











LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

PROJECT STATUS AND UPDATE

Although the Company had a brief period of revenue service during 2004, it was not
able to sustain the status of revenue operations. The System was shut down to make
modifications and adjustments to facilitate the success of future operations.

Following the shut down pericd, revenue operations were commenced on December
29, 2004. The Monorail System has been reliable since that time with no significant
periods of shut down.

During 2006, final acceptance was achieved.
OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis is infended fo serve as an infroduction to the Company's
financial statements.

The comparative balance sheet presents information on the Company's assets and
liabilities, with the difference between the two reported as net assets (deficit). Over
time, increases or decreases in the net assets {deficit) may serve as a useful indicator of
whether the financial position of the Company is improving or deteriorating.

The statements of revenues, expenses and changes in net assets provide a summary of
the operating activities of the Company. Also included are the non-operating
activities. The results of the operating activities, together with the non-operating
revenues and expenses, provide the net asset change for the year. All changes in net
assets are reporfed as soon as the underlying event giving rise to the change occurs,
regardless of the timing of the cash flows. Thus, revenues and expenses are reported in
the statement for some items that will only result in cash flows in future fiscal years.

The statements of cash flows' primary purpose is to provide relevant information about
the cash receipts and cash payments of the Company, segregated between
operating. capital and related financing and investing activities.

The notes to the financial statements provide additional information that is essential to a
full understanding of the data provided in the Company's financial statements.

CONDENSED BALANCE SHEET

2006 2005 2004
Current and other assets $ 127,661,000 $ 143,904,000 $ 158,761,000
Capital assets, net 446,084,000 468,183,000 485,845,000
Total assets 573,745,000 612,087,000 644,606,000
Current liabilities 39,066,000 44,838,000 36,791,000
Long-term liabilities 665,651,000 657,746,000 453,589,000
Totd! liabilities 704,717,000 702,584,000 690,380,000
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

2006 2005 2004
Net assets (deficit):
tnvested in capital assets,

Net of related debt (121,996,000) {61,055,000) (24,774,000 )
Restricted 31,614,000 63,675,000 84,191,000
Unrestricted {40,590,000) (93.117,000]) (105,191,000 }

Total net assets {deficit) $ (1309720000 $ (90.497.000) $ (45.774.000)

CHANGE IN NET DEFICIT

The revenue and expense discussed in this management discussion, along with the
analysis, result in the following net deficit and related yearly changes:
2006 2005 2004

Net deficit, beginning of period $ (90,497,000) $ (45,774,000} $ (11,780.,000)
Yearly changes (40,475,000) (44,723,000} (33,994,000)

$1130.972.000)  § (90.497.000)  §$[45.774.000)

The net deficit is the culmination of pre-opening expenses incurred from inception of
the Company fo the opening of revenue service in July 2004 ($14,902,000). In addition,
since the opening, the operating results and depreciation, together with the interest
and finance costs, have resulted in a cumulative net deficit of $130,972,000.

CASH POSITION

During 2004, a Cerfificate of Final Acceptance was achieved and $29,000,000 was
fransferred from the construction and contingency funds to the general funds, pursuant
to provisions of the financing documents.

These funds flow to the Company's “General Fund”. The general fund ultimaiely
becomes the emergency reserves for the Company and, under the appropriate
circumstances, is available o pay operation and maintenance costs and debt service
on the 1st and 2 tier Monorail Revenue Bonds. Further, these funds should be used
prior to using the related debt service reserve funds.

CAPITAL ASSETS

At December 31, 2006, the Company had approximately $504,560,000 invested in
capital assets and includes accumulated depreciation based on the estimated useful
lives as disclosed in the notes to financial statements totals of $58,476,000. The following
table reflects additions of capital assets and accumulated depreciation:



LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

Balance Balance
1/1/2006 Additions 12/31/2006
Cost:
Guideway & structures $ 223,561,517 $ 73327 % 223,634,844
Property right-of-way 9,609,175 - 92.609,175
Utility relocation 13,756,989 1,196 13,758,185
Monorail vehicles 124,236,060 295,724 124,531,784
Train control systems 39,616,790 94,302 39,711,092
Traction power systems 37,278,748 88.736 37.367.484
Communication systems 13,685,297 32,575 13,717,872
Guideway elements 7,038,818 16,755 7,055,573
Platform doors 9,806,579 23,344 9.829.923
Fare collection system 15,952,297 37,972 15,990,269
Workshop eguipment 6,149,131 14,637 6,163,768
Spares 1,605,293 3,822 1,609,115
Special tools & test equipment 518,158 1,234 519,392
Furniture, fixtures & other - 63,672 63,672
Future projects 29,452 968,594 998,045
Total $ 502844304 3 1.715.890 §  504.560.194
Accumulated depreciation $ 34.661.121 $ 238151924 3 58.476.315
Net Capital Assets 2 468183183 3 (22.099.304) §$ 446083879

DEBT

ADMINISTRATION

The Monorail project has been financed with tax-exempt Monorail Revenue Bonds
issued through the State of Nevada Department of Business and Industry, which were
issued in September 2000. The aggregate balances of the bonds, net of unamortized
discounts, were $673,580,000 at December 31, 2005 and $681,249,000 at December 31,
2006.

See Note 6 fo the financial statements for specific detdils regarding these bonds.



LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

The Company’s 1¢t Tier revenue bonds are insured and the various tiers of bonds carry
the following ratings:

Moody's Fitch
15 Tier Stand Alone Rating B3 CCC
15! Tier Insured Rating Aaa AAA
2n< Tier No Ratings Requested
3rd Tier No Ratings Requested

In November 2006, Moody's downgraded the 1% tier bonds to a stand-dlone rating of
B3. In October 2006, Fitch downgraded the 1¢t tier bonds to a CCC stand-alone rating.
The rating agencies will periodically re-evaluate their respective ratings based on the
operating results at the time of the evaluation.

The 14 tier bonds are insured and, accordingly, they carry the triple A rating of the
underlying insurance company.

As of December 31, 2005, the Company was in compliance with all covenants required
under the financing agreements. However, because the Company did not achieve
the debt coverage requirements for 2006, specific actions will be undertaken in the
coming months. During 2007, the Company will engage a consultant fo look at
methods to increase revenue and ridership. All operating cash will be under the control
of the Trustee who will, upon request, release funds to meet operating and debt service
requirements. The 1 fier bonds are insured by a municipal bond insurance company.
In the event that the Company does not earn sufficient revenues to cover the
requirements for operating and maintenance costs and the 14 tier debt service, the
municipal bond insurance company will make the required payments on the 1 tier
bonds. Prior to the insurance company making the debt service payments, the cash
reserves and the 14 fier debt service reserve fund will be utilized.

Pursuant to the bond covenants, there are debt service reserve fund requirements.
These requirements are fully funded as follows:

Reguirement Funded by Cash Surety Bond
Ist Tier Bonds $ 41,984,000 $ 21,732,000 $ 20,992,000
2nd Tier Bonds 14,284,000 14,284,000 N/A

Any excess cash, which may accrue in the debt service funds, is available to be used to
meet current debft service requirements.

The debt service reserve funds are in an investment program, which extends through
the maturity of the respective bonds and earns interest at approximately 6.8%.



