradict GASB pronouncements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) 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 obligations
and U.S. treasury securtties.

(d) 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 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 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 in 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 actuanal 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 tmplicit
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 liabilities for claims losses and claims expenses is presented at the estimated
claim amounts in the financial statements,

(f)  Cash and Cash Equivalents

For the purposes of the statements of cash flows, cash mncludes cash in demand deposit accounts
with banks. Because money markets and repurchase agreements are usually purchased wath
maturities of 90 days or more or are reinvested continuously, they are classified as mvestments.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

(z) Reinsurance

The Fund uses reinsurance to reduce its exposure to large losses on insured events. Further
description of the reinsurance coverage is described in Note 5. 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 habilities unless it
is probable that those risks will not be covered by reinsurers. Claims expense consists of claims
incurred during the current vear, adjustments to the accounting estimate of prior vears' claims
expense and a reduction for claims covered by the reinsurer in accordance with the reinsurance
policy.

(h) Income Taxes

The Fund i1s exempt from federal income taxes under Sections 7701 and 115(1) of the Internal
Revenue Code.

(i) Use of Estimates

Management of the Fund has made a number of estimates and assumptions relafing to the reporting
of assets and habilities to prepare these financial statements im 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 experience
differs materially for these estimates and assumptions, the financial statements could be affected.

2. RELATED PARTY TRANSACTIONS

LMA and RMI provide services related to the self-insurance funds operated for the benefit of Louisiana
municipalities. The fees incurred by the Fund for these services and related balances owed are as follows:

2002 2001
Expenses:
Administrative fees — LMA ($.60 per
person per month) h 17,173 3 17,060
Service agent fees — RMI ($20.25 in 2002
and $16.50 in 2001 for health and
$1.20 for dental participants) $ 607,744 $ 497331
Due to atfiliates:
LMA $ 1,454 $ 1,424
RMI 127,844 101,863

$ 129298 $_ 103287




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

3. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes m the Fund’s aggregate unpaid claims habilities for the years ended
December 31, 2002 and 2001:

2002 2001
(Amounts in thousands)

Unpaid claims and claim adjustment
expenses liability at beginning of year \) 1,552 % 1,620

Incurred claims and claim adjustment
expense-provision for insured events 9,318 8,722

Less payments — claims and claim
adjustment expenses (9,318) (8,790)

Unpaid claims hability, end of year $ 1,552 § 1,552

Settled claims have not exceeded aggregate insurance coverages in any of the past three fiscal years.

4. DEPOSITS AND INVESTMENTS

The Fund must comply with Rule Number 4 of the Commussioner 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 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 institution. In regard to deposits and

investments, the Fund is in compliance with these revised provisions as of and during the period ended
December 31, 2002 and 2001.

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

2002 2001
Insured $ 87.133 $ 84,868
Uninsured - -
$ 87,133 § 84,868




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALLTH FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

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

Inciuded in investments are money market accounts, repurchase agreements, UJ.S. Government Agency
obligations and U.S. Treasury securities.

'The Fund’s mvestments are categorized below to give an indication of the ievel 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
inchides 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 secunities 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 $588,662 and $829,068 at

December 31, 2002 and 2001, respectively. The estimated fair value of mvestments by security type at
December 31, 2002 and 2001 are as follows:

2002 2001 Category
Money market accounts and $ $ -
repurchase agreements 262,238 222,761
U.S. Government Agency obligations 309,422 617,344 |
U.S. Treasury securities 25,672 - 1
$ 597,332 $ 840,105

The money market accounts and repurchase agreements are msured or collateralized by obligations of the
U.S. Government, registered in the name of and held by the Fund’s agent.

The scheduled maturities of investments held were as follows at December 31, 2002:

Amortized Estimated Fair

Cost Value
Due 1n one year S 412583 § 414,441
Due after one year through five years 176.079 182,891

5 588,662 $§ 597,332




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
ACCIDENT AND HEALTH FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

Investment income for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 28,032 $ 54275
Realized gains (losses) — net 648 ( 610)
Unrealized gains (losses) arising during the year ( 2.367) 11,497
§ 26313 3 65,162

5. REINSURANCE POLICY COVERAGE

The Fund and its reinsurers 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 actuanal basis, ultimate liability for claims remains with the
participants, and the Fund has the authority to assess the participants to fund any deficits incurred.

Subsequent to December 31, 1994, the Fund obtained reinsurance from a commercial insurer to
provide the following coverage:

Item I: Annual aggregate in excess of 125% of annual earned normal premium.
Item II; $900,000 each and every loss in excess of $100,000 each and every loss.

Effective January 1, 2003, the Fund obtained remnsurance from LMRFA and discontinued its
commercial tnsurer reinsurance coverages.

6. 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. However, at December 31, 2002, the Fund reported a deficit of $1,034,479 and mcurred net
losses of $808,832 and $52,599 for the years ended December 31, 2002 and 2001, respectively. The
Fund’s cash and investments also decreased to $684.,465 at December 31, 2002.

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 intlation. 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 Func
to profitability and to eliminate 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.

If the Fund’s assets become exhausted or the Fund 1s unable to meet its obligations as they become

due, participating members would become responsible for their respective outstanding claims
obligations.

- 10 -




Postlethwaite & Netterville

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

WWW.pNcpa.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 Trustecs

Louisiana 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, 2002, and have issued our report thereon dated June 18,

2003. We conducted our audit 1n 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 Genera!l 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, noncomplhiance 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 mtemal 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 matenal 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 matenal 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 1s intended solely for the information and use of Louisiana Municipal Risk Management Agency —
Accident and Health Yund, the Louisiana Legislative 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.

Fosblithpnite & el

aton Rouge, Louisiana
June 18, 2003
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Postlethwaite & Netterville

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

WWw.pncpa.com

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, 2002 and 2001, and the
related statements of revenues, expenses and changes 1 retained eamnings, 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, 1ssued by the Compitroller 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, 2002
and 2001, 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 i1ssued a report, dated June 18, 2003, on
our consideration of the Fund’s internal control over financial reporting and our tests of its compliance with
certfain provistons 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 1s not a requred part of the basic financial statements. The information presented for the years ended
December 31, 2002 and 2001 has been subjected to the auditing procedures applied in the aundits of the

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

Fosthold vuits. ¥ pothomilts
/

Baton Rouge, Lomsiana

June 18, 2003

8550 United Plaza Bivd, Suite 1001 +  Baton Rouge, LA 70809 +  Tel: 2259224600 - Fax:225.922.4611
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS

2002 2001
Cash (note 4) | $ 49,784 $ 309,005
Investments (note 4) 12,795,160 12,441,407
Deductibles receivable 267,443 181,290
Accounts receivable 582,410 497 663
Accrued interest receivable 129,980 111,438
Reinsurance receivable (note 3) 657,280 62,742
Note receivable (note 2) - 396,890
$ 14,482,057 $ 14,000,435

