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PAlLeT. m~ljFIIl~l~ and LeBL,RhC, L.L.P ~:rtifi~d public Accounlonls ~]anclqement ~onsutrants 

To the Board of Directors Canal Street Development Corporation We have audited the accompanying general purpose financial statements of canal Street Development Corporation, a component unit of the City of New Orleans, State of Louisiana, a nonprofit organization under Internal Revenue Service Code Section 501 (C)(3), as of and for the years ended December 31, 1997 and 1996, respectively. These financial statements are the responsibility of the organization's management. Our responsibility is to express an opinion on these general purpose financial statements based on our audits. We conducted our audits 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 general purpose financial statements are free of material misstatement. An audit includes examining on a test basis, evidence supporting the amounts and disclosures in the general purpose 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 audits provide a reasonable basis for our opinion. In our opinion the general purpose financial statements referred to above present fairly, in all material respects, the financial position of Canal Street Development Corporation, a component unit of the City of New Orleans, State of Louisiana, as of December 31, 1997 and 1996, respectively and the results of its proprietary fund type for the years then ended in conformity with generally accepted accounting principles. In accordance with Government Auditina Standards, we have also issued a 
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CANAL STREET DEVELOPMENT CORPORATION STATEMENT OF FINANCIAL POSITION DECEMBER 31, ASSETS Cash Certificate of Deposit Accounts Receivable Note Receivable - Primary Govt. Due From Primary Government Prepaid Insurance Total Current Assets 
Note Receivable - 800 Canal St. FIXED ASSETS Land Building and Improvements Less Accumulated Depreciation Total Fixed Assets Total Assets LIABILITIES AND NET CURRENT Accounts Payable Security Deposit Payable Accrued Liabilities Note Payable - Primary Govt. Deferred Rent Total Current Liabilities 
Note Payable - Primary Govt. Note Payable - Primary Govt. Total Long-Term Liabilities NET ASSETS UNRESTRICTED TEMPORARILY RESTRICTED Total Net Assets 

$ 349 1,000 660 183 497 
627 000 575 333 067 
$ 285,542 1,000,000 535,024 166,250 279,741 6,646 

896,124 8.184,226 9,080,350 (576.250) 
ASSETS $ 94,470 3,500 
183,333 5.225 

896,124 8.193.127 9,089,251 (362.836) 8.726.415 $ 16,226.701 
$ 152,766 9,029 166,250 5,225 

1,000,000 5.043.750 1,000,000 5.227.083 
1,404,074 8.504.100 

Total Liabilities and Net Assets $16.238.452 
939,933 8,726,415 9.666,348 $ 16r226r701 (The accompanying notes are an integral part of the financial statements) 4 



CANAL STREET DEVELOPMENT CORPORATION STATEMENT OF ACTIVITIES FOR THE YEARS ENDED DECEMBER 31, 1997 UNRESTRICTED NET ASSETS Support Services Investment Income Net Assets Released from Restriction Expiration of Time Restrictions Total Unrestricted Net Assets EXPENSES PROGRAM EXPENSES: Consulting Fees Depreciation Expense Interest Expense Land Lease - Mercier Professional Fees Total Program Expenses SUPPORT SERVICES: Administrative Employee Benefits Insurance Miscellaneous office Rent office Supplies Payroll Taxes Parking Penalties Real Estate Taxes Salaries Telephone Total Support Services Increase (Decrease) in Unrestricted Net Assets Temporarily Restricted Net Assets Net Assets Released from Restrictions Expiration of Time Restriction Increase (Decrease) in Temporarily Restricted Net Assets Increase in Net Assets Net Assets at Beginning of Year Net Assets at End of Year 

$ 1,076,257 20,426 222.315 1.318.998 
20,985 213,414 343,388 86,364 61,823 

$ 1,104,089 65,398 214,747 1.384.234 
51,680 214,747 351,131 116,685 110,811 

19,113 12,383 618 14,890 3,108 5,331 2,232 7,296 62,158 1,754 

2,495 20,083 5,250 4,309 10,115 9,726 5,586 4,163 11,150 7,283 68,540 3,862 

241,826 9,666,348 171,871 9,494,477 
(The accompanying notes are an integral part of the financial statements) 5 



CANAL STREET DEVELOPMENT CORPORATION STATEMENT OF CASH FLOWS FOR THE YEARS ENDED DECEMBER 31, 
Cash Flows From Operating Activities Increase in Net Assets Adjustments To Reconcile Change In Net Assets To Net Cash Provided By Operating Activities: Depreciation Expense (Increase) Decrease In Operating Assets: (Gain) Loss on Disposal of Property Accounts Receivable Due From Primary Government Prepaid Expenses Note Receivable - Primary Government Increase (Decrease) In Operating Liabilities: Accounts Payable Accrued Liabilities Security Deposit Payable Due To Primary Government Total Adjustments Net Cash Provided (Used) By Operating Activities Cash flows from Investing Activities: Cash payments for the purchase of property 

