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ARTTIUR ANDIERSEN 111

INDEPENDENT AUDITORS” REPOR'T

To the Audubon Commission
New Orleans, Louisiana:

We have audited the accompanying general-purpose financial statements of the Audubon Commission (the
Commission), a component unit of the City of New Orleans, as of and for the year ended December 31, 1998, as
listed in the Table of Contents. These general-purpose financial statements are the responsibility of the
Commiission's management. Our responsibility is to express an opinion on these general-purpose financial
statements based on our audit. We have previously audited and reported on the financial stalements for the
preceding year (see Note 1).

We conducted our audit in accordance with generally accepted auditing standards and the standards applicable
to financial audits contained in Government Auditing Standards issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, cvidence supporting the amounts and disclosures i the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall general purpose financial statement presentation. We believe that our audit provides a reasonable

basis for cur apituon.

In our opinion, the financial statements referred to above, present fairly, in all matcrial respects, the financial
position of the Commission as of December 31, 1998 and 1997, and the changes in its net asscet and its cash flows
for the ycar then ended in conformity with generally accepted accounting principles.

The Year 2000 supplementary information on page 13 is not a required part of the basic financial statements
but is supplementary information required by the Governmental Accounting Standards Board (GASB), and
we did not audit and do not express an opinion on such information. Further, we were unable to apply to the
information certain procedures prescribed by professional standards because disclosure criteria specified by
GASB Technical Bulletin 98-1 as amended are not sufficiently specitic to permit meaningful results from the
prescribed procedures. In addition, we do not provide assurance that the Commission is or will become

Ycar 2000 compliant, that the Commission’s Year 2000 remediation efforts will be successful in whole or in
part, or that partics with which the Commission does business are or will be Year 2000 compliant.

In accordance with Government Auditing Standards, we have also issued a report on our consideration of the
Commission’s internal control structure and a report on its compliance with laws and regulations, both dated

March 31, 1999,
Uit (ondirsen 267

New Orleans, Louisiana,
March 31, 1999
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AUDUBON COMMISSION

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 1998

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

(zeneral Information

Audubon Park is located on a 400-acre tract within the City of New Orleans (the City) that includes the
Audubon Zoo, trails for jogging, biking and horseback riding, an 18-hole golf course and numerous athletic
fields. Act 83 passed by the Louisiana Legislature in 1871 authorized the Board of Park Commissioners to
acquire the land which is now known as Audubon Park. In 1914, the Legislature passed Act 191 which
created a Commission to be entrusted with the management and control of Audubon PPark. Act191, as
amended, is the current authority for the present Audubon Park Commission (the Commission) which is
composed of 24 members who are appointed by the Mayor with the approval of the City Council. Fach
member serves a six-year term, with four members' terms expiring each year. The Commission is considered
a component unit of the City and its statements are included in the City's annual financial statements. On
January 1, 1996, the Commission’s name was changed from Audubon Park Commission to Audubon
Commission effective with the City’s adoption of amendments to its Home Rule Charter.

On November 4, 1986, City voters approved the levy of a three and four-fifths (3-4/5) mills property tax to
finance the construction and certain operating expenses of the Aquarium of the Americas (the Agquarium).
The vote was taken pursuant to Act No. 309, passed by the Louisiana Legislature earlier in 1986, which
provided that the Commission would develop, construct and operate the Aquarium and authorized the City
to levy and collect the aforementioned ad valorem tax, subject to voter approval, on behalf of the
Commission. The City acts through the Commission in the issuance of the bonds authorized by Act 309, and
through the Board of Liquidation, City Debt, in the sale of its bonds. Construction of the Aquarium of the
Amecricas and Riverfront Park was begun in 1987 and the bonds (Audubon Park Commission Aquarium
Bonds, Series 1988-$25,000,000) were issued in 1988. Construction was completed and the Aquarium was
opened to the public in September, 1990. Phase I1 of the Aquarium was completed in 1995,