LAS VEGAS MONORAIL COMPANY

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

REVENUE, EXPENSES AND CHANGES IN NET ASSETS

Since 2005 is the Company's first year of revenue operation, comparisons to 2004 are
not meaningful. The following discussion will deal with the operations for 2006 and 2005;
however, the following is a summary of the past three years:

2006 2005 2004

Revenues:
Farebox revenue $ 32,213,000 $ 30,303,000 $ 4,450,000
Advertising & otherrevenue 2,997,000 2,367,000 75,000
investment income 5,012,000 3,924,000 4,677,000
tiquidated damages * 11,230,000 10,000,000 -
Capitalized interest - - 19,182,000
Total Revenues 51,452,000 46,594,000 28,384,000

Expenses:
Operating & maintenance 11,335,000 9,346,000 1,643,000
General & administrative 13,356,000 15,317,000 4,595,000
Pre-opening - - 3,122,000
Depreciation & amortization 23,855,000 24,012,000 10,859,000
interest and financing costs 43,381,000 42,642,000 42,159,000
Total Expenses 91,927,000 91,317,000 62,378,000
Change in Net Assets $ (40,475,000 $ (44,723,000 § (33.,994,000)

* This is a non-recumming source of revenue. For more information, see page 13.

FAREBOX REVENUE AND RIDERSHIP

During 2006 and 2005, farebox revenue resulting from the above riders was $32,213,000
and $30,303,000, respectively.

The following chart shows the average daily revenue by month for 2006 and 2005,
together with a comparison to the 2006 budget projection.



LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

2006 BUDGETED & ACTUAL REVENUE
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The following chart shows the ridership by month for 2006 and 2005, together with @
comparison to the 2006 budget projection of riders.



LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

2006 BUDGETED & ACTUAL RIDERSHIP
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In December 2005, the Company implemented a new fare schedule, The following is a
comparison showing the new prices and the original start-up prices:

New Original
1ride S 5.00 $ 3.00
2 rides .00 5.50
10 rides 35.00 20.00
24 hour pass 15.00 10.00
72 hour pass 40.00 25.00
Resident 1 ride 1.00 N/A

The average revenue per ride was $4.48 in 2006 and $2.94 for 2005.

During 2006, there were two challenging factors affecting the revenue and ridership for
the Monorail. First, the Company’s fare increase had an impact on the number of riders
using the Monorail. Secondly, at the end of 2005, the Regional Transportation
Commission enhanced and increased the capacity of ifs bus service on the Las Vegas
Strip by infroducing the new double-decker buses, appropriately called “The Deuce”.
The Company does know that The Deuce bus increased the number of riders utilizing
the services of the Regional Transportation Commission. Riders on the bus system
increased 6,000 to 7,000 rides per day.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

From the revenue and ridership charts of the Monorail, the Company noted that the
seasondlity from month-to-month tracks fairly consistently from year-to-year.

The future challenge to the Monorail is to capture a greater percent of the visitors to the
Las Vegas Strip and Convention Center and win them as riders on the Monorail. The
Company will emphasize the convenience, efficiency, customer service and positive
experience of the Monorail.

The Company is focused on growing the riders and the revenue. This is evidenced by
the commitment in budgeting $4,000,000 for marketing and promotion of the Monorail,
Actual expenditure for 2005 was $2,704,000 for marketing and promotion.

ADVERTISING REVENUES AND RELATED COMMISSIONS

Advertising and other revenues for 2006 and 2005 are as follows:

2006 2005 % Change
Advertising & other revenue $ 5360000 % 4,089,000 31%
Less: related commissions (2,363,000} (1,722,000} 37%
Net to Company $ 2997000 % 2.367.000 27%

Advertising is a significant source of revenue for the Company. During 2006, the
Company earned revenue from selling advertising related to two stations and three
frains.

Advertisers pay for the privilege of wrapping the trains in vinyl covering, as well as static
and video display in the frain interior that promotes their product. Advertisers who
contract for a station have the opportunity to theme the entire train to convey their
particular message.

The Company contracts with an advertising company who sells the concepts. There
are ongoing negotiations with various advertisers. With increased ridership, there wil
come an increased demand for utilizing the remaining trains and stations by advertisers.

OPERATING AND MAINTENANCE EXPENSE

Actual direct costs of operating the Monorail system are paid monthly under the terms
of an Operations and Maintenance Agreement with Bombardier Transportation, {the
manufacturer of the Monorall vehicles and systems). The Company pays a fee, which
covers dll costs associated with the actual direct operating costs of the Monorail
system, including labor, materials, utilities and insurance. The costs for the period that
the Monorail actually operated on a revenue basis are shown as operations and
maintenance expenses in the financial statements.

The cost totaled $11,335,000 in 2006, as compared to $9,346,000 in 2005, (which was the
first year of substantial operations). This increase is attributed to an inflation factor,
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

which is provided for in the agreement, additional cost the Company agreed to pay
pursuant to the settlement agreement entered into in December 2005, and electricity
cost increases.

GENERAL AND ADMINISTRATIVE EXPENSES

The following table compares the general and administrative expenses for 2004, 2005,
2004 and the budget for 2006:

2006 2006 Budget 2005 2004
Monorail system insurance $ 4941000 $ 7357000 $ 8037000 $ 460,000
Salaries & related costs 2,054,000 2,311,000 2,239,000 1,877,000
Fare collection costs 602,000 867,000 539,000 105,000
Other operating costs 1,194,000 1,464,000 1,514,000 1,855,000
Legal & professional fees 418,000 970,000 708,000 1,429,000
Security services 1,443,000 1,629,000 1,606,000 1,212,000
Marketing & promotion 2,704,000 2,500,000 674,000 779,000
Total $ 13356000 $ 17098000 $._15317.000 $ 7717000

MONORAIL SYSTEM INSURANCE

Pursuant to the Monorall operations and maintenance agreements, Bombardier
negotiates and places the Monordil system's insurance. The insurance year runs from
July fo June each year. Accordingly, the year ended December 31, 2005, includes half
the costs of the first year, plus half the cost of the second year. The year ended
December 31, 2006, included half the cost of the second year plus half the cost of the
third year. The insurance market has significantly improved during the three years for
which insurance has been placed. The 2006 actual cost is likely to be more
representative of the costs on an ongoing basis, excluding any effects of changes in
the insurance market.

SALARIES AND RELATED COSTS

The salaries and related costs for 2006 are $200,000 less than 2005 and $257,000 less
than the budgeted amount. As a cost containment measure, there were positions that
were budgeted but not filled during the year. 2005 was a transition year and included
incentive and one-time payments, together with changes in the organizational
structure that caused 2005 to have higher costs than would be experienced on an
ongoing basis.

FARE COLLECTION COSTS

Fare collection costs are a function of the ticket sales involving credit cards. During
2006, credit/debit card sales accounted for a higher dollar volume as compared to
2005. 2006 farebox revenue was approximately 65% of the budgeted revenues.
Accordingly, the actual costs were $265,000 less than the budgeted expense.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

OTHER OPERATING COSTS

In 2005, the Company paid $200,000 of base management fee pursuant to the
Management Services Agreement, which was terminaied in 2005. This $200,000, plus
cost containment measures implemented in 2006, resulted in an overall reduction of
$320,000 in this expense category. The 2006 costs are less than the budget for 2006
because franchise fees due to Clark County, Nevada did not materialize since actual
farebox revenue was less than projected in the budget and because of cost
containment measures.

