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INDEPENDENT AUDITOR’S REPORT

To the Board of Commissioners
Memphis and Shelby County Port Commission
Memphis, Tennessee

We have audited the accompanying financial statements of the Memphis and Shelby County Port
Commission {the “Port Commission”) as of June 30, 2008 and 2007, and for the years then ended,
as listed in the table of contents. These financial statements are the responsibility of the Port
Commission’'s management. Our responsibility is to express an opinion on the financial
statements based on our audits.

We conducted our audits 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. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Memphis and Shelby County Port Commission, as of June 30, 2008 and
2007, and the respective changes in financial position and cash flows thereof for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 15, 2008 on our consideration of the Port Commission’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
grant agreements, and other matters. The purpose of that report is to describe the scope of our
testing of internal contro! over financial reporting and compliance and the results of that testing,
and not to provide an opinion on the internal control over financial reporting or compliance. That
report is an integral part of an audit performed in accordance with Governmental Auditing
Standards and should be considered in assessing the results of our audit.



The Port Commission has not presented the management's discussion and analysis as required
by GASB 34, Basic Financial Statements—and Management’s Discussion and Analysis—For State
and Local Governments, that accounting principles generally accepted in the United States of
America has determined is necessary to supplement, although not required to be part of, the basic

financial statements.

Memphis, Tennessee
December 15, 2008



MEMPHIS AND SHELBY COUNTY PORT COMMISSION

STATEMENTS OF NET ASSETS

June 30, 2008 and 2007

Assets

Current Assets
Equity in cash and investment pool
Lease receivables
Miscellanous receivables
Total current assets

Noncurrent Assets
Capital assets, net
Net investment in lease
Total noncurrent assets
Total assets

Liabilities
Current Liabilities
- Accounts payable
Accrued expenses
Deferred revenue
Accrued vacation, sick, and other leave benefits
Due to Shelby County
Due to City of Memphis
Escrow deposit
General obligation bonds-current
Total current liabilities

Noncurrent Liabilities
General obligation bonds payable
Total liabilities

Net Assets
Net Assets
Invested in capital assets
Unrestricted

Total net assets

(Restated)

2008 2007
$ 250 3 250
332,098 290,747
6,512 22,060
- 338,860 313,057
27,292,352 27,861,117
273,810 242,235
27,566,162 28,103,352
27,905,022 28,416,409
27,958 49,865
125,388 158,514
209,657 106,678
139,746 146,650
780,053 1,035,659
1,287,908 1,532,028
- 50,000
401,493 381,249
2,972,203 3,460,643
4,341,021 4,742,513
7,313,224 8,203,156
27,292,352 27,861,117
(6,700,554) (7,647,864)
$ 20,591,798 $ 20,213,253

The accompanying notes are an integral part of the financial statements.
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MEMPHIS AND SHELBY COUNTY PORT COMMISSION

STATEMENTS OF REVENUES, EXPENSES, AND

CHANGES IN NET ASSETS

For the Years Ended June 30, 2008 and 2007

Operating Revenues
Charges for services
Federal grant revenue
Other revenue
Total operating revenues

Operating Expenses
Materials and supplies
Personnel services
Depreciation
Payment in lieu of taxes - related party
Federal grant expenditures
Total operating expenses

Operating income
Non-Operating Revenues {Expenses)

Interest income

Gain (loss) on sale of assets

Payment to Shelby County for revenue share

Interest expense

Total non-operating revenues (expenses)

Change in net assets

Net assets, beginning of year

Net assets, end of year

(Restated)

2008 2007
$ 1,917,599 $ 1818910
- 563,360
70,284 46,016
1,987,883 2,428,286
466,491 444 675
424,295 503,108
600,380 683,698
- 400,000
- 45,000
1,491,166 2,076,481
496,717 351,805
85,496 81,182
1,240,957 32,367
(1,194,206) (481,530)
(250,419) (269,330)
(118,172) (637,311)
378,545 (285,506)
20,213,253 20,498,759
$ 20,591,798 $ 20,213,253

The accompanying notes are an integral part of the financial statements.
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MEMPHIS AND SHELBY COUNTY PORT COMMISSION

STATEMENTS OF CASH FLOWS

For the Years Ended June 30, 2008 and 2007

Cash Flows From Operating Activities:
Receipts from services
Proceeds from grants
Payments to suppliers
Payments to employees
Payments to related party for In Lieu of Taxes
Other receipts
Net cash provided by operating activities

