























LAS VEGAS MONORAIL COMPANY

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

Reguirement Funded by Cash Surety Bond

41,984,000
14,284,000

21,731,000 $ 20,992,000
14,414,000 N/A

1st Tier Bonds $
2nd Tier Bonds

There were draws of $1,620,907 and $762,896, respectively, from the 15t and 2d tier debt
service reserve funds on January 2, 2008. The current company budget projections
indicate that the cash funded portions of the 15t and 2nd tier debt service reserve funds
will be required in order to make the July 2008 and January 2009 debt service

payments.

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

The debt service reserve funds are held in an investment program, which extends
through the period of time in which they will be used. The funds earn inferest at
approximately 6.8%.

REVENUE, EXPENSES AND CHANGES IN NET ASSETS

The following discussion will deal with the operations for 2007, 2006 and 2005. The
following is a summary of the past three years:

2007 2006 2005

Revenues:
Farebox revenue $ 29,447,000 32,213,000 $ 30,303,000
Advertising & otherrevenue 2,304,000 2,997.000 2,367,000
Investment income 4,203,000 5,012,000 3,924,000
Liguidated damages - 11,230,000 10,000,000
630,000 - -
Total Revenues 36,584,000 51,452,000 46,594,000

Expenses:
Operating & maintenance 11,455,000 11,335,000 $ 9,346,000
Generdl & administrative 12,787,000 13,356,000 15,317,000
Depreciation & amortization 23,523,000 23,855,000 24,012,000
Interest and financing costs 46,947,000 46,621,000 42,642,000
Total Expenses 94,712,000 95,167,000 £1,317,000
Change in Net Assets (58,128,000} {43,715,000) $ [44,723,000)




LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

FAREBOX REVENUE AND RIDERSHIP

During 2007, 2006 and 2005, farebox revenue was $29,447,000, $32,213,000 and
$30,303,000, respectively.

The following table shows the historical fare structure of the Las Vegas Monorail. The
table also sets forth the ridership and revenue for the years ended December 31, 2007,
2006, and 2005 and the figures sef forth in the Company's 2008 budget.

A fare increase in 2006 generated a 6% increase in revenue and a 31.6% decline in
ridership when compared to 2005. Ridership continued to decline January to May 2007.
Accordingly, in May 2007, the One Day Pass fare was reduced to $9 from $15. This
resulted in a 12.9% increase in rides, but revenue decreased 8.6% for 2007 in
comparison to 2006.

Las Vegas Monorail
Historical Fare Structure

Budget Existing Actual Actual
2008 2007 2006 2005
Local One Ride $1 $1 $0 $0
One Ride $5 | $5 $5 $3
Two Ride $9 $9 $° N/A
Ten Ride $35 $35 $35 $20
Six Ride $20 $20 N/A N/A
24 Hour Pass - Unlimited** $9 $9 $15 $10
72 Hour Pass - Unlimited $40 $40 $40 $25
Average Revenue Per Ride | $3.35 $3.76 $4.48 $2.94

**Note: Fare changed o $9 from $15in May 2007
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

Budget Actual Actuadl Actual
2008 2007 2006 2005

Statistical Information:
Total Rides 9,184,000 7,917,613 7.015,109 10,264,667
Average Rides Per Day 25,093 21,692 19.219 28,122
Per Cent Change 15.68% 12.87% -31.66% N/A
Total Farebox Revenue $30,800,000 $29,446,783 $32,212,653 $30,301,550
Average Revenue Per Day $84,153 $80,676 $88,254 $83,018
Per Cent Change 4.60% -8.59% 6.31% N/A

The following graphs show monthly revenue and ridership for 2005, 2006 and 2007
together with budget projections for 2008.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

LAS VEGAS MONORAIL COMPANY---RIDERS
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During 2006, there were two chdallenging factors which affected 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 its bus service on
the Las Vegas Stiip by introducing the new double-decker buses, appropriately called
"The Deuce”. We do 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.