LEGAL AND PROFESSIONAL SERVICES

As the Monorail has moved info revenue operations and the reliability of the system has
matured, there has been a decreased need to call for outside professionadl services.
The cost of these services has decreased each year from 2004 through 2006.

This was an area where cost containment measures made a significant difference.
One example, the Company had a contract for assistance in online ticket sales and
reservations. This contract cost $180,000 per year. The contract was terminated early in
2006.

SECURITY SERVICES

As the operating patterns of the Monoerail system have matured, the Company has
made adjustments to the scheduling of security services. These adjustments have
resulted in a savings for this cost category. The Company is reviewing the possibility of
bringing this service “in house" to achieve further savings in the future.

MARKETING AND PROMOTION

As evidenced by the budget, the Company recognized that amounts spent on
marketing and promoting the Monorail needed to increase significantly in an effort to
attract more Monorail users. Further emphasis in this area of cost is evidenced by
increasing the budget to $4,000,000 for 2007.

Company personnel and consulting specidlists are working together to develop a plan
to target specific segments of potential riders of the Monorail.  After much discussion
and analysis, a program was implemented. Results are analyzed and programs revised
in trying to achieve maximum results.

Marketing and promotion will continue to receive attention as the program focuses on
potential users of the Monorail.

INVESTMENT INCOME

Investment income reflects interest earned through the investment of the various pools
of money the Company maintains {see Note 4 in the financial statements).
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

The 2006 increase in investment earnings reflects the improvement in the short-term
interest rates during the year.

INTEREST AND FINANCING COSTS

Interest and financing costs represent interest paid or accrued on the 15, 2rd gnd 31 tier
bonds, plus the amortization of bond issuance costs and original issue discounts.

CAPITALIZED INTEREST

During the pre-opening phase, the Company adhered to the policy of capitalizing
interest costs as part of the project cost. Generdlly, interest expense in excess of interest
earned on the restricted funds was capitalized. With the transition from development
stage to operatfing stage, interest has not been capitalized since the initial start of
revenue service in July 2004.

SETTLEMENT AND LIQUIDATED DAMAGES

In December 2005, the Company and the contractors executed an agreement which
settled disputes and claims of compensation to the Company covering the shut down
period, which covered September 2004 to December 29, 2004. Under the terms of the
agreement, the confractors paid the Company $10,000,000 to settle any and dll
disputes related to the shut down period.

During the first half of 2004, the construction team paid liquidated damages to the
Company pursuant to a delayed opening. Under protest, the construction team paid
$85,730 per day for the 131 days immediately prior to July 13, 2004. During 2004, the
construction team settled all disputes related to the liquidated damages. Accordingly,
the $11,230,630 was recognized as non-operating revenue in 2006.

FUTURE OUTLOOK

During 2006, the operating revenue was not sufficient to pay the operating costs and
the required debt service. Pursuant to the provisions of the financing documents, the
Company used portions of the cash reserves.

The Company budget projection for 2007 indicates that operating revenue will not be
sufficient to meet the operating and maintenance expenses and debt service for 2007.
However, the projection also shows that there are cash reserves that will enable the
Company to meet all of its obligations in 2007.

Because the Company did not meet the debt service coverage requirement, it must
undertake some specific steps to enable it to maintain compliance to debt covenants.
Accordingly, during 2007, the Company will engage a consultant to analyze revenue
and ridership policies. Further, all operating cash will be under the control of the
Trustee. Upon request by the Company, the Trustee will release funds the Company
needs to meet its financial obligations.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2006 AND 2005

The Clark County Department of Aviation has requested the Company consider the
possibility of connecting the Monorail service to McCarran International Airport. The
Company has performed preliminary studies and route selection in anticipation of
providing service to the dirport. Service to the airport is also the driving factor in
expansion to the resort hotels on the west side of the Las Vegas Strip. There are
ongoing discussions with the resort hotels, equipment providers, airport officials,
investment bankers, consultants and others to consider ways to accomplish this
expansion.

In this respect, the Company made applications to Clark County for expansion for the
franchise terrifory and an extension of the franchise term from the original term of 50
years, that began in 1998, to 75 years. In December 2006, Clark County gave the
Company conditional approval for the expanded territory and the additional term of
yedrs. The most significant condition set-forth by Clark County is a requirement that the
Company acquire financing for an expansion of its monorail system to McCarran
. Airport and that it commence construction of the expansion no later than December 6,
2008. If the Company does not fulfill Clark County's conditions, the approvals for the
expanded ferritory, and the expanded term, lapse.

During the coming year, not only will the Company be focused on increasing the riders
of the existing system, but also working with the Monorail partners to bring about the
expansion and secure project financing. Indeed the task is significant, but the vision of
the directors and staff of the Las Vegas Monorail Company will be the impetus to
helping the Monorail become an integral service in helping the community meet the
transportation demands of the tourism and convention industries in Las Vegas.
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LAS VEGAS MONORAIL COMPANY

BALANCE SHEETS
DECEMBER 31, 2006 AND 2005

ASSETS

CURRENT ASSETS:

Cash and cash equivalents
Miscellaneous accounts receivable
Prepaid expenses

Total current assets

RESTRICTED ASSETS:
Investments
Cash

Totail restricted assets

LONG TERM ASSETS

Property and equipment, net of accumulated depreciation

of $58,476,315 and $34.661,121

Deferred financing costs, net of accumulated

amortization of $4,152,847 and $3,374,421

Prepaid land lease, net of accumulated amortization

of $251,100 and $211,100

Total long term assets

TOTAL

2006 2005
24,114,547 $ 6,668,309
3,032,227 4,257,483
119,041 2,141,793
27,265,815 13,067,585
64,009,053 93,645,711
1,076,594 1,063,087
65,085,647 94,708,798
446,083,879 468,183,183
33,560,430 34,338,855
1,748,900 1,788,900
481,393,209 504,310,938
$ 573,744,671 $ 612,087,321

The accompanying notes are an integral part of these financial statements
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LAS VEGAS MONORAIL COMPANY

BALANCE SHEETS
DECEMBER 31, 2006 AND 2005

LIABILITIES AND NET ASSETS (DEFICIT)

CURRENT LIABILITIES

Accounts payable
Deferred advertising and other revenue
Deferred income from liguidated damages

Total current liabilities partially payable from unrestricted assets

Current liabilities payable from restricted assets:
Construction payable
Accrued interest payable
Availability liability

Total current liabilities payable form restricted assets

LONG TERM DERBT, net of unamortized discounts of
$173,709 and $181,614

Totdl liabilifies

COMMITMENTS AND CONTINGENCIES

NET ASSETS (DEFICIT):

invested in capital assets-net of related debi
Restricted
Unrestricted

Total net assets (deficit)

TOTAL

2006 2005
3,382,078  $ 622,372
2,211,725 1,951,650
- 11,230,630
5,593,803 13,804,452
2,089,180 4,269,911
30,140,927 25,700,927
1,241,616 1,063,087
33,471,723 31,033,925
665,651,171 657,745,944
704,716,697 702,584,521
(121,995,519} (61,054,760
31,613,924 63,674,875
(40,590,431) (93,117,315)
(130,972,026) (90,497,200
$ 573,744,671 $ 612,087,321

The accompanying notes are an integral part of these financial statements



LAS VEGAS MONORAIL COMPANY

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

YEARS ENDED DECEMBER 31, 2006 AND 2005

OPERATING REVENUES:

Farebox revenue
Advertising and other revenue
Less related commissions

Totalrevenue

OPERATING EXPENSES:

Operation and maintenance expense
General and administrative expense
Depreciation and amortization

Total operating expenses

OPERATING LOSS

NON-OPERATING REVENUES (EXPENSE):

Investment income
Interest and financing costs
Liguidated damages

Total non-operating revenues (expense)

EXCESS OF EXPENSES OVER REVENUES

NET ASSETS {DEFICIT):

Beginning of period

End of pericd

2006 2005

32212653  $ 30,301,550
5,360,194 4,089,290
(2,362,788) (1,721,850
35,210,059 32,668,990
11,334,776 9,345,976
13,355,978 15,316,862
23,855,194 24,011,853
48,545,948 48,674,691
(13,335,889) (16,005,701
5,011,780 3,924,485
(43,381,347) (42,642,483}
11,230,430 10,000,000
(27.138,937) (28,717.998)
(40,474,826) (44,723,699)
(90,497,200} (45,773,501}
$ {130,972.026) $ (90,497,200}

The accompanying notes are an integral part of these financial statements
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LAS VEGAS MONORAIL COMPANY

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2006 AND 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from customers
Cash payments to employees for services
Cash payments to suppliers for goods or services

Net cash provided by {used in) operating activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:

Transfers to restricted cash
Transfers from restricted cash
Project costs

Bond proceeds

Principal paid on long-term debt
Interest paid on long-term debt

Net cash used in capital and related
financing actfivities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments
Purchase of investments
Interest received

Net cash provided by investing activities

INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS

Beginning of period

CASH AND CASH EQUIVALENTS
End of period

2006 2005

$ 36873919 $ 32,648,373
(2,063,489) (2,408,000
(17,844,807) (15,258,000)
16,965,623 14,982,373
(13,500) -
25,485,750 11,230,630
(3.896,621) (3.686,000)

- 55,000

- (3,370,000)
(30,257,694) (30,257,694)
(8.482.065) [26,028,064)
430,814,016 13,180,000
(426,772,074) -
5,120,748 3,836,000
9,162,690 17,016,000
17,446,248 5,970,309
6,668,309 698,000

$ 24114557  $ 6668309

The accompanying notes are an integral part of these financial statements



LAS VEGAS MONORAIL COMPANY

STATEMENTS OF CASH FLOWS (CONTINUED)
YEARS ENDED DECEMBER 31, 2006 AND 2005

RECONCIUATION OF OPERATING LOSS
TO NET CASH PROVIDED BY (USED IN}
OPERATING ACTIVITIES:

Operating loss

Add back depreciation and amortization
{Increase) in accounts receivable
{Increase) decrease in prepdid expenses
Increase in accounts payable

Increase in deferred revenue

Increase in availability liability

Net cash provided by (used in) cperating activities

NONCASH INVESTING, CAPITAL, AND FINANCING ACTIVITIES:
Increase (decrease) in fair value of investments

2006 2005
$ (13335889) $ (16.005701)
23,855,194 24,011,853
1,225,256 (992,000
2,022,752 1,259,000
2,759,706 4,675,000
260,075 971,134
178,529 1,063,087
$ 16965423 $ 14982373
$ 108966  $ (526,111)

The accompanying notes are an integral part of these financial statements
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

1. ORGANIZATION AND BASIS OF PRESENTATION

The Las Vegas Monorail Company (“LVMC” or the “"Company") was incorporated
on May 12, 2000 as a Nevada not-for-profit corporation. The purposes of the
Company are to acquire, develop, operate and maintain the public
improvements and related equipment known as the Las Vegas Monorail, to obtain
financing for these purposes, and to take any and ali other actions necessary and
appropriate o accomplish these purposes. The Las Vegas Monorail extends for
four miles along the east side of the Las Vegas strip between the MGM Grand Hotel
and Casino and the Sahara Hotel and Casino, with stations at several casino-hotels
along the route and at the Las Vegas Convention Center.

LVMC's purpose is to promote public transportation consistent with Nevada and
Clark County’s overall transportation objectives. In addition, LYMC's Board of
Directors is approved by the governor of the State of Nevada and LVMC's net
assets, upon dissolution of the Company, revert to the State of Nevada. Therefore,
the financial statements of LVMC have been prepared pursuant to statements
issued by the Government Accounting Standards Board {“GASB"}. In addition,
LVMC has elected, under GASB Statement No. 20, “Accounting and financial
Reporting for Proprietary Funds and Otfher Governmental Entities That Use
Proprietary Fund Accounting” to apply Financial Accounting Standards Board
{"FASB”") statements and interpretations issued after November 30, 1989, unless they
contfradict GASB Statements.

The Company reports fund equity in three components: 1) invested in capital
assets, net of related debt, 2) restricted, and 3} unrestricted.

The financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned
and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows.

The Company distinguishes operating revenues and expenses from non-operating
items. Operating revenues and expenses generally result from providing ridership
services on the Las Vegas Monorail as well as advertising revenues. Operating
expenses include operation and maintenance expense, administrative expenses,
and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the
Company’s policy to use restricted resources first, then unrestricted resources as
they are needed.
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalents—For purposes of the statement of cash flows, cash and
cash equivalents include unrestricted cash on hand and unrestricted cash held at
financial institutions, including time deposits with a maturity of three months or less
at the date of purchase. The Company maintains its cash accounts with an
established commercial bank. Cash deposits are insured up to the Federal Deposit
Insurance Corporation limit of $100,000.

Investmenfs—Investments are accounted for under GASB Statement No. 31,
“"Accounting and Financial Reporting for Certfain Investments and for External
Invesiment Pools”, ["GASB No. 31"}). Under GASB No. 31, investments with maturities
in excess of one year are recorded at fair value while investments with maturities of
less than one year may be recorded at fair value or amortized cost. The Company
has elected to record all investments at fair value.

At December 31, 2006 and 2005, all of the Monorail's investments are unspent
bond proceeds, which are governed by a senior indenture agreement. This
agreement authorizes the Monorail to invest in obligations of the U.S. Treasury,
obligations of other political subdivisions with ratings in the two highest rating
categories, repurchase agreements rated in the two highest rating categories,
money market funds rated as "AAA", deposit accounts, and commercial paper
rated "Prime-1" by Moody's and “A-1+" or better by S&P, maturing in nhot more
than 270 days.

Debt Discount and Debt Issuance Costs—Debt discounts are presented as ¢
reduction of the face amount of the related debt instruments. Debt issuance costs
are capitalized as assefs. Both debt discounts and debt issuance costs are
amortized to interest expense over the terms of the related debt agreements using
the effective interest method.

Capital Assets—Capital assets, which include property, plant and equipment, are
stated at cost, and consist of expenditures and capitdlized inferest related to the
acquisition and development of the Las Vegas Monorail. At December 31, 2006
and 2005, the project costs have been dllocated to the various project cost
elements, and depreciation was commenced effective July 15, 2004, using the
straight-line method and at the following estimated useful lives:
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

Description Years
Property rights-of-way 40
Utility relocation 40
Guidewqay and structures 40
Monorail vehicles 20
Train control systems 15
Traction power systems 15
Communication systems 15
Platform doors 10
Fare collection equipment 7
Workshop equipment 7
Spare parts and equipment 3
Special tools and equipment 3

The Company has also incurred costs in accordance with FASB Statement No. 62,
Capitalization of Interest Cost in Situations Involving Certain Tax-Exempt Borrowings
and Certain Gifts and Grants {an amendment of FASB Statement No. 34).