LIABILITIES AND RETAINED EARNINGS
Liabilities:

Unpaid claims lhability (note 3) $§ 7,516,000 $ 7,429,000
Unearned premiums 1,711,334 1,490,912
Due to affiliates - net (note 2) 934,296 307,633
Accrued expenses 23,285 35,369
10,184,915 90,262,914
Retamed earmings 4297,142 4,737,521
$ 14,482,057 $ 14,000,435

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

PUBLIC LIABILITY FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
YEARS ENDED DECEMBER 31. 2002 AND 2001

REVENUES

Premum 1mmcome
Investment income (note 4)

Total revenue

EXPENSES
Claims expense (note 3)
Admimistrative fees (note 2)
Remsurance premiums (note 2)
Service agent fees (note 2)
Miscellaneous

Total expenses

Net loss

Retained earnings, beginning of year

Retained earnings, end of year

2002 2001
$ 5,949,375 5,479,930
1,286,423 1,067,102
7.235.798 6,547,032
4,423,650 4,299,077
727,485 638,244
1,496,542 1,312,959
997,695 875,306
o 30,805 26,232
7,676,177 7,151,818
(440,379) (604,786)
4,737,521 5,342,307
$ 4,297,142

4,737,521

See accompanying notes to financial statements.

s




LOiJISIANg& MUNICIPAL RISK MANAGEMENT AGENCY

PUBLIC LIABILITY FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002
Cash flows from operating activities:
Net loss $ (440,379)
Less adjustment for mvestment income (1,286,423)
(1,726,802)
Adjustments to reconcile net loss to net
cash used 1n operations:
Change 1n receivabies (170,900)
Change in unpaid claims hability 87,000
Change 1n accrued expenses, uneamed
premiums and due to affiliates 240,463
Total adjustments 156,563
Net cash used 1 operating activities (1,570,239)
Cash flows from investing activities:
Purchases of investments (5,855,827)
Proceeds from sales and maturity of investments 6,130,497
Investment interest received 639,458
Principal payments from note receivable 396,890
Net cash provided by investing activities 1,311,018
Net change 1n cash (259,221)
Cash, beginning of year 309,005
Cash, end of year $ 49784

See accompanying notes to financial statements.

$

2001

(604,786)
(1,067,102)

(1,671,888)

(412,279)
41,000

75,287

(295,992)

(1,967,880)

(6,027,285)
6,938,611
847,330
212,147

1,970,803

2,923

306,082

$

309,005




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

1.  SIGNIFICANT ACCOUNTING POLICIES

(1) 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 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
Assoctiation; a member may withdraw from the Fund by giving proper notice. Fund underwniting
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, 2002 and 2001, there were 201 and 186
participating municipalities, respectively.

Louwisiana Municipal Association (LMA) is an association for the municipalities of Louisiana and 1s
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) is a thard-party service agent primarily for LMRMA insurance funds.
RM]I, a Louisiana Corporation, 1s a whoily-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 remsurance. Admmstration of the Agency 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 ali of these entities are related parties, their various
fund balances 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 GASB 14.

(b) Basis of Accounting

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




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) 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 i1s based on the last reported sales price if
available; 1f not available, fair value 1s 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.

(d) Premium Income and Accounts Receivable

Premiums are recognized as income over the life of the policies as they become earned. Any
adjustments to annual prermums are constdered 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 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 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 hability 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 i computing claims liability does
not necessartly result m an exact amount, particularly for coverages such as generat liability. Claims
liabilities are recomputed periodically using a vanety of actuanal and statistical techniques to
produce current estimates that reflect recent settlements, claims frequency, and other economic and
social factors. A provision for inflation 1 the calculation of estimated future claims costs is implicit
in the calculation because reliance 1s placed both on actual historical data that refiects past inflation
and on other factors that are considered to be appropnate modifiers of past experience. Adjustments
to claims liabilities are charged or credited to expense in the perniod in which they are made. The
costs associated with new and renewal contracts as acquisition costs are immaterial to the financial
statements and are expensed when mcurred. The carrying amount of liabilities for claims losses and
claims expenses 1s presented at the estimated claim amounts in the financial statements. Claims
reserves have been discounted at 5.8% at December 31, 2002 and 2001, respectively.

(f) Statement of 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 matunties of 90 days or more, they are classified as investments.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)

(g¢) 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 remsured. 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
1, 1986, LMRFA became the reinsurer for the Fund.

(h) Income Taxes

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

(i) 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 investments and accruals. If future experience
differs materially for these estimates and assumptions, the financial statements could be affected.

(i) Reclassifications

Certain items in the 2001 financial statements have been reclassified to be comparative to the 2002
presentation.

2. RELATED PARTY TRANSACTIONS

(a) 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
earned standard premiums (ESP) as follows:

2002 2001

Expenses (and current fee structure):

Administrative fee - LMA -

(8.75% of ESP) § 727485 § 638244

Service agent - RMI (12.0% of ESP) N 997,695 $ 875,306

Reinsurance - LMRFA (18.0% of ESP) $ 1496542 § 1312959
Reinsurance recoveries from LMRFA £ 17407730 § 943 340
Due to (from) affihates:

LMA $ 487,485 % 308.244

RMI 223 138 174,903

LMRYFA 223673 | 265.514)

A 934,296 $ 307.633




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

2. RELATED PARTY TRANSACTIONS (continued)

(b) Note Receivable

LMA had a variable rate note agreement with the Fund. The note bears an interest rate equal to the
average investment return yielded by the Fund on its other investments at December 31, 2001. LMA
made monthly payments of $20,425 due the first day of each month based on a 360 month
amortfization. Collateral for this note was a building owned by LMA. The Fund earned interest of
$16,062 and $32,948 in respect to the note for the years ended December 31, 2002 and 2001,
respectively. During 2002, LMA repaid the remaining balance of this note. |

(c) Premium Rebates

During 2002, the Fund’s participants used $2,200 of uneamed credits. During 2001, the Fund's
participants used $89,605 of unearned credits. This amount 1s included in uneamed premiums at
December 31, 2001 and was recognized as premium income during 2002.