213,414 214,747 i0 125 217 6 166 
317 551 326 646 250 
(58,296) (9,029) 3,500 110,398 9,029 

Net cash provided (used) by Investing Activities (1,416) (128,002) Cash Flows From Financing Activities Principal payment on Long-Term Debt Net Cash Provided (Used) By Financing Activities Net Increase (Decrease) In Cash and Cash Equivalents Beginning Cash and Cash Equivalents Ending Cash and Cash Equivalents 
64,085 36,747 

Supplemental Disclosures of Cash Flow Information: Cash paid during the period for interest expense $ 343,388 $ 351F131 (The accompanying notes are an integral part of the financial statements) 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS December 31, 1997 and 1996 

Canal Street Development Corporation ("Organization" or "CSDC") is a nonprofit, public benefit corporation which was formed on August 8, 1989 under the Internal Revenue Code section 501 (C) (3). The Organization's main assets consist of the donation of the building known as the D. H. Holmes building located in the 800 block of Canal Street, New Orleans, Louisiana ("Building") which was developed into the Chateau Sonesta Hotel ("Hotel") comprised of separate dwelling units and commercial retail space, the real property known as the D. H. Holmes annex which consists of an 87-unit apartment complex and a parking garage. The Organization was established for the sole and exclusive purpose of stimulating business development in the Central Business District and the adaptive reuse and development of Canal Street for commercial purposes. This objective is currently being met through renovations and the leasing of donated real estate. Canal Street Development Corporation is a Proprietary Fund, component unit, that is also reported under its primary government unit which is the City of New Orleans, Louisiana. The Organization's Board of Directors is comprised of two Councilmen from the City Council and other board members that are appointed by the Mayor of the City of New Orleans, Louisiana. 
The Organization uses the accrual basis of accounting. 

The Organization adopted SFAS No. and Contributions Made in 1995. 116, Accountina for In accordance with Contributions Received SFAS NO. 116, 



CANAL STREET DEVELOPMENT CORPOR~TION NOTES TO FINANCIAL STATEMENTS (continued} December 31, 1997 an~ 1996 

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates. PROPERTY AND EQUIPMENT 

In 1995, the organization elected to adopt Statement of Financial Accounting Standards (SFAS) No. 117, "Financial Statements of Not-for-Profit Organizations." Under SFAS No. 117, the Organization is required to report 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

information regarding its financial position and activities according to three classes of net assets: unrestricted net assets, temporarily restricted net assets, and permanently restricted net assets. In addition, the Organization is required to present a Statement of Cash Flows. As permitted by this new statement, the Organization has discontinued its use of fund accounting, and has accordingly, reclassified its financial statements to present the three classes of net assets required. 
The Organization is a not-for-profit organization that is exempt from income taxes under Section 501 (C)(3) of the Internal Revenue Code. 

All of Canal Street Development corporation's work force are employed by the City of New Orleans, Louisiana. These employees are covered under the retirement plan of the City of New Orleans, Louisiana. The Organization receives no benefits nor has any obligations relating to this plan. 
The property on which the project is constructed, designated as the "D.H. Holmes Property", was donated to CSDC. This property was subsequently leased to Historic Restoration Inc. ("HRI") originally under one lease and 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued} December 31, 1997 and 1996 

The separate leases signed by and between CSDC (Landlord) and HRI include: (i) Seventh Amendment and Restatement of Apartments Lease Agreement dated March 30, 1994, (2) the Sixth Amendment and Restatement of Hotel Lease dated September 15, 1993, (3) the Sixth Amendment to Garage Lease dated September 15, 1993, (4) The Hotel Parking Lease dated September 15, 1993 and (5) the Apartments Parking Lease dated September 15, 1993, as amended by First Amendment and Restatement to Apartments Parking Lease. On March 30, 1994, HRI assigned and transferred the leased premises mentioned in the Seventh Amendment and Restatement of Apartment Lease Agreement to 800 Iberville Street Limited Partnership ("Iberville"). 
The terms of the Apartments Lease assigned to 800 Iberville Street Limited Partnership are as follows: The term of the Apartments Lease is effective December I, 1989, the Lease Commencement Date, and ends 99 years thereafter. (I) Fixed Rent: Commencing with the Rental Commencement Date (December I, 1994) and continuing until the end of the term, tenant shall pay a fixed minimum rent to CSDC on a monthly basis as follows: (a) Year one - $32,400 for the year. (b) Years two through the expiration or termination of the lease, Fixed Rent shall be adjusted annually (but not decreased) commencing on the first anniversary of the Rental Commencement Date in accordance with the CPI Adjustment and Fixed Rent Appraisal provisions of the Apartments Lease. i0 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
NOTE 3 - DESCRIPTION OF LEASING ARRANGE 