On June 1, 1990, the Commission and the City entered into an agreement for the construction and operation of
a Wilderness Park and Species Survival Center on approximately 64 acres of property owned by the City. The
agreemenl requires an annual payment to the City's General Fund of one dollar ($1.00) per year for a peried
of fifty {30) years, commencing on May 1, 1990 and terminating on February 28, 2040. The Audubon Center
for Research of Endangered Species is located adjacent to the Species Survival Center on 986 acres of U.S5.
Coast Guard property. The Coast Guard has granted the Commission a 25-year land use license which
includes a 25-year rencwal term. Improvements completed on this site by the Commission and the Institute
include a 36,000 square-foot research laboratory.

Effective October 1, 1994 the Audubon Park Commission received assignment of a facility lease by the Society
for Environmental Education (as lessee) with the City of New Orleans (as lessor). The Society does business
as the Louisiana Nature Center.



The Commission has contractual management agreements with The Audubon Institute, Inc. {the "Institute"), a
non-profit organization, under which the Institate manages and operates the Commission facilities located at
the Audubon Park and Zoo, the Aquarium, the Species Survival Center and the Louisiana Nature Center,

The Institute employs individuals to operate and maintain the Commission's facilitics; however, alt operating
revenues and expenses, including salary expense, related to these facilities are recorded on the records of the
related facility. The Institute also supports the Commission financially through specific donations and grants
obtained by the Institute for operations or capital improvements of Commission facilities.

The accounting and reporting policies of the Commission conform to generally accepted accounting principles
applicable to governmental units. Signiticant accounting policies are summarized below.

A. Basis of Presentation - Fund Accounting

The proprictary fund is used to account for the Commission's ongoing operations and activities which arc
similar to those often found in the private sector. Proprietary funds are accounted for using a flow of
economic resource measurement focus under which all assets and all liabilities associated with the operation
of these funds are included in the balance sheet. The operating statements present increases (revenues) and
decreases (expenses) in net total assets. The Commission maintains one proprietary fund type - the enterprise

fund.

Linterprise funds are used to account for operations (a) that are financed and operated in a manner similar to
private business enterprises - where the intent of the governing body is that the cost (expenses, including
depreciation) of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges; or (b) where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, Five individual enlerprise funds are used to account for the operations of the "Aquarium and
Riverfront Park," the "Audubon Golf Course,” the "Audubon Zoo and P’ark," the "Species Survival Center” and
the “I.ounisiana Nature Center.” The operations of the Audubon Center for Rescarch of Endangered Species
are included with the accounts of the Species Survival Center.

B. Basis of Accounting

The Comunission prepares financial statements in accordance with generally accepted accounting principles
on the accrual basis of accounting. Such principles require management to make estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from
these estimates.

C. Restricted Assets

Restricted assets consist primarily of investments maintained in the applicable enterprise fund in accordance
with bond indentures. This category is also used to report amounts receivable from public agencies in
connection with the funding of capital projects.



D). Investments

Investments are stated at cost or amortized cost.
E. Inventory
Supplies inventory is stated at the lower of cost, determined by the first-in, first-out method, or market.

F. Property and Equipment

Property and equipment are recorded at estimated historical cost, net of accumulated depreciation.
Depreciation is computed using the straight-line method over the estimated useful lives (ranging from 10 - 35
years for buildings and fixed exhibitry and 8 years for equipment) of the assets. When assets are retired or
otherwise disposed of, the cost and related accumulated depreciation are removed from the accounts and any
resulting gain or loss is recognized in revenue for the period. The cost of maintenance and repairs is charged
to operations as incurred and significant renewals and betterments are capitalized.

G, Vacation and Sick Leave

Annual vacation leave and sick Jeave are accrued when earned in the enterprise funds {(approximately

$694,000 and $679,000 at December 31, 1998 and 1997, respectively) and reported in accounts payable and
accrued liabilities in the combining balance sheet.