3. CLAIMS EXPENSE AND UNPAID CL.AIMS LIABILITY

- The following represents changes in the aggregate unpaid claims liabilities for the Fund for the years
ended December 31, 2002 and 2001:

2002 2001
(Amounts in thousands)
Liability for unpaid losses at beginning of year (gross) $ 14940 § 13,942
Less: Remsurance recoverables 7.511 6.554
Liability for unpaid losses at beginning of year (net) 7.429 7,388
Net incurred related to:
Current year 3423 3,243
Prior years 1.001 1,056
Total incurred 4.424 4.299
Net paid related to:
Current year 693 578
Prior years 3.644 3,680
Total paid 4,337 4,258
Liability for unpaid losses at end of year (gross) 16,957 14 940
Remsurance recoverables 0 441 7.511

Liability for unpaid losses at end of year (net) $ 7,516 3 7,429




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

3. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY (continued)

In addition to the unpaid claims covered by the Fund’s reinsurer, there are $657,280 and $62,742 of paid
claims which are recoverable from the reinsurer at December 31, 2002 and 2001, respectively.

The Fund's claims payable have been discounted for December 31, 2002 and 2001, based on the Fund's
anticipated payout patterns and a discount rate assumption of 5.8% which management expects to

approximate the imnterest eamings over the payout period. The effect of the reserve discounts was
$681,000 and $776,000 at December 31, 2002 and 2001, 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 agencies shall be limited
to institutions i Louisiana unless a higher rate can be obtained in an out-of-state institution. Deposits in
financial institutions may ¢xceed the federally msured amount 1n 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 question. In regard to deposits and

investments, the Fund is in compliance with these revised provisions as of and during the period ended
December 31, 2002 and 2001.

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.
"Uninsured" deposits are those balances in excess of federal depository insurance or pledged collateral.

2002 2001
Insured $ 49784 $ 309,005
Uninsured . -
$ 49784 $ 309,005

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 1ts agencies, as well as financial institutions.
Included 1n mvestments are certificates of deposit, money market accounts and repurchase agreements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

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
mnvestments for which the securities are held by the broker or dealer, or by its trust department or agent,
but not m the Fund’s name. The amortized cost of the Fund's investments are $12,007,698 and
$12,212,571 at December 31, 2002 and 2001, respectively. The estimated fair value of investments by
secunity type at December 31, 2002 and 2001 are as follows:

2002 2001 Category
Money market accounts 5 114,878 § 495,685 -
U.S. Government Agency obligations 12,614,876 11,886,581 1
1J.S. Treasury securities 65,406 59.141 1

$ 12,795,160 $12.441,407

The U.S. Government Agency obligation investments arc 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 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 strips, collateralized mortgage obligations, and floating rate securities. These derivative
investments are interest rate sensitive and, as a result, could experience future market fluctuations.

The scheduled contractual maturities of mvestments held at December 31, 2002 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 $ 114,878 § 114 878
Due after one year through five years 5,536,545 5,844,876
Due after five years through ten years 2,973,925 3,340,518
Due after ten years 3.382.350 3.494 888

$ 12007698 $ 12795160




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

Investment income for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 665,989 $ 833,232
Realized gains — net 61,809 116,323
Unreahized gains arising duning the year - net 558,625 117.547

$ 1,286.423 $ 1,067,102

5. REINSURANCE POLICY COVERAGE

During the years ended December 31, 2002 and 2001, LMRFA provided reinsurance to LMRMA Public
Liability Fund with the following limits:

ItemI: $5,000,000 annual aggregate excess of 65% of earned normal premium
Item II: $400,000 each and every loss i 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 Louistana municipalities. Although premiums billed to the participants are
determined on an actuarial basis, ultimate liability for claims remains with the participants.

Prior to 1993, Lowsiana law limited the ltability of the municipalities to $500,000 per occurrence. During
1993, the Louisiana Supreme Court revoked this limit. The above "specific remsurance limits" 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, 2002 and 2001:

2002 2001
Assets $ 39476960 § 36,076,882
Liabilities (_ 14.867.510) (__13.052.685)

Retained Earnings F 24609450 § 23024197




DECEMBER 31, 2002

SCHEDULE

LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
PUBLIC LIABILITY FUND

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

(net of loss assumed by remsurers) mncurred by the Fund as of the end of 2002 and as of the end of each of the last nine years.

2002 2001 2000 1999 1998 1997 1996 ' 1995 1994 1993
(in thousands)
ENP and mvestment
income b 7,236 6,547 6,724 5023 § 7416 % 8,198 % 7,729 % 1605 § 7,179 § 7,170
Operating costs
unallocated 3,253 2,853 2,766 2,438 3,452 3,497 3,499 3,376 3,213 3,247
Estimated incurred
claims and claims
expense, end of
policy year 4,686 3,753 2,999 2,988 4,039 4,545 4,583 4,243 3,976 3,930
Paid {cumulative)
as of’
End of policy
year 693 578 499 460 687 655 630 463 528 409
One year later - 1,358 1,079 1,341 1,354 1,362 1,379 1,216 1,625 1,105
Two years later - - 1,804 2,574 2,528 2,343 2,137 2,815 2,482 2,019
Three years later - - - 3,189 3,228 3,146 2,999 3,524 3,119 2,575
Four years later - - - - 3.604 3,570 3432 3,696 3,400 3,027
Five years Iater - . - - - 3,865 3,765 4174 3,510 3,286
Six years later . - - - - - 3,838 4,202 3,630 3,348
Seven years later - - - - . - - 4,390 3,710 3,423
Eight vears later - - - . - - - - 3,786 3,433
Nine years later - - - - - - - - - 3,424
Re-estimated incurred
claims and claims
expense:
End of policy
year 4,686 3,753 2,999 2,988 4,039 4 545 4,583 4,243 3,976 3,930
One year later . 3,812 3,225 3,633 3,950 4,545 4,583 4243 3,976 3,930
Two years later - - 3,062 3,917 4,065 3,769 4,583 4,243 3,976 3,930
Three years later - - - 3,991 4,140 3,969 3,763 4,243 3,976 3,930
Four years later - - - - 4 281 4,136 4,044 4117 3,976 3,930
Five years later - - - - - 4,251 4 062 4 436 3,782 3,930
Six years later - - - - - - 4,139 4 456 3,839 3,491
Seven years later - - - - . - - 4.570 3,853 3,535
Eight years later . - - - - - - - 3,909 3,525
Nine years later - - - - - - - - - 3477
Increase(decrease) in
estimated mcurred claims
and expense from
end of policy
year - 59 63 1,003 242 (294) (444) 327 (67) (453)

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

See accompanying independent auditors' report.
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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

Louisiana Municipal Risk Management Agency
Public Liability Fund

We have audited the financial statements of Loutsiana Municipal Risk Management Agency -~ Public Liability
Fund as of and for the year ended December 31, 2002, and have issued our report thereon dated June 18, 2003.
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 Governmenr Auditing Standards, issued by the
Comptroller General of the United States.

Compliance

As part of obtaining reasonable asgurance about whether the Fund’s financial statements are free of matenial
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 opiion on the financial statements and
not to provide assurance on the internal control over financial reporting. Qur consideration of the intermal 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 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 penod 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 Lousiana Municipal Risk Management Agency —
Public Liability Fund, the Loutsiana 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.

