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The Board of Directors
Innovative Student Facilities, Inc,
Ruston, Louisiana

Independent Auditors’ Report

We have audited the statement of financial position of Innovative Student Facilities, Inc. at June 30, 2004,
and the related statements of activities and cash flows for the year then ended. These financial statements
are the responsibility of Innovative Student Facilities’ management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America 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. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also inciudes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Innovative Student Facilities, Inc. at June 30, 2004, and the changes in its net assets
and its cash flows for the year then ended, in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated July 13, 2004, on
our consideration of Innovative Student Facilities’ internal control structure over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grants. That report
is an integral part of an audit performed in accordance with Government Auditing Standards and should
be read in conjunction with this report in considering the results of our audit.
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INNOVATIVE STUDENT FACILITIES, INC.

STATEMENT OF FINANCIAL POSITION

JUNE 30, 2004
ASSETS
Cash and cash equivalents-Note 2 1,661,585
Investments-Note 3 9,527,681
Accrued interest receivable 52,217
Construction in progress-Note 4 12,263,460
Total assets 23,504,943
LIABILITIES AND NET ASSETS
Liabilities:
Accounts payable (construction cost and retainage) 1,642,110
Accrued interest payable 459,219
Bonds payable, net of original issue discount of
$421,840-Note 5 21,418,160
Total liabilities 23,519,489
Temporarily restricted net assets —(14,546)
Total liabilities and net assets 23,504.943

See accompanying notes to financial statements.



INNOVATIVE STUDENT FACILITIES, INC.

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2004

Revenue:
Rent income -
Total revenue -

Expenses:
Amortization of bond discount-Note 5 14,546
Total expenses 14,546
(Decrease) in temporarily restricted net assets (14,546)

Temporarily restricted net assets-beginning of year -

Temporarily restricted pet assets-end of year (14,546)

See accompanying notes to financial statements.



INNOVATIVE STUDENT FACILITIES, INC.

STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED JUNE 30, 2004

Cash flows from operating activities:
(Decrease) in temporarily restricted net assets

Adjustments to reconcile change in temporarily restricted
net assets to net cash provided by operating activities:
Amortization of bond discount
Net cash provided by operating activities

Cash flows from investing activities:
Capital expenditures (including net capitalized interest

of $423,502)
Net sale (purchase) of investments
Net cash (used) by investing activities

Cash flows from financing activities:
Proceeds from bond issuance

Net cash provided by financing activities

Net increase in cash and cash eguivalents

Cash and cash equivalents-beginning of vear

Cash and cash equivalents-end of vear

Cash paid for interest during the year

See accompanying notes to financial statements.

(14,546)

14.546

(10,214,348)

9.527.681
(19,742,029)

21.403.614
21.403.614
1,661,585

1,661.585

423,502
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INNOVATIVE STUDENT FACILITIES, INC.

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2004

Summary of Significant Accounting Policies

Nature of Activities

Innovative Student Facilities, Inc. (the “Corporation”} was formed July 1, 2003 to acquire, construct,
develop, manage, lease as lessor or lessee, mortgage and/or convey student housing and other facilities
(the “Facilities”) on the campus of Louisiana Tech University (the “University”). The construction
project is funded by Louisiana Local Government Environmental Facilities and Community
Development Authority (the “Authority”) Revenue Bonds. The proceeds of the bonds have been
loaned by the Authority to the Corporation pursuant to a Loan and Assignment Agreement dated
July 1, 2003 and are to be used for (1) financing the cost of acquiring immovable property to be
purchased by the Board; (2) financing a portion of the cost of the development, design, construction
and equipping of the Facilities; (3) paying capitalized interest on the Bonds; (4) funding a debt service
reserve fund; and (5) paying the costs of issuance of the Bonds, including the premium for the
Financial Guaranty Insurance Policy.

The Corporation will lease the land upon which the Facilities will be constructed from the Board of
Supervisors for the University of Louisiana System (the “Board”) to the Corporation pursuant to the
Ground Lease Agreement dated July 1, 2003. Upon completion of construction, the Board will lease
back the Facilities from the Corporation pursuant to an Agreement to Lease with Option to Purchase
(the “Facilities Lease™) dated July 1, 2003. In accordance with the Facilities Lease, the Board, on
behalf of the University, will pay Rental to the Corporation in an amount sufficient to pay debt service
and related expenses on the Bonds. The Facilities Lease is a triple net lease and the Board agrees that
the Rental shall be an absolute net return to the Corporation free and clear of any expenses, charges,
taxes or set-offs whatsoever of any kind, character or nature; the Board shalt bear responsibility for
the payment of all costs and expenses associated with the ownership, operation and maintenance of
the Facilities. Under no circumstances will the Corporation be required to make any payments on the
Boazd’s behalf or assume any monetary obligation of the Board under the Facilities Lease.