The Company capitdlized interest costs in accordance with the FASB's Statement
of Financial Accounting Standards No. 62, "Capitalization of Interest Cost in
Situations Involving Certain Tax-Exempt Borrowings and Certain Gifts and Grants
fan amendment of FASB Statement No. 34)". Interest expense in excess of interest
income associated with construction debt was capitalized.

The cost of the existing Monorail guideway and stations acquired from MGM
Grand-Bally's Monorail LLC has been in included in the costs of guideway and
structures. These elements were re-engineered, reconsfructed and refurbished to
the standards of the new guideway and structures.

Improvements and equipment costing in excess of $5,000 are capitalized.

Prepaid Land Lease—As part of the acquisition of MGM Grand-Bally's Monorail LLC,
the Company assumed a long-term land lease for land near the Sahara Hotel &
Casino. The land will be used for the maintenance facility for the Monorail. The
lease term is 50 years, with ten-year renewal options thereafter. Base rent for the
50-year period is being recognized evenly over the 50 years.

Arbitrage Compliance—The Internal Revenue Service {"IRS") has established rules
and regulations related to investment income on funds from tax-exempt bonds.
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

Under Internal Revenue Code ("IRC") section 148, the Company is precluded from
earning investment income on tax-exempt bond proceeds in excess of interest
expense {"Arbitrage”). To the extent the Company has arbitrage, it may be
required to rebate funds to the IRS. Because of the complex nature of the rules,
the Company is required to obtain an arbifrage compliance report from a
specialist. At December 31, 2006 and 2005, based on the work of an arbitrage
compliance specialist, the Company cencluded that it did not have an arbitrage
liability.

Preopening Expenses—Preopening expenses include management fees,
organizational costs and all temporary facility costs {rent, insurance, ufilities, etc.).
In accordance with the American Institute of Cerfified Public Accountants'
("AICPA"} Statement of Position 98-5 "Reporting on the Costs of Start-up Activities"”,
preopening costs are expensed as incurred. Al operating expenses (except
depreciation expense) incurred prior 1o July 15, 2004, are classified as preopening
expenses.

Federal income and Excise Taxes—The Company is qualified as a tax-exempt
social welfare organization under Section 501(c)(4) of the IRC and is exempt from
federal income and excise taxes. The Company files tax returns with the IRS for
informational purposes only. Additionally, the Company was structured in such
manner that all income, including otherwise nonexempt income under Section
501{c){4). is exempt under Section 115 of the IRC.

Use of Estimates—The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management fo make estimafes and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actud results could differ from those
estimates.

Revenue Recognition—Farebox revenues from the sale of fickets are recognized
when fickets are sold. Revenues from advertising contracts are recognized over
the period of the respective advertising contract.

impairment of Long-Lived Assefs—lLong-lived assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount
of an asset may not be recoverable. Recoverability of assets to be held and used
is measured by a comparison of the carrying amount of an asset fo future net cash
flows, undiscounted and without interest, expected to be generated by the asset.
If such assets are considered to be impaired, the impairment to be recognized is
measured by the amount by which the carrying amount of the assets exceeds fair
value of the assels. Assets to be disposed of are reported at the lower of the
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NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

carrying amount or fair value, less costs to sell. Management believes no material
impairment in long-lived assets exists at Decemiber 31, 2006 and 2005.

3.  RESTRICTED ASSETS

Certain balances of cash, cash equivalents and investments have been restricted
by bond indentures, financing and operating and maintenance agreements.
These restrictions relate to the use of the cash for specific purposes. A summary of

these restricted assets at December 31 is as follows:

2006 2005
Fair Value Fair Value
Restricted for current debt service:
1st Tier current debt service $ 9,748,299 $ 8,890,107
2nd Tier cuirent debt service 5,560,177 5,215,997
15,308,476 14,106,104
Restricted for monorail construction:
Construction Funds 3,831,932 10,644,497
Owner's Contingency Funds - 24,729,554
3,831,932 35,374,051
Restricted for debt service reserve:
1st Tier Debt Service Reserve 21,727,305 21,739,035
2nd Tier Debt Service Reserve 14,868,252 14,564,272
36,595,557 36,303,307
Other restricted assets:
Removal Costs Escrow Fund 7.252,315 6,900,025
Indemnification Account 1,008,335 962,224
Availability Contingency 1,076,594 1.063.087
Other 12,438 -
9,349,682 8,925,336
Total Restricted Assets $ 65085647 $ 94,708,798
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

4, DEPOSITS AND INVESTMENTS
As of December 31, 2006, LVMC had the following investments:

Investment Maturities
Federal Home Loan Mortgage Corporation
Federal Home Loan Bank

Federal National Mortgage Association
Money Market Mutual Funds

13 days average
2/28/2007

11 days average
Immediately

available
Crimson Commercial Paper 6/29/2007
Toyota Motor Credit Co. Corporate Notes 6/29/2007
Greyhawk FDB Inc. Corporate Notfes 1/2/2007

Total

As of December 31, 2005, LVMC had the following investments:

Fair Value

$ 11,004,739
2,976,000
5,620,591
8,306,745

14,284,400
91,578
21,725,000

$ 64,009,053

Investment

Federal Home Loan Mortgage Corporation

Maturities

45 days average

Fair Value

$

32,590,665
7,723,206
3,362,292

13,951,487

Federal Home Loan Bank 03/06/2006
Federal National Mortgage Association 12/01/2006
Money Market Mutual Funds immediately
available
Crimson Commercial Paper 06/30/2006
Dexia Delaware LLC Corporate Notes 01/03/2006
General Electric Capital Corporate Notes 06/30/2006

Total

Interest Rate Risk — LVMC does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses
arising from increasing interest rates. However, the Company does follow the

senior indenture agreement’s requirements.

Credit Risk — LVMC has no formal investment policy that limits its investment
choices, with the exception of the requirements outlined in the senior indenture
agreement. As of Decemiber 31, 2006 and 2005, LVMC's investment in money
market mutual funds was rated AAA by Standard and Poor's and Aaa by Moody's
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

Investors Services. All other investments were rated P-1 by Standard and Poor's,
and A-1 by Moody's Investors Service.

Concentration of Credit Risk — LVMC places no limit on the amount the Company
may invest in any one issuer. As of December 31, 2006, more than 5% of LVMC's
investments were in Federal Home Loan Mortgage Corporation, Federal National
Mortgage Association, Crimson commercial paper, and Greyhawk FDB inc.
corporate notes. These investments are 17.19%, 8.78%, 22.32%, and 33.94%,
respectively, of LVMC's total investments, As of December 31, 2005, more than 5
percent of LVMC's investments are in Federal Home Loan Mortgage Corporation,
Federal Home Loan Bank, Crimson commercial paper, and Dexia Delaware LLC
corporate notes. These investments were 6.2%, 13.25% and 20.16%, respectively of
LVMC's fotal investments.

Custodial Credit Risk — Investments — For an investment, custodial credit risk is the
risk that, in the event of the failure of the counterparty, LVMC will not be able to
recover the value of its investments that are in the possession of an outside party.
All of LVMC's investment securities are uninsured, not registered in the name of
LVMC, and are held by the investments' counterparty.