%mﬁ%mﬁ ;" /L/M
Baton Rouge, Louisiana
June 18, 2003
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Postlethwaite & Netterville

_ A Professional Accounting Corporation
Associated Offices in Principat Cities of the United 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, 2002 and 2001,
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. Qur
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 matenial msstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accountmg 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 opimion, the financial statements referred to above present fairly, in all matenal respects, the financial
position of Louisiana Municipal Risk Management Agency - Workers' Compensation Fund as of
December 31, 2002 and 2001, and the results of its operations and its cash flows for the years then ended in
conformity with accounting priniciples generally accepted in the United States of Amenica.

In accordance with Government Auditing Standards, we have also issued a report, dated June 18, 2003, 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 1s 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, 2002 and 2001, has been subjected to the auditing procedures applied in the audit of the

financtal statements and in our opintor, 1s fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

Baton Rouge, Louisiana
June 18§, 2003

8550 United Plaza Blvd, Suite 1001 +  Baton Rouge, LA70809 »  Tel:225.922.4600 -  Fax: 225.922.4611




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY

WORKERS' COMPENSATION FUND

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001
ASSETS
2002
Investments {note 4) $ 29 382,241
Accounts receivable 1,631,700
Reinsurance receivable (note 3) 115,824
Due from affiliates - net (note 2) -
Accrued interest receivable 329,513

2001

$ 31,459,278

$

25,932,446
1,423,115
250,343
588,890
316,395

LIABILITIES AND RETAINED EARNINGS

28,511,189

Liabilities:
Unpaid claims liability (note 3) $ 4,083,000
Uneamed premums 582,562
Due to affiliates - net (note 2) 260,339
Accounts payable and accrued expenses 879,271
5,805,172
Retained earnings 25,654,106

4,295,000
464,409

888,763

$ 31,459,278

See accompanying notes to financial statements.

5,648,174

22.863,015

28,511,189




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMFPFENSATION FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
YEARS ENDED DECEMBER 31. 2002 AND 2001

2002 2001
REVENUES:
Premium income 4283725 3,585,987
Investment income (note 4) 2,527,146 1,979 856
Total revenue 6,810,871 5,565,843
EXPENSES:
Clamms expense (note 3) 2,326,464 2,683,703
Administrative fees (note 2) 472,958 367,229
Service agent fees (note 2) 540,524 419,691
Reinsurance premmums {(note 2) 378,367 293,783
Second Injury Fund assessment 200,626 295,433
Office of Workers’ Compensation assessment 52,002 40,674
Miscellaneous 48,839 34,931
Total expenses 4,019,780 4,135,444
Net income 2,791,091 1,430,399
Retamed earnings, beginning of year 22,863,015 21,432,616
Retained earnings, end of year $ 25,654,106 $ 22,863,015

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Cash flows from operating activities:
Net income $ 2,791,091 $ 1,430,399
Less adjustment for investment income (2,527,146) (1,979,856)
263,945 (549,457)
Adjustments to reconcile net income to
net cash provided by (used in) operations:
Change in receivables and reinsurance receivable (74,066) (319,994)
Change i unpaid claims hability (212,000) 513,000
Change in accounts payable, accrued expenses
uunearned premiums and due from affiliates 957,888 (191,386)
Total adjustments 671,822 1,620
Net cash provided by (used in) operating activities 935,767 (547,837)
Cash flows from investing activities:
Investment interest received 1,720,809 1,606,877
Purchases of mvestments (8,860,588) (25,942,276)
Proceeds from sales and maturities of investments 6,204,012 24,883,236
Net cash (used in) provided by investing activities (935,767) 547 837
Net change 1n cash - -
Cash, beginning of year - -
Cash, end of year $ -~ $ -

See accompanymng notes to financial statements.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1.  SIGNIFICANT ACOUNTING POLICIES

(a) 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 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 m the state of Louistana are eligible to participate. The LMRMA-
Workers’ Compensation Fund (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, 2002 and 2001, there
were 203 and 185 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. L.MA acts as the
administrator for LMRMA.

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

Louistana 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 remsurance. 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 1s presented as a separate "stand alone” entity in accordance with GASB 10 and 14.

(b)  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.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACOUNTING POLICIES (continued)

(c) 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 matunty 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 and Treasury
obligations.

(d) 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 m 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 provides workers’ compensation coverage to members for claims mcurred 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
coverage involved. Estimated amounts of reinsurance recoverable on unpaid clatms are deducted
from the liability 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 in computing
claims liability does not necessarily resuit 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 expense in the periods in which they are made. The carryimng 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 incurred. Such reserves have been
discounted at 5.8% at December 31, 2002 and 2001, respectively.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACOUNTING POLICIES (continued)

() Statement of Cash Flows

For the purposes of the statements of cash flows, cash includes cash m 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 mvestments.

(g) 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 1t 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 is probable that those risks will not be covered by
reinsurers. As of May 1, 1986, LMRFA became the reinsurer for the Fund.

(h) Income Taxes

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

(i)  Insurance Related Assessments

The Fund is 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
in the year such information is available.

(i)  Use of Estimates

Management of the Funds 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 difter 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 experience
differs matenially for these estimates and assumptions, the financial statements could be aflected.

(k} Reclassifications

Certain items in the 2001 financial statements have been reclassified to be comparative to the 2002
presentation.

-7 -
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LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

2. RELATED PARTY TRANSACTIONS

I.MA, 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:

2002 2001

Expenses (and current fee structure):

Administrative fee - LMA (8.75% of ESP) § 472,958 § 367,229

Service Agent - RMI (10.0% of ESP) $ 540,524 % 419,691

Reinsurance - LMRFA (7.0% of ESP) $ 378367 § 293,783
Reinsurance recoveries from LMRFA $ 413,192 § 783,570
Due (to) from affihate:

LMA $  (172,958) $ (67,232)

RMI (39,385) 240,247

LMRFA (47,996) 415,875

$ (260,339) § 588,890

3. CLAIMS EXPENSE AND UNPAID CLAIMS LIABILITY

The following represents changes in the aggregate liabilities for the Fund for the years ended December
31, 2002 and 2001:

2002 2001
(Amounts in thousands)

I iability for unpaid losses at beginning of year (gross) % 9107 § 8,969
Less: Remsurance recoverables 4.812 5,187
Liability for unpaid losses at beginning of year (net) 4,295 3,782
Net mcurred related to:

Current year 1,959 1,544

Prior years 367 1,140

Total incurred 2,326 2,684
Net paid related to:

Current year 643 499

Prior years 1,895 1.672

Total paid 2,938 2.171
Liability for unpaid losses at end of year (gross) 9,021 9,107
Reinsurance recoverables 4.938 4.812
Liability for unpaid losses at end of year (net) $ 4083 § 4,295




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 $115,824 and $250,343 of paid claims
which are recoverable from the reinsurer at December 31, 2002 and 2001, respectively.

