





































































































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

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

Changes in long-term debt:

Long-term debt activity for the years ended December 31, 2007 and 2006 was as

follows:
2007 Activity
Beginning Ending Due Within
Balance Additions Balance One Year
Revenues bonds $ 1,125919,622 $ $ 1.125919,622 $ 790,860,000
Less deferred
amounts for
issuance discounts (434,847,813 (418,973,273} (165,514,846)
Total $ 691,071,809 % $ 706946349 $ 625345154
2006 Activity
Beginning Due Within
Balance Additions Ending Balance Cne Year
Revenue bonds $ 1,125919,622 $ $ 1.125919.622 3
Less deferred
amounts for
issuance discounts {450,433,599) {434.547,813})
Total $ 675486023 $ $ 691,371,809  $ -

7. DEFERRED INCOME

Payments for certain advertising is received in advance and is recorded as deferred
income to be recognized during the contract period for which it is actually earned.
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LAS VEGAS MONORAIL COMPANY
(A Nevada Not-for-Profit Company)

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

10.

RISK MANAGAEMENT

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-Certified $200,000,000 $ 250,000

Acts of Terrorism

In addition, the Company carries insurance covering risks related fo crime,
environmental impairment, directors and officers and the typical employee related
insurance.

During the past three years, there have been no significant claims.

401k DEFINED CONTRIBUTION PLAN

The Company provides a 401k defined contribution plan for its employees. Under
the provisions of a defined contribution plan, benefits depend solely on amounts
confributed to the plan plus investment earnings. Employees may conftribute any
amount up to the Internal Revenue Code mandated maximum of $15,500
annudlly. In addition, the Company contributes 3% of employee’s salary under the
“safe harbor” provisions. During 2007 and 2006, employees vested in the Company
contribution immediately. The plan was changed in April 2007 o provide for a one
year vesting period prior to being eligible for the Company confribution.  The
Company matching confribution to the 401k plan was $43,966 and $46,644 in 2007
and 2006, respectively. Employees confributed $120,848 and $95,599 in 2007 and
2006, respectively.

COMMITMENTS AND CONTINGENCIES

Operating Lease— Due to a change in location, the company entered info a lease
for office space in November 2007.

The lease is effective through October 2012 and contains a 3% annual escalation

clause that was effective November 2007, Future minimum lease payments for
each of the succeeding years ending December 31 are as follows:

-34-



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

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

2008 $ 363,686

2009 374,594
2010 385,822
2011 397,424
2012 339,424
$ 1,860,950

Rent expenses for operating leases for the years ended December 31, 2007 and
2006 were $254,114 and $216,215, respectively.

Franchise Agreement—In 1997, the Nevada State Legislature enacted legislation
permitting cities and counties to award franchises to 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 to install and operate a monordil within the
terrifory 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 tfo 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 named in a
legal suit related fo 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.

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

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

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

11.

12.

other costs associated with the issuance of the bonds. Facilifies of the Las Vegas
Monorail cannot be sold or otherwise disposed of prior o January 1, 2040. The Tax
Agreement also stipulates that management and other professional services
contracts must generally provide for compensation based on a fixed periodic 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.

PRIOR PERIOD ADJUSTMENT

The Company discovered that the amortization of discount on the subordinate
Project Revenue Capital Appreciation Bonds 3d Tier Series 2000 A-1 had been
calculated incorrectly. The beginning net assets for the year-ended December 31,
2006 have been restated to reflect the correct unamortized discount for the 3 tier
debt. The effect of this restatement on the net deficit was to increase it by
$7.168,039.

GOING CONCERN

As outlined in Note 6, the Company is in default with the payment covenants on
their 1st and 27 fier revenue bonds. As a result, the outstanding interest and
principal is due on demand. The Company does not have the resources to pay
the outstanding interest and principal should the bonds be called. This event
creates an uncertainty about the Company’s ability to continue as a going
concern.

Management is working with the Trustee and the bond insurer (Ambac) to work
through the default situation. Pursuant to the financing agreements, the Trustee
and insurer have rights that include “entering the project for the purpose of
operating the project”. The financial statements do not include any adjustments
that might be necessary if the Company is unable to continue as a going concern.
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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, 2007, and have issued our report thereon dated May
22, 2008. 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 the 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 Las Vegas Monorail
Company'’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Las Vegas Monorail Company's internal control over
financial reporting.

QOur 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
findings 2007-1 through 2007-5 for further details.
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A material weakness is a significant deficiency, or combination of significant deficiencies,
that results 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. Of the
significant deficiencies in internal control over financial reporting described in the
accompanying schedule of findings and responses we consider findings 2007-2 and
2007-5 to be material weakneses.