Custodial Credif Risk - Deposits — Custodial credit risk is the risk that in the event of a
bank failure, LVMC's deposits may not be returned to it. LVMC does not have a
deposit policy for custodial credit risk. As of December 31, 2006, $24,225,690 of
LVMC's bank balance of $24,325,690 was uninsured and uncollateralized, and was,
therefore, exposed to custodial credit risk. As of December 31, 2005, $7.648,446 of
LVMC's bank balance of $7,748,446 was uninsured and uncollateralized, and was,
therefore, exposed to custodial credit risk.

Investments are comprised of corporate debt securities with maturities of less than
one year and money-market funds. investments are held in the Company's name
at five major financial institutions, and a trustee manages the funds discussed
above. Investments are designed to yield fixed rates of return to match interest
incurred in order to minimize any Arbitrage. The corporate debt securities are
primarily bonds and commercial paper discounted to yield a fixed rate of return,
which accrete interest to maturity. Unrealized gains represent accreted interest on
the discounted amounts of the debt securities.

investments in the removal costs escrow fund are restricted for use by Clark County
to remove partially completed structures should the project not continue. The
County controls how the fund is invested in accordance with statutes governing
investments by the County.
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

5. PROPERTY AND EQUIPMENT

Property and equipment at December 31, 2006 and 2005 consisted of the

following:
Balance Balance
1/1/2006 Additions 12/31/2006
Capital assets not being depreciated:
Future projects 3 29.452 % 968,594 % 998,046
Capilal assets being depreciated:
Guideway and structures 223,561,517 73.327 223,634,844
Property right-of-way 9,609,175 - 9,609,175
Utility refocation 13,756,989 1,196 13,758,185
Monorail vehicles 124,236,060 295,724 124,531,784
Train control systems 39,616,790 94,302 39,711,092
Traction power systems 37,278,748 88,736 37,367,484
Communication systems 13,685,297 32,575 13,717,872
Guideway elements 7038818 16,755 7,055,573
Platform doors 9.806,579 23,344 2.829,923
Fare collection system 15,952,297 37,972 15,990,269
Workshop equipment 6,149,131 14,637 6,163,768
Spares 1,605,293 3.822 1,609,115
Special tools and test equipment 518,158 1,234 519,392
Furniture, fixtures, and other - 63,672 63,672
Total capital assets being depreciated 502,814,852 747,296 503,562,148
Less accumulated depreciation for:
Guideway and structures 8,192,726 5,551,499 13,744,225
Property right-of-way 350,335 240,229 590,564
Utility relocation 501,857 343,998 845,555
Monorail vehicles 9.058,879 6,248,153 15,307,032
Train control systems 3.851,632 2,656,575 6,508,207
Traction power systems 3,624,323 2,499,792 6,124,115
Communication systems 1,330,515 917,692 2,248,207
Guideway elements 684,330 472,000 1,156,330
Platform doors 1,430,126 986,397 2,416,523
Fare collection system 3,323,395 2,292,235 5,615,630
Workshop equipment 1,281,069 883,588 2,164,657
Spares 780,351 538,230 1,318,581
Special tools and test equipment 251,883 173,730 425,613
Furniture, fixtures, and other - 11,076 11,076
Total accumulated depreciation 34,661,121 23,815,194 58,476,315
Total capital assets being depreciated, Net 468,153,731 {23,067.898) 445,085,833
Total capital assets, Net 468,183,183 (22,099,304) 446,083,879
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YEARS ENDED DECEMBER 31, 2006 AND 2005

Capital assets not being depreciated:
Future projects

Capital assets being depreciated:
Guideway and structures
Property right-of-way
Utility relocation
Maonorail vehicles
Train control systems
Traction power systems
Communication systems
Guideway elements
Platform doors
Fare coliection system
Workshop equipment
Spares
Special tools and test equipment

Total capital assets being depreciated

Less accumulated depreciation for:
Guideway and structures
Property righf-of-way
Utility refocation
Monorail vehicles
Train control systems
Traction power systems
Communication systems
Guideway eiements
Platform doors
Fare coliection system
Workshop eguipment
Spares
Special tools and test equipment

Total accumulated depreciation

Total capital assets being depreciated, Net

Total capital assets, Net

Balance Balance

1/1/2005 Additions 12/31/2005
- 29,452 29,452
226,109,520 (2,548,003) 223,561,517
9,609,175 - 9,609,175
12,816,569 940,420 13,756,989
120,386,986 3,849,074 124,236,060
38,389,385 1,227,405 39,616,790
36,123,780 1,154,268 37,278,748
13,261,300 423,997 13,685,297
6,820,742 218,076 7.038.818
9,502,753 303,824 9,806,579
15,458,064 494,233 15,952,297
5,958,619 190,512 6,149,131
1,555,559 49,734 1,605,293
502,104 16,054 518,158
496,494,556 6,320,296 502,814,852
2,590,838 5,601,888 8,192,726
110,105 240,230 350,335
146,857 354,700 501,557
2,758,848 6,300,011 2,058,879
1,173,009 2,678,623 3,851,632
1,103,782 2,520,541 3,624,323
405,206 925,309 1,330,515
208,412 475,918 684,330
435,543 994,583 1,430,126
1,012,135 2,311,260 3,323,395
390,148 890,921 1,281,069
237,655 542,696 780,351
76,710 175,173 251,883
10,649,268 24,011,853 34,661,121
485,845,288 {17,691,557) 468,153,731
485845288 $ [(17.662,105) 468,183,183
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NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2006 AND 2005

6. BONDS PAYABLE - LONG-TERM DEBT

At December 31, long-term debt consisted of the following:

2006 2005

Current Interest Bonds, 1st Tier Series 2000 $ 352,705,000 $ 352,705,000
Capitat Appreciation Bonds, 15t Tier Series 2000 - Maturity Value 288,955,000 288,955,000
Cuirent Interest Bonds, 2nd Tier Series 2000 149,200,000 149,200,000
Subordinate Capital Appreciafion Bends, 3rd Tier Series 2000 A-1 48,500,000 48,500,000
Total Principal Quistanding 839,360,000 839,340,000

Less Unamortized ltems:
Unamortized Discount - 1st Tier Current Interest Bonds 15,817,629 15,998,857
Unaccreted Interest - Ist Tier Capital Appreciafion Bonds 151,810,590 159,479,838
Unamortized Discount - 2nd Tier Current Interest Bonds 6,080,610 6,135,361
Total Unamortized ltems 173,708,829 181,614,056
Total Long-Term Debt Net of Unamonized ltems $ 665,651,171 $ 657,745,944

In September 2000, the Director of the State of Nevada Department of Business
and Industry issued the following Las Vegas Monorail Project Revenue Bonds to
finance the development and construction of the Las Vegas Monorail. The bonds
are payable from and secured by a pledge of revenues generated by the
operation of the Las Vegas Monorail System.

$352,705,000 of Project Revenue Current Interest Bonds, 15t Tier Series 2000 were
issued in September 2000 at a discount of $16,712,610 with interest ranging from
5.375% to 5.625% payable January 1 and July 1 each year. Principal is due in
annual installments ranging from $10,145,000 to $48,570,000 beginning January 1,
2030 through January 1, 2040. Annual requirements for principal and interest range
from $19,270,000 to $51,181,000.