As previously noted, the reduction in cost of the One Day Pass in May 2007 had a
favorable impact on the number of riders. The bus had an unfavorable impact on
revenue.

From the revenue and ridership charts of the Monorail, we note that the seasonality
from month-to-month tracks fairly consistently from year-to-year.

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

The Company is focused on growing riders and revenue. This is evidenced by the
commitment in budgeting $4,731,000 for marketing and promotion of the Monorail for
2008. Actual expenditure, including allocated salaries and related costs, for 2007, 2006
and 2005 was $3,960,000, $3,156,000 and $1,137,000, respectively.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

ADVERTISING REVENUES AND RELATED COMMISSIONS

Advertising and other revenues for 2007, 2006 and 2005 are as follows:

2007 2006 2005
Advertising & other revenue $ 3,927,000 $ 5,360,000 $ 4,089,000
Less: related commissions {1,623,000] {2.363,000) (1,722,000]
Net to Company $ 2304000 3 2.997.000 $ 2367000

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

The Company contracts with an advertising company to attract advertisers. There are
ongoing negotiations with various adverfisers. With increased ridership, it is anticipated
that there will come an increased demand for utilizing the remaining trains and stations
by advertisers. Advertising revenue has declined over the three year period. Due to
lower than expected ridership, some advertisers have not renewed their contracts or
have renegotiated lower rates for the advertising. During 2007 one of the 7 stations and
3 of the 9 trains generated advertising revenue.

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 Monorail vehicles and systems). The Company pays a fee to
Bombardier, which covers all costs associated with the actual direct operating costs of
the Monorail system, including labor, materials and utilities. These costs are shown as
operations and maintenance expenses in the financial statements.

For 2007, 2006 and 2005, these costs totaled $11,455,000, $11,335,000 and $9.346,000,
respectively. The costs increased from 2005 are generally attributable to an escalation
factor pursuant to the Operations and Maintenance Agreement. During 2007, the
Company was able to reduce the monthly escalated costs by $300,000 due to
contractual arrangements affecting the first 36 months of operations. This arrangement
ended in January 2008.

Bombardier is also responsible to procure the liability insurance for the monorail system
at the Company’s direction; liability insurance costs are shown as a separate item in the
following table of general and administrative expenses.

GENERAL AND ADMINISTRATIVE EXPENSES

The following table compares the general and adminisirative expenses for 2007, 2006
and 2005 and the budget for 2007:
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

Actual Actual Actual
2007 2007 Budget 2006 2005
Monorail system insurance $ 3867000 $ 5000000 $ 4941000 $ 8,037,000
Salaries & related costs 1.461,000 2,027,000 1,602,000 1,776,000
Fare collection cosls 563,000 796,000 602,000 539,000
Other operating costs 1,160,000 1,346,000 1,194,000 1,514,000
Legal & professional fees 459,000 607,000 418,000 708,000
Security services 1,317,000 1,593,000 1,443,000 1,606,000
Marketing & promotion 3,960,000 4,692,000 3,156,000 1,137,000
Totat $12.787.000 § 16061.000 $ 13356000 § 15.317.000

MONORAIL SYSTEM INSURANCE

Pursuant to the Monorail operations and maintenance agreements, Bombardier
negoftiates and places the Monorail system’s insurance. The insurance year runs from
July to June each year. Accordingly, each year includes half the costs of the previous
year, plus half the cost of the next contract year. The insurance market has significantly
improved during the four years for which insurance has been placed. The 2007 actual
cost is likely to be more representative of the costs on an ongoing basis, assuming no
changes in the insurance market. It also reflects the emphasis by the Company and
Bombardier to achieve the confractually agreed coverage af competitive market
costs. The Company has had no significant insurance claims to date.

