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LOUISIANA PUBLIC EMPLOYEES
DEFERRED COMPENSATION PLAN

STATE OF LOUISIANA

Baton Rouge, Louisiana

We have audited the accompanying statement of net assets available for benefits of the
Louisiana Public Employees Deferred Compensation Plan as of December 31, 2002, and the
related statement of changes in net assets available for benefits for the year then ended.
These financial statements are the responsibility of the Louisiana Public Employees Deferred
Compensation Plan’s management. Our responsibility is to express an opinion on these
financial statements based on our audit. We did not audit the financial statements of the Stable
Asset Fund VII, an investment product managed by Great-West Life & Annuity Insurance
Company, which represents 51.8% of the total assets of the Louisiana Public Employees
Deferred Compensation Plan Pension Trust Fund. Those statements were audited by other
auditors whose report has been furnished to us, and our opinion, insofar as it relates to the
amounts included for the Stable Asset Fund VII, is based on the report of the other auditors.

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. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The financial statements of the Stable
Asset Fund VIl were not audited in accordance with Government Auditing Standards. 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 the
significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit and the report of the other auditors provide a
reasonable basis for our opinion.

In our opinion, based on our audit and the report of the other auditors, the financial statements
referred to above present fairly, in all material respects, the net assets available for benefits of
the Louisiana Public Employees Deferred Compensation Plan as of December 31, 2002, and
the changes in net assets available for benefits for the year then ended in conformity with
accounting principles generally accepted in the United States of America.
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Audit Report, December 31, 2002

In accordance with Government Auditing Standards, we have also issued our report dated
June 23, 2003, on our consideration of the Louisiana Public Employees Deferred
Compensation Plan’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, and contracts. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Management's discussion and analysis on pages 4 through 5 is not a required part of the basic
financial statements but is supplementary information required by the Governmental Accounting
Standards Board. We have applied certain limited procedures, which consisted primarily of
inquiries of management regarding the methods of measurement and presentation of the
supplementary information. However, we did not audit the information and express no opinion
on it.

Respectfully submitted,
Grover C. Austin,'CPA
First Assistant Legislative Auditor

CCR:WWD:THC:ss
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Our discussion and analysis of the Louisiana Public Employees Deferred Compensation Plan’s financial
performance provides an overview of the Plan’s financial activities for the fiscal year ended December 31,
2002. Please read it in conjunction with the Plan’s financial statements.

This annual report consists of a series of financial statements. The Statement of Net Assets Available for
Plan Benefits and the Statements of Changes in Net Assets Available for Plan Benefits provide
information about the activities of the Plan. These statements include all assets and liabilities using the
accrual basis of accounting. All of the current year’s revenues and expenses are taken into account
regardiess of when cash is received or paid.

Condensed Financial Information:

As of, and for As of, and for
the year ended the year ended
December 31, December 31, Percentage
2002 2001 Change
Total assets $429,942 807 $424,482,073 1.29%
Total liabilities (343,883) (40,937) 738.81%
Total net assets $429,599,424 $424,441,136 1.22%
Additions:
Contributions $64,586,122 $53,523,393 20.67%
Investment income (31,020,966) (27,045,441) (14.70%)
Total plan additions 33,565,156 26,477,952 26.77%
Deductions:
Benefit payments 27,688,178 20,214,874 36.97%
Administrative fees 607,529 2,125,040 (71.41%)
Other administrative expenses 111,161 135,485 (17.95%)
Total plan deductions 28,406,868 22,475,399 26.39%
Change in plan assets $5,158,288 $4,002,553

Analysis of balances and transactions of individual funds:

The Plan grew modestly in 2002 despite a third consecutive year of overall stock market declines.
Participant contributions to the Plan increased by 20.67% in 2002, as well as benefit payments to those
who retired and severed from employment. Overall, plan expenses declined by 68.2% in 2002,

While interest rates declined overall in 2002, participants enjoyed fixed income returns in the mid to upper
5% ranges. In August 2002, the assets of the two fixed funds (the Government Securities and
Guaranteed Funds) were merged into the Stable Value Fixed Income Fund, which continued to provide
safety in principal while offering full liquidity.



Description of currently known facts:

The passage of the Economic Growth and Tax Relief Reconciliation Act (EGTRRA) in June 2001 created
much opportunity for retirement savings and portability for individuals. In 2002, 143 employees
transferred assets from the Plan to their public retirement system to purchase service credits. Retirees
were able for the first time to transfer assets into IRA’'s and other tax-deferred plans, which slowed overall
Plan growth. EGTRRA created the opportunity for the Plan to attract rollover monies from other tax-
deferred plans and IRA’s, as employees took advantage of the new law to consolidate retirement monies.

