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The Board of Directors Louisiana Economic Development Corporation Louisiana Venture Fund: 
We have audited the financial statements of Louisiana Economic Development Louisiana Venture Fund (the Fund) Corporation as of and for the year ended June 30, 1996, and have issued our report thereon dated August 9, 1996. We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The management of the Fund is responsible for establishing and maintaining an internal control structure. In fulfilling this responsibility, estimates and judgments by management are required to assess the expected benefits and related costs of internal control structure policies and procedures. The objectives of an internal control structure are to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized use or disposition, and that transactions are executed in accordance with management's authorization and recorded properly to permit the preparation of financial statements ~n accordance with generally accepted accounting principles. Because of inherent limitations in any internal control structure, errors or irregularities may nevertheless occur and not be detected. Also, projection of any evaluation of the structure to future periods is subject to the risk that procedures may become inadequate because of changes in conditions or that the effectiveness of the design and operation of policies and procedures may deteriorate. In planning and performing our audits of the financial statements of the Fund for the year ended June 30, 1996, we obtained an understanding of the internal control structure. With respect to the internal control structure, we obtained an understanding of the design of relevant policies and procedures and whether they have been placed in operation, and we assessed control risk in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not to provide an opinion on the internal control structure. Accordingly, we do not express such an opinion. Our consideration of the internal control structure disclose all matters in the internal control structure weaknesses under standards established by the A~erican Public Accountants. A material weakness is a condition 

would not necessarily that might be material Institute of Certified in which the design or 



operation of one or more of the specific internal control structure elements does not reduce to a relatively low level the risk that errors or Jrregularities in amounts that would be material in relation to the general purpose 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 structure and its operation that we consider to be material weaknesses as defined above. This report is intended for the information of the Fund and the office of the Legislative Auditor, State of Louisiana. However, this report is a matter of public record and its distribution is not limited. 

August 9, 1996 
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ComPliance Renort Based on AndJt of F~ Performed in Accordance Auditin~ Standards 
The Board of Directors Louisiana Economic Development Corporation Louisiana Venture Fund: 
We have audited the financial statements of Louisiana Economic Development Corporation Louisiana Venture Fund (the Fund) as of and for the year ended June 30, 1996, and have issued our report thereon dated August 9, 1996. We conducted our audit in accordance with generally accepted auditing standards and Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. Compliance with laws, regulations and contracts applicable to the Fund is the responsibility of the Fund's management. As part of obtaining reasonable assurance about whether the financial statements are free of material misstatement, we performed tests of the Fund's compliance with certain provisions of laws, regulations and contracts. However, the objective of our audit of the financial statements was not to provide an opinion on overall compliance with such provisions. Accordingly, we do not express such an opinion. The results of Our tests disclosed no instances of noncompliance that are required to be reported herein under Government Auditing Standards. This report is intended for the information of the audit committee, management, and the Office of the Legislative Auditor, State of Louisiana. However, this report is a matter of public record and its distribution is not limited. 
VPm G August 9, 1996 



 



LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND 

Assets 
Balance Sheets June 30. 1996 and 1995 

Cash and cash equivalents (note 2 Investments - at fair value (cost $1,525,568 and $1,554,824 in 1996 and 1995, respectively) - (note 3 Other assets, held-for-sale (note 3) 
T,ia}%i]iti~ and F11nc] Ecn~itv Dividend payable (note 4 

Fund equity Cumulative realized losses Net unrealized depreciation in investments 

See accompanying notes to financial statements 

1996 1995 
$ 183,458 462,617 
1,238,852 51.102 1.429,824 1.892,441 
65.510 132.902 65.510 132.902 1,944,618 (250,000 (286,716 2,009,539 (125,000 (125,000 
$ 1,473,412 1,892,441 



LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Statements of Operations For the years ended June 30, 1996 and 1995 
Investment income: Interest earned: Interest-bearlng deposits Investments Royalty income Dividends on capital stock Total investment income 
Total expenses Net investment income (loss Realized and unrealized gains (losses) on investments (note 3): Net realized gain(loss) on investments Change in unrealized depreciation of investments Net realized and unrealized losses on investments Net operating loss 