(2) 
(c) Year sixteen (16) and every i0 years thereafter, Fixed Rent is tied to Market Value by appraisal. Percentaqe Rent: Commencing with Year Six, a percentage rent is due in the amount of six (6%) percent of gross income as defined in the Apartments Lease, in excess of $1,125,000 (the "Percentage Rent Threshold Level"). For the years ended December 31, 1997 and 1996, no percentage rents were received by CSDC. (3) Additional Rent: Commencing January 21, 1993, CSDC was to receive two- thirds (2/3) of all monies received as percentage rental from third parties. For the years ended December 31, 1997 and 1996, CSDC collected no percentage rent from third parties. (4) Base Commercial Rent Participation: Commencing January 21, 1993, thirty (30%) percent of any base or fixed commercial rent paid by any commercial tenant is due to CSDC. For the years ended December 31, 1997 and 1996, no Base Commercial Rent Participation was received by CSDC. (5) Air Riqhts Rent: CSDC is entitled to receive in advance Landlord Air Rights Rent in the amount of $5,700 per annum, commencing on the Rental Commencement Date (December i, 1994). Beginning December i, 2000, the rent will increase by 15% every five years. For the years ended December 31, 1997 and 1996, $5,700 of Air Rights Rent was received by CSDC. (6) : The Landlord shall receive a certain minimum amount of annual revenue for Landlord Administrative Expenses. LAE shall not be payable in addition to any Rent unless the sum of such annual Rent payments total less than $12,000 per year, or unless there is an event of foreclosure. 

The terms of the Hotel Lease Partnership ("Partnership") are between CSDC and 800 Canal Street Limited as follows: The term of the Hotel Lease is for ninety-nine (99) years and is effective as of December i, 1989, the Lease Commencement Date. 
ii 



CANAL STREET Dw-vw-LOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) Deoember 31, 1997 and 1996 

Wot~l Lease - Continued (i) Fixed Rent: Commencing with the Rental Coaumencement Date (December i, 1994) and continuing until the end of the term, tenant shall pay a fixed minimum rent to the Landlord on a monthly basis as follows: 

(2) 

(a) Year one - $259,200 for the year (b) Years two through the expiration or termination of the lease, Fixed Rent shall be adjusted annually (but not decreased) commencing on the first anniversary of the Rental Commencement Date in accordance with the CPI Adjustment and Fixed Rent Appraisal provisions of the Hotel Lease. (c) Year sixteen (16) and thereafter, Fixed Rent is tied to Market Value by appraisal. The Hotel will be appraised every ten (i0) years. (d) Reduction in monthly Fixed Rent equal to one-half (1/2) of the monthly base rent payable to Mercier Realty & Investment Company under the lease known as the "Corner Lot Lease." Percentage Rent: Commencing with Year six, a percentage rent in the amount of six (6%) percent of gross income as defined in the Hotel Lease, in excess of $6,500,000 (the "Percentage Rent Threshold Level"). For the years ended December 31, 1997 and 1996, no percentage rent was received by CSDC. The Percentage Rent Threshold Level may be increased after year six, but only after Fixed Rent has exceeded $390,000. The method for recalculating the Percentage Rent Threshold Level is detailed in the Hotel Lease. (3) Additional Rent: Commencing January 21, 1993, CSDC receives forty-one (41%) of all monies actually received as percentage rental from third parties or as otherwise provided in the lease agreement with such third parties. At December 31, 1997, the Partnership had the following subtenants: a) Red Fish Grill - operations began on January 15, 1997 
12 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
Hotel Lease - Continued b) O) Orleans Optical - operations began on October 21, 1997 Mr. Larry Coiffure Creations - operations began on November 4, 1997 Percentage rent due to CSDC from the above subleases was $781. In early 1998, a lease was signed is further described under Note 8 with Storyville District. This lease - Subsequent Events. (4) Revenue Sharinq Rent: Revenue Sharing Rent shall only be payable after the earlier to occur of: (a) the payment of the Principal Reduction Payment to FNBC for described loans, or (b) the cancellation or satisfaction of the FNBC loans. The Revenue Sharing Rent will be equal to fifteen (15%) percent of Net Cash Flow (as defined) for the project each quarter. No revenue sharing rent was due as of December 31, 1997 and 1996. (5) Base Commercial Rent Participation: Commencing January 21, 1993, forty-one (41%) percent of all monies actually received by Tenant as a result of any base or fixed commercial rent paid to the Partnership by any commercial subtenant, after the deduction of (a) the Commercial Space Expense, and (b) the Tenant Participation Fee, as defined, is due from the Partnership. Except as provided herein, Base Commercial Rent participation shall be paid within thirty (30) days after such base commercial rent is paid by such subtenant to Tenant, and after the appropriate expenses are deducted. This excludes rents paid by the hotel operator to the Partnership. For the year ended December 31, 1997, $48,132 was due to CSDC as their percentage of fixed rent received from subtenants. No base commercial rent participation was received by CSDC for the year ended December 31, 1996. (6) Air Riahts Rent: The Partnership is required to pay CSDC Air Rights Rent in the amount of $330 per month, commencing on the Rental Commencement Date (December i, 1994). Beginning December i, 1998, the rent will increase by 15% every five years. For the years ended December 31, 1997 and 1996, $3,960 of air rights rent was received. 

