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JOHNSON HICKEY MURCHISON

CERTIFIED PUBLIC ACCOUNTANTS = SINCE 1977

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of

Carter Street Corporation:

We have audited the accompanying basic financial statements of Carter Street Corporation (a
Tennessee not-for-profit corporation) as of June 30, 2010, as listed in the table of contents. These
financial statements are the responsibility of the Organization's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

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. Those standards require that we plan
and perform the audit 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 audit provides 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 Carter Street Corporation, as of June 30, 2010, and the changes in net assets and
its cash flows for the year 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
September 15, 2010, on our consideration of Carter Street Corporation’s internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control 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 on
compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.
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Carter Street Corporation has not presented the management’s discussion and analysis that
accounting principles generally accepted in the United States of America has determined is necessary to
supplement, although not required to be a part of, the basic financial statements.
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CARTER STREET CORPORATION
STATEMENT OF NET ASSETS
JUNE 30, 2010

ASSETS
CURRENT ASSETS:
Cash $ 868,653
Event receivables, net of allowance of $30,140 176,831
Due from other governments 162,500
Prepaid expenses 63,701
Inventories 68,370
Total current assets 1,340,055
CAPITAL ASSETS 10,632,036
$ 11,972,091
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES:
Accounts payable $ 120,149
Accrued expenses 172,809
Deferred revenue 20,000
Advance deposits 104,817
Total current liabilities 417,775
NET ASSETS:
Invested in capital assets, net of related debt 10,632,036
Restricted 389,590
Unrestricted 532,690

11,554,316

$ 11,972,091

(The notes to basic financial statements are an integral part of these statements.)
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CARTER STREET CORPORATION
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2010

OPERATING REVENUE $ 5,527,582
COST OF OPERATING 2,463,773
Net operating revenue 3,063,809
OPERATING EXPENSES:

Administrative expenses 2,129,775
Maintenance and supplies 326,000
General operating expenses 1,090,715
3,546,490

Net loss from operations before
depreciation and amortization (482,681)
Depreciation and amortization (621,549)

Net loss from operations

NONOPERATING REVENUE (EXPENSE):

(1.,104,230)

City appropriation 135,000
County appropriation 164,250
Loss on disposal of capital assets (7,595)
Interest expense (726)
290,929
Net loss before capital contributions (813,301)
CAPITAL CONTRIBUTIONS 518,500
DECREASE IN NET ASSETS (294,801)
NET ASSETS:
Beginning of year 11,849,117

End of year

$ 11,554,316

(The notes to basic financial statements are an integral part of these statements.)
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CARTER STREET CORPORATION
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2010

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $ 5,662,098
Cash paid to suppliers (3,564,938)
Cash paid to employees (2,353,634)

Net cash used by operating
activities (256,474)

CASH FLOWS FROM CAPITAL AND RELATED

FINANCING ACTIVITIES:

Proceeds from sale of capital assets 61,000
Interest paid on notes payable (726)
Capital contributions 356,000
Repayment of notes payable (52,440)
Cash paid for capital assets (155,283)

Net cash provided by capital and related
financing activities 208,551

CASH FLOWS FROM NONCAPITAL AND RELATED

FINANCING ACTIVITIES:
Receipts from City of Chattanooga and
Hamilton County 299,250
Net cash provided by noncapital and
related financing activities 299,250
NET INCREASE IN CASH 251,327
CASH:
Beginning of year 617,326
End of year $ 868,653

(The notes to basic financial statements are an integral part of these statements.)
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RECONCILIATION OF OPERATING NET LOSS TO NET CASH
USED BY OPERATING ACTIVITIES:
Operating net loss $ (1,104,230)
Adjustments to reconcile operating net loss to
net cash used by operating activities -

Depreciation and amortization 621,549
Net change in -

Event receivables 72,918

Inventories 6,732

Prepaid expenses 8,846

Accounts payable and accrued expenses 76,113

Deferred revenues 61,598

Net cash used by operating
activities $ (256,474)

(The notes to basic financial statements are an integral part of these statements.)
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Reporting entity —

Carter Street Corporation (the Corporation) 1is a nonprofit
corporation organized by the City of Chattanooga, Tennessee
(City) and Hamilton County, Tennessee (County). The
Corporation serves as the coordinating body for the
development, operation and management of the
Chattanooga/Hamilton County Convention and Trade Center and
parking garage and is lessor of the adjoining hotel.

Generally accepted accounting principles require that the
basic financial statements present the accounts and
operations of the Corporation and 1its component units,
entities for which the Corporation 1is considered to be
financially accountable. Blended component units, although
legally separate entities, are, iIn substance, part of the
Corporation’s operations and data from these units, i1f any,
are combined with data of the Corporation. Each discretely
presented component unit, if any, would be reported In a
separate column in the combined basic financial statements
to emphasize that 1t 1i1s legally separate from the
Corporation. As of June 30, 2010, and for the fiscal year
then ended, the Corporation had no discretely presented
component units or any component units required to be
blended in these basic financial statements.

