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Board of Dircctors
Louisiana Thoroughbred Breeders Association

Independent Auditor’s Repott

We have audited the statement of assets, liabilities and fund balance - modified cash basis of
LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION (a non-profit organization) as of
Deccember 31, 1997, and the related statements of revenues and expenscs - modified cash basis, and
changes in fund balance - modificd cash basis, for the year then ended. These financial statements are
the responsibility of the Association’s management. Our responsibility is to express an opinion on the
financial statcments based on our audit.

We conducted our audit in accordance with gencrally accepted auditing standards and the
slandards applicable to financial audits contained in Government Auditing Standards, issucd by the
Comptroller General of the United States. Those standards require that we plan and perform the audit
{o obtain reasonable assurance about whether the financial statements are frec of material misstatement.
An audit mncludes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
cstimates made by management, as well as evaluating the overall {inancial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

As described in Note A, the Association’s policy is to prepare its financial statements on the
modified basis of cash receipis and disbursements; consequently, certain revenucs and related assets are
recognized when received rather than when earned, and certain expenses arc recognized when paid
rather than when the obligation is incurred. Accordingly, the accompanying financial statements arc
not intended to present financial position and results of operations in conformity with generally
accepted accounting principles.

As discussed in Note A, the Association has recorded accounts receivable related to the
publication of the Louisiana Horse magazine. In our opinion, accounts receivable should not be
recorded using the modified cash basis of accounting. The cffect of recording accounts reccivable is to
incrcase assets, fund balance and revenues by $31,205.

As discussed in Note A, the Association has dectded not to adopt Statement of Financial
Accounting Standards (SFAS 116), “Accounting for Contributions Received and Contributions Made”
and Stateinent of Financial Accounting Standards (SFAS 117), “Financial Statcments of Not-for-Profit

Organizations™, Management feels that the financial statements arc more beneficial to the reader
without the adoption of these (wo Statements. Not adopting SIFAS 116 and SFAS 117, had no effect on

the Association’s financial position, results of operations and changes in financial position.
A Professional Accounting Corporation

800 Two Lakeway Center 3850 N, Causeway Bivd, Metairie, LA 70002 (504) 835-5522 FAX (504} 835-5535
724 E. Boston Street, Covington, LA 70433 (504) 892-5850 FAX (504) 892-595(
I-Mail Address: laporie@laporte.com  Internet Address: hup//www laporte.com/

Momber of AFCPA Division for CPA Firms-Private Companics Practice Scenon and SEC Practice Section
Internatonal Affiliidion with Accounting Firms Associated, Inc.



In our opinion, except for the effects of recording accounts receivable, and not adopting SFAS
116 and SFAS 117 as discussed in the preceding paragraphs, the financial statements referred to in the
first paragraph present fairly, in all material respects, the assets, liabilities and fund balance of

LLOUISIANA THOROUGHBRED BREEDERS ASSOCIATION as of December 31, 1997, and its
related revenue and expenses and changes in fund balance for the year then ended on the basis of

accounting as described in Note A.
. ?
ALy lelt, gy Mol

A Professional Accounting Corporation

May 20, 1998
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LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE A

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

OPERATIONS

The LLOUISIANA THOROUGHBRED BREEDERS ASSOCIATION is a non-profit
organization which secks to promote and further the thoroughbred breeding industry within the
stale of Louisiana.

14% LICENSE FEE

In order to assist the Association in its promotion of the industry, the Association
receives 14% of the 1.5% license fee collected by the Louisiana State Racing Commission from
off~track wagering facilitics. The Assocjation has also clected to use these receipts to pay
brecders awards 1o breeders of accredited Louisiana bred horses finishing first, second or third in
out-of-state stakes races with a base value of $25,000. These awards are paid at a rate of 10% of
the earned purse, with the maximum award based on a purse of $100,000 for Open Stakes and

$150,000 for Graded Stakes.