13 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) Deaember 31, 1997 and 1996 
wore] Lease - Continued (7) : CSDC shall receive a certain minimum amount of annual revenue for Landlord Administrative Expenses. LAE shall not be payable in addition to any Rent (other than Carrying Costs Rent) unless the sum of such annual Rent payments total less than $51,000 per year, or unless there is an event of foreclosure under the Subordinating Mortgage. At December 31, 1997, it was determined that $48,913 was due to CSDC as their percentage of the monies actually received from the third parties listed above. 

S11btenant - Red Fish Grill 

The term of the Lease is for forty (40) years and is effective as of January 16, 1997, the Lease Commencement Date. (I) Fixed Rent: Commencing with the 1997) and continuing until the end minimum rent to the Landlord on a Lease Commencement Date (January 16, of the term, tenant shall pay a fixed monthly basis as follows: (a) Year one - $12.50 per square foot, or $8,976.92 per Lease period for a total of $116,700 annually. (b) Years two through ten - $12.50 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. 
14 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS {Continued) December 31, 1997 and 1996 
subtenant - Red Fish Grill - Continued (c) Years eleven (ii) through fifteen (15) - $15.00 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (d) Years sixteen (16) through twenty (20) - $17.50 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (e) Years twenty-one (21) through twenty-five (25) - $20.00 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (f) Years twenty-six (26) through thirty (30) - $22.50 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (g) Years thirty-one (31) through thirty-five (35) - $25.00 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (h) Years thirty-six (36) through forty (40) - $27.50 per square foot or 80% of previous lease year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (2) Percentaqe Rent: As a further inducement for the Landlord's entering into this Lease with Red Fish Grill, the Tenant will pay a Percentage of Gross Receipts (as defined in the Lease) as follows: Increment of Gross Receipts $0 - $3,000,000 $3,000,001 - $6,000,000 Excess over $6,000,000 

15 

Percentage 3% 5% 4.5% 



CANAL STREET DsvzLOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Centinued) December 31, 1997 and 1996 
Subtenant - Red Fish Grill - Continued 

(3) 
(4) 

Gross Receipts will exclude any amounts paid by Storyville District New Orleans, L.L.C. which Storyville District New Orleans, L.L.C. has included in its gross receipts and upon which it has paid rent to the extent required under its separate lease with Landlord. (See Note 8 - Subsequent Events). ODeratinu Costs: The tenant incurred by the Landlord improvements to the building will pay a proportionate share of all costs for management, maintenance or capital 
the Landlord for a proportionate share of and insurance paid. The tenant will also reimburse expenses for real estate taxes 
As of December 31, 1997, $46,634 was due to representing CSDC's percentage of rent paid outlined in the terms of the Hotel Lease~ Subtenant - Orleans Ontical 

CSDC as additional rent by Red Fish Grill as 

The term of the Lease is for ten (I0) years with an effective date of October 21, 1997. The Tenant shall have two (2) options te extend the Lease Term for a period of five (5) Lease Years each, upon the terms and conditions set forth below: (I) Fixed Rent: From and after the Commencement date, the Tenant shall pay as fixed minimum rent the sum of: (a) Years one through five - $29~72 per square foot or $27,192 annually (b) Years six through ten - $33.32 per square foot or $30,488 annually 
16 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS {Continued} DeoembeE 31, 1997 add 1996 
Subtenant - Orleans Ontical - Continued (c) Option years eleven through fifteen and thereafter - to be calculated at the then prevailing market rate (2) Percentage Rent Rate: As a further inducement for Landlord's entering into this Lease with Tenant, the Tenant agrees to pay a percentage rent of gross receipts (as defined in the Lease) as follows: 

(3) 
(4) 