The Corporation is a nonprofit organization as described in Section 501(c)(3} of the Internal Revenue
Code and is exempt from federal and state income taxes.

Basis of Financial Statements .

The accompanying financial staiements have been prepared on the accrual basis of accounting in
accordance with accounting principles generally accepted in the United States of America. In
preparing the financial statements, management is required to make estimates and assumptions that
affect the reported amounts of assets and liabilities as of the date of the statement of financial position
and statement of activities for the period. Actual resuits couid differ from those estimates,

Net assets, revenues, expenses, gains and losses are classified based upon the existence or absence of
donor-imposed restrictions. All of the net assets of the organization are temporarily restricted for the
purpose of constructing and equipping the Facilities at June 30, 2004.



Summary of Significant Accounting Policies (Continued)

Cash Equivalents
For financial statement purposes, the Corporation considers all deposits in money market funds to be
cash equivalents. Cash equivalents are stated at cost, which approximates market value.

In accordance with GASB Statement 3, cash equivalents are classified into three categories of custodial
credit risk depending on whether they are insured or collateralized, and who holds the collateral and
how it is held.

Category 1 - Insured or registered, or collateralized with securities that are held by
the Corporation or its agent in the Corporation’s name.

Category 2 - Uninsured and unregistered, but collateralized with securities held by
the counterparty’s trust department or agent in the Corporation’s name.

Caregory 3 - Uninsured and unregistered, and collateralized with securities held by
the counterparty, or by its trust department or agent, but not in the
Corporation’s name,

Investments
Investments are composed of collateralized repurchase agreements and are carried at fair value.
Unrealized gains and losses are included in the change in temporarily restricted net assets.

In accordance with GASB Statement 3, the investments that are represented by specific identifiable
investment securities are classified as to credit risk by the three categories described below:

Category 1 - Insured or registered, or securities held by the Corporation or its agent
in the Corporation’s name.

Category 2 - Uninsured and unregistered, with securities held by the counterparty’s
trust department or agent in the Corporation’s name.

Category 3 - Uninsured and unregistered, with securities held by the counterparty,
or by its trust department or agent, but not in the Corporation’s name.

Cash and Cash Equivalents

Cash and cash equivalents consist of money market funds collateralized by U.S. Treasury securities
in the amount of $1,661,585 at June 30, 2004. Such money market funds are classified as Category
3 because the money market funds are uninsured and collateralized with securities held by the trust
department of J. P. Morgan Chase.

Investments

On July 1, 2003, the Louisiana Local Government Environmental Facilities and Community
Development Authority issued its $21,840,000 Revenue Bonds, the proceeds of which were loaned
to Innovative Student Facilities, Inc. Prior to expenditure by Innovative Student Facilities,
$14,950,000 of the bond proceeds were invested pursuant to a repurchase agreement by and between
Monumental Life Insurance Company (as seller) and J. P. Morgan Trust Company (as buyer and
trustee for the bonds). The repurchase agreement is collateralized by treasury and agency securities
held at Wells Fargo Bank Minnesota (as custodian), thus classifying them as Category 3. The balance
at June 30, 2004 is $9,527,681.



4. Construction in Progress
Construction in progress consists of construction completed on the student apartment development.
The new development will consist of a 472-bed apartment style development contained in 132 2-
bedroom and 52 4-bedroom units and two common areas. Each of the thirteen (13) apartment style
buildings will be two or three stories. At least five percent (5%) of the total units will be handicapped
accessible. A total of 472 parking spaces will be provided as part of the development. The on-campus
site comprises approximately ten (10) acres.

The Corporation has entered into a contract (the “Architecture Contract™) with STBP Architects and
ABW Architects (the “Architects”) to provide for the design and engineering of the apartment
development. Additionally, the Corporation has entered into a contract (the “Construction Contract”)
with Lincoln Builders, Inc. (the “Builder”) to provide for the construction of the apartment
development.