SALARIES AND RELATED COSTS

The salaries and related costs for 2007 and 2006 are less than 2005 and $566,000 less
than the 2007 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, which 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 the
years 2007, 2006 and 2005, the fare collection costs were 19.2%, 19.9% and 16.7% of
farebox revenue. These percentages are a function of the percent of farebox revenue
charged on debit and credit cards and the number of collection cycles from the ticket
vending machines. The cosis are reasonable in the circumstances.

OTHER OPERATING COSTS

In 2005 the Company paid $200,000 of base management fee pursuant to the
Management Services Agreement, which was ferminated in 2005. This non-recurring
expense of $200,000, plus cost containment measures implemented in 2007 and 2004,
resulted in an overall reduction of $300,000 when comparing 2007 and 2006 to 2005 in
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

this expense category. The 2007 costs are less than the budget for 2007 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
meaqsures,

LEGAL AND PROFESSIONAL SERVICES

As the Monorail has moved into revenue operations and the reliability of the system has
matured, there has been a decreased need to call for outside professional services.
The cost of these services has decreased from the levels of 2005.

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 pafterns of the Monordail system has matured, the Company has made
adjustments to the scheduling of security services. These adjustments have resulted in a
savings for this cost category. During 2007, the Company assumed this service “in
house™ and achieved further savings during 2007.

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 and work to offset the effect of the Regional Transportation
Commission's intfroduction of its Deuce bus service along the Las Vegas Strip.  Further
emphasis in this area of cost is evidenced by maintaining the budget at $4,731,000 for
2008.

Company personnel and consulting specialists work 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, 2007 AND 2006

The 2006 increase in investment earnings reflects the improvement in the short-term
interest rates during 2006. During 2007, the investment eamings decreased $800,000
because there were lesser amounts invested during the year 2007 as compared to the
2006 year.

INTEREST AND FINANCING COSTS

Interest and financing costs represent interest paid or accrued on the 15, 2nd and 3 tier
bonds, plus the amortization of bond issuance costs and original issue discounts.

SETTLEMENT AND LIQUIDATED DAMAGES

In December 2005, the Company and ifs tfransit system construction contractors
executed an agreement which settled disputes and claims of compensation fo the
Company covering the shut down period, which spanned the period from September
2004 to December 29, 2004. Under the ferms of the agreement, the contractors paid
the Company $10,000,000 to settle any and all disputes related to the shut down
period.

During the first half of 2004, the construction team paid liguidated 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 1o the liquidated damages. Accordingly,
the $11,230,630 was recognized as non-operating revenue in 2006.

FUTURE OUTLOOK

In February 2008, the holders of the Monorail Revenue Bonds were nofified by the
Trustee that the Company was in default on the Monorail Revenue Bonds due to not
fulfilling the terms of certain debt service covenants.

During 2007 and 2006, the Company's operating revenue was sufficient to pay the
costs of operating the Monorail but it was insufficient to also pay the full amount of the
required debt service. Pursuant to the provisions of the financing documents, the
Company used portions of its cash reserves. A draw down on the 15t Tier and 209 fier
debt service reserve funds was needed to meet the 2007 debt service requirement.

The Company budget for 2008 forecasts that operatfing revenue will dlso not be
sufficient to meet the debt service requirement for 2008. However, the forecast also
shows that there are cash reserves that will enable the Company fo meet all of its
obligations in 2008 by using the debt service reserve funds to cover the anticipated
cash flow deficiencies in operating revenue available for debt service.

Because the Company did not meet its debt service coverage requirements, it must
undertake some specific steps pursuant to the Financing Agreement. Accordingly,
during 2008, the Company will engage a consultant to analyze revenue and ridership
policies. Further, all operating cash will continue to be under the conftrol of the Trustee.
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LAS VEGAS MONORAIL COMPANY

MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2007 AND 2006

Upon request by the Company, the Trustee releases funds the Company needs to pay
its operating expenses.