Cash Flows From Noncapital Financing Activities:
Advances (refund of advances) from City of Memphis
Payments to Shelby County
Net cash provided (used) by noncapital financing activities

Cash Flows From Capital and Related Financing Activities:
Acquisition of capital assets
Principal paid on capital debt
Interest paid on capital debt
Proceeds from sale of capital asset
Net cash provided (used) by capital
and related financing activities

Cash Flows From Investing Activities:
Investment income
Net cash provided by investing activities
Net increase in equity in cash and investment pool

Equity in cash and investment pool - beginning of the year

Equity in cash and investment pool - end of the year

The accompanying notes are an integral part of the financial statements.
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(Restated)
2008 2007
$ 1,980,227 $ 1,648,909
(1,000) 518,360
(496,520) (519,866)
(431,199) (455,797)
- (400,000)
70,284 46,016
1,121,792 837,622
(244,120) 199,468
(1,449,812) -
(1,693,932) 199,468
(31,615) (5628,129)
(381,248) (362,500)
(259,875) (278,393)
1,159,382 50,750
. 486,644 (1,118,272)
85,496 81,182
85,496 81,182
250 250
250 250




MEMPHIS AND SHELBY COUNTY PORT COMMISSION
STATEMENTS OF CASH FLOWS (Continued)

For the Years Ended June 30, 2008 and 2007

2008

(Restated)
2007

Reconciliation of Operating Income (Loss) to Net Cash Provided
(Used) By Operating Activities:
Operating income $ 496,717
Adjustments to reconcile operating loss to net cash used by
operating activities;

$ 351,805

683,698

(173,789)
(1,558)
(31,793)
3,160
(41,212)
47,311

485,817

Depreciation 600,380
Changes in operating assets and liabilities:
Lease receivables (41,351)
Miscellaneous receivables 15,548
Accounts payable - (21,907)
Accrued expenses (23,670)
Deferred revenue 102,979
Accrued vacation, sick, and other leave benefits (6,904)
Total adjustments 625,075
Net cash provided by operating activities $ 1,121,792

$ 837,622

The accompanying notes are an integral part of the financial statements.
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MEMPHIS AND SHELBY COUNTY PORT COMMISSION
NOTES TO THE FINANCIAL STATEMENTS

June 30, 2008 and 2007

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Qrganization and Structure

The Memphis and Shelby County Port Commission (the “Port Commission”) was formed in 1947
under the Tennessee Private Acts of 1947, Chapter 500, as subsequently amended. The Port
Commission’s purpose is to promote regional economic development while enhancing the natural
environment. The Port Commission, a joint venture between the City of Memphis (the “City”) and
the Shelby County (the “County”), is managed by a seven member Board of Commissioners.
Three of the commissioners are appointed by the City and two are appointed by the County. In
addition, the mayor's of the City and County may appoint representatives as ex officio voting
members of the board.

Basis of Accounting

The financial statements of the Port Commission are prepared on the accrual basis of accounting
in accordance with accounting principles generally accepted in the United States of America.
Under. the accrual basis, revenues are recognized when earned and expenses are recognized
when incurred.

GASB Statement No. 20

The Port Commission adopted Governmental Accounting Standards Board (GASB) Statement No.
20, “Accounting and Financial Reporting for Proprietary Funds and Other Government Entities that
Use Proprietary Accounting,” and elected not to apply Financial Accounting Standards Board
statements and interpretations issued after November 30, 1989.

Cash and Cash Equivalents and Investments

The Port Commission considers all highly liquid investments with an original maturity of three
months or less when purchased to be cash equivalents. The Port Commission’s equity in cash
and investment pool (the “Pool”) is also considered to be cash equivalents based on the pools of
availability of cash.

Property and Equipment

Property and equipment are stated at cost. Assets having a useful life of more than one year and
a cost of $5,000 or more are capitalized. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets, ranging from 4 to 60 years. Amounts expended for
maintenance and repairs are charged to expense as incurred and expenditures for major renewals
and betterments are capitalized.



Deferred Revenue

Deferred revenue represents rentals received in advance for building and tracts of land and federal
grant revenue received before expenditures are made.

Contributions
Contributions of assets are recorded at fair market value at the date of receipt.

Taxes

The Port Commission is exempt from payment of federal and state income, property, and certain
other taxes.

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 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
those estimates.

Revenue and Expense Recognition

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund’s principal ongoing operations. The principal
operating revenues of the Port Commission are related to rental revenue. The Port Commission
also recognizes grant revenue. Operating expenses for proprietary funds include the cost of sales
and services, administrative expenses, and depreciation on capital assets. All revenues and
expenses not meeting this definition are reported as nonoperating revenues and expenses.