(a) Years one through five - Six (6%) percent of excess gross receipts over natural break ($453,200) (b) Years six through ten - Six (6%) percent of excess gross receipts over natural break ($508,133) (c) Option years eleven through twenty - Six (6%) percent of excess gross receipts over natural break (as calculated at extension of Lease terms). Operating Costs: The tenant will incurred by the Landlord for improvements to the building. pay a proportionate share of all costs management, maintenance or capital 
the Landlord for a proportionate share of and insurance paid. The tenant will also reimburse expenses for real estate taxes 
As of December 31, 1997, $2,279 was due to CSDC as additional rent representing CSDC's percentage of rent paid by Orleans Optical, as outlined in the terms of the Hotel Lease. Subtenant - Mr. Larry Coiffure Creations On September 30, 1997, the Hotel (800 Canal Street Limited Partnership) entered into a Lease with Mr. Larry Coiffure Creations, Inc. (Mr. Larry Coiffure Creations) for the operation of a hair salon providing hair styling and cutting and the sale of related products, together with office and support facilities necessary for this use. 

17 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

The term of the Lease is for five (5) years beginning sixty (60) days following the date on which the Leased Premises are "Ready for Occupancy" which was November 14, 1997. There are no options to extend the Lease. (i) Fixed Rent: Commencing with the 1998 and continuing until the end minimum rent to the Landlord on a Lease Commencement Date January 12, of the term, Tenant shall pay a fixed monthly basis as follows: Year one - $29.88 per square foot or $14,016 annually Year two - $32.44 per square foot or $15,216 annually Year three - $35.00 per square foot or $16,416 annually Year four - $37.56 per square foot or $17,616 annually Year five - $40.12 per square foot or $18,816 annually (2) Percentaae Rent: As a further inducement for Landlord's entering into this Lease with the Tenant, the Tenant agrees to pay a percentage rent of gross receipts (as defined in the Lease) as follows: (a) Year one - Six (6%) percent of excess gross receipts over natural break ($233,600) (b) Year two - Six (6%) percent of excess gross receipts over natural break ($253,600) (c) Year three - Six (6%) percent of excess gross receipts over natural break ($273,600) (d) Year four - Six (6%) percent of excess gross receipts over natural break ($293,600) (e) Year five - Six (6%) percent of excess gross receipts over natural break ($313,600) (3) Operating Costs: The tenant will pay a proportionate share of all costs incurred by the Landlord for management, maintenance or capital improvements to the building. 
18 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

(4) Real Estate Tax and YnsurRncP ~:~n~ the Landlord for a proportionate share of and insurance paid. 

The term of the garage lease mirrors the Partnership. During the term, rentals to CSDC. (i) 

(2) 

Fixed Minimum Rent: to CSDC on a monthly 

The tenant will also reimburse expenses for real estate taxes 

that of the hotel lease between CSDC and the Partnership shall pay the following 
The Partnership shall pay a fixed minimum rent basis as follows: (a) Lease years one through three - $225,000 for the year, plus the amount of any Mercier lease increases. (b) Leases four through the expiration or termination of the lease - $250,000 per year, plus the amount of any Mercier lease increases. 

Partnership shall pay In addition to fixed minimum rent, the percentage rent as follows: (a) Lease years one through three - 85% of any monthly excess revenues (over $605,000 on an annual basis) (b) Lease years four through the expiration or termination of the lease - 80% of any monthly excess revenues (over $605,000 on an annual basis) (c) The Partnership is obligated to pay percentage rent to CSDC only after reimbursement for the defined tenant improvements, as defined in the lease. 
19 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
Garaae Lease - Continued The calculation of Percentage Rent due as of December 31, 1997, is as follows: Gross Revenue from Operations: Total Revenue from Operations 
Sales Taxes Hotel Rental Concessions Base Total Excess Revenue Subject to Percentage Rent Percentage Rate Percentage Rent 

79,638 57,283 605.000 $741.921 
$ 3,296 85% 

(3) Tenant Improvements: The Partnership may reimburse itself for the tenant improvements, as defined, from the capital improvement fund for the entire cost of the improvements plus interest thereon computed at the rate of ten (10%) percent per annum. The Partnership may use percentage rent (see above) in addition if the capital improvement funds are insufficient. (4) 
(5) 

Operatinq Costs and Insurance Premiums: In addition to fixed minimum rent and percentage rent, the Partnership shall pay monthly to CSDC its proportionate share, as defined, of all costs incurred by CSDC in maintaining, repairing, operating and insuring the leased premises. Real Estate Taxes and Mercier Payments: Partnership shall pay: During the lease term, the 
(a) Real estate property taxes, public charges and assessments (b) Rents and any other amounts which are payable to Mercier Realty under the Mercier Land Lease. (6) Utilities: The Partnership shall pay all utilities required, used or consumed in the lease premises. 2O 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