The Fund's claims payable have been discounted for December 31, 2002 and 2001, based on the Fund's

anticipated payout patterns and a discount rate assumption of 5.8% which management expects to

approximate the interest earnings over the payout period. The effect of the reserve discounts was
$923.000 and $926.000 at December 31, 2002 and 2001, 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 1n
financial institutions may exceed the federally insured amount it 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 institution. In tegard to deposits and

investments, the Fund is in compliance with these revised provisions during the years ended December 31,
2002 and 2001.

Under Rule Number 4 of the Commuissioner of Insurance, State of Louisiana, the Fund may mvest 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-transferring cash as needed from investments to
support disbursements. Consequently, a zero cash balance 1s 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 secunties are held by the broker’s or
dealer’s trust department or agent i 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 $27,779.416 and

$25,242 344 at December 31, 2002 and 2001, respectively. The estimated fair value of investments by
security type at December 31, 2002 and 2001 are as follows:

2002 2001 Category
Money market accounts $ 1,298,687 $ 451,913 -
U.S. Government Agency
Obligations 11,152,085 11,804,759 |
U.S. Treasury obligations 16,931,469 13,675,774 1

§ 29382241 $ 25,932,446




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

Included 1n investment balances as of December 31, 2002 and 2001 are derivative investments. These
mvestments included U.S. Treasury strips, collateralized mortgage obligations, and floating rate securities.

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

The scheduled confractual maturities of mvestments held at December 31, 2002 are shown below.
Expected maturities will differ from contractual maturities because borrowers may have the nght to call or
prepay obligations with or without call or payment penalties.

Amortized Estimated Fair

Cost Value
Due in one year \ 2,690,738 § 2,697,251
Due after one year through five years 11,113,192 11,972,468
Due after five years through ten years 9,479,785 0.924.199
Due after ten years 4,495,701 4,788,323

$ 27,779416 § 29,382,241

b e e S o ——

Investment income for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 1,485246 $ 1,510,036
Realized gains — net 129,178 255,970
Unreahized gains arising during the year 012,722 213.850

A 2,527,146 §___1.979.856

5. REINSURANCE POLICY COVERAGE

During the years ended December 31, 2002 and 2001, LMRFA provided excess reinsurance to the Fund
with the following limits:

Jtem I: $2,000,000 annual aggregate in excess of 80% of earned normal premium

Item II: $2,000,000 cach 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 premmums billed to the participants are determined on an actuarial basis, ultimate Hability for
clamms remain with the participants.




LOUISIANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

5. REINSURANCE POLICY COVERAGE (continued)

The following are condensed balance sheets for LMRFA at December 31, 2002 and 2001.

2002 2001
Assets § 39.476,960 $ 36,076,882
Liabilities ( 14.867.510) (__13.052,685)
Retained earnings $ 24,609,450 $ 23,024,197

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

ftem 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 reinsurer is only responsible for those claims mcurred subsequent to January 1, 1995.
LMRFA is the reinsurer for the claims incurred during the years prior to January 1, 1995,

_11 -
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LOUISTANA MUNICIPAL RISK MANAGEMENT AGENCY
WORKERS' COMPENSATION FUND

SCHEDULE
DECEMBER 31, 2002

The table below illustrates the Fund's earned normal premium and investment income compared to related costs and claims
expense incusred by the Fund as of the end of 2002 and as of the end of each of the last nine years.

2002 2001 2000 1999 1998 1997 1996 ¥ 1995 1994 1993
(in thousands)
ENP and invest-
ment income $ 6811 5 5566 $ 5801 % 4369 %5 8896 $ 8,805 % 3094 § 9506 § 9569 § 03886
Operating costs,
unallocated 1,693 1,452 1,445 1,502 3,327 2,836 2,889 3,380 2,991 3,136
Estimated incurred
clamms and expense,
end of pelicy year 2,146 1,700 2,184 1,473 4,621 4,979 5,811 6,512 6,352 7,041
Paid (curmulative) as of:
End of policy year 643 499 716 463 469 311 725 1,007 819 1,033
One year later - 1,093 1.475 1,074 1,067 1,377 1,218 1,940 1,736 2,109
Two years later - - 1,965 1,424 1,459 1,726 1,280 2,276 2,137 2,611
Three years later - - - 1,499 1,541 1,937 1,376 2,480 2,456 2,989
Four years later - - - - 1,654 2,037 1,388 2,620 2,511 3,129
Five years later . - - - - 2,135 1,449 2,693 2,633 3,157
Six years later - - - - - - 1,482 2,740 2,671 3,166
Seven years later - - - . - - - 2,783 2,693 3,213
Eight years later - - - - - - - - 2,708 3,253
Nine years later - - . - - - . . - 3,315
Re-estimated mcurred
clauns and claims
expense:
End of policy year 2,146 },700 2,i84 1,473 4,621 4,979 5,811 6,512 6,352 7,04]
One year later - 1,760 2,821 1,638 1,811 5,409 5,811 6,413 6,670 6,770
Two years later - - 2,606 1,792 2,078 2,342 5,882 6.413 6,671 7,163
Three vears later - - - 1,884 2,051 2,311 1,664 6,593 6,670 7.163
Four years later - - - - 2,005 2,363 1,601 3,038 6,670 7,163
Five years later - - - - - 2,446 1,601 3,031 2,906 7,163
Six years latex - - - - - - 1,641 3,071 2,916 3,492
Seven years later - - - - - - - 3,002 2,922 3,476
Eight vears later - - - - - - - - 2,857 3,486
Nine years later - - - - - - - - - 3,500
Increase (decrease) in
estimated incurred
claims and expense
from end of policy
year - 60 422 411 (2,616) (2,533) {(4,170) (3,510) (3,455) (3,541)

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

See accompanying independent auditors” report.
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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
Louisiana Municipal Risk Management Agency
Workers’ Compensation Fund

We have aundited the financial statements of Louisiana Municipal Risk Management Agency - Workers’
Compensation Fund as of and for the year ended December 31, 2002, and have issued our report thereon
dated June 18, 2003. 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 Unmited 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
staternent amounts. However, providing an opinion on comphiance 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 Fmancial 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 internal control
over financial reporting that might be material weaknesses. A material weakness is a condition 1n which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the misk 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 mvolving the intermal 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 Risk Management Agency -
Workers’ 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
spectfied parties.