The Architecture Contract requires the Architects to perform the design and engineering of the
development as generally described in a master plan prepared for the Board. The Architects have
worked concurrently with the Builder, the Corporation and the Corporation’s Advisory Committee to
design the development. Upon the Corporation’s approval of the designed development, the Builder
provided the Corporation with a guaranteed maximum price to construct the development including
all fees for the Builder and its subcontractors. Construction of the development is expected to be
completed in three phases-September 2004, December 2004 and March 2005,

All costs recorded in construction in progress are directly related to the construction of the apartment
development. No depreciation will be recorded on these assets until the assets are complete and
available for use. Capitalized interest costs included in construction in progress total $825,960 for the
year ended June 30, 2004. This amount represents interest expense on the bonds which totaled
$882,721 in 2004, offset by $56,761 in interest income earned on the bond proceeds in 2004.
Commitments for the construction project not vet complete total approximately $6,719,321 at June 30,
2004.

5. Bonds Payable
During 2002, Louisiana Local Government Environmental Facilities and Community Development

Authority Revenue Bonds were issued for the purpose of providing funds to pay for the construction
of the campus to be occupied by Bossier Parish Community College. Foilowing is a summary of
bonds payable at June 30, 2004:

Louisiana Local Government Environmental Facilities

and Community Development Authority Revenue Bonds,

Series 2003 Serial Bonds, interest rates ranging from

2.0% to 3.575%, principal payments begin July 1, 2006,

final mamrity July 1, 2013. 2,780,000



5. Bonds Pavable (Continued)

Louisiana Local Government Environmental Facilities
and Community Development Authority Revenue Bonds,
Series 2003 Term Bonds, $1,045,000 bearing interest at
4.0% due July 1, 2015, $1,875,000 bearing interest at
4.0% due July 1, 2018, $4,200,000 bearing interest at
4.375% due July 1, 2023, $5,305,000 bearing interest
at 4.5% due July 1, 2028, $6,635,000 bearing interest

at 4.5% due July 1, 2033. 19,060,000

21,840,000
Less-original issue discount (421.840)
Total bonds payable 21,418,160

The 2003 bonds were issued at a discount of $436,386. This discount is being amortized over the life
of the bonds on the straight-line basis. Amortization expense recorded in the statement of activities
totaled $14,546 for the year ended June 30, 2004,

The annual debt service requirements to maturity, including principal and interest, for bonds payable
as of June 30, 2004 are as follows:

2004 424,501
2005 918,437
2006 018,437
2007 1,160,988
2008 1,180,500
2009-2010 2,428,481
2011-2015 6,426,800
2016-2020 6,940,682
2021-2025 7,416,613
2026-2030 7,411,938
2031-2034 5.927.088
41,154,465
Less-interest (19.314.465)
Outstanding principal 21,840.000

Payments of scheduled principal and interest on the bonds, when due, is insured by Ambac Assurance
Corporation.

6. Risks and Uncertainties
As discussed in Note 1, the Corporation is dependent upon the State Legislature appropriating funds
to the Board sufficient to make payments of base rental to the Corporation.
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Tuly 13, 2004

The Board of Directors
Innovative Student Facilities, Inc.
Ruston, Louisiana

Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed in

Accardance with Government Auditing Standards

We have audited the financial statements of Innovative Student Facilities, Inc. as of and for the year ended
June 30, 2004 and have issued our report thereon dated July 13, 2004. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether the financial statements of Innovative Stdent

Facilities, Inc. 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 audits and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required 10 be
reported under Governmen: Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered internal control over financial reporting of Innovative
Student Facilities, Inc. 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 materiat 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 solely for the information of management, the board of directors, and the State of
Louisiana, and is not intended to be and should not be used by anyone other than these specified parties.
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INNOVATIVE STUDENT FACILITIES, INC.

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2004

We have audited the financial statements of Innovative Student Facilities, Inc. as of and for the year ended
June 30, 2004, and have issued our report thereon dated July 13, 2004. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
Genera) of the United States. QOur audit of the financial statements as of June 30, 2004 resulted in an
unqualified opinion.

Section I - Summary of Auditor’s Reports
a.  Report on Internal Control and Compliance Material to the Financial Statements

Internal Control - No material weakness or reportable condition was noted; no management
letter was issued.

Compliance - No material noncompliance was noted.

b.  Federal Awards - Not applicable.

Section II - Financial Statement Findings

No matters were repoited.

See accompanying notes to financial statements.
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INNOVATIVE STUDENT FACILITIES, INC.

SCHEDULE OF PRIOR YEAR FINDINGS

FOR THE YEAR ENDED JUNE 30, 2004

N/A - The Corporation began operations in the current year.

See accompanying notes to financial statements.
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