LOUISIANA HORSE
The Louisiana Horse is the official publication of the Association.

BREEDERS AWARDS - SALAM RACES

Fach racing association shall conduct one special accredited Louisiana bred maiden
(SALAM) thoroughbred race each thoroughbred racing day of each race meeting, if sufficient
horses are available. The Executive Commitiee of the Association shall specify the type, age,
distance and purse of cach SALAM race.

Of the commissions carned by the racing association hosting each SALAM race, the
Association receives 8%. Of the remaining commissions, 40% shall be paid into a special
maiden race purse account from which purses shall be disbursed. Any monies left in the account
at the conclusion of the race meet shall revert to the Association to supplement other Louisiana
bred thoroughbred purses at the next available race meeting conducted by that racing association.

Of the commissions on wagers made at off-track wagering facilities on each SALAM
race, the Association receives 15,1%.

The Association is obligated 10 use the above funds for payment of breeders awards in
accordance with a distribution formula established by the executive commitice of the
Association. Accordingly, the Association was paying 20% of the earned purse to the breeders
of thosc horses finishing first, second and third in the respective SALAM race. Lffective
November 23, 1995, the Association reduced the award to 15% of the carned purse.

LOUISIANA CHAMPIONS DAY

The Association is authorized to hold a special day of racing devoted solely 1o Louisiana
bred horses, for the purpose of focusing national attention on and enhancing the horse breeding
industry in the State. It was cnacted by the state legislature so as to include both thoroughbred
and quarter horse races on the samc racing program. The racing program on Louisiana
Champions Day shall consist of seven races for thoroughbreds and three races for quarterhorses.



LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE A
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

LOUISIANA CHAMPIONS DAY (Continucd)

Louisiana Champions Day purses shall be determined by the Association after
consultation with the Louisiana Quarterhorse Breeders Association and shall be funded through
purses offered by participating racing associations, matching funds from the appropriate breeders
association, corporate contributions, funds from Kentucky Derby Day and up to $200,000 from
the 9.1% funds, mentioned below.,

Kentucky Derby Day funds represent all fees from pari-mutuel wagering on races held
on the first Saturday in May. These funds are paid to the Association by order of the State of
L.ovisiana Department of Economic Development and are required to be placed in an intercst
bearing account.

During the year ended December 31, 1997, the Association received $103,634 of
Kentucky Derby Day Funds. These receipts were used, in full, to supplement louisiana
Champions Day purses, with $72,544 paid towards thoroughbred race purses and $31,090 paid
toward quarter horse race purses.

BREEDERS AWARDS - OTHER RACES

For purposes of this disclosure, other races include Accredited Louisiana Bred and Open
Races. An Accredited Louisiana Bred Race is one that is wrilten exclusively for accredited
lL.ovisiana bred horses. An Open Race is any race other than one written exclusively for
accredited Louisiana bred horses. Of the commissions collected by the off-track betting
{facilitics, throughout the State, that are designated for purse supplements, 9.1% is remitted to the
Association. The exceptions are those commissions {from SALAM races and Kentucky Derby
Day raccs as mentioned above.,

The Association i1s obligated to usc these funds to supplement purses for allowance,
handicap, stake races for accredited Louisiana bred horses and to pay breeders awards to
breeders of aceredited Louisiana bred horses finishing first, second and third in Open Racces at
any track in Loouisiana.

Each racing association authorized to conduct race meets shall pay the equivalent of
10% of the winner’s share of the purse of each Open Race won by an accredited Louisiana bred
horse. The Association uses these funds together with 9.1% funds from above to pay breeders
awards to breeders of accredited Louisiana bred horses finishing first, second, and third in Open
Races, at any track in Louisiana.