Reclassification

Certain accounts in the prior year financial statements have been reclassified for comparative
purposes to conform with the presentation in the current year financial statements.

NOTE 2 — DEPOSITS AND INVESTMENTS

Deposits

Custodial credit risk — The City will purchase certificates of deposit only from state and federally
chartered banks. The City’s policy requires deposits to be 105% secured by collateral valued at
market value. Deposited funds must be invested.



Investments

The Port Commission participates in the City’s cash and investment pool (the “Pool”). At June 30,
2008 and 2007, the Port Commission’s share of the Pool had total cash and investments of $0 and
$0, respectively. The Port Commission’s balances are based upon actual cash receipts and
disbursements with investment earnings allocated monthly to the Port Commission on a pro-rata
basis. Investments of the Pool are stated at fair value. Investments in the Pool are money market
instruments and include:

e Repurchase agreements collateralized with U.S. Treasury Bills and U.S. Treasury
Notes. Maturities range from one day to three weeks.

U.S. Treasury Bills

U.S. Treasury Notes maturing within two years

U.S. Government Agency Obligations maturing within two years

Certificates of Deposit

At June 30, 2008 and 2007 all investments of the pool are classified as Category A, which is
insured or registered, or the securities are held by the City or its agent in the City’'s name. For
purposes of the cash flow statement, cash investment pool and petty cash are considered to be
equity in cash and investment pool.

Interest Rate Risk — The City limits its exposure to interest rate risk by diversifying its investments
by security type and institution. ‘

NOTE 3 - CAPITAL ASSETS

Changes in capital assets were as follows for the years ended June 30:

2008
Beginning Ending
Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 4,823630 $ - 9% - $ 4,823,630
Capital assets, being depreciated:
Buildings 767,845 - - 767,845
Improvements 29,329,900 - - 28,329,900
Machinery and Equipment 694,192 31,615 - 725,807
Total capital assets being depreciated 30,791,937 31,615 - 30,823,552
Less accumulated depreciation for:
Buildings (758,108) (940) - (759,048)
Improvements (6,762,236) (584,716) - (7,346,952)
Machinery and Equipment (234,106) (14,724) - (248,830)
Total accumulated depreciation (7,754,450) (600,380) - (8,354,830)
Total capital assets, being depreciated, net 23,037,487 (568,765) - 22,468,722
Capital assets, net ' $ 27,861,117 $ (668,765 $ - $ 27,292,352




2007

Beginning Ending
Balance Increases Decreases Balance
Capital assets, not being depreciated:
Land $ 4823630 $ - % - 4,823,630
Capital assets, being depreciated:
Buildings 767,845 - - 767,845
Improvements 29,329,900 - - 29,329,900
Machinery and Equipment 166,063 528,129 - 694,192
Total capital assets being depreciated 30,263,808 528,129 - 30,791,937
Less accumulated depreciation for:
Buildings (757,083) (1,025) - (758,108)
Improvements (6,163,171) (599,065) - (6,762,2386)
Machinery and Equipment (150,497) (83,609) - (234,106)
Total accumulated depreciation (7,070,751) {683,699) - (7,754,450)
Total capital assets, being depreciated, net 23,193,057 {155,570) - 23,037,487
Capital assets, net $ 28,016,687 $ (155,570) $ - $ 27,861,117

NOTE 4 — NET INVESTMENT IN LEASE

in 2000, the Port Commission entered a thirty-year lease-purchase agreement to sell land to
another party. The agreement provides for annual payments of $81,920 for the first ten years,
$90,108 for the next ten years, $99,120 for the final ten year period, and a ballcon payment of
$1,024,000 at the end of the lease term. Title of the property transfers at the end of the lease term.
The lease is accounted for by the Port Commission as a sales-type lease. The transaction
resulted in a gain on the sale of $1,475,923 that will be recognized over the life of the lease using
the installment method of gain recognition. The net investment in lease consists of the following at

June 30:
2008
Total minimum lease payments $ 3,039,231 $ 3,121,080
Less amounts representing interest {1,564,615) (1,645,672)
Gross investment in lease 1,474,616 1,475,408
Less unearned income (1,200,806) (1,233,173)
Net investment in lease $ 273,810 $ 242,235
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NOTE 5 - GENERAL OBLIGATION BONDS PAYABLE

The Port Commission shared in the proceeds of two general obligation bonds issued by the City.
The bonds are direct obligations of the City, which has pledged full faith and credit and taxing
power to the punctual payment of principal and interest. The Port Commission is required to repay
its proportionate share of principal and interest for each bond at the time such obligations become
due. The interest rates for the two bonds range from 5.0% to 6.0%.