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 {o the findings identified in our audit is
described in the accompanying schedule of findings and responses. We did not audit
the Las Vegas Monorail Company's responses and, accordingly, we express no opinion
on them.

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.

Las Vegas, Nevada
May 22, 2008
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LAS VEGAS MONORAIL COMPANY
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2007

FINDING 2007-1

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 refated footnotes.

Condition: During our audit of the financial statements, we noted several
instances where the trial balance required audit adjustments.
Because of the audit adjustments, the Organization’s internally
prepared financial statements were not presented in accordance
with generally accepted accounting principles.

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
determine that year-end accruals are recorded properly and that
non-routine transactions are identified and properly recorded.
Additionaily, management should modify procedures to include
utilizing the most current disclosure checklist available through
the AICPA.

Management’s

Response: When these issues were brought to the Company’s attention,
the required changes were immediately made to bring the
statements into compliance. Disclosure checklists will be used
and non-routine transactions will be discussed with outside
accountants at the time they arise.
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LAS VEGAS MONORAIL COMPANY
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2007

FINDING 2007-2

Criteria: Internal controls over the accounting function should provide
adequate segregation of duties over the initiation, recording,
mailing, and reconciliation process.

Condition: During our audit we noted a lack of separation of duties over the
accounting function without compensating controls. One
employee is responsible for initiating and recerding all cash
receipt and disbursement transactions as well as reconciling the
bank account. This employee also has access {o the payroll
processing system. Additionally, one employee is responsible
for processing and distributing payroll checks.

Effect: This could provide an opportunity to misappropriate funds or
conceal such activity.

Recommendation: We recommend that the CFO open the bank statement, scan
canceled checks and other transactions for unusual or improper
items, or have a different person perform the bank reconciliation.
Additionally, paychecks should be distributed by an employee
who is not directly connected with the preparation or
accumulation of data on which the payroll is based.

Management's

Response: The Company will review the internal control procedures and
revise them accordingly to provide the maximum control with the
limited staff available for these functions.
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LAS VEGAS MONORAIL COMPANY
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2007

FINDING 2007-3

Criteria: Internal controls should be in place to provide reasonable
assurance that all payroll transactions are processed accurately.

Condition: During our audit we noted that the payroll data, which is input to
the ADP system by the HR manager, is not reviewed before
processing to verify accuracy.

Effect: Payroll transactions could be processed inaccurately and not be
detected.
Recommendation: We recommend that the CFO or other accounting employee

review the payroll input prior to submittal to ADP for processing.

Management's
Response: The Company will review the internal control procedures and

make adjustments as appropriate.

41



LAS VEGAS MONORAIL COMPANY
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2007

FINDING 2007-4

Criteria: internal controls should be in place to provide reasonable
assurance that cash processed by Brink’s is accurate and
agrees to the Organization’s records.

Condition:; During our audit we noted that a reconciliation between the cash
deposit reports prepared by Brink’'s and the Organization's
OMSF reporting system is not performed.

Effect This could provide an opportunity to misappropriate funds or
conceal such activity.

Recommendation: We recommend the Organization perform reconciliations
between the OMSF reporting system and the deposit reports
prepared by Brink’s on a regular basis.

Management'’s

Response: Brink's personnel retrieve locked, secure currency and coin
vaults from the automated ticketing vending machines. At this
time, they also retrieve a printout from the OMSF reporting
system. This printout indicates the expected amount in each
vault. These vaults are then delivered to the Brink's count room
where a secure count room person opens the vault and counts
the contents. A report is then prepared comparing the actual
amount to the expected amount. The Company reviews this
report and explains variances. The Company will evaluate the
control procedures related to the collection and counting of
funds from the TVM's and make appropriate changes.
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LAS VEGAS MONORAIL COMPANY -
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2007

FINDING 2007-5

Criteria: The Organization's credit card policy requires employees to
submit itemized receipts and document a valid business purpose
for the expenditure.

Condition: During our testing of 146 credit card transactions, we noted the
following:

o 53 transactions were not supported by itemized receipts.
e 23 transactions did not have the business purpose
documented.

Effect: This could provide an opportunity to misappropriate funds or
conceal such activity.

Recommendation: We recommend the Organization enforce its policies over credit
card transactions immediately. Additionally, the Organization
should revoke credit card privileges for employees that do not
adhere to these procedures.

Management’s
Response: The Company will discuss the policies with the users of the
cards and provide appropriate enforcement.
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