The Association was paying 20% of the earned purse as breeders awards. Effective
November 23, 19935, the Association reduced the award to 15% of the earncd purse. The
maximum breeders award paid on an Accredited Louisiana Bred Race is based on a purse of
$75,000. The maximum award paid by the Association on an Open Race - Non-Graded Stakes is
bascd on a purse of $100,000. Finally, the maximum award paid by the Association on an Open
Race - Graded Stakes is based on a purse of $150,000.
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LOUISIANA THOROUGIHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE A

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuced)
BREEDERS AWARDS - OTHER RACES (Continued)

Over and above the purse supplements mentioned above, the Association shall use up to
two hundred thousand dollars ($200,000) of the 9.1% funds, per year to supplement purses on
Louistana Champions Day.

Finally, the Association has clected to contribute 10% of the 9.1% funds to the general
operation of the Association. This contribution is to help cover administrative costs incurred in
maintaining the breeders awards program.

POLITICAL ACTION COMMITTEE

The Association formed a commitice, known as the Breeder’s Political Action
Committee, for the purpose of representing the Association in [egislative matters at the state
level. Members are asked to contribute $20 for the support of this committee.

PURSE SUPPLEMENTS

Any licensee who is licensed in the state of Louisiana to conduct race meetings where
pari-mutuel wagering is permitted shall deduct one-half of the breakage, which is understood 1o
be the amount of money left after paying off the bettors, and shall deposit and retain such
amounts in a special account to be used for the purpose of supplementing purses for races written
only for accredited thoroughbred horses. Amounts so deducted shall be used only at the track
where such amount is deducted.

The amounts to be supplemented shall be agreed upon by the purse commitice of the
Association, and said purse committee shall be vested with complete custody and control. Any
amount of moncy above the purse shall be considered supplemental money and shall be paid
from the special account as directed by the Association’s purse committee.

In relation to the purse supplements, the licensee conducting the race meeting shall
withhold 2% of the total supplemental purse. The amounts so withheld from the supplemental
purses shall be paid to the Association for use for operating and administrative expenses.

VIDEO DRAW POKER DEVICE PURSE SUPPLEMENT FUND

As cnacted by Louisiana Revised Statute 33:4862.23(B), monics in the Video Draw
Poker Device Purse Supplement Fund shall be annually appropriated to the Department of
Economic Development, Louisiana State Racing Commission, and shall be allocated by the
commission.

Two-thirds of the funds appropriated by the commission shall be allocated and provided
to the licensed racing associations in the State which conduct live horse racing, on the basis of
the proportion the number of thoroughbred race days each association conducted for the
preceding year bears to the total number of thoroughbred race days conducted statewide for the
preceding year and such funds shall be used solely to supplement purses in accordance with a
schedule or formula established by the purse commitice of the Association on Louisiana bred
thoroughbred races scheduled for purses not to exceed fifteen thousand dollars.

8
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LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE A
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

VIDEO DRAW POKER DEVICE PURSE SUPPLEMENT FUND (Continued)

Due to fact that the Association is not in receipt of these funds, but rather the licensed
racing associations which conduct live horse racing, and because the Association does not
disburse these funds, but rather provides direction to the licensed racing associations on which
purses for Louisiana bred thoroughbred races will be supplemented, the financial activities do
not reflect the receipts and disbursements of the licensed racing associations which conduct live
horse racing.

BASIS OF ACCOUNTING

The Association’s policy 1s to prepare its financial statements on a modificd cash basis
that includes recording of depreciation on long-lived assets. Under this basis, revenues are
generally recognized when collected rather than when carned, and expenscs arc gencrally
recognized when paid rather than when incurred.  Consequently, accrued income, with the

exception of accounts receivable, expenses, payables and deferred expenses, which may be
material in amount, are not reflected in the accompanying financial statements.

Use of the modified cash basis also precludes the Association from including a statement
of cash {lows as a basic financial statement. It also precludes the Association from altering the
presentation of its financial statements, which would include presenting changes in net assets
rather than changes in fund balances, and including certain disclosures about its investments,
both of which are prescribed by generally accepted accounting principles.