See accompanying notes to financial statements 

1996 1995 
16,441 13.654 41,513 30,667 9,151 4.601 30.095 85.932 
50,638 14,211 54,499 5,895 64.849 60,394 (34,754) 25,538 
(89,658) 43,666 161.716) (93,750 
251,374) (50,084 $(286,128 24,546 



 



LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Statements of Cash Flows For the years ended June 30, 1996 and 1995 
Cash flows from operating activities: Net operating loss Adjustments to reconcile net operating results to net cash provided by operating activities Net realized (gain) loss on investments Change in unrealized depreciation of investments Decrease in accrued expenses Net cash provided by (used in operating activities Cash flows from investing activities: Purchase of capital stock Funding of loan receivable Proceeds from sale of investments Payments received on loans receivable 

1996 1~ 
$(286,128) (24,546 
89,658 161.716 (43,666 93,750 (3,5OO 
//4,754) 22,03~ 
i00,000) 111,766) 35,342 64.921 

(87,971 (413,332 43,666 63,698 Net cash used in investing activities (111,503) (393,93~} Cash flows from financing activities payment of dividend Net decrease in cash and cash equivalents Cash and cash equivalents at beginning of year Cash and cash equivalents at end of year 
See accompanying notes to financial statements 

132.902) (574.441 279,159) (966,342 462,617 1.428,95~ $ 183,458 462,617 



LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Notes to Financial Statements June 30, 1996 and 1995 
~1~m~rv of ~mnificant Accountin~ Policies The following is a summary of the significant accounting policies used by the Louisiana Economic Development Corporation Louisiana Venture Fund (the Fund) in the preparation of its financial statements: a 

b 

The Fund was formed under the laws of the State of Louisiana on July 5, 1990 as a wholly-owned fund of the Louisiana Economic Development Corporation (LEDC), a public corporation. Pursuant to the Louisiana Economic Development Act, the Fund was formed to provide venture capital financing through loans to or stock purchases in small business enterprises maintaining headquarters and production facilities in Louisiana. The Fund is managed by Source Capital Corporation, formerly Louisiana Seed Capital Corporation (the Fund's Manager or Source). Source provides the Fund with administrative services and is responsible for identifying, investigating, evaluating and making investments in small business enterprises. The Fund will be managed by Source until June 30, 1997, with an option for the management agreement to be extended for up to three additional years. At the expiration of the management agreement, LEDC will assume management responsibilities of the Fund. Cash and Cash E~uivalents The Fund considers cash in banks, money market investments, certificates of deposit with maturities of ninety days or less and investments in U.S. Treasury bills with maturities of thirty days or less to be cash equivalents. c) Investments The Fund records its investments at estimated fair value as determined by the Fund's Manager. Fair value generally is considered to be the amount which the Fund might reasonably expect to receive for its investments if negotiations for sale were entered into on the valuation date. Valuation as of any particular date, however, is not necessarily indicative of the amount which the Fund ultimately may realize as a result of a future sale or other disposition of the investments. In preparing the financial statements, the Fund's Manager is required to make significant judgments that affect the reported amounts of investments as of the date of the balance sheet and the change in unrealized appreciation (depreciation) for the period. 
Continued 