$292,325,000 maturity value of Project Revenue Capital Appreciation Bonds, 15 Tier
Series 2000 were issued in September 2000. The bonds were issued as zero coupon
bonds, and accordingly provided proceeds of $98,743,000 after a discount of
$193,582,000. Interest accretes at 5.01% to 597% (average rate of 5.46%).
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instaliments of principal and interest range from $3,885,000 to $21,095,000
beginning January 1, 2008, through January 1, 2029.

In December 2005, the Company defeased the payment of $3,370,000 on the 1s
Tier Capital Appreciation Bonds which would have become due January 1, 2007.

$149,200,000 of Project Revenue Current Interest Bonds, 2nd Tier Series 2000 were
issued in September 2000, at a discount of $6,355,993 with interest ranging from
7.25% to 7.375% payable January 1 and July 1 each year. Principal is due in annual
installments ranging from $600,000 to $17.400,000 beginning January 1, 2016
through January 1, 2040. Annual requirements for principal and interest range from
$10,988,000 to $18,683,000.

In September 2000, the Director of the State of Nevada Department of Business
and Industry agreed to issue $48,500,000 in zero coupon subordinate Project
Revenue Capital Appreciation Bonds, 3 Tier Series 2000 A-1. These bonds are only
for issuance to the resort properties which have stations on the Las Vegas Monorail
route ($30,000,000) and to the prime contractors building the Monorail System and
providing the trains {$18,500,000).

As of December 31, 2006 and 2005, all of the 3rd tier bonds have been issued to the
resort properties and the contractors. The subordinate 39 tier bonds accrete
interest at 9%, and principal and interest payments are due January 1 of each year
beginning 2013 through 2040. The annudl installments of principal and interest
range from $5,515,000 to $16,815,000. At the option of the issuer, the subordinate
bonds are subject to early redemption only if certain levels of revenue are
achieved.

Covenants—The Indenture and financing agreement governing the 15t and 209 tier
bonds contain several customary financial and non-financial covenants, including,
among others, insurance requirements, limitations on issuance of additional debt,
and covenants requiring audited financial statements and certain debt service
coverage requirements. At December 31, 2005, the Company was in compliance
with the covenants of the Indenture and financing agreements. Because the
Company did not meet the debt service coverage requirement for the vyear
ended December 31, 2006, it must underiake some specific steps to enable it to
maintain compliance to debt covenants. Accordingly, during 2007, the Company
will engage a consultant to analyze revenue and ridership policies. Further, all
operating cash will be under the confrol of the Trustee. Upon request by the
Company, the Trustee will release funds the Company needs to meet its financial
obligations.
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Debt Service Requirements—The following table indicates the annual requirements
for debt service:

2007
2008
2009
2010
2011
2012-2016
2017 - 2021
2022 - 2026
2027 - 2031
2032 - 2036
2037 - 2040

Principal and

Accreted Inferest Interest Total
$ - $ 30,257,694 $ 30,257,694
3,885,000 30,257,694 34,142,694
4,180,000 30,257,694 34,437,694
7.130,000 30,257,694 37,387,694
7.590,000 30,257,694 37,847,694
60,863,281 169,677,194 230,540,475
86,738,308 188,697,412 275,435,720
114,638,776 197,459,194 312,097,970
138,545,941 198,074,998 336,620,939
195,305,136 162,386,752 357,691,888
220,483,558 96,201,636 316,685,194
$ 839,360,000 $ 1,163,785,656 $ 2,003,145,656

Changes in long-term debt:

Long-term debt activity for the years ended December 31, 2006 and 2005 was as

follows:

2006 Activity:

Revenue bonds
Less deferred
amounts for
issuance
discounts

Total

2005 Activity:

Revenue bonds
Less deferred
amounts for
issuance
discounts

Total

Beginning Due Within
Balance Additions Reductions  Ending Balance  One Year

$ 839,360,000 % - § - $ 839340000 -
{181,614,056) - 7.905,227 {173,708,829) -

$ 657745944 % - $ 7905227 % 665,651,171 $ -
Beginning Due Within
Balance Additions Reductions  Ending Balance  One Year

$  842,675000 % 55000 $ (3,370,000) $ 839,340,000 % -
(189,085,519} - 7,471,463 (181,614,056} -

$ 653,589,481 % 55000 § 4,101,463 § 657745944 $ -
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7.  SHUTDOWN SETTLEMENT

In December 2005, the Company and the DBE contractors executed an agreement
which settled disputes and claims of compensation to the Company covering the
shutdown period which covered September 2004 to December 29, 2004. Under the
terms of the agreement, the DBE contractors paid the Company $10,000,000 to
settle any and all disputes.

8. DEFERRED INCOME

Pursuant to the terms of the Design-Build-Equip contract, the Contract Team, which
consists of Bombardier Transit Corporation and Granite Construction Company
{the "Team"), was obligated to pay liquidated damages in the amount of $85,730
per day if revenue service was not achieved by January 20, 2004. The Team
disputed the 45-day period subsequent to January 20, 2004. However, they did
pay $11,230,630 for the 131 days prior to July 15, 2004, These disputes were
ongoing at December 31, 2005. During 2006, the Company recognized the
liquidated damages as income.

Payments for certain advertising are received in advance and are recorded as
deferred income to be recognized during the confract period for which it is
actually earned.

9. MANAGEMENT AGREEMENT

At inception, The Company entered into a five-year management contfract (the
“Management Agreement”} with Transit Systems Management, LLC {"TSM"). The
Management Agreement was designed to meet the requirements of the Tax
Certificate and Tax Agreement with the State of Nevada Department of Business
and Industry, which states that at least 95% of compensation for services rendered
by TSM must be based on a periodic fixed fee rather than on a share of net profits.
The Tax Agreement also limits the term of the Management Agreement fo fifteen
yvears {see also Note 12). The initial five-year contract expired in August 2005 and
was not renewed.

TSM was responsible for managing the day-to-day operations of the Company
under the direction of the Company’s Board of Directors. Such responsibilities
included, but were not limited to: 1) revenue collection and management; 2)
performance of all financial accounting and reporting functions; 3} supervision of
monorail operations; 4) management of legal, accounting and insurance issues; 5}
management of relations between the Company and resort properties along the
monorail route; 6) oversight of the construction contractors and project oversight
consultants; 7) management of all customer relations; 8} management of all
marketing campaigns and advertising programs; ¢) management of the security of
passenger operations; and 10) reporting all activities to the Board of Directors.
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10.

11.

For the year ended December 31, 2005, the Company paid $4,056,292 to TSM as
reimbursement for expenses, $431,334 for capitalizable items, which were recorded
as part of construction in progress, and $3,624,958, which was for normal operating
items, and has been classified as pre-opening and general administrative
expenses,

Under the Management Agreement, TSM was also entitled to receive an annual
management fee of $400,000 per year and a bonus at the discretion of the Board
of Directors of the Company. TSM was paid $200,000 in management fees for the
year ended December 31, 2005.