Thus, the accompanying financial statements are not intended to present the financial
position and results of operations in conformity with generally accepted accounting principles.
If an expenditure results in the acquisition of an asset having an estimated useful life which
extends beyond the year of acquisition, the expenditure is capitalized and depreciated over the
cstimated useful life of the assct.

Management has decided not to adopt Statement of Financial Accounting Standards
(SFAS 116), “Accounting for Contributions Received and Contributions Made™ and Statement of
Financial Accounting Standards (SFAS 117), “Financial Statements of Not-for-Profit
Organizations”. Management feels that it would be more beneficial to the reader of the {inancial
statcments not to adopt these Statements.

TOTAL COLUMNS - OVERVIEW

Total columns - overview are captioned memorandum only to indicate that thcy are
presented to facilitate financial analysis only. Data in these columns do not present asscts,
liabilitics and fund balance, revenues and expenses, and changes in fund balance - modified cash
basis in conformity with generally accepted accounting principles.
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LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE A
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

ACCOUNTS RECEIVABLE

Beginning with the purchase of the Louisiana Horse publication in 1990, the Association
began recording accounts receivable pertaining to the operation of the publication. Uncollectible
accounts receivable are charged directly against carnings when they arce determined to be
uncollectible. Use of this method does not result in a material difference from the valuation
method required by gencrally accepted accounting principles.

Credit 1s extended to those who are members of the Association.

PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost. Depreciation is provided on the straight-
line and accelerated methods over the estimated useful lives of the respective assets. Use of the
accelerated method does not result in a material difference from the straight-line method
required by gencrally accepted accounting principles. When property and equipment are sold or
othcrwise disposed of, the related cost and accumulated depreciation are removed {from the
accounts and any gain or loss is included within the results of operations. Depreciation expense

totaled $24,441 for the ycar ended December 31, 1997.

DEPOSITS HELD FOR FUTURITY RACES

IFunds received as nominations for thoroughbreds 1o run in races scheduled in future
years are accumulated until the races are run, with the funds distributcd to the horseman’s
bookkeceper for distribution fo the winning thoroughbred owner(s). These funds are shown as

habilities of the Association. Any interest earned on these funds 1s considered as operating
revenue of the Association.

CASH EQUIVALENTS
For reporting purposes, the Association considers all highly liquid debt instruments with
a maturity of six months or less to be considered cash equivalents.

INCOME TAXES
The Association meets the requirements of Scction 501(c)6 of the Internal Revenue
Code and thercfore is exempt from Federal and state income taxes.

USE OF ESTIMATES

The preparation of financial statements in conformity with gencrally 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.

ADVERTISING
The Association expenses the cost of advertising as incurred. Advertising and promotion
totaled $52,787 in 1997.
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LLOUISIANA THOROUGHBRED BREEDERS ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

NOTE B

DEFINED CONTRIBUTION PENSION PLAN

The Association has a defined contribution penston plan for all employees who have
reached twenty-one years of age and have a minimum of one year of scrvice. The annual
contribution shall be equal to 25% of each cligible employees annual wages and shall be paid in
January of the year following the year of cligibility.

‘The contributions paid in 1997 totaled $26,733.

NOTE C

RELATED PARTY TRANSACTIONS

The Association is the sole sharcholder of the Breeders® Sales Company of Louisiana,
Inc. The purpose of this company is to organize and operate horse auctions in order for breeders
to bave a forum for selling their horses, It was formed by the Association’s Board of Direciors
in order to keep the income of the two organizations separate. This investment is stated at cost,
as opposed 1o the equity method which is required by generally accepted accounting principles.
As of December 31, 1997, the market value of this investment cannot be readily determined.
The Retained (Deficit) of this company equals $18,794. Use of the equity method would require
that the investmient be carried at a basis of $1,206, thus creating a difference of $18,794, which is
not considered material to the financial statements taken as a whole.