H. Total Columns on Combined Statements

The total columns on the Combined Statements are captioned "Memorandum Only" to indicate that they are
presenied only to facilitate financial analysis. This column does not present financial position, results of
operations, or cash flows, in conformity with generally accepted accounting principles. Such data is not
comparable to a consolidation since interfund eliminations have not been made. Reclassifications of certain
1997 arnounts have been made to conform with 1998 report captions.

1. Statementof Cash Flows

for purposes of the Statement of Cash Flows, the enterprise funds consider all investments with an original
maturity of ninety days or less to be cash equivalents. Cash and cash equivalents at December 31, 1998
consisted of unrestricted cash and investments of $654,424,

J.  Budgeting
Operating and capital expenditure budgets are adopted by the Commission on a basis consistent with

generally accepted accounting principles. This budgetary information is employed as a management control
device during the year.



2. CASH ON DEPOSIT AND TEMPORARY INVESTMENTS:

A. Cash on Deposit and Time Certificates of Deposit

The Commission's deposits at banks at December 31, 1998 were $859,262 (excluding $102,250 of cash on hand
and including certificates of deposit totalling $307,088 that were categorized as restricted assets). The bank
balances with respect to these deposits was $1,360,118. The Commission's bank balance is categorized below
to give an indication of the level of risk assumed by the Commission at year-end.

Category 1 includes insured or collateralized cash with securities held by its agent in the Commission's name.
Category 2 includes collateralized cash with securities held by the pledging financial institution’s trust
department or its agent in the Commuission's name. Category 3 includes uncollateralized cash, including any
bank balance that is collateralized with securities held by the pledging financial institution, or by ifs trust
department or agent but not in the Commission's name. At December 31, 1998, $211,713, $1,148,406 and $0 of
the bank balance of Commission's cash was Category 1, Category 2 and Category 3 level of risk, respectively.

B. Investments

The carrying values and market values of the Commission’s investments as of December 31, 1998 were
approximately $5,814,939 and $5,889,145, respectively. At December 31, 1998, all the Commission's
investments are Category 2 level of risk which includes uninsured and unregistered investment securitics
held by the financial institution trust departments or agents in the Commission's name.

3. OTHER ASSETS:

On April 30, 1992, the Commission, the City and the Board of Commissioners of the ’ort of New Orleans (the
"Port") entered into an agreement titled "Riverfront Economic Development Agreement” (the "Agreement”)
under which the Commission paid $13,000,000 ($11,000,000 from the sale of the Commission's Aquarium
Revenue Bonds, Series 1992 A, and $2,000,000 from self-generated funds of the Commission) to the Port. In
considcration for the $11,000,000 payment, the Commission was relieved of all rents or fees due for occupancy
pursuant to an agreement with the Port dated October 23, 1987 that provided for the development and
occupancy of an aquarium and related facilities by the Commission over the 99-year term of the agreement.
The $11,000,000 payment has been set up as prepaid rent and is being amortized over the remaining term of
the agreement.

In consideration for the $2,000,000, the City, which became the sole owner of the Rivergate Facility under the
agreement, agreed to transfer and assign the second $200,000 of annual net income {from the parking facilities
at the Rivergate to the Commission for twenty years beginning with the 1992 calendar year. In the event
parking operations are discontinued at the Rivergate, the agreement provides for the City to make a lump
sum payment to the Commission for the remaining payments discounted at seven percent, or to continue to
pay the $200,000 annually in monthly installments of $16,666. As payments are received from the City, this
reccivable, carried in Other Assets, is reduced for that portion of the payment representing return of
principal, with the balance credited to interest income.

Unamortized bond issue costs represent costs incurred in the 1ssuance of the revenue bonds and the limited
tax bonds (Note 4). These costs are being amortized over the life of the bonds.