Fostditdssuite & 7ottt

Baton Rouge, Lowsiana
June 18, 2003
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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, 2002 and 2001 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 opimion, the financial statements referred to above present fairly, m all material respects, the financial
position of Louisiana Municipal Reserve Fund Agency as of December 31, 2002 and 2001, 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 June 18, 2003, on our
consideration of the Fund’s internal control over financial reporting and our tests of its comphiance 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 tor purposes of additional analysis and is not a
required part of the basic financial statements. The information pertaining to the years ended December 31,
2002 and 2001 has been subjected to the auditing procedures applied in the audits of the financial statements

and, 1n our opinton, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Dt lithnits 4 puttieell

Baton Rouge, Louisiana
June 18, 2003
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LOUISTIANA MUNICIPAL
RESERVE FUND AGENCY

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2001 _

Cash (note 4) $ 100,096 $ 100,142
Investments (note 4) | 38,211,037 35,548,600
Accrued interest receivable 411,298 367,770
Other receivables 5,604 32,817
Due from affiliates (note 2) 526,868 -

Reinsurance recetvable 222 057 27,553

$ 39476960 $ 36,076,882

LIABILITIES AND RETAINED EARNINGS

Liabilities:
Unpaid claims liability (note 3) $ 14,379,000 $ 12,323,000
Unearned premiums 32,023 33,590
Due to affiliates (note 2) - 681,388
Accrued expenses o 456,487 14,707
14,867,510 13,052,685
Retained earnings 24,609,450 23,024,197

§ 39476960  $ 36,076,882

e e

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
REVENUES:
Premium income {(note 2) $ 1,959,736 $ 1,715,043
Investment mncome (note 4) 3,364,499 2,574,977
Total revenues 3,324 235 4,290,020
EXPENSES:
Claims expense (note 3) 3,676,101 2,528,469
Reinsurance premium - 237,825
Maiscellaneous 62,881 56,151
Total expenses 3,738,982 2,822,445
Net income 1,985,253 1,467,575
Retained earmings, beginning of year 23,024,197 21,556,622
Retained earnings, end of year $ 24,609,450 § 23,024,197

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2002 AND 2001

Cash tlows from operating activities:
Net income

Less adjustment for investment income

Adjustments to reconcile net income to net
cash used 1n operations:

Change in due to affiliates, reinsurance
receivable, other recetvables

Change in unpaid claims liability

Change in unearned premiums
remsurance payable, and accrued
expenses

Total adjustments
Net cash used in operating activities
Cash flows from investing activities:
Purchases of investments
Proceeds from sales or maturities of investments
Investment interest received
Net cash provided by investing activitics
Net change m cash

Cash, beginning of year

Cash, end of year

Sce accompanying notes to financial statements.

2002

$ 1,585,253
(3,364,499)

(1,779,246)

(1,375,547)
2,056,000

440,213

1,120,666

(658,580)

2001

§ 1,467,575
(2,574,977)

(1,107,402)

(41,695)
582,000

(5,028)

335,277

(10,303,677)
9,047,078
1,915,133

(572,125)

658,534

(46)

100,142

(19,714,564)
18,227,111
2,059,319

571,866

3 100,096

(259)

100,401

\) 100,142




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

(a) Background and Financial Statement Presentation

Louisiana Municipal Reserve Fund Agency (LMRFA or the Fund) 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 LMA. LMRFA reinsures the Louisiana Municipal Risk Management Agency (LMRMA)
Public Liability and Workers' Compensation Funds. During 2002 and 2001, LMRFA also reinsures
two and three municipalitics, respectively. Effective January 1, 2003, the Fund insured the
LMRMA Accident and Health Insurance Fund.

LMRMA was formed under Louisiana 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 eligible to participate. The program’s general objectives are to formulate, develop,
and admnister, 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 lossg
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.

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

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

Risk Management, Inc. (RMI) is a third-party service agent primarily for LMRMA insurance funds
and LMRFA. RMI, a Louisiana Corporation, is 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 each entity is presented as a separate "stand alone" entity in accordance with GASB 10 and
GASB 14.

(b) 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.




LOUISIANA MUNICTPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

1.  SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) 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 1s 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. Govemment Agency and
Treasury obligations.

(d) Premium Income

The premium mcome of LMRFA collected in the current year is based on a percentage of premium
of LMRMA workers' compensation and public liability funds (see note 2). Pursuant to the
reinsurance agreements, the LMRMA Funds are responsible for all of LMRFA’s claims servicing
and admimistrative costs. For the years ended December 31, 2002 and 2001, LMRFA provided
reinsurance directly to municipalities for a total premium of $84,827 and $108,300, respectively.

The costs associated with new and renewal contracts, as acquisition costs, are immaterial to the
financial statements and are expensed when incurred.

(e¢) 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 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 in
doctrines of legal habihty, and damage awards, the process used in computing claims habilities
does not necessarily result m 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 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 1n the financial statements. Such reserves have been discounted at 5.8% at December
31, 2002 and 2001.

() Statement of Cash Flows

For the purpose of the statements of cash flows, cash includes cash m-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

1. 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 Umted States of America. Actual results could differ from
those estimates and assumptions. For example, significant estimates and assumptions are used m
estimating its insurance liabilities, fair values of investments and accruals. If future experience
differs materially for these estimates and assumptions, the financial statements could be affected.

2. RELATED PARTY TRANSACTIONS

LMA, RML, LMRMA 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 earned standard premiums (ESP) as follows:

Fee
Basis 2002 2001
Premum mcome:
LMRMA:
Public Liabiiity 18.0% ESP § 1,496,542 3 1,312,959
Workers' Compensation 7.0% ESP 378,367 293 783
$ =____1,874,909 $ 1,606,743
Due from (to) affihates:
I MRMA:
Public Liability $ 223673 % (265,713)
Workers” Compensation 47,995 (415,875)
RMI 255,200 -

$ 526868 % (681388)




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

3. 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, 2002 and 2001:

2002 2001
(Amounts in thousands)

Liability for unpaid losses at beginning of year (gross) $ 12,323  § 11,741
Less: Reinsurance recoverables (net) - -
Liability for unpaid losses at beginning of year (net) 12,323 11,741
Net incurred related to:

Current year 2,875 1,830

Prior years 801 698

Total mcurred 3.676 2,528
Net paid related to:

Current year - -

Prior years 1,620 1,946

Total paid 1,620 1,946
Liability for unpaid losses at end of year (gross) 14,379 12,323
Reinsurance recoverables (net) - -
Liability for unpaid losses at end of year (net) $ 14,379 12,32

The Fund’s claims payable have been discounted for December 31, 2002 and 2001 based on the Fund’s
anticipated payout patterns and a discount rate assumption of 5.8%, which management expects to

approximate the mterest earnings over the payout period. The effect of the reserve discounts was
$5,116,000 and $4,397,000 at December 31, 2002 and 2001, respectively.