2 LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Notes to Financial Statements 
The process of valuing investments requires significant judgments that are particularly susceptible to change. The Fund's Manager believes that investment values are appropriate. While the Fund's Manager uses available information to recognize declines in investment values, future adjustments may be necessary based on changes in economic conditions or changes in the results of the operations of investee companies. The valuation policies of the Fund's Manager in determining the fair value of the Fund's investments include the following: Marketable securities listed on are valued at their closing sales a national securities exchange price on the valuation date; Marketable securities traded over-the-counter are valued at their closing bid price on the valuation date, as reported in the National Association of Securities Dealers' Automated Quotation System (NASDAQ) or if not reported in NASDAQ, as reported by the National Quotation Bureau (or any successor to such organization); Restricted securities (securities not freely marketable, but part of a class of securities listed on a national securities exchange or traded over-the-counter) are valued at a discount from the security's value determined under the above subsections, reflecting their limited marketability; and All other securities are valued initially at cost with subsequent adjustments to values which reflect meaningful third- party transactions in the private market or at fair market value reflecting, in any event, their marketability, the business and prospects of the issuer of such securities and other relevant factors. (d) Income Recognition Investment interest income earned by the Fund is recognized on the accrual basis of accounting. Dividend income is recognized on the ex-dividend date. Interest income on loans and debt instruments is generally accrued on the principal balance outstanding. The accrual of interest income on loans and debt instruments is discontinued when the receipt of principal and interest on a timely basis becomes doubtful. Any accrued interest is reversed when a loan is placed on nonaccrual. The cost of each specific security is used to determine gains or losses on sales of securities. Such gains or losses are reported as a component of realized gains (losses). Purchases and sales of investments are recorded on a trade date basis. 

(Continued 



(2) 

3 LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND 
e) Income Taxes 

Notes to Financial Statements 
Income accruing to the Fund, which is wholly-owned by a state agency, is exempt from federal and state income taxes pursuant to Internal Revenue Code Section 115 (i) since such income is derived from the existence of an essential governmental function. Ca~h and Cash Faulvalents Cash and cash equivalents are recorded at cost, which approximated market at June 30, 1996 and 1995. Cash and cash equivalents of the Fund at June 30, 1996 and 1995 were: 
Cash U.S. Treasury bills 1996 1995 $ 126,358 57,100 $ 183,458 

113,033 349,584 962,617 As required by terms of a management agreement with Source Capital Corporation, the depository bank has pledged securities in addition to Federal Deposit Insurance Corporation (FDIC) insurance, the market value of which is at least equal to the amount on deposit at all times. 3) Investments 

June 30, 1996: Debt instruments Preferred stock Common stock 

fair value, including gross unrealized gains and investments at June 30, 1996 and 1995 were as 
Gross Gross unrealized unrealized Cost gains losses $ 785,597 519,971 220.000 Total investments $ 1,525,568 June 30, 1995: Debt instruments Preferred stock Common stock 789,855 544,969 220.000 Total investments $ 1,554,824 

200,716 (51,000 (35.00Q 
125,000 
125,00 0 

Fair va~ue 584,881 468,971 1~5.ooo 1.238.852 
789,855 419,969 220.000 1.429.824 
(Continued 



4 LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Notes to Financial Statements 
Investments as of June 30, 1996 and 1995, consist of securities for which market quotations are not readily available and, consistent with the Fund's policy, are reflected at fair value estimated by the Fund's Manager. Such securities are restricted as to salability or transferability. Gross unrealized depreciation in the fair value of investments was $161,716 and $93,750 for fiscal 1996 and 1995, respectively. There was no gross unrealized appreciation for fiscal 1996 and 1995. In its normal course of business, the Fund becomes a party to various financial transactions that involve various risks, including market and credit risk. The Fund's Manager minimizes its exposure to loss from its investing activities by evaluating the business and prospects of potential investee companies. At June 30, 1996 and 1995, debt instruments of $175,165 and $364,666, respectively, were identified by management as having a higher degree of risk than other debt instruments in the portfolio. Of the total $112,383 represent the carrying value of debt instruments issued by Commercial Technologies, which ceased operations during December 1995. The Fund has reduced its carrying value of these debt instruments to the value of the underlying collateral of the notes, which is the intellectual technology of Commercial Technologies. The technology has been patented with certain rights to the technology now owned by the Fund. The remaining higher risk debt instrument relates to Phoenix Environmental, which signed a letter of intent in April, 1996, for a sale of Phoenix's assets. Management believes that the sale and future royalty payments will result in the recovery of the carrying value of their investment in Phoenix. In connection with the sale of investments in one investee company, the Fund entered into an agreement with the acquirer whereby the Fund may receive additional revenue earned over a period of time based on the level of revenues generated by the investee company in future years. This contingent gain is not reflected in the accompanying financial statements. On September Technologies December 28, restructuring 