The Clark County Department of Aviation has requested that the Company consider
the possibility of connecting its Monorail transit service to McCarran International
Airport.  The Company has performed prefiminary studies and route selection in
anficipation of providing service to the airport. Service to the airport is also the driving -
factor in expansion to the resort hotels on the west side of the Las Vegas Stiip. 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 territory and an extension of the franchise term from the original term of 50
years that began in 1998, to 75 years. In December 2006 Ciark County gave the
Company conditional approval for the expanded territory and the additional term of
years. The most significant condifion 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 territory, and the expanded term, must be extended or they will lapse.

During the coming year, not only will the Company be focused on increasing the
ridership of the existing system, but it will also continue to work 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 fransportation demands of the tourism and convention industries
in Las Vegaos.
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LAS VEGAS MONORAIL COMPANY

BALANCE SHEETS
DECEMBER 31, 2007 AND 2006

ASSETS

CURRENT ASSETS:

Cash and cash equivalents
Miscellanecus accounts receivable
Prepaid expenses

Total current assefs

RESTRICTED ASSETS:
Investments
Cash

Total restricted assets

LONG TERM ASSETS:

Refundable security deposit

Property and equipment, net of accumulated depreciation
of $81,959,566 and $58,476,315

Deferred financing costs, net of accumulated
amortization of $4,967.011 and $4,152,847

Prepaid land lease, net of accumulated amortization
of $291.100 and $251,100

Total long term assets

TOTAL

2007 2006
3872806  $ 24,114,547
1,945,899 3,032,227
219,821 119,041
6,038,526 27,265,815
64,803,431 64,009,053
93,213 1,076,594
64,896,644 65,085,647
383,145 -
423,120,340 446,083,879
32,746,267 33,560,430
1,708,900 1,748,900
457,958,652 481,393,209
$ 528893822 $ 573744671

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

BALANCE SHEETS
DECEMBER 31, 2007 AND 2006

2007 2004
LIABILITIES AND NET ASSETS (DEFICIT)
CURRENT LIABILITIES:
Accounts payable $ 2,190,743 $ 3.382,078
Deferred advertising and other revenue 1,970,654 2,211,725
Current maturities of long-term debt 625,345,154 -
Total current liabilities partially payable from unrestricted assets 629,506,551 5,593,803
Current liabilities payable from restricted assefs:
Construction payable 2,089,180 2,089,180
Accrued interest payable 15,128,847 15,128,847
Availability liability 75,775 1,241,616
Total current liabilities payable form restricted assets 17,293,802 18,459,643
LONG TERM DEBT:
Net of current maiuries and net of unamortized
discounts of $253,458,427 and $434,847.,813 81,601,235 691,071,849
Total liabilities 728,401,588 715,125,295
NET DERCIT:
Invested in capital assets-net of related debt _ (186,276,352) {147,416,197)
Restricted 47,602,842 46,626,004
Unrestricted (60,834,256) {40,590,430})
Total net deficit {199.507,746) (141,380,623)
TOTAL $ 528,893,822 $ 573.744,671

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

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

YEARS ENDED DECEMBER 31, 2007 AND 2006

OPERATING REVENUES:

Farebox revenue
Advertising and other revenue
Less related commissions

Total revenue

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
Lease termination payment
Recovery of availability penallies
Liquidated damages

Total non-operating revenues (expense)

EXCESS OF EXPENSES OVER REVENUES

NET DEFICIT:
Beginning of period
Prior period adjustment

End of period

2007 2006
29,446,783 32,212,653
3,927,069 5,360,194
(1,623,270) (2,362,788)
31,750,582 35,210,059
11,454,761 11,334,776
12,787,424 13,355,978
23,523,250 23,855,194
47,765,435 48,545,948
(16,014,853) (13,335,889)
4,203,774 5,011,780
(46,946,398) (46,621,905)
250,000 -
380,333 -

_ 11,230,630

(42,112,291) (30,379,495
(58,127,144) (43,715,384)
(141,380,623) (90,497,200)