Future debt service requirements are as follows for the years ending June 30:

Principal Interest Total
2009 $ 401,493 $ 240226 $ 641,719
2010 422,571 219,232 641,803
2011 445,547 196,926 642,473
2012 470,421 173,274 643,695
2013 496,560 148,304 644,864
2014-2018 2,505,922 311,223 2,817,145
Total $ 4,742,514 $ 1,289,185 $ 6,031,699

The long-term liability activity for the year ended June 30, 2008 was as follows:

Beginning Ending
Balance Additions Reductions Balance
General obligation bonds $ 5,123,762 $ - $ (381,248) $ 4,742,514

The long-term liability activity for the year ended June 30, 2007 was as follows:

Beginning Ending
Balance Additions Reductions Balance
General obligation bonds $ 5,486,262 $ - $ (362,500) $ 5,123,762

NOTE 6 — RETIREMENT PLAN

Plan Description

Employees of the Port Commission are members of the City of Memphis Retirement System (the
“Retirement System”), a single employee defined benefit pension plan administered by the Board
of Administration under the direction of the Mayor. Benefits are determined by a formula using the
member's twelve-month average salary and years of service. Although the Port Commission is a
separate entity, Plan benefits have not been allocated to employees of the Port Commission.
Consequently, disclosures will follow guidelines for cost sharing, multiple employer public
employee retirement systems. The Retirement System is established under Chapter 25, Code of
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Ordinances, City of Memphis, Tennessee. The Retirement System is included in the City's general
purpose financial statements as a pension trust fund. That report may be obtained by writing to
the City of Memphis, Comptroller's, 125 N. Main Street, Memphis, TN, 38103.

Plan Participation |

Substantially, all full-time salaried employees are required to participate in one of two contributory
defined benefit pension plans (the “Plans”). The 1948 Plan is for salaried employees hired before
July 1, 1978, and the 1978 Plan is for salaried employees hired thereafter. Permanent, full-time
employees in job classifications covered by contract with the Social Security Administration are not
participants of the Retirement System as they are covered under the Federal Insurance
Contribution Act (Social Security). The Port Commission’s payrolt for employees covered by the
Plans was $355,822 and $415,297 for the years ended June 30, 2008 and 2007 respectively.
Total payroll was $371,585 and $444,371 for the years ended June 30, 2008 and 2007
respectively.

Plan Benefits

The Plans provide retirement benefits as well as death benefits. Members of the 1948 plan are
eligible for retirement after the earlier of 25 years of service or at age sixty with ten years of
service. Members of the 1978 plan become eligible for retirement after the earlier of 25 years of
service, after age sixty with ten years of service, or after age sixty-five with five years of service.

Funding Policy

Plan members hired before 1978 are required to contribute 5% and members hired after 1978 are
required to contribute 8% of their annual covered salary at June 30, 2008 and 2007. The
contribution requirements of plan participants and the Port Commission are established and may
be amended by the Board of Administration.

Annual Pension Cost

For the years ended June 30, 2008, 2007, and 2006 the Port Commission’s contributions to the
Plans of $28,466, $20,765, and $18,628, respectively, were equal to the required contributions for
each year.
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NOTE 7 — LEASE OBLIGATION

The Port Commission has entered into various operating leases for the rental of buildings and
tracts of land. Future minimum rental income under operating leases that have initial or
noncancellable lease terms in excess of one year is due as follows for the years ended June 30:

2009 $ 2,362,397
2010 1,858,282
2011 1,532,990
2012 1,515,374
2013 1,453,706
Thereafter 1,420,315
Total $ 10,143,064

NOTE 8 - RELATED PARTY TRANSACTIONS

Excess Revenue Distribution and Deficit Funding

In accordance with the Tennessee Private Acts of 1947, any excess revenues of the Port
Commission are distributed to the City and the County in a sum equal to what would be the City
and County taxes on the property owned by the City and County, managed and controlled by the
Port Commission. Any deficits of the Port Commission are funded equally by the City and the
County. These transactions are reported as operating expenses.

Unrestricted General Fund Amounis

For the year ended June 30, 2008, Shelby County received for its unrestricted general fund
amounts equal to fifty percent of excess revenues of the Port Commission. This transaction is
reported as a non-operating expense.