RISK MANAGEMENT

The Company is exposed to risks of loss related to various aspects of its business.
The Company has implemented the following insurance program:

Coverage Deductible
General Liability $ 200,000,000 $ 2,000,000
Property Damage 500,000,000 250,000
Terrorism and Non-Cerfified 200,000,000 250,000

Acts of Terrorism

401k DEFINED CONTRIBUTION PLAN

The Company provides a 40tk defined contribution plan for its employees. Under
the provisions of a defined confribution plan, benefits depend solely on amounts
contributed o the plan plus investment earnings. Employees may contribute any
amount up to the Internal Revenue Code mandated maximum of $15,000
annually. In addition, the Company contributes 3% of employee's salary under the
“safe harbor” provisions. During 2005 and 2006, employees' contributions vested
immediately. The plan was changed in April 2007 to provide for a one-year vesting
period prior to being eligible for the Company contributions. The Company
matching contribution to the 401k plan was $46,644 and $24,621 in 2006 and 2005,
respectively, Employees contfributed $95,599 and $96,097 in 2006 and 2005,
respectively.
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12. COMMITMENTS AND CONTINGENCIES

Operating Lease—The Company leases office space. The lease is effective
through July 26, 2012 and contains a 6% annual escalation clause that was
effective September 2003. Future minimum lease payments for each of the
succeeding years ending December 31 are as follows:

2007 $ 229,000
2008 243,000
2009 258,000
2010 273,000
2011 289,000
2012 175,000

3 1.467.000

Rent expenses for operating leases for the years ended December 31, 2006 and
2005 were $216,215 and $88,080 respectively.

Franchise Agreement—in 1997, the Nevada Stafe Legisiature enacted legislation
permitting cities and counties to award franchises fo private entities for the
development of fixed guideway transit systems. MGM Grand-Bally's Monorail LLC
was awarded a franchise by Clark County in 1998 {the “Franchise Agreement")
giving it the exclusive right through 2048 fo install and operate a monorail within the
territory defined by the Franchise Agreement, roughly the east side of the Las
Vegas Strip, behind the main resort corridor. In 2006, the Franchise Agreement was
amended to include access to McCarran International Airport, as part of the
“territory” and the life of the Franchise Agreement was extended to 2081. The
Clark County Commissioners conditionally approved assignment of the Franchise
Agreement to LVMC upon the acquisition of the existing monorail, subject to
County-imposed conditions. Under the terms of the Franchise Agreement, the
Company is obligated to undertake the defense of the County if it is hamed in a
legal suit related to the Las Vegas Monorail. Additionally, the Company will pay
the County a minimum of $50,000 per year for the franchise until the Franchise
Agreement expires in 2081.

Design-Build-Equip  ("DBE") Agreements—LVMC confracted with Granite
Construction Company and Bombardier Transit Corporation {collectively the "DBE
Contractors”) for the construction of the Las Vegas Monorail and renovation of the
existing monordil {the “DBE Agreements”). The DBE Agreements stipulated that the
maximum payments for the project shall not exceed $353,802,000, including
$10,831,000 of sales tax. In order to manage potential construction and operating
risks, the DBE Agreements provided various incentives to the Contractors to
complete the project on fime and within budget, including incentive payments for
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early completion. In addition, the Company issued the DBE Contractors
$18,500,000 in 3¢ fier bonds in lieu of the final progress payments under the DBE
Agreements. The 3 tier bonds will be repaid as discussed in Note 6. During 2006, a
Certificate of Final Acceptance was issued.

Operating Agreement—The Company has entered info an agreement with
Bombardier Transit Corporation {"Bombardier”} for the operation and maintenance
of the Las Vegas Monorail once construction is complete (the *O&M Agreement”).
Under the terms of the O&M Agreement, the Company is committed to make
cumulative payments totaling $55,874,000 to Bombardier for services rendered
during the initial five-year term. During the initial term, the O&M Agreement also
requires the Company to contribute $3,034,000 to a capital asset replacement
program. The O&M Agreement has an optlion fo extend the term for two
additional five-year periods, which would require the payment of additional fees
and contributions to the capital asset replacement program.

Tax Agreement—The Company must comply with the requirements of the Tax
Agreement with the Director of the State of Nevada Department of Business and
Industry {the “Issuer”} in order to maintain the tax-exempt status of the bonds.
Under the terms of the Tax Agreement, the bond proceeds must be used to
finance the construction and development of the Las Vegas Monorail and certain
other costs associated with the issuance of the bonds. Facilities of the Las Vegas
Monorail cannot be sold or otherwise disposed of prior to January 1, 2040. The Tax
Agreement also stipulates that management and other professional services
contracts must generally provide for compensation based on a fixed pericdic fee
and must not be for a period of more than 15 years.

In accordance with the terms of the Tax Agreement, the Company is obligated to
pay a $50,000 annual fee to the Issuer as long as the bonds are outstanding,
beginning when construction is complete. Additionally, the Company must have
an arbitrage compliance report prepared by a specialist {see Note 2) and to the
extent the Company has a liability to the IRS for arbitrage, sufficient funds must be
placed into a restricted fund and held until payment is required. Payments must
be made to the IRS no later than 60 days after each five-year period.

Litigation—The Company is occasionally subject to legal and other matters arising
in the ordinary course of business. In the opinion of management, these matters
will not have a material adverse effect on the Company's future financial position
or resulis of operations.
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CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Board of Directors of the
Las Vegas Monorail Company

We have audited the financial statements of the Las Vegas Monorail Company as of and
for the year ended December 31, 2008, and have issued our report thereon dated April
24, 2007. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Las Vegas Monorail Company’s
internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Monorail's internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness
of the Monorail's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies
in internal control over financial reporting that might be significant deficiencies or
material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's
ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of the entity’s financial statements that is more
than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the deficiencies described in the accompanying schedule of findings and
responses to be significant deficiencies in internal control over financial reporting. See
finding 2006-01 for further details.

A material weakness is a significant deficiency, or combination of significant deficiencies,

that resuits in more than a remote likelihood that a material misstatement of the financial
statements will not be prevented or detected by the entity's internal control.
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Our consideration of the internal control over financial reporting was for the limited
purpose described in the first paragraph of this section and would not necessarily
identify all deficiencies in the internal control that might be significant deficiencies and,
accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, we believe that none of the significant
deficiencies described above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Las Vegas Monorail
Company’s financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, 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 or other matters that are required to be reported under Government
Auditing Standards.

The Las Vegas Monorail Company’s response to the finding identified in our audit is
described in the accompanying schedule of findings and responses. We did not audit
the Las Vegas Monorail Company’s response and, accordingly, we express no opinion
on it

This report is intended solely for the information and use of management, the Board of
Directors, and the audit committee, and is not intended to be and should not be used by
anyone other than these specified parties.

%/ﬁf , d/mﬁ%g/cf (o.

Las Vegas, Nevada
April 24, 2007
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SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2006

FINDING 2006-1

Criteria: Internal controls over the preparation of the financial statements
should be designed in such a manner that management
responsible for the preparation of the financial statements
detects and prevents significant and material misstatements in
the presentation and disclosure of the financial statements,
including the related footnotes.

Condition: During our audit of the financial statements, we noted that
certain required disclosures relating to the Monorail's insurance
and defined contribution plan were missing and that certain
other information presented in the footnotes and MD&A were not
in the formats prescribed by the Governmental Accounting
Standards Board.

Cause: Management did not use a reference tool, such as a disclosure
checklist when preparing the financial statements and so was
not aware of some of the required disclosures and formatting
issues.

Effect: Financial statement users could rely on a set of financial
statements that do not include all the information necessary for a
complete presentation of the financial statements in accordance
with generally accepted accounting principles.

Recommendation: We recommend that management modify the design of the
internal controls over the preparation of financial statements to
include utilizing the most current disclosure checklist available
through the AICPA.

Management's

Response: When the auditors called this to our attention, we immediately
made the changes to bring the statements into compliance.
During next year’'s audit, management will obtain a disclosure
checklist.
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