- (7.168,039)

$ (199,507,767) - $ (141,380,623

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, 2007 AND 2006

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash receipts from customers $ 34,219,107 $ 36873919
Cash receipts from other sources 250,000 -
Cash payments to employees for services {1.958.914) (2,063,489}
Cash payments to suppliers for goods or services {26,367.,308) (17.844,807)
Net cash provided by {used in} operating activities 6,142,885 16,965,623
CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES:
Transfers to restricted cash - (13,500)
Transfers from restricted cash 983,381 25,485,750
Project costs (519.712) (3.896,621)
Interest paid on long-term debt (30,257,694) (30,257 ,694)
Net cash used in capital and related
financing activities (29.794,025) (8,682,065)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from sales and maturities of investments 36,822,751 430,814,016
Purchase of investments (33,876,591) (426,772,074}
Interest received 463,239 5,120,748
Net cash provided by investing activities 3.409,399 9,162,690
INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (20,241,741) 17,446,248
CASH AND CASH EQUIVALENTS
Beginning of period 24,114,547 6,668,309
End of period $ 3,872,806 $ 24,114,547

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

STATEMENTS OF CASH FLOWS (CONTINUED)
YEARS ENDED DECEMBER 31, 2007 AND 2006

2007 2006

RECONCILIATION OF OPERATING LOSS

TO NET CASH PROVIDED BY (USED I[N}

OPERATING ACTIVITIES:

Operating loss $ (16.014,853) $ {13,335,889)

Add back depreciation and amortization 23,523,250 23,855,194

{Increase) in accounts receivable 1,086,328 1,225,256

{Increase) decrease in prepaid expenses {100,780) 2,022,752

{increase} decrease in refundable security deposit (383,145) -

Increase in accounts payable {1.191,335) 2,759,706

Increase in deferred revenue (241,071} 260,075

Increase in availability liability (785,509) 178,529

Lease termination buy-out 250,000 -

Net cash provided by {used in) operating activities $ 6,142,885 $ 16,965,623

NONCASH INVESTING, CAPITAL, AND FINANCING ACTIVITIES:

Increase {decrease} in fair value of investments $ - $ 108,966

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, 2007 AND 2006

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 Monordil, to obtain
financing for these purposes, and to take any and all other actions necessary and
appropriate to accomplish these purposes. The Las Vegas Monordil 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, LVMC's Board of
Directors is approved by the governor of the State of Nevada and LVMC's nef
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"). tn addition,
LVMC has elected, under GASB Statement No. 20, “Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Enfities That Use
Propriefary Fund Accounting” to apply Financial Accounting Standards Board
(“FASB"} statements and inferpretations issued after November 30, 1989, unless they
confradict 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 generdlly 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, 2007 AND 2006

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
financiatl institutions, including time deposits with a maturity of three months or less
at the date of purchase. The Company maintains its cash accounts with
established commercial banks. Cash deposits are insured up fo the Federal
Deposit Insurance Corporation limit of $100,000 per financial institution.

Investments—Investments are accounted for under GASB Statement No. 31,
"Accounting and Financial Reporting for Certain Investments and for External
Investment 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, 2007 and 2006, all of the Monorail's investments are unspent
bond proceeds which are governed by a senior indenture agreement. This
agreement authorizes the Moncrail to invest in obligations of the U.S. Treasury,
obligations of other polifical sulbbdivisions 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 not more
than 270 days.

Debt Discount and Debt Issuance Costs—Debt discounts are presented as a
reduction of the face amount of the related debt instruments. Debt issuance costs
are capitalized as assets. Both debt discounts on the 1t and 2 tier debt and debt
issuance costs are amortized to interest expense over the terms of the related debt
agreements using the effective interest method. Debt discounts on the 3 tier debt
is amortized 1o interest expense over the term of debt agreement using the
straight-line method.