15— e

_ e e e e e e e e e m— m— — — —

4. BONDS AND NOTES PAYABLE:

Bonds payable at December 31, 1998 are comprised of the following:

Limited tax bonds:
6.10% to 6.30% Audubon Park Commission Aguarium Bonds, Series 1993, due
in annual installments of $1,215,000 to $3,645,000 through October, 2017 $ 43,350,000

5.00% to 6.50% Audubon Commission Improvement and Refunding Bonds,
Series 1997, due in annual installments of $125,000 to $365,000 through
December, 2016 4,245,000

Revenue bonds:
4.50% to 5.00% 1997 Audubon Park Commission Aquarium Revenue
Refunding Bonds, Series 1997, due in annual installments of $785,000

to $1,520,000, from April, 1999 to April, 2012 16,380,000
Deferred losses on refinancings, being amortized (3,419,840)
Total 60,555,160
Less: Current maturities and current portion of deferred losses (2,117,666)
Bonds payable - long term $ 58,437,494

On January 1, 1993, the Commission issued $50,925,000 Audubon Park Commission for the City of

New Orleans Aquarium Bonds, Series 1993 with an average interest rate of 6.25%, to (i) advance refund
$23,455,000 principal amount of outstanding Aquarium Bonds, Series 1988 maturing Oclober 1, 1993 to
October 1, 2008 with an average interest rate of 8.11%; (ii) finance further construction, extension and
improvement of the Aquarium and related facilities; (iii} fund certain reserves; and (iv) pay costs of issuance
of the Bonds. The Bonds are special and limited obligations of the City payable from and sccured solely by
the proceeds of a special ad valorem tax. The tax is being levied at the rate of four and eleven-hundredths
(4.11) mills. $26,050,024 of the proceeds from the 1993 Series bonds were used to purchase U. 5. government
securitics which were deposited in an irrevocable trust to provide for all future debt service payments on the
1988 Series bonds. As a result, the 1988 Series bonds are considered to be defeasced and the liability for these
bonds has been removed from the balance sheet. The reacquisition price of the 1988 Scries bonds exceeded its
net carrying amount by $2.1 million. This difference, reported in the accompanying financial statements as a
deduction from bonds payable, is being charged to interest expense through the year 2008 using the straight-
line method. Series 1988 Bonds remaining outstanding at December 31, 1998 total $19,275,700.

In Decernber 1996, the Commission received a commitment to purchase its $4,500,000 Improvement and
Refunding Bonds, Series 1997. These bonds were delivered in 1997. The procceds of the issue were used to
advance refund $1,895,000 in Series 1979 and 1988 Improvement Bonds, and provide $2.5 million for capital
improvements at Audubon Zoo. The advance refunding included escrowing $1,943,500 into an irrevocable
trust to provide for future debt service on the defeased bonds. The refunding resulted in a loss of
approximately $48,000 which was recorded as an other expense item in the nonoperating section of the Zo00's
Income statement.

Series 1979 bonds outstanding at December 13, 1998 total $1,705,000.
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Debt service applicable to the limited tax bonds is held by the Board of Liquidation, City Debt. No tax bonds
may be sold without approval of the Board of Liquidation. Property taxes levied by the City of New Orleans
and dedicated to the payment of these limited tax bonds are collected by the City of New Orleans and, as
required by law, paid to the Board of Liquidation as collected. The millages for these limited tax bonds were
established at the time the bonds were issued, based upon the approval of the voters. The property taxes are
recorded as non-operating revenue for the appropriate fund.

In December 1997, the Commission issued its $16,380,000 Aquarium Revenue Refunding Bonds, Series 1997 to
advance refund its $14,200,000 Series 1992A Aquarium Revenue Bonds. The advance refunding included
escrowing $16,048,000 into an irrevocable trust to provide for all future debt service payments on the Series
1992A bonds; therefore, the 1992A bonds were removed from the balance sheet. The reacquisition price
exceeded recorded book value by $2.2 million which is reported in the financial statements as a deduction to
bonds payable and will be charged to interest expense in equal annual amounts through 2012. The net
present value of savings in debt service expected to be realized by the Commission as a result of this advance
refunding tolals approximately $875,000. Secries 1992A bonds outstanding at December 31, 1998 total
$13,700,000.