CSDC leases the land for the Garage under an agreement with Mercier Realty and Investment Company. The original land lease began March, 1968 and terminates February, 2020. The minimum monthly rental payable to Mercier Realty is $5,650 plus a calculated increase based on the annual change (closest to August I) in the CPI as defined in the lease. The annual rent increase is limited to seven (7%) percent per year. If the CPI increase over the preceding year is equal to or greater than twelve (12%) percent, then the actual CPI increase shall be used and the annual limitation would not apply. Currently, the monthly rental payment is $7,290. 
Dryades Savinas Bank, FSB On June I, 1997, CSDC entered into a Lease with Dryades Savings Bank, FSB, a federally chartered savings bank, to purchase, install, and operate an automated teller machine (ATM) on a portion of the Property. 

(i) Fixed Rent: Commencing with the Lease Commencement Date June i, 1997, and continuing until the end of the term, tenant shall pay fixed minimum rent to the Landlord on a monthly basis of $500. (2) Surcharue Rent: In addition to the fixed minimum rent, the Lease provides for payment of a Surcharge Rent to CSDC based on the Foreign Transaction volume (in U.S. Dollars) according to the following schedule: 

21 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

Foreign Transaction Volume (in U. S. Dollars): $I,000 or less $i,001 - $2,000 
$2,001 - $3,000 
$3,001 - $5,000 
$5,001 and greater 

Surcharue Rent Paid to CSDC: 
25% of such Foreign Transaction Volume 40% of such increment of Foreign Transaction Volume plus Surcharge Rent attributable to lesser volume 50% of such increment of Foreign Transaction Volume plus Surcharge Rent attributable to lesser volume 60% of such increment of Foreign Transaction Volume plus Surcharge Rent attributable to lesser volume 70% of such increment of Foreign Transaction Volume plus Surcharge Rent attributable to lesser volume The surcharge rental calculations for the year ended December 31, 1997, were: 

July August September October November December 

Foreign Transaction Volume $ 526.50 820.50 582.00 613.50 573.00 897.00 Total 

Percentage Due 25% 25% 25% 25% 25% 25% 

Surcharge Rent Due to CSDC 

22 

$ 131.63 205.13 145.55 153.38 143.25 224.25 



CANAL STREET DEVELOPMENT CORPOI~T'rON NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
borrowed from the City of New Orleans. remitted to the City and not reflected The interest earned on this money is in the financial statements. Canal Street Development Corporation entered into this agreement with Bank One of Louisiana. In the event that: 
1. The 800 Canal Street Partnership sells the hotel or refinances the existing indebtedness encumbering the hotel, or 2. 3. The Partnership sells or refinances the Apartments project, or HRI sells its partnership interest in 800 Canal Street Limited Partnership or 800 Iberville Street Limited Partnership, and CSDC is not returned its pledge from Bank One, each owner of HRI (Edward B. Boettner and M. Pres Kabacoff) guarantees payment of $500,000 (total of the $i,000,000 loan security). 
Long-term note payable consists of the following: Variable rate sub-recipient note payable to the City of New Orleans representing proceeds from the Department of Housing 1997 1996 and Urban Development, due on July 15, 2002 $5,227,083 $ 5,393,333 Less: current maturities (See schedule below) Total Long-term note payable Scheduled maturities of long-term debt and variable interest rates as of December 31 are as follows: Year 1998 1999 2000 2001 2002 Total 23 

Amount $ 183,333 201,250 216,250 2,004,167 2.622.083 



CANAL STREET DEVELOPMENT CORPOP~TION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
The city of New Orleans borrowed $5,600,000 from the U. S. Department of Housing and Urban Development through its Section 108 Loan Program which originated March 1994. The City in turn loaned the funds to CSDC who in turn loaned the funds to 800 Canal Street Limited Partnership. CSDC initially held a third-ranking collateral leasehold mortgage on the property in connection with the Section 108 loan. Under the Memorandum of Understanding effective May i, 1997, CSDC now holds a fourth-ranking collateral subordinate to the new FNBC loan. (See Note 7). NOTE 6 - CONCENTRATION OF CREDIT RISK The bank balances at First National Bank of Commerce and Bank One are comprised of the following which are not fully secured by federal deposit insurance: 
Demand deposits, per bank statements $ 1,477,955 $ 1,298,646 Deposits secured by federal deposit insurance ( 200,000) ( 200,000) Total unsecured deposits 
On March 20, 1997, the Council of the City of New Orleans voted on and passed the Memorandum of Understanding among itself, Canal Street Development Corporation and 800 Canal Street Limited Partnership. This "MOU" includes the following provisions: I. First Amendment to Sixth Amendment and Restatement of Hotel Lease Agreement. a. Provides for an additional loan, of up to $1,505,000 from FNBC to construct 8 additional Hotel rooms, to construct the Canal Street entrance, to provide a fund for tenant improvements to Commercial Space, and for the subordination of the CSDC Loan (Landlord Loan) to the new FNBC Loan. Also provides for a loan, of up to $500,000, from Sonesta Hotels Corporation to construct additional meeting rooms and pre-function areas and to relocate office space within the Hotel. Allows 800 Canal to use $600,000 of equity contributions from Chevron Corporation to pay soft costs and other expenses necessary to implement the Hotel Lease amendments; 24 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1996 and 1995 

