































































































LAS VEGAS MONORAIL COMPANY

(A Nevada Not-for-Profit Company)

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

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 $ -

31



LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

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

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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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

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

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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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

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

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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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

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

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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KAFOURY, ARMSTRONG & CO.
(( \_))> A PROFESSIONAL CORPORATION
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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LAS VEGAS MONORAIL COMPANY
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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