The Commission, in fulfilling its fiduciary responsibilities, monitored the performance of the Plan’s core
variable investment options. With assistance by the Plan consultant, the Commission modified its
investment policy governing the fixed investment option, added four fund options, and closed four fund
options. In addition, the five Profile fund options were closed, with the assets re-invested in three custom
Profiles, uniquely created from the Plan’s core investment fund options.

Under the new contract with the service provider that commenced January 1, 2002, the reduction in Plan
administrative expenses by 6 has resulted in significant cost savings for participants.

Emery J. Bares
Chairman
Louisiana Deferred Compensation Commission
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LOUISIANA PUBLIC EMPLOYEES
DEFERRED COMPENSATION PLAN
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Statement of Net Assets Available for Benefits
December 31, 2002

ASSETS

Cash (note 2) $322,133

Investments (note 3) 428,039,771

Cash surrender value of life insurance (note 3) 910,646

Contributions receivable 557,818

Due from plan administrator (note 10) 112,439
Total assets 429,942,807

LIABILITIES

Accounts payable 343,383
Total liabilities 343,383

NET ASSETS AVAILABLE FOR BENEFITS $429,599,424

The accompanying notes are an integral part of this statement.
6



LOUISIANA PUBLIC EMPLOYEES
DEFERRED COMPENSATION PLAN
STATE OF LOUISIANA

Statement of Changes in Net Assets Available for Benefits
For the Year Ended December 31, 2002

ADDITIONS
Contributions:
Employee
Employer (note 4)
Investment income (note 5)
Total additions

DEDUCTIONS

Administrative fees (note 6)

Benefit payments

Other administrative expenses (note 10)
Total deductions

NET INCREASE
NET ASSETS AVAILABLE FOR BENEFITS, BEGINNING OF YEAR

NET ASSETS AVAILABLE FOR BENEFITS, END OF YEAF

The accompanying notes are an integral part of this statement.
7

Statement B

$63,998,114
588,008
(31,020,966)

33,565,156

607,529
27,688,178
111,161

28,406,868

5,158,288

424,441,136

$429,599,424
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DEFERRED COMPENSATION PLAN
STATE OF LOUISIANA

Notes to the Financial Statements
As of and for the Year Ended December 31, 2002

INTRODUCTION

As required by Louisiana Revised Statutes (R.S.) 42:1301-1308, the Louisiana Public
Employees Deferred Compensation Plan (the “Plan”) is supervised by the Louisiana Public
Employees Deferred Compensation Commission, a political subdivision of the State of
Louisiana within the executive branch of government. The commission is composed of seven
board members who serve without compensation. The Plan was established in accordance
with Section 457 of the Internal Revenue Code of 1986, as amended, for the purpose of
allowing employees and independent contractors of the state to voluntarily elect to contribute a
portion of their compensation into the Plan for the purpose of deferring the payment of federal
and state income taxes on the contributions until such time as they are withdrawn by the
participants. At December 31, 2002, there are approximately 32,141 participants in the Plan.
The commission has no employees.

On December 18, 2001, the commission selected, through a bid process, Great-West Life &
Annuity Insurance Company as the plan administrator for a term of eight years beginning on
January 1, 2002, with an option to extend the term through December 31, 2012.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. BASIS OF PRESENTATION

The accompanying financial statements have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP). The
Governmental Accounting Standards Board (GASB) is the accepted standard setting
body for establishing governmental accounting and reporting principles.

B. REPORTING ENTITY

Using the criteria in GASB Codification Section 2100, the Louisiana Public Employees
Deferred Compensation Plan has been defined as a related organization of the State of
Louisiana. Although four of the seven board members of the Plan are elected or
appointed officials of the State of Louisiana, the state is not financially accountable for
the Plan since, under Section 457 of the Internal Revenue Code (IRC), all assets and
income of the Plan are held in trust for the exclusive benefit of the participants and their
beneficiaries. In addition, administrative and investment services for the Plan are
provided by an insurance company.
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Notes to the Financial Statements (Continued)

The accompanying financial statements present information only as to the balances of
the Louisiana Public Employees Deferred Compensation Plan, a related organization of
the State of Louisiana. Annually, the State of Louisiana issues basic financial
statements which disclose the Plan as a related organization of the state. The basic
financial statements are audited by the Louisiana Legislative Auditor.