6, 1995, all past due notes outstanding to Con~mercial were restructured into a new promissory note due 1995. Management continues to consider alternatives in this note. As of December 29, 1995, the Fund acquired the right, title and interest of 33.3% of Phoenix Environmental, Inc. with the remaining 66.7% held by Louisiana Seed Capital Fund, Limited Partnership. The Fund has investments in Phoenix with a recorded value totaling $164,884 at June 30, 1996. On April i, 1996, the Fund received the underlying collateral for a $68,000 promissory note in partial satisfaction of the debt. The equipment received is recorded as other assets, held-for-sale. (Continued 



LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Notes to Financial Statements As of June 30, 1996 and 1995, the Fund has recorded the following reductions in the carrying value of its investments: 
Commercial Technologies, Inc. - debt instruments $ 1 Commercial Technologies - common stock Phoenix Environmental Phoenix Environmental AUG, Inc. - preferred Inc. - debt instruraents Inc. - preferred stock stock 

1996 1995 12,382 35,000 88,334 51,000 
$ 286,716 125 000 125,000 Also during fiscal 1996, the Fund wrote-off its investment in AUG, Inc. resulting in a realized loss of $125,000. During fiscal 1995, the Fund recorded a reduction of $93,750 in the fair value of its investment in AUG, Inc. preferred stock. On January i, 1995, the Fund adopted Statement of Financial Accounting Standards No. 114, "Accounting by Creditors for Impairment of a Loan" (FAS 114) and Statement of Financial Accounting Standards No. 118, "Accounting by Credits for Impairment of a Loan - Income Recognition and Disclosures" (FAS 118). Pursuant to FAS 114 and 118, a loan is considered to be impaired when it is probable that a creditor will be unable to collect all principal and interest amounts due, according to the contractual terms of the loan agreement. When a loan is impaired, the measurement of its impairment can be determined in one of three ways, as follows: (i) the present value of the expected cash flows of the loan discounted at the loan's original effective interest rate, (2) the observable market price of the impaired loan, or (3) the fair value of the collateral of a collateral-dependent loan. The amount by which the recorded investment in the loan exceeds the measure of the impaired loan is recognized by recording a valuation allowance with a corresponding charge to the provision for loan losses. The effect of adopting FAS 114 and FAS 118 on the Fund's financial condition and results of operations was immaterial. 

Net investment income (loss) in excess of the Fund's expenses, plus any realized cash gains from investments and any cash received from the disposition of investments are distributed annually as a dividend to the LEDC. At June 30, 1996 and 1995, the following components were recorded as a dividend payable to the LEDC: 
Net investment income (loss) Gain realized from disposition of CEI investments Cash received as principal Phoenix Environmental Cash received as principal GDC Engineering, Inc. 

paydown from paydown from 

~96 $(34,754 35,342 8,333 ~6.589 65,510 

1995 25,538 43,666 
63.698 132.902 



6 LOUISIANA ECONOMIC DEVELOPMENT CORPORATION LOUISIANA VENTURE FUND Notes to Financial Statements 
5) Related Party Transactions The LEDC entered into an agreement with Source to manage the operations of the Fund for a period of ten years through June 30, 2000 or earlier if certain conditions are met, as specified in the agreement. Under the agreement, Source will receive an annual fee of 2.5% of the initial $2,500,000 capital contributed by Source, less any funds invested in small business enterprises that are returned to the LEDC in the form of a dividend or from the sale or liquidation of these investments, excluding any gain or loss realized, adjusted quarterly. In addition to this annual fee, Source is entitled to receive 20% of net investment income and net realized gains from dispositions of investments by the Fund after the initial $2,500,000 capital contribution is returned to the LEDC as dividends. The Fund paid management fees to Source of $50,638 and $54,499 in the years ended June 30, 1996 and 1995, respectively. 
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