c. 
d. 
Provides for CSDC and 800 Canal to participate in any enlargements of the Hotel or Commercial Space Project. Provides for CSDC to receive a priority rental payment of $51,000 to compensate it for revenue lost with construction of the Canal Street entrance and loss of Commercial Space as a result of that construction. 

2. First Amendment to Hotel Parking Lease a. 
b. 
c. d. 
e. 
f. 
g. 
h. 

to improve commercial 
Provides for the entire Garage to be leased to 800 Canal Partnership. Provides for Sonesta and/or HRI Parking, Inc. to operate the Garage. Provides for fixed monthly rent of $18,750, to be paid to CSDC. Provides for the construction of approximately $200,000 of Garage improvements by 800 Canal. Provides for all operational expenses of the Garage to be borne by 800 Canal. Establishes a capital reserve fund for repayment of monies spent to approve the Garage and for future capital reserve and replacements. Provides for CSDC to receive percentage rent if the Garage produces in excess of $605,000 of gross revenues annually. Provides for reinstatement of existing Hotel Lease and Apartments Parking Lease in the event of a default. 

25 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued} December 31, 1996 and 1995 
3. First Amendment to CSDC - 800 Canal Obligor Loan Agreement 

4. 
a. Permits $600,000 equity contribution by Chevron Corporation to be used to fund Project costs. b. Consents to subordination of Landlord Loan to the new FNBC Loan. Supplemental Estoppel & Non-Disturbance Agreement between CSDC, FNBC & 800 Canal Street Limited Partnership a. Requires FNBC to foreclose first end mortgage concurrently. b. Acknowledges that FNBC will not be required to complete any of the improvements to the Hotel under the amended loan documents if 800 Canal defaults in its obligations and FNBC takes over the Hotel Lease. c. Acknowledges that the original Hotel Parking Lease and the original Apartments Parking Lease will remain in effect if 800 Canal defaults under the new Garage Lease. 5. Amended Agreement for Loan & Related Services by & between the City of New Orleans & CSDC 

6. 
b. Requires the City of New Orleans to concur in a redistribution of cash flow priorities created by the amendments to the FNBC Loan. c. Requires the City of New Orleans to evidence its consent to the subordination of the Landlord Loan to the new FNBC Loan. First Amendment to Security Agreement by 800 Canal Street Limited Partnership, Debtor, in favor of CSDC, Secured Party a. 
b. 
Provides for 800 Canal to reconfirm its original collateral in favor of CSDC to secure the Landlord Loan. Reconfirms that the CSDC collateral is junior in rank to the FNBC collateral. 

26 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued} December 31, 1996 and 1995 
7. 

8. 

9. 

First Amendment to Commercial Security Agreement by 800 Canal Street Limited Partnership, Debtor, in favor of CSDC, Secured Party a. Provides for 800 Canal to reconfirm CSDC's security interests in contract rights, intangibles, permits, licenses, etc., pertaining to the ownership and operation of the Hotel. b. Provides for CSDC junior to that of repayment created Amendment of Assignment of Leases & Rents by 800 Canal Street Limited Partnership to CSDC a. 
b. 
Provides for 800 Canal to acknowledge its prior pledge and assignment of the Hotel Lease and any other lease agreements relating to the Hotel. Provides for CSDC to acknowledge that its security in such leases is junior to the same security interests held by FNBC under its agreements. Amended & Restated Intercreditor Payment Priority & Lien Priority Agreements a. 

b. 
c. 