C. FUND ACCOUNTING

The Louisiana Public Employees Deferred Compensation Plan uses a pension trust fund
to report on its net assets and changes in net assets. Pension trust funds are used to
account for resources that are required to be held in trust for the members and
beneficiaries of employee benefit plans. The pension trust fund accounts for
contributions from participants and the employers, investment income, and benefits
distributed to participants.

D. BASIS OF ACCOUNTING

Basis of accounting refers to the timing of recognition of revenues and expenses in the
accounts and reporting in the financial statements, regardless of the measurement
focus applied. The transactions of the plan are accounted for using the accrual basis of
accounting and on a flow of economic resources measurement focus where the aim is
to report all inflows, outflows, and balances affecting or reflecting an entity’s net assets.
Accordingly, revenue is recognized when earned and expenses are recognized when
incurred. The Plan uses the following practices in recognizing revenues and expenses:

Contributions

Employer and employee contributions are recognized in the period when the
compensation used to calculate the contributions is reported on Internal
Revenue Service (IRS) Form W-2.

Investment Income

Investment income is accrued as earned, net of applicable investment
management fees.
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Notes to the Financial Statements (Continued)

Plan Expenses

Investment management fees are netted daily from investment income and,
therefore, are not a liability of the Plan at December 31, 2002.

Benefits Paid to Participants
Benefits are recorded when paid.
E. CASH AND INVESTMENTS

Cash includes demand deposits. Under state law, the Plan may deposit funds within a
fiscal agent bank organized under the laws of the State of Louisiana, the laws of any
other state in the Union, or the laws of the United States. The plan administrator is
authorized to invest in various investment products, including mutual funds, United
States Treasury bills or notes, life insurance, fixed or variable annuities, and other
investments approved by the commission.

Investments in the fixed earnings and variable earnings options are valued at the fixed
earnings rates or variable unit values as reported by the investment carriers, which
approximates fair value. These values represent contributions received plus investment
income earned to date less applicable charges and amounts withdrawn. Purchases and
sales of fixed and variable earnings investments are recorded on the trade date.

2. CASH

At December 31, 2002, the Plan has cash in demand deposits totaling $322,133. The
commission has directed that the deposits of the Plan in excess of federal insurance be
secured by the pledge of securities owned by the fiscal agent banks. Deposit balances (bank
balances) of $679,206 at December 31, 2002, are fully secured by federal deposit insurance
(GASB Category 1).

3. INVESTMENTS
Investments of $428,039,771, as presented on Statement A, are valued at fair value. The Plan
maintains investments with several product companies offering different types of investment

options. The following itemizes the various product companies and the fair value of the
investments at December 31, 2002:

10
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Notes to the Financial Statements (Continued)

Fair Value at
Product/Company Investment Options December 31, 2002
Investments not categorized:
Great West Life & Annunity Insurance Company:
Insurance contracts - fixed annuity $8,309,089
Maxim Series Fund - mutual funds 45,727,872
American Century Investors Fund - mutual funds 44,266,949
Janus Funds - mutual funds 15,920,624
BGI Russell 1000 Stock Index Fund - mutual fund 58,932,005
Berger Small Cap Value Investors Fund - mutual fund 5,476,033
INVESCO Dynamics Fund - mutual fund 5,002,603
Aggressive Profile - profile fund 3,233,423
Conservative Profile - profile fund 2,304,259
Moderate Profile - profile fund 8,314,726
Legg Mason Value Trust Fixed Income - mutual fund 1,111,912
MFS Massachusetts Investors Growth Fund - A - mutual fund 1,054,628
PIMCO Total Return Administrative Fund - mutual fund 3,779,905
RS Emerging Growth Fund - mutual fund 1,064,820
Strong Growth & Income Fund - mutual fund 729,038
Total Great West Life & Annuity Insurance Company 205,227,886
Stable Asset Fund VII - United States government obligations (1) 222,746,757
Commercial Life Insurance Company - annuity 65,128
Total Investments $428,039,771

(1) Short-term investments of $3.1 million were valued at amortized costs while the
remaining balance of $219,692,439 was valued by independent pricing services (fair value).

The Plan also has an investment in life insurance with Reliance Standard Life Insurance
Company. This investment is valued at the cash surrender value of the life insurance policies,
which is $910,646 at December 31, 2002.