During 1997, the Association was paid $-0- for the management of the Breeders® Sales
Company of Louisiana, Inc. For their year ended Dcecember 31, 1997, the Breeders® Sales
Company of Louisiana, Inc, had a net loss of $1,241.

As of Dccember 31, 1997, the Breeders® Sales Company of Louisiana, Inc. owes the
Association $42.037.

NOTE D

CONCENTRATION OF CREDIT RISK

The Association has three bank accounts whose balances excecd the insurance coverage
provided by the Federal government. As of December 31, 1997, these balances exceed the
insurance cciling by $96,805.
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REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Dircctors
Louisiana Thoroughbred Breeders Association

Wc have audited the financial statements of LOUISIANA THOROUGHBRED DBREEDERS
ASSOCIATION (a non-profit organization) as of and for the year ended December 31, 1997, and have
issued our report therecon dated May 20, 1998, We conducted our audit in accordance with gencrally
accepled 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 parl of obtaining reasonable assurance about whether LOUISIANA THOROUGHBRED BREEDERS
ASSOCIATION’s financial statements are frcc 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 statements amounts. However,
providing an opinion on compliance with those provisions was not an objcclive of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed the following instance of
noncompliance that is required to be reported herein under Government Auditing Standards.

Condition: The LOUISIANA THOROUGHBRED BREEDERS ASSOCIATION prepares its {inancial
statements on the modified cash basis that includes recording of depreciation on long-lived assets. Under
this basis, revenues are generally recognized when collected rather than when carned, and expenses arc
generally recognized when paid rather than when incurred.  Consequently, accrued income, with the
exception of accounts receivable, accrued cxpenses and deferred expenses, which may be material in
amount, are not reflected in the {inancial statements. Use of the modified cash basis also precludes the
Association from including a statement of cash flows as a basic financial statement. Thus the financial
statements arc not intended to present the financial position and results of operations in conformity with
gcnerally accepted accounting principles. LA Rev. Stat. 24:514 requires that the financial statements be
prepared in accordance with generally accepted accounting principles.

A Professional Accounting Corporation
SO0 Two Lakeway Center 3850 N. Causeway Blvd, Metairie, LA 70002 (504) 835-5522 FAX (501) 835-5535
724 E, Boston Street, Covington, LA 70433 (504) 892-5850 FAX (504} 892-5956
E-Mail Address: laportie@laporic.com  Internet Address: hitp://swww . laporte.com/

Member of AICPA Division for CPA Firms-Private Conmpanics Practice Section and SEC Practice Seotion
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Criteria: Under the above mentioned statute, the financial statements of LOUISIANA
THOROUGIHBRED BREEDERS ASSOCIATION should have been prepared according to gencerally
accepled accounting principles; however, the nature of the Association’s operations preclude them from
following generally accepted accounting principles. Qutside of the activity associated with the l.ouisiana
Champions Day, the Association is not able to measure at year end its accrued revenue that is first collected
by the Louisiana State Racing Commission, the racing associations, and the off-track betting facilitics. As a
result of not being able 1o determine its revenue, the Association therefore is unable to determine its liability
for payment of breeders awards.

Iffect: This is not expected to have an cffect on the financial statements. The facts atiributable to the
Association not preparing 1ts financial statements in accordance with generally accepted accounting
principles was communicated to the legislative auditor in a letter dated October 1, 1998, Said letter
acknowledged the understanding by the legislative auditor of the difficulty in following generally accepted
accounting principles as opposed to an Other Comprehensive Basis of Accounting.

Internal Control Over Financial Reporting

In planning and performing our audit we considered LOUISIANA THOROUGHBRED BREEDERS
ASSOCIATION’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 contro! over financial reporting
would not nccessarilly 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.

This report is intended for the information of the Board of Directors and the Legislative Auditor of the State
of Louisiana. This restriction is not infended to limit the distribution of this report, which is a matter of

public record.

A Professional Accounting Corporation

May 20, 1998