Debt service for the revenue bonds is funded by the revenues generated by the Aquarium and Riverfront Park
enterprise fund.

The various bond indentures contain significant limitations and restrictions on annual debt service
requirements, maintenance of and flow of monies through various restricted accounts, minimum amounts to
be maintained in various sinking funds, and minimum revenue bond coverages. The Commission is in
compliance with all such significant limitations and restrictions at December 31, 1998,

Debt service requirements on all bonds outstanding as of December 31, 1998, including interest payments of
approximately $38,687,079, are as follows.

Year(s) Ending Limited Tax Revenue
December 31, Bonds Bonds Total
1999 $ 4,244,743 % 1,542,395 % 5,787,138
2000 4,243,225 1,619,483 5,862,708
2001 4,240,675 1,666,958 5,907,633
2002 4,237 A25 1,612,633 5,850,058
2003 4,238,000 1,651,620 5,889,620
2004 - 2008 21,176,055 8,093,111 29,269,166
2009- 2013 21,198,950 6,295,088 27,494,038
2014 - 2017 16,601,720 ~ 16,601,720

$80,180,793  $22,481,288  $102,662,081

-------

A certain Endowment Income Trust Fund loaned the Commission $725,000 in 1979 and $500,000 in 1982 for
capital improvements within the Audubon Park and Zoo. The loans are structured similarly and include
interest at 5%. Each lpan is to be repaid annually from 50% of any operating surplus, excluding any
intergovernmental revenues. Amounts not repaid after 25 years are to be forgiven by the lender. The 1982
agreement also requires a minimum annual payment of $25,000 commencing January 1, 1992. Accordingly,
the Commission has recorded a repayment liability of $945,836 at December 31, 1998 which includes accrued
interest. No repayment liability has been recorded under the 1979 loan agreement due to the contingent
nature of the agreement.

11



5. RETIREMENT SYSTEM:

Employees of The Audubon Institute, Inc. providing services for the Commission in accordance with the
terms of the management agreements may participate on an optional basis in a tax-deferred annuity plan
established by the Institute for the benefit of all full-time employees. The plan provides for the purchase of
annuities which qualify for tax deferral. Participating employees contribute between 2% and 11% of their
salary, not to exceed $10,000, and the Commission, through the management agreement with the Institute,
matches employee contributions at a rate of 50%, up to 3% of base salary. The retirement expense provision
for 1998 amounted to approximately $322,000.

6. RELATED PARTY TRANSACTIONS:

The Commission and the Institute are related through the interaction of their Boards of Directors and the
mutual operation of the entitics by the same management team. To assure efficiencies through economies of
scale, these entities, often and in the ordinary course of business, engage in operations through one
organization that benefits the other organization. One example of this is the use of common or central bank
and investment accounts. At December 31, 1998, the Commission had payables to the Instituie of $132,000.

The Commission also received additional financial support from the Institute in the form of specific gifts and
grants totalling $1,677,000 and distributions from the Institute’s Endowment Fund amounting to
approximately $1,076,000 (included in interest income) during 1998,

7. COMMITMENTS AND CONTINGENCIES:

A. Litigation
Certain claims and suits have been filed against the Commission. The majority of these claims are covered by
insurance and, in the opinion of management and legal counsel, the ultimate resolution of these cases will not

result in a significant liability to the Commission.