4. PLAN RESTRICTIONS

The deferred compensation plan is authorized under Section 457 of the Internal Revenue Code.
Amounts deferred by participants are limited to $11,000. Any amounts deferred are not subject
to federal or state income tax withholdings nor are they includible as gross income until actually
paid or otherwise made available to the participant. Of the 172 state agencies, offices, boards,
commissions, colleges, and universities participating in the Plan as of December 31, 2002,
three contribute an employer’'s match to certain employees’ contributions limited to 6.2% of the

11
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Notes to the Financial Statements (Continued)

employees’ compensation.  Contributions by these three employers for the year ended
December 31, 2002, totaled $588,008.

Participants of the Plan may withdraw funds from the Plan upon retirement as determined in
accordance with retirement laws of the state, separation of service with the state, or financial
hardship as approved by the Plan's hardship committee. In addition, beneficiaries of the
participant may withdraw funds upon the death of the participant. Upon retirement, participants
may select various benefit options, including lump sum payments and periodic payments for a
designated term that is not in excess of the life expectancy of the participant or the life
expectancy of the beneficiary. Participants may also withdraw funds, or be required to do so by
the commission, if contributions have not been made in the past 24 months and if the total
balance of the participant’s account is less than $5,000.

It is the opinion of the state's legal counsel, the Louisiana Attorney General, that the state has
no liability for losses under the Plan but does have the duty of due care that would be required
of an ordinary prudent investor. Of the $429,599,424 in the Plan at December 31, 2002,
$379,778,307 is applicable to the State of Louisiana, while the remaining $49,821,117
represents the assets of other governmental jurisdictions participating in the Plan.

5. INVESTMENT INCOME

The annual rate of interest credited to participant accounts on investments with the various
product companies for the year ended December 31, 2002, is as follows:

Annual
Product/Company Product Interest Rate
Government Securities Fund Various investments:
January - March 5.85%
April - June 5.60%
July - August 5.50%
Great-West Life & Annuity Insurance Company
Guaranteed Fund Fixed annuity:
January - March 5.80%
April - June 5.50%
July - August 5.50%
Stable Value Fixed Income Fund Fixed annuity:
August - September 5.50%
October - December 5.15%

In August 2002, the Government Securities Fund and the Great West Life & Annuity Insurance
Company Guaranteed Fund merged into the Stable Value Fixed Income Fund. Investment

12
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Notes to the Financial Statements (Continued)

income for the Stable Value Fixed Income Fund is reported at net, less the investment
management fees disclosed in note 8.

Investment income for the Maxim Series Funds, American Century Investors Funds, Janus
Funds, BGI Russell 1000 Stock Index Fund, Berger Small Cap Value Investors Fund,
INVESCO Dynamics Fund, Legg Mason Value Trust Fixed Income Fund, MFS Massachusetts
Investors Growth Fund - A, PIMCO Total Return Administrative Fund, RS Emerging Growth
Fund, Strong Growth & Income Fund, and the three portfolio funds (Aggressive, Conservative,
and Moderate) are not expressed as a percentage because earnings result from gains or
losses arising from investment transactions and fluctuations in fair value of the applicable
investments.

6. ADMINISTRATIVE FEES

Beginning January 1, 2002, the contract between the commission and Great-West Life &
Annuity Insurance Company (GWLA) provides for an administrative fee of .14% of assets in the
Stable Value Fixed Income Fund and all Great-West Life and Annuity funds that are calculated
and deducted daily on a pro rata basis. Before January 1, 2002, the administrative fee was
.54%. As of January 1, 2002, the plan discontinued a credit provided to participants with
account balances in excess of $50,000. The credit amounted to an annual rate of 0.10% to
effectively reduce expenses for these participants. During the year ended December 31, 2002,
net administrative fees of $607,529 were paid to Great-West Life & Annuity Insurance
Company.

7. RELATED PARTY TRANSACTIONS

In addition to acting in the capacity of plan administrator of the Louisiana Public Employees
Deferred Compensation Plan, Great-West Life Assurance Company, through its wholly-owned
subsidiary, Great-West Life & Annuity Insurance Company, offers fixed annuity and mutual fund
products to Plan participants. At December 31, 2002, investments in these products represent
99.5% of total Plan assets. Of this figure, 97.6% represents monies held in separate asset
accounts, which are not subject to the general creditors of Great-West Life & Annuity Insurance
Company.