Basis of presentation —

Basis of accounting refers to when revenues and expenditures
or expenses are recognized in the accounts and reported in
the financial statements. The accompanying basic financial
statements are presented using the accrual basis of
accounting. In accordance with principles generally
accepted iIn the United States of America, the Corporation
applies all applicable Financial Accounting Standards Board
pronouncements issued on or before November 30, 1989, and
all applicable Governmental Accounting Standards Board
pronouncements. The measurement focus iIs upon
determination of financial position, changes In net assets,
and changes 1in cash flows. The generally accepted
accounting principles used are those applicable to similar
business in the private sector. Revenues are recognized
when earned and expenses are recognized when incurred. All
assets and liabilities (whether current or non-current)
associated with the Corporation’s activities are included
in the statement of net assets. The reported net assets
are segregated 1i1nto invested iIn capital assets (nhet of
related debt), restricted and unrestricted components.
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Accounts receivables -

Accounts receivables are reported at the outstanding principal
amount net of an allowance for doubtful accounts. Finance
charges are recorded when collected. Allowance for doubtful
accounts iIs based upon managements”’  judgment after
considering historical losses and existing economic
conditions.

Inventories —
Inventories are recorded at the lower of cost (first-in,
first-out method) or market.

Estimates —

The preparation of financial statements in conformity with
generally accepted accounting principles requires
management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly,
actual results could differ from those estimates.

Capital assets -

Capital assets are stated at cost or fair value, i1f donated,
less accumulated depreciation. Depreciation is computed
using the straight-line method over the estimated useful
lives of the depreciable assets. Additions and major
renewals are capitalized and depreciated over their estimated
useful lives. Repairs, maintenance and minor renewals are
charged to operating expenses as iIncurred.

Compensated absences -

The Corporation”’s policy 1is to compensate all full-time
employees for earned but wunused vacation pay. The
accompanying TfTinancial statements include a liability for
compensated absences.

Cash flows -
For purposes of reporting cash flows, cash and cash equivalents
include cash on hand and cash i1n banks.

Net assets -
The Corporation’s financial statements utilize a net asset

presentation. Net assets are categorized as invested in
capital assets (net of related debt), restricted and
unrestricted.

Invested in capital assets (nhet of related debt) is intended
to reflect the portion of net assets which are associated
with non-liquid capital assets less outstanding capital
assets related debt.
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Net assets (continued)-

Restricted net assets represent net assets that have third
party (statutory, bond covenant or granting agency)
limitations on their use. The Corporation’s policy is
generally to wuse any vrestricted net asset Tfirst, as
appropriate opportunities arise. As of June 30, 2010, the
Corporation has restricted net assets.

Unrestricted net assets represent unrestricted net assets.
While management may have categorized and segmented
portions for various purposes, the Corporation has the
unrestricted authority to revisit or alter these managerial
decisions.

Advertising costs -
The Corporation®s policy iIs to expense advertising costs as
incurred. Advertising costs included 1n expense totaled
$29,254.

Tax status —
The Corporation has obtained approval for tax-exempt status
under Section 501(c)(3) of the Internal Revenue Code.

Uncertain tax positions —

The Organization adopted the provisions of FASB ASC 740-10-25
(formerly FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes) on July 1, 2009. Under ASC
740-10-25, an organization must recognize the tax benefit
associated with tax taken for tax return purposes when it
is more likely than not the position will be sustained.
The i1mplementation of ASC 740-10-25 had no impact on the
Organization’s financial statements. The Organization does
not believe there are any material uncertain tax positions
and, accordingly, it will not recognize any liability for
unrecognized tax benefits. No interest or penalties were
accrued as of July 1, 2009, as a result of the adoption of
ASC 740-10-25. For the year ended June 30, 2010, there
were no interest or penalties recorded or included in this
financial statements.
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(2) RENTAL REVENUE LEASES:

The Corporation has leased certain air rights along with 350
parking spaces to a private developer for the construction of a
luxury hotel. The annual rental payments are due from the
hotel at a minimum of $300,000 plus a percentage of net cash
flow as defined in the lease agreement. The lease expires in
2025 and provides for two successive Tifteen-year renewal
options.

(3) RETIREMENT PLANS:

The Corporation maintains a defined contribution employee benefit
plan. The plan covers substantially all full-time employees who
have attained the age of 21 and have at least one year of
service with the Corporation. The plan provides that the
Corporation shall make a pension contribution equal to 5% of
eligible participants” annual compensation. Employees are 100%
vested in the plan upon completion of three consecutive years
of service. The Corporation’s expense and contribution to the
plan was $97,655 for the year ended June 30, 2010.

The Corporation also has a supplemental retirement plan. Under
this plan the Corporation will match 100% of eligible
employees” elective contributions up to 1.5% of their annual
salary. The Corporation’s expense under this plan was $19,055
for the year ended June 30, 2010.

(4) RISK OF LOSS:

The Corporation is exposed to various risks of loss related to
torts; theft of, damage to, and destruction of assets; errors
and omissions; injuries to employees; and natural disasters.
Commercial insurance is purchased by the Corporation to cover
the risk of loss. There have been no losses greater than
insurance coverage over the last three years.