4. DEPOSITS AND INVESTMENTS

LMRFA must comply with Rule Number 4 of the Commissioner of Insurance, State of Louisiana.
According to Rule Number 4, ail deposits in financial institutions made by this fund shall be limited to
institutions in Louisiana unless a higher rate can be obtained m 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 was in compliance with these revised provisions during the years ended December
31, 2002 and 2001.

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. "Uninsured” deposits
are those balances in excess of federal depository imsurance or pledged collateral.




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

2002 2001

Insured $ 100,096 § 100,142
Uninsured

$ 100,096 $ _ 100.142

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 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 $35,972,335 and
$34,734,220 at December 31, 2002 and 2001, respectively. The estimated fair value of investments by
type at December 31,2002 and 2001, are as follows:

2002 2001 Category
Money market accounts 5 1,114,241 § 2,205,517 -
U.S. Government Agency
obligations 28.790.024 26,567,677 1
U.S. Treasury obligations 8,306,772 6,775,406 1

$ 38,211,037 § 35,548,600

Included in imvestment balances as of December 31, 2002 and 2001 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 experience
future market value fluctuations.




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

4. DEPOSITS AND INVESTMENTS (continued)

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

Amortized Estimated
Cost Fair
Value
Due in one year $ 4,081,732 $ 4,094,714
Due after one year through five years 13,689,712
14,705,764
Due after five years through ten years 8,402,250 9,237,468
Due after ten years 0,798,641 10,173,091
$35972,335  $38.211,037

Investment mcome for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 1,825,559 $ 1,991,614
Realized gams — net 114,618 153,336
Unrealized gains artsing during the year 1,424,322 430,027

$ 3,364,499 $ 2.574.977

5. REINSURANCE POLICY COVERAGE

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




LOUISIANA MUNICIPAL
RESERVE FUND AGENCY

NOTES TO FINANCIAL STATEMENTS

5. REINSURANCE POLICY COVERAGE. (continued)

Assumed:

For the years ended December 31, 2002 and 2001, LMRFA provided excess reinsurance to LMRMA
Pubhic Liability and Workers' Compensation Funds with the following limts:

Workers' Compensation Fund

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

Public Liability Fund

Item I $5,000,000 annual aggregate in 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 LMRMA Accident and Health Fund obtained commercial reinsurance effective January 1, 1995 and
1s not covered by LMRFA. As of December 31, 2002 and 2001, the Fund had no outstanding reserves

related to the LMRMA Accident and Health Fund. Effective January 1, 2003, the Fund began providing
reinsurance to the LMRMA Accident and Health Fund.

As of December 31, 2002 and 2001, LMRFA also provides reinsurance for 2 and 3, respectively,

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

Ceded:

LMRFA obtained commercial remsurance 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, 2002 and 2003,

the LMRFA did not renew this reinsurance. For the year ended December 31, 2001, LMRFA obtained
reinsurance with the following coverage:

Workers' Compensation Fund

Item I $2,000,000 annual aggregate

[tem II: $1,000,000 each and every loss mn excess of $50,000 each and every loss up to
$750,000

No reinsurance 1s obtained for the Public Liability Fund coverage.

_1] -
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LOUISTANA MUNICIPAL
RESERVE FUND AGENCY,

SCHEDULE

DECEMBER 31,2002

The table below illustrates the Fund's eamed normal premium and investment income compared to related costs and claims expense incurred by
the Fund as of the end of 2002 and as of the end of each of the last nine years.

ENP and investinent
mcome

Operating costs,
unallocated

Estimated imcurred
claims and expense,
end of policy year

Paid {comulative) 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 incurred
claims and clatms
gxpense:

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

Increase (decrease) in
estimated incurred
claims and expense
from end of policy
year

2002 2001
5,324 4290 $
63 294

3,710 2 309

- 413
3,710 2,309

- 2,305

- (4)

2000 1999
4,586 2,591
293 - 135
1,783 1,983
69 431
300 737
- 910
1,783 1,983
1,624 2,319
1,570 3,080
- 3,842
{213} 1,859

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

Sce accompanying independent auditors’ report.

1993 1997 1996 1995 1994
(in thousands)
4,474 5.004 4,142 4,327 4,443
407 483 415 427 20
2,302 3,901 3,887 3,793 4,144
- 140 - ; 195
- 140 - _ 487
775 252 69 183 490
859 555 247 1,289 542
931 571 650 1,350 1,155
. 750 1,277 1,423 1,166
. ] 1,281 1,585 1,172
. - - 1.797 1312
] . - - 1312
2,302 3,901 3.887 3,793 4,144
2.352 2.016 2.083 2.293 4.230
2.434 1,906 1.367 3,818 2,304
2.167 1,630 1,574 3,367 2.010
2.222 1,434 1,795 3.099 2.219
- 1,556 1,796 2.795 2.168
- ] 1,785 2739 2,282
. ; . 2,678 2171
- - . R 2.180
(80)  (2,345) (2,102)  (1,115)  (1,964)

1993

4,897

17

3:130

627

627
1,175
1,265
1,446
2,104
2,136
2,621
2,661
2,733

3,130
3,792
3,146
2,973
3,178
3,388
3.032
3,292
3.133
3,253

123



Postlethwaite & Netterville

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

WWW.pnepa.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 Reserve Fund Agency:

We have audited the financial statements of Louistana Municipal Reserve Fund Agency (the Fund) as of and
for the vear ended December 31, 2002, and have issued our report thereon dated June 18, 2003. 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 matenal 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. Qur 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 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 intermal control over financial
reporting and its operation that we consider to be matenial weaknesses.

This report 1s intended solely for the information and use of Louisiana Municipal Reserve Fund Agency, the
Louisiana Legislative 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.

- / ,
a‘.ﬁ < /'/
/
Baton Rouge, Louisiana

June 18, 2003
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LOUISIANA MUNICIPAL ASSOCIATION

UNEMPLOYMENT COMPENSATION FUND

FINANCIAL STATEMENTS

DECEMBER 31, 2002
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A Professional Accounting Corporation
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INDEPENDENT AUDITORS’ REPORT

Officers and Trustees
Louisiana Municipal Association
Unemployment Compensation Fund

We have audifed the accompanying balance sheets of Louisiana Municipal Assoctation - Unemployment
Compensation Fund (a quasi-public organization) (the Fund) as of December 31, 2002 and 2001, and the
related statements ot 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 Lounisiana Municipal Association - Unemployment Compensation Fund as of December 31, 2002
and 2001, 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 June 18, 2003, 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.
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Baton Rouge, Louisiana

June 18, 2003
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LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