B. Self Insurance Risk Management

The Commission is self-insured for worker's compensation, short-term disability and health insurance
benefits. The Commission has purchased commercial insurance to cover catastrophic hospitalization benefits
and claims with an aggregate maximum cap of $50,000 per claim and a $1,000,000 employee lifetime limit.
Worker's compensation expense provided for 1998 amounted to $206,000. The Commission's hospitalization
sclf-insurance provision in excess of the employee contributions for 1998 amounted to approximately $482,000
and is included in payroll related expenses. The Institute maintains a $100,000 letter of credit with a financial
institation to support its participation in the program,

12
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SUPPLEMENTAL INFORMATION

YEAR 2000:

The Year 2000 issue is the result of shortcomings in many electronic data-processing systems and other
equipment that may adversely affect operations in the year 1999 and beyond. For many years, computer
programmers eliminated the first two digits from a year when writing programs. For example, programmers
would designate January 1, 1965 as “01/01/65" instead of “01/01/1965.” On January 1, 2000 at 12:00:01 a.m.,
the internal clocks in computers and other equipment will roll over from 12/31/99” to “01/01/00.”
Unfortunately, many programs (if not corrected) will not be able to distinguish between the year 2000 and the
year 1900. This may cause the programs to process data inaccurately or to stop processing data altogether.
Another factor that may cause problems in programs is the leap-year calculation. Some programs are unable
to detect the year 2000 as a leap year. Problems affecting a wide range of governmental activities will likely
result if computers and other electronic equipment that are dependent upon date-sensitive coding are not
corrected. These problems may potentially disrupt operations and/or temporarily increase operating costs.

Audubon Institute is taking the steps needed to ensure that the museum facilities owned by the Audubon
Commission are prepared for the Year 2000 problem. The effort is directed primarily toward mission critical
internal data systems and those service providers who assist Audubon in maintaining daily operations. The
focal points include Aquarium Life Support, Building Operations, Telecommunications and Information
Systems. In 1996, Audubon’s Director for Information Systems communicated the implications of the Year
2000 preblem to Executive Management. Since that time, Audubon has replaced key information systems as
part of its capital replacement program, thus avoiding the need to remediate those systems. Audubon
purchases key software systems in lieu of developing in house software. Thercfore, it is not generally
necessary to change programming code to correct the Year 2000 problem. Rather, Audubon must install (and
test where necessary) vendor software including updates that are Year 2000 ready.

The Information Systems department surveyed each administrative and operating department in 1998 to
inventory and identity hardwate and software that could be impacted by the Year 2000 problem. Vendors
and equipment suppliers have been contacted to assist in assessing Year 2000 solution paths. This assessment
process will continue into 1999 though such assessments are believed complete with respect to mission critical
systems. In some cascs, the correction path includes equipment and system replacements that are scheduled
for 1999. The 1999 work plan includes reconfirming the need for and status of Year 2000 corrections with
department heads and operating personnel by June 1999 in order to provide added assurance that critical

risks have been addressed. Additional replacement or remediation activities may result from the 1999 survey
work.

Due to the unprecedented nature of the Year 2000 issue and its projected effects, the success of related
remediation and replacement efforts will not be fully determinable until the Year 2000 and thereafter.
Management cannot provide complete assurance that museum operations will not be adverscly impacted or
interrupted,
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INDEPENDENT AUDITORS' REPORT

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Audubon Commission:

We have audited the general-purpose financial statements of the Audubon Commission (thc Commission), a
component unit of the City of New Orleans, as of and for the year ended December 31, 1998, and have issued
our report thereon dated March 31, 1998. We conducted our audit in accordance with generally accepted
auditing standards and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Compliance

As part of obtaining reasonable assurance about whether the Commission’s general-purpose financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of
Iaws, regulations, contracts and grants, noncompliance with which could have a direct and material effect on
the delermination of financial statement amounts. Providing an opinion on compliance with those provisions
was not an objective of our audit, however, and accordingly, we do not express such an opinion. The results
of our tests disclosed ne 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 Commission’s internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
general-purpose 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
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weakness is a condition in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements in amounts that would be material in

relation to the financial statements being audited may occur and not be detected within a timely period by
employecs 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 for the information of the audit committec and management and the City of
New Orleans, but is a matter of public record and its distribution is not Iimited.

New Orleans, Louisiana,
March 21, 1999
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