NOTE 9 - COMMITMENTS AND CONTIGENCIES

MLGW Dispute

The Port Commission contracted with Memphis Light, Gas, & Water (“MLGW”) for the installation
of facilities relating to the development of Frank C. Pidgeon Industrial Park. MLGW originally
claimed that the Port Commission owed an additional $963,000 for the utility installations. MLGW
has since reduced their claim to $713,000. The Port Commission is disputing this amount. Since
the ultimate amount to be paid to MLGW, if any, cannot be determined at this time, no amount
relating to this claim has been recorded in the financial statements.
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NOTE 10 — RISK MANAGEMENT

The Port Commission participates in the City’s self-insured health and medical benefits plan. The
City’s Health Insurance-Internal Service Fund charges premiums to the Port Commission which
are used to pay claims and to fund the City's accrual for “incurred but not reported” (IBNR) claims
and administrative cost of health and medical benefits program. Additionally, the Port Commission
participates in the City’s self-insurance program for on-the-job injury claims. The City charges the
Port Commission for claims as they are processed. During fiscal years 2008 and 2007, there were
no significant on-the-job injury claims incurred. The Port Commission purchases commercial
insurance for other potential risks such as theft, property damage, and public liability. In the prior
three years ending June 30, settlements did not exceed insurance coverage.

NOTE 11 - RESTATEMENT OF PRIOR YEAR

The 2007 financial statements have been restated due to errors found in the accounts receivable
and deferred revenue accounts. The error understated accounts receivable and overstated
deferred revenue. The effect of the restatement was to reduce deferred revenue from $245,776 to
$106,678, increase accounts receivable from $151,649 to $290,747, and increase charges for
services from $1,540,704 to $1,818,910. This overall change reduced the change in net assets by
$278,196 from ($563,702) to ($285,506).
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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

The Board of Commissioners
Memphis and Shelby County Port Commission
Memphis, Tennessee

We have audited the financial statements of the Memphis and Shelby County Port Commission
(the “Port Commission”} as of and for the year ended June 30, 2008 and have issued our report
thereon dated December 15, 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 the Govemnment 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 Port Commission’s internal control over
financial reporting as a basis for designing out auditing procedures for the purpose of expressing
an opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Port Commission’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the Port Commission’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 affecis the Port Commission’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 Port
Commission’s financial statements that is more than inconsequential will not be prevented or
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detected by the Port Commission’s internal control. We consider the deficiencies described in the
accompanying schedule of findings and responses and shown as 2008-1 and 2008-2 to be
significant deficiencies in internal control over financial reporting.

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 Port Commission’s internal control.

Our consideration of 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,
of the significant deficiencies described above, we consider both to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Port Commission'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 finajncial 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 Memphis and Shelby County Port Commission’s response to the findings identified in our
audit is described in the accompanying schedule of findings and responses. We did not audit the
Port Commission’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
Commissioners, and the State of Tennessee and is not intended to be and should not be used by
anyone other than these specified parties.

(Walline Cebreiate, e

Memphis, Tennessee
December 15, 2008
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MEMPHIS AND SHELBY COUNTY PORT COMMISSION
SCHEDULE OF FINDINGS AND RESPONSES

For the Year Ended June 30, 2008

2008-1

Deferred Revenues

Condition: Deferred revenue was being improperly recorded. Deferred revenue included all
accounts receivable as well as revenue collected in advance.

Criteria: Revenue should only be deferred when received in advance.

Effect: Unadjusted financial statements did not reflect proper deferred revenues. Revenues
earned were understated.

Recommendation: Deferred revenue accounts should be reviewed monthly to ensure proper
revenue recognition.

Response: Management agrees with the adjustments that were made at year end and will
review deferred revenue monthly for accuracy.

2008-2

Restatement of Prior Financial Statements

Condition: Accounts receivable and deferred revenue were improperly recorded in the prior
year. Accounts receivable did not include all amounts earned but not yet received. Deferred
revenue included accounts receivable that had not been received. A restatement was made
during the 2008 audit to reflect the correct balances in accounts receivable, deferred
revenue, and charges for services at June 30, 2007.

Criteria:  Accounts receivable should include amounts earned but not yet received.
Deferred revenue should only be deferred when received in advance.

Effect: Prior year financial statements did not reflect true accounts receivable and deferred
revenues. Revenues earned were understated.

Recommendation: Accounts receivable and deferred revenue accounts should be reviewed
monthly to ensure proper revenue recognition.

Response: Management agrees with the adjustments that were made for the prior year and
will review accounts receivable and deferred revenue monthly for accuracy.
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