Capital Assets—Capital assets, which include property, plant and equipment, are
stated at cost, and consist of expenditures and capitalized interest related to the
acquisition and development of the Las Vegas Monorail. At December 31, 2007,
and 2006, 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, 2007 AND 2006

Description Years
Property rights-of-way 40
Utility relocation 40
Guideway 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 capitalized 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 acqguired from MGM
Grand-Bally’s Monorail LLC has been in included in the costs of guideway and
structures. These elements were re-engineered, reconstructed 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.
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Arbitrage Compliance—The Internal Revenue Service {"IRS") has established rules
and regulations related to investment income on funds from tax-exempt bonds.
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 arbitrage compliance report from a
specidlist. At December 31, 2007 and 2004, based on the work of an arbitrage
compliance specidlist, the Company concluded that it did not have an arbitrage
liability.

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 a
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 to make estimates 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. Actual results could differ from fhose
esfimafes.

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

Impairment of Long-lived Assefs—Long-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 camying amount of an asset to 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 assets. Assets to be disposed of are reported at the lower of the
carrying amount or fair value, less costs to sell. Management believes no material
impairment in long-lived assets exists at December 31, 2007 and 2006.

Reclassificafions—Certain amounts in 2006 have been reclassified to conform with
the 2007 presentation.
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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:

2007 2006
Fair Value Fair Value
Restricted for current debt service:
1st Tier Current Debt Service $ 11,894,098 $ 9,748,299
2nd Tier Current Debt Service 4,728,689 5,560,177
16,622,787 15,308,476
Restricted for monorail construction:
Construction Funds 3,334,619 3,831,932
Restricted for debt service reserve:
1st Tier Debt Service Reserve 21,731,405 21,727,305
2nd Tier Debt Service Reserve 14,414,405 14,868,252
36,145,810 36,595,557
Other restricted assefts:
Removal Costs Escrow Fund 7,640,845 7,252,315
Indemnification Account 1,059,370 1,008,335
Avdilability Contingency 75,775 1,076,594
Ofther 17,438 12,438
8,793,428 9,349,682
Total Restricted Assets $ 64,896,644 $ 65,085,647
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4.

DEPOSITS AND INVESTMENTS
As of December 31, 2007, LVMC had the following investments:

Investment Maturities Fair Value

Federal Home Loan Bank 49 days average $ 3,699,704
Federal National Mortgage Association 8 days average 18,817,813
Money Market Mutual Funds Immediately 8,878,493

available

Crimson Commercial Paper 07/01/2008 13,519,215
General Electric Capital Corporate Notes 07/11/2008 129,837
Eureka Securtzn Inc. 01/02/2008 21,728,000
Total $ 66,773,062

As of December 31, 2006, LYMC had the following investments:
Investment Maturities Fair Value

Federal Home Loan Mortgage Corporation 13daysaverage $ 11,004,739

Federal Home Loan Bank 2/28/2007 2,976,000
Federal National Mortgage Association 11 days average 5,620,591
Money Market Mutual Funds Immediately 8,304,745
available
Crimson Commercial Paper 6/29/2007 14,284,400
Toyota Motor Credit Co. Corporate Notes 6/29/2007 91,578
Greyhawk FDB Inc. Corporate Notes 1/2/2007 21,725,000
Total $ 64,009,053

Interest Rate Risk — LYMC 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 — Credit risk is the risk that an issuer or other counterparty to an
investment will not fulfill its obligations. LYMC has no formal investment policy that
limits its investment choices, with the exception of the requirements outlined in the
senior indenture agreement. As of December 31, 2007 and 2006, LVMC's
investment in money market mutual funds was rated AAA by Standard and Poor's
and Aaa by Moody's Investors Services. All other investments were rated P-1 by
Standard and Poor's, and A-1 by Moody's Investors Service.
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Concentration of Credit Risk — LVMC places no limit on the amount the Company
may invest in any one issuer. As of December 31, 2007, more than 5 percent of
LVMC's investments are in Federal Home Loan Bank, Federal National Mortgage
Association, Crimson commercial paper and Eureka Securtzn Inc. corporate notes.
These investments were 5.54%, 28.18%, 20.25% and 32.54%, respectively, of LVMC'’s
total investments. 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
fotatinvestments.