BALANCE SHEETS
DECEMBER 31, 2002 AND 2001

ASSETS
2002 2001
Cash (note 3) $ 20,861 ! 104,388
Investments (note 3) 3,451,402 6,978,837
Accounts recetvable 43,517 57,348
Accrued interest recervable 41,062 86,050

$ 3,556,842 $ 7,226,623

LIABILITIES AND RETAINED EARNINGS

Liabihities:
Unpaid claims liability (note 4) 3 100,000 $ 100,000
Accrued expenses 78,397 14,211
Policyholder dividend payable (note 2) - 191,490
178,397 305,701
Retained earnings 3,378,445 6,920,922

$ 3556842 $ 7.226,623

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
REVENUES:
Premium mcome $ 205,912 212,679
Investment income 279577 523,866
Total revenues 485,489 736,545
EXPENSES:
Claims expense (note 4) 353,758 275,081
Service agent fees 23,489 23,843
Actuarial and professional fees 27,989 ~
Policyholder dividend (note 2) - 191,490
Miscelaneous 5,730 16,228
Total expenses 410,966 506,642
Net income 74,523 229.903
Excess fund distribution (note 2) (3,617,000) -
Retained earnings, beginning of year 6,920,922 6,691,019
Retained earnings, end of year $ 3,378,445 $ 6,920,922

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2002 AND 2001

2002 2001
Cash flows from operating activities:
Net income $ 74,523 $ 229,903
Less adjustment for investment income (279,577) (523,866)
_ (205,054) (293,963)
Adjustments to reconcile net income
to net cash used in operations:
Changes in operating assets and liabilities:
Accounts receivable 13,831 21,571
Unpaid claims hability - 37,519
Accrued expenses and dividend payable (127,304) 5,814
Total adjustments (113,473) 84,904
Net cash used in operating activities (318,527) (209,059)
Cash flows from investing activities:
Purchases of investments (1,395,428) (3,823,798)
Proceeds from sale or maturity of investments 4,944,404 3,665,077
Interest income received | 303,024 435,871
Net cash provided by investing activities 3,852,000 277,150
Cash flows from financing activities:
Distribution of excess funds (3,617,000) -
Net cash used in financing activities (3,617,000) -
Net change in cash (83,527) 68,091
Cash, beginning of year 104,388 36,297
Cash, end of year 3 20,861 $ 104,388

See accompanying notes to financial statements.




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

(@) Background and Financial Statement Presentation
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 performed by a contracted service provider and
oversight 1s vested in the Executive Board of Louisiana Munictpal Association.

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

1s incorporated as a nonprofit corporation under the laws of the State of Louisiana. LMA acts as
the admimstrator for the Fund.

As of December 31, 2002, there were approximately 6,600 participants and 136 participating

municipalitics. As of December 31, 2001, there were approximately 6,100 participants and 142
participating municipalities.

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

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

(b) Basis of Accounting

The Fund 1s considered an enterprise fund and, accordingly, uses the accrual method of
accourting 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 or contradict GASRB pronouncements.

(¢c) 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 investments.

(d) Investmenis

Investments are reported at estimated fair value except for short-term and money market
mvestments, 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
unrcalized gains and losses on mnvestments recorded at fair value are included in investment
mcome. Included in mvestments are deposits in money market accounts, investments in U.S.
Government Agency Obligations and Treasury and short-term repurchase agreements.




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES (continued)
(e¢) Unpaid Claims Liability

Claims expense consists of estimated amounts for claims mmcurred 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 habilities based on
estimates of the ultimate cost of claims that have been reported, but not yet settled.

() Income Taxes

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

(g} 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 1n estimate and are recognized in
the year they become known.

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

(h) Use of Estimates

Management of the Fund has made a number of estimates and assumptions relating to the
reporting of assets and labilities 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 1n 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.

2. 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,

In 2001, the LMA board approved a rebate of $191,490 of 2000 interest earnings to be paid to
members of the Fund in 2002. This rebate 1s to be prorated on premium payments for the year 2000
and paid to those municipalities that were members of the Fund as of December 31, 2000.




LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

3. CASH AND INVESTMENTS

Cash on deposit in banks is carried at cost. Money market accounts and repurchase agreements are

included in investments as their average maturity is 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 federal depository insurance or pledged collateral.
"Uninsured" deposits are those balances in excess of federal depository insurance. Bank account
balances as listed below are either insured or secured by collateral as follows:

2002 2001
Insured $ 20.861 § 100,000
Uninsured - 4,388
$ 20,861 § 104,388

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, cash and money market

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 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 tluctuations.

P&\ |
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LOUISIANA MUNICIPAL ASSOCIATION
UNEMPLOYMENT COMPENSATION FUND

NOTES TO FINANCIAL STATEMENTS

CASH AND INVESTMENTS (continued)

The amortized cost of the Fund’s investments 1s $3,308,312 and $6,842,978 at December 31, 2002 and
2001, respectively. The estimated fair value for investments by type at December 31 is as follows:

2002 2001 Category
Money market accounts $ 127452 $ 261,173 -
U.S. Government Agency obligations 1,275,292 2,661,813 1
U.S. Treasury securities 2,048,658 4,055,851 ]

$ 3451402 6,97

The scheduled contractual maturities of investments held at December 31, 2002 are shown below.
Expected matunties will differ from contractual maturities because borrowers may have the right to
call or prepay obligations with or without call or prepayment penalties:

Estimated
Amortized Fair
Cost Value
Due in one year $ 452,096 § 454,197
Due after one year through five years 1,228,706 1,293,508
Due after five years through ten years 1,057,752 1,106,790
Due after ten years 569,758 596,547

$ 3,308,312 § 3,451,042

Investment income for the years ended December 31, 2002 and 2001 consists of the following:

2002 2001
Interest income $ 209,759 $ 382362
Reahzed gains (losses) — net 62,587 40,079
Unrealized gains arising during the year 7.231 101,425

$ 279,577 $ 523,866




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 hability for the Fund for the years
ended December 31, 2002 and 2001:

2002 2001
(in thousands)

Unpaid claims liability
at beginning of year $ 100 $ 42

Incurred claims and claim adjustment
eXpenses
Provision for insured events of the

current year 354 275

Payments:
Claims and claim adjustment expenses
Afttributable to insured events of
current year 291] 175
Claims and claim adjustment expenses
Attributable to insured events of

Prior years 63 42
prior years 63 42
Total payments 354 217

Total unpaid claims hability

at end of year $ 100 $ 100
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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

Ofticers and Trustees
Lowsiana Municipal 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, 2002, and have issued our report
thereon dated June 18, 2003. 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 Umited 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 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 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 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 is a condition in which the
design or operation of one or more of the mtemal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be matenal 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 intermal control over financial
reporting and 1ts operation that we consider to be material weaknesses.

This report is 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.

Baton Rouge, Louisiana
June 18, 2003
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