8. STABLE ASSET FUND VII

Effective January 1, 2002, the commission entered into an agreement for the Great-West Life &
Annuity Insurance Company to provide investment management services for the Stable Asset
Fund VII (formerly Government Guaranteed Fund 1V). The contract provides for an annual fee
of .34% of investments in the fund to be paid to the investment manager at the end of each
guarter on a pro rata basis. These fees are in addition to the administrative fee and the fee for
the commission activity fund as detailed in notes 6 and 10, respectively. During the year ended
December 31, 2002, Great-West Life & Annuity Insurance Company charged fees of $606,203
for investment management services.

13
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Notes to the Financial Statements (Concluded)

At December 31, 2002, the participant account balances, which comprise the Stable Asset
Fund VII, total $211,767,797. The fair value of the net assets of the Stable Asset Fund VII as
of December 31, 2002, is $222,746,757. Participant distributions are based on the amount of
their account balance, whereas distributions as a result of termination of the group annuity
contract are based on net assets attributable to the contract and can be made to the plan
through transfer of the cash balance after sale of the fund’s securities.

9. LITIGATION
There is no pending litigation at December 31, 2002.
10. COMMISSION ACTIVITY FUND

The Louisiana Public Employees Deferred Compensation Commission maintains an account
referred to as the Commission Activity Fund (CAF) that is included within the pension trust fund
balances shown on Statement A. These funds are the property of the Plan and are used for
expenses of the commission in discharge of its duties on behalf of the Plan. The CAF has a
balance of $376,789 at December 31, 2002. In addition to the fees detailed in notes 6 and 8,
the commission determines the fees that are necessary to fund the CAF. For the fiscal year
ending December 31, 2002, the commission set the fee to be deducted from Plan participants
at .11%. However, to resolve a deficit balance in the CAF at December 31, 2001, the
commission temporarily increased the fee deducted for the CAF to .41% from January 1, 2002,
to January 15, 2002. During the fiscal year ending December 31, 2002, the CAF collected fees
of $504,139. The amount collected for the fourth quarter, $112,439, is reported on Statement A
as a receivable (due from plan administrator) at December 31, 2002. Commission expenses
paid from these fees and investment income earned on the CAF balance for the year ended
December 31, 2002, totaled $111,161 and are reported as other administrative expenses on
Statement B.

14



OTHER REPORT REQUIRED BY

GOVERNMENT AUDITING STANDARDS

The following pages contain a report on compliance with laws and regulations and on internal
control as required by Government Auditing Standards, issued by the Comptroller General of
the United States. This report is based solely on the audit of the financial statements and
includes, where appropriate, any reportable conditions and/or material weaknesses in internal
control or compliance matters that would be material to the presented financial statements.



OFFICE OF

LEGISLATIVE AUDITOR
STATE OF LOUISIANA
BATON ROUGE, LOUISIANA 70804-9397

1600 NORTH THIRD STREET
POST OFFICE BOX 94397
TELEPHONE: (225) 339-3800
FACSIMILE: (225) 339-3870

June 23, 2003

Report on Compliance and on Internal Control Over
Financial Reporting Based on an Audit of the Financial Statements
Performed in Accordance With Government Auditing Standards
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LOUISIANA PUBLIC EMPLOYEES
DEFERRED COMPENSATION PLAN

STATE OF LOUISIANA

Baton Rouge, Louisiana

We have audited the financial statements of the Louisiana Public Employees Deferred
Compensation Plan, as of and for the year ended December 31, 2002, and have issued our
report thereon dated June 23, 2003. We did not audit the financial statements of the Stable
Asset Fund VII. Those financial statements were audited by other auditors whose report has
been furnished to us. This report, insofar as it relates to that fund, is based solely on the report
of other auditors. 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. The financial statements of the Stable Asset Fund VII were not audited in accordance
with Government Auditing Standards.

Compliance

As part of obtaining reasonable assurance about whether the Louisiana Public Employees
Deferred Compensation Plan’s financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, and contracts,
noncompliance with which could have a direct and material effect on the determination of
financial statement 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 Louisiana Public Employees Deferred
Compensation Plan’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

EXHIBIT A
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Compliance and Internal Control Report

June 23, 2003

Page 2

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

This report is intended solely for the information and use of the Plan and its management and is
not intended to be and should not be used by anyone other than these specified parties. Under
Louisiana Revised Statute 24:513, this report is distributed by the Legislative Auditor as a public
document.

Respectfully submitted,

Grover C. Austin,'CPA
First Assistant Legislative Auditor
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