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

Custodial Credit 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, 2007, $1.106,754 of
LVMC's bank balance of $1,316,754 was uninsured and uncollateralized, and was,
therefore, exposed to 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.

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 hame
at five mdjor financial institutions, and a trustee manages the funds discussed
above. Investments are designed to yield fixed rates of return to maitch interest
incurred in order to minimize any Arbitfrage. 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 govemning
investments by the County.
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PROPERTY AND EQUIPMENT

Property and equipment
following:

Capital assets not being depreciated:
Future Projects

Capfial assefs being depreciated:
Guideway and structures
Property right-of-way
Utilily Relocation
Monorail vehicles
Train control systems
Traction power systems
Communicglion systems
Guideway elements
Platform doors
Fare collection system
Workshop equipment
Spares
Special tfools and test equipment
Furniture, fixiures, and other

Total capital assets being deprecicted

Less accumulated depreciation for:
Guideway and structures
Property rght-of-way
Ulility Relocation
Monorail vehicles
Train controf systems
Traction power systems
Communication systems
Guideway elements
Platform doors
Fare collection system
Workshop equipment
Spares
Special tools and test equipment
Furniture, fixiures, and other

Total accumuiated depreciation

Total capital assels being depreciated, net

Total capital assets, net

at December 31, 2007 and 2006 consisted of the

Balance Balance

01/01/2007 Addifions 12/31/2007
3 998,044 $ 445,247 3 1,443,293
223,634,844 - 223,634,844
9,609,175 - 9,409,175
13,758.185 - 13,758,185
124,531,784 - 124,531,784
39,711,092 - 39,741,092
37,367,484 - 37,367,484
13,717,872 - 13.717.872
7.055,573 - 7.055.573
9,829,923 - 9.829,923
15,990,269 - 15,990,269
6,163,768 - 6,163,768
1,609,115 - 1.609.115
519,392 - 519,392
63,672 74,465 138,137
503,562,148 74,465 503,636,613
13,744,225 5,590,871 19,335,096
590,564 240,229 830,793
845,555 343,955 1,189,510
15,307.032 6,226,589 21,533,621
6,508,207 2,647,404 2,155,613
6,124,115 2,491,166 8,615,281
2,248,207 914,525 3.162,732
1,156,330 470,372 1,626,702
2,416,523 982,992 3,399,515
5,615,630 2,284,324 7,899,954
2,164,657 880,538 3.045,195
1,318,558 290,534 1,609,115
425,613 93,780 519,392
11,077 25,970 37.047
58,476,315 23,483,251 81,959,564
445,085,833 {23,408,786) 421,677,047
3 446,083.879 $  (22,963,539) $ 423,120,340

-8 -



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

NOTES 0 FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2007 AND 2006

Balance Balance
1/1/2006 Additions 12/31/2006
Capital assets not being depreciaied:
Future projects $ 29.452 % 968,594 % 998.046
Capital assets being depreciated:
Guideway and structures 223,561,517 73,327 223,634,844
Property right-of-way 2.609.175 - 9,609,175
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
Plaiform doors 9.806,579 23,344 9,829,923
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 501,557 343,998 845,555
Monordail vehicles 2,058,879 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
Tetal 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) § 4446083879

99 -



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

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

5.