Provides for agreed upon distribution of cash flow priorities in connection with Project. Provides for distribution of funds in the event of a Sale of the Hotel. Provides for distribution of funds complete or partial refinancing of among creditors in the event of Project. d. Provides for distribution of funds in connection with foreclosure or sale of Project. i0. Subordination of Mortgage by CSDC a. Provides for CSDC to subordinate its Landlord Loan to the new FNBC Loan. 
27 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 

On January 26, 1998, the Hotel (800 Canal Street Limited Partnership) entered into a Lease with Storyville District New Orleans, L.L.C. (Storyville District) for the operation of an entertainment club having a character and quality similar to and consistent with that of the Hotel, featuring live musical performances and/or other entertainment, a bar, or lounge, which may serve food and alcoholic and non-alcoholic beverages and the necessary kitchen, office, and support facilities appropriate for this use. The term of the Lease is for ten (I0) years to commence on May 15, 1998, or the date Tenant opens for business, whichever is sooner ("Commencement Date"). It is anticipated that Storyville will open for business sometime in the Fall of 1998. The Tenant shall have five (5) options to extend the Lease Term for a period of five (5) Lease Years each, upon the terms and conditions set forth hereinafter. In the event the Tenant's Gross Receipts (as defined in the Lease) for the five-year period ending with the twentieth Lease Year (excluding from such five-year period the two Lease Years with the highest and lowest Gross Receipts), are less than $5,500,000 per year on average, the Tenant shall have no further options to renew this Lease, and the Lease shall automatically terminate at the end of the fifteenth Lease Year. (I) Fixed Rent: Commencing with the Lease Commencement Date, May 15, 1998 and continuing until the end of the term, tenant shall pay a fixed minimum rent to the Landlord on a monthly basis as follows: (a) Years one through three - $16.00 per square foot or $12,485 annually (b) Year four - greatest of (i) $18.00, (ii) 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, and (iii) 80% of the average combined Percentage Rent and Fixed Minimum Rent for the previous three Lease Years, but not less than the previous Lease Year's Fixed Minimum Rent. (c) Years five and six - $18.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. 
28 



CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL STATEMENTS (Continued) December 31, 1997 and 1996 
(d) Year seven - greatest of (i) $18.00, (ii) 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, and (iii) 80% of the average combined Percentage Rent and Fixed Minimum Rent for the previous three Lease Years, but not less than the previous Lease Year's Fixed Minimum Rent. (e) Years eight and nine - $18.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (f) Year ten - greatest of (i) $18.00, (ii) 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, and (iii) 80% of the average combined Percentage Rent and Fixed Minimum Rent for the previous three Lease Years, but not less than the previous Lease Year's Fixed Minimum Rent. (g) Option years eleven (ii) to fifteen (15) - $20.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (h) Option years sixteen (16) to twenty (20) - $22.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (i) Option years twenty-one (21) to twenty-five (25) - $24.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (j) Option years twenty-six (26) to thirty (30) - $26.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, but not less than the previous Lease Year's Fixed Minimum Rent. (k) Option years thirty-one (31) to thirty-five (35) - $28.00 or 65% of previous Lease Year's combined Percentage Rent and Fixed Minimum Rent, whichever is greater, hut not less than the previous Lease Year's Fixed Minimum Rent. 
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CANAL STREET DEVELOPMENT CORPORATION NOTES TO FINANCIAL 8TATEMENTS (Continued) December 31, 1997 and 1996 

(2) Percentaae Rent: As a further inducement for Landlord's entering into this Lease with Tenant, from and after the Commencement Date, the Tenant agrees to pay the Landlord a percentage rent of gross receipts (as defined in the Lease) as follows: 

(3) 
(4) 

Increment of Gross Receipts $0 - $4,000,000 $4,000,001 - $6,000,000 Excess over $6,000,000 ODeratina Costs: The tenant will incurred by the Landlord for improvements to the building. 

percentage 5% 6% 7% pay a proportionate share of all costs management, maintenance or capital 
the Landlord for a proportionate share of and insurance paid. 
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The tenant will also reimburse expenses for real estate taxes 



PAlLeT. f11eLIFIII3R a,d L~BLAnC. L.L.P Certi{ied public Accounlanls ~anuqemenl Consullon S 
REPORT ON COMPLIANCE AND ON INTERITAL CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED ZN ACCORDANCE W~TH GOVERNMENT AUDITING STANDARDS 

To The Board of Directors Canal Street Development Corporation We have audited the financial statements of Canal Street Development Corporation (a nonprofit organization) as of and for the year ended December 31, 1997, and have issued our reports thereon dated May Ii, 1998. We conducted our audit in accordance with generally accepted auditing standards and the standards applicable to financial audits contained in Government Auditinq Standards, issued by the Comptroller General of the United States. Compliance As part of obtaining reasonable assurance about whether Canal Street Development Corpor~tion'~ financial ~tatements 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 instances of noncompliance that are required to be reported under Government Auditing Standards. Internal Control Over Financial PeDortina In planning and performing our a~dlt, we considered Canal Street Development Corporation'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 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. 
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To The Board of Directors Canal Street Development Corporation 
This report is intended for the information of th management, applicable Federal and State agencies, agencies and pass-through entities. However, this public record and it distribution is not limited. 

Metaire, Louisiana May ii, 1998 
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