(5) CASH AND INVESTMENTS:

The Corporation invests excess cash 1In iInterest-bearing
accounts and overnight cash investments with local depository
institutions as authorized by the Board of Directors and 1in
accordance with applicable state laws. The Corporation’s
policy with respect to cash and overnight cash iInvestments is
to maximize iInvestment earnings while maintaining an
acceptable level of risk.
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(5) CASH AND INVESTMENTS (Continued):
At June 30, 2010, the Corporation held no amounts iIn

investments.

Custodial credit risk - the Corporation®s policies limit
deposits and investments to those instruments allowed by
applicable state laws. State statutes require that all

deposits with financial iInstitutions must be collateralized
by securities whose market value i1s equal to 105 percent of
the value of the uninsured deposits. Those deposits must be
covered by federal depository insurance or the Tennessee Bank
Collateral Pool, by collateral held by the Corporation’s
agent in the Corporation®s name, or by the Federal Reserve
Bank acting as third party agents. State statutes also
authorize the Corporation to invest In repurchase agreements
utilizing obligations of the United States or iIts agencies as
the underlying securities. Statutes also require that
securities underlying repurchase agreements must have a
market value of at least equal to the amount of funds
invested In the repurchase transaction. At June 30, 2010,
all deposits were entirely covered by the Federal Deposit
Insurance Corporation or the Tennessee Bank Collateral Pool.

(6) NET OPERATING REVENUE:
Details of net operating revenue for the year ended June 30,
2010, are as follows —

Events Garage Hotel Rental Total

Operating revenue $4,477,065 $ 717,412 $ 333,105 $5,527,582
Cost of operating 2,418,247 45,526 - 2,463,773

$2,058,818 $ 671,886 $ 333,105 $3,063,809

(7) NOTES PAYABLE:
Notes payable reported in the financial statements represents
amounts not expected to be paid with expendable, available

resources.

Changes i1n notes payable were as follows -

June 30, 2009 Additions Payments June 30, 2010

Notes payable $ 52,440 $ - $ (52,440) $ -
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CARTER STREET CORPORATION
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

(8) CAPITAL ASSETS:
A summary of changes in capital assets for the year ended June
30, 2010, i1s as follows —

Balance Balance
June 30, 2009 Additions Retirements June 30, 2010

Capital assets

(nondepreciable):

Land $ 2,709,075 $ - $ - $ 2,709,075

Construction in

Process - 128,910 - 128,910
2,709,075 128,910 - 2,837,985
Capital assets

(depreciable):

Trade Center 13,849,855 8,943 - 13,858,798

Parking garage 5,256,262 - - 5,256,262

Skybox 50,000 - - 50,000

Equipment 2,479,120 17,430 (95,192) 2,401,358

Furniture and

fixtures 572,592 - - 572,592
24,916,904 $ 155,283 $ (95,192) 24,976,995
Less accumulated

depreciation:

Trade Center 7,991,702 $ 356,032 % - 8,347,734

Parking garage 3,142,988 131,406 - 3,274,394

Skybox 10,000 2,500 - 12,500

Equipment 2,038,437 125,900 (26,598) 2,137,739

Furniture and

fixtures 569,230 3,362 - 572,592
13,752,357 $ 619,200 $ (26,598) 14,344,959

Total capital assets $11,164,547 $10,632,036

(9) SUBSEQUENT EVENTS:
Management has evaluated subsequent events through September 15,
2010, the date which this financial statement was available for
issue.
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JOHNSON HICKEY MURCHISON

CERTIFIED PUBLIC ACCOUNTANTS « SINCE 1977

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
Carter Street Corporation:

We have audited the financial statements of Carter Street Corporation as of and for the year ended
June 30, 2010, and have issued our report thereon dated September 15, 2010. 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 Carter Street Corporation’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 Carter Street Corporation’s internal control over financial reporting. Accordingly, we do not express
an opinion on the effectiveness of the Organization’s internal control over financial reporting.

A deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over financial reporting that might be deficiencies, significant deficiencies, or material
weaknesses. We did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses, as defined above.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Carter Street Corporation'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.

This report is intended solely for the information and use of the board of directors, management
and the governmental funding agencies and is not intended to be and should not be used by anyone other
than those specified parties.

(o, Hokey ¢ ki,

September 15, 2010
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CARTER STREET CORPORATION
SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30, 2010

CURRENT YEAR FINDINGS:
None

PRIOR YEAR FINDINGS:

2009-1 CONTROLS OVER THE PURCHASING AND PROCUREMENT
Condition:
Our consideration of internal control disclosed 5 instances relating to the acquisition and disposal
of vehicles which were not subjected to the purchasing and procurement policies of the
Organization.

Status:
This finding was corrected. The Board has undertaken the process of reviewing all purchases in

excess of $5,000 and has updated all policies and procedures to enhance Board oversight of the
Organization.

2009-2 COMPLIANCE WITH STATE LAWS AND REGULATIONS
Condition:
Our consideration of the Organization’s compliance disclosed an instance of noncompliance with
State laws regarding the reporting of employee theft to the appropriate State department within
5 days of the discovery of the suspected fraud.

Status:
This finding was corrected.
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