BONDS PAYABLE -~ REVENUE BONDS

At December 31, revenue bonds consisted of the following:

007 2004
st and 2nd Tier Bonds Payable:
Cumrent Interest Bonds, 15t Tier Series 2000 $ 352,705,000 $ 352,705,000
Capitatl Appreciation Bonds, 1sf Tier Series 2000 - Maturily Value 288,255,000 288,955,000
Current Interesi Bonds, 2nd Tier Series 2000 14%,200,000 149,200,000
Less Unamortized ltems:
Unamortized Discouni - 1st Tier Cument Interest Bonds {15,637.363) (15,817,629)
Unaccreted Interest - 1st Tier Capital Appreciation Bonds (143,855,925) (151,810,5%90)
Unamortized Discount - 2nd Tier Curmrent Interest Bonds {6,021,558) (6,080.610)
Net Total of tst and 2nd Tier Bonds Payable 625,345,154 617,151,171
3rd Tier Bonds Payable:
Subordinate Capital Appreciation Bonds, 3rd Tier Series 2000 A- 335,059,662 335,059,662
Unaccreted Interest - Subordinate Capital Appreciation Bonds, 3rd Tier Series 2000 A-1 {253,458,427) (261,138,784)
Net Total 3rd Tier Bonds Payable 81,601,235 73,920,678
Total Revenue Bonds Net of Unamortized ltems $ 706,946,389 $ 691,071,849

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, 1t 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
annudal 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.
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$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 501% to 5.97% (average rate of 5.46%).
Installments 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 13
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, 2014,
through January 1, 2040. Annual requirements for principal and interest range from
$10,988,000 to $18,683,000.

The 2007 balance of the above bonds payable have been classified as a current
liability. See further discussion in the Covenants secfion of this note.

In September 2000, the Director of the State of Nevada Department of Business
and Industry agreed to issue subordinate Project Revenue Capital Appreciation
Bonds, 39 Tier Series 2000 A-1. These bonds were only issued to the resort
properties, which have stations on the Las Vegas Monordil route and to the prime
contractors who built the Monorail system and provided the trains. The maturity
value of these bonds is $355,059,662. The bonds were issued as zero coupon bonds
and, accordingly, provided proceeds of $48,500,000 after a discount of
$286,559,622. Interest accretes at 9%, and principal and interest payments are due
January 1 of each year beginning 2013 through 2040. The annual 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 2nd fier
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 years
ended December 31, 2006 and 2007, it must undertake some specific sfeps to
enable it fo maintain compliance to debt covenants. Accordingly, during 2008,
the Company will engage a consultant to analyze revenue and ridership policies.
Further, all operating cash is under the control of the Trustee. Upon request by the
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Company, the Trustee releases funds the company needs to meet its financial
obligations

Additionally, the Company received a Notice of Events of Default from the Trustee
in February 2008 for non-compliance with payment covenants during the year-
ended December 31, 2007. At ifs option, the Trustee may declare the outstanding
interest and principal of the 15t and 2nd tier bonds, immediately due and payable.
Accordingly the 1st and 2nd tier bonds have been classified as a current liability in
the statement of net assets for the year-ended December 31, 2007. Currently, the
Company is working closely with the Trustee and the bond insurer {Ambac}, who
are requiring that a Chief Restructuring Officer be hired to identify ways to improve
financial performance.

Debt Service Requirements—The following table indicates the annual requirements
for debt service, if the 1t and 2nd tier bonds are not called:

Principal and

Accreted Interest Interest Total

2008 $ 3,885,000 30,257,694 34,142,694

2009 4,180,000 30,257,694 34,437,694

2010 7.130,000 30,257,694 37,387,694

2011 7.590,000 30,257,694 37,847,694

2012 7,450,000 30,257,694 37,707,694

2013 - 2017 96,543,913 151,201,470 247,745,383
2018 - 2022 130,279,252 149,678,970 279,958,222
2023 - 2027 169,107,368 144,897,561 314,004,929
2028 - 2032 205,724,238 130,927,442 336,651,680
2033 - 2037 277,241,569 82,031,885 359,273,454
2038 - 2041 216,788,322 15,841,410 232,629,732
$1,125919,662 $ 825,867,208 $1.,951,786,870
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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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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:
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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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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.
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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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