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PREPAID EXPENSES

The Society is planning to host the 2009 convention and as such as accumulated a variety of expenses
toward this event in 2008. These expenses total over $20,000 and are being carried in the prepaid
convention account. The majority of these expenses appear to consist of travel related expenses
incurred for the planning of the convention.

Prepaid expense accounts are typically used to account for items paid in advance, such as insurance
coverage or advertising and should not be used to account for expenses already incurred.

While we understand that the Society is attempting to match the expense for this event with the income
to be received for the event, this accounting method is not in accordance with GAAP. We suggest that
expenses be recorded as incurred.

ADJUSTMENTS TO INVENTORY AND DEFERRED REVENUE

Adjustments made to the inventory accounts as well as to the deferred revenue accounts are posted to
expense accounts labeled “prior year adjustment” instead of to the actual expense or revenue account to
which they relate.

We suggest that adjusting entries to these accounts be made to the appropriate accounts (such as cost
of sales or revenues).

PRE AUDIT MEETING

In March of each year selected directors get together to review the financial records of the Society. This
review encompasses a comparison of actual data to expected and budgeted data. Any errors noted
during this review are then corrected prior to delivering the records to us for audit. While we commend
this effort we would like to suggest that an additional step be added to make this process more valuable
to us. A review of each balance sheet account, including the net assets account, should be conducted.
Each account should be compared to the appropriate subsidiary ledger and should be examined to
determine accuracy. Corrections to the balance sheet account balances could then be done prior to the
audit. This would reduce the audit time currently necessary for reconciliation assistance.

AUDIT TRAIL

We noted instances where joumnal or other accounting entries were being removed from the accounting
records by deleting the entry instead of posting a reversing entry (i.e. for voided checks). This method of
correction alters the audit trail and most likely contributed to some of the out of balance conditions noted
in our SAS 112 letter.

We suggest all accounting corrections be made with journal entries and not be corrected using a deletion
of the entry.

AUDIT COMMITTEE

The Society does not have an audit committee. This committee typically is charged with the oversight of
financial reporting and disclosure, and its members are drawn from members of the Board. We suggest
consideration be given to forming an audit committee. Members of this committee should possess an
accounting or finance background.
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FIXED ASSET SUBSIDIARY LEDGER

We noted that the Society’s fixed asset subsidiary ledger does not agree with the general ledger control
account. We also noted that the Society was carrying several fully depreciated fixed assets which had
been disposed of during the Society’s transition to Fernley & Fernley. In addition to these fully
depreciated assets, the Society had disposed of office equipment with a carrying amount of $3,936.98.
We made the following adjusting journal entry to remove these disposed of fixed assets and to record the
loss on their disposition:

Debit Credit
1899 Accumulated Depreciation $ 29,893.66
XXXX Gain/Loss on Disposition of Fixed Assets 3,936.54
1800 Furniture, Fixtures & Equipment $ 33,830.20

This entry should be booked to your general ledger as soon as possible. The part of the entry affecting
income/expense should be posted to net assets/retained earnings since this entry relates to 2008.

OTHER JOURNAL ENTRIES

The following journal entry was recorded in preparation of your audited financial statements:

Debit Credit

2100 Bills Payable $ 1,520.02
3900 Retained Earnings $ 1,520.02

This entry should be booked to your general ledger as soon as possible.

EXPENSE POLICIES

As noted in the corporate credit card section of the SAS 112 letter, while we noted marked improvement
over the retention of documentation supporting transactions to the corporate visa accounts, we continued
to note charges to the visa cards which not supported with adequate receipts, business purpose or
approvals. Many of these charges are for travel, lodging, meals and supplies and without adequate
documentation of business purpose could appear to be personal unauthorized charges. The same may
be true of other expenses. Other than a final review of expense items by the Audit Review Committee
there is no documented ongoing effort to authorize payments prior to disbursement.

We understand that you are in the process of developing a policy covering expenses. This policy would
not only be beneficial for audit purposes but is essential in order to allow your management company to
transact business in accordance with your established guidelines.

We support your adoption of a travel, credit card, and expense reimbursement policy as well as a
procedure detailing the expense approval and payment process for all expenses. These policies should
clearly indicate the following items:

The definition of “business purpose”
e A list of reimbursable and nonreimbursable expenses
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EXPENSE POLICIES (CONTINUED)

e Documentation required before reimbursement can be made (such as receipts and expense
reports detailing business purpose)

Compliance with the IRS regulations

Approval process

A master listing of all corporate credit cards, including names and account numbers

Restrictions on personal use of company frequent flier miles or other credit card points

PRIOR YEAR COMMENTS

As mentioned in our prior year management letter we suggested that you document the Society’s
internal control over financial reporting as well as establish a fraud hotline/whistleblower policy.
We continue to recommend that these areas be addressed.

We would like to thank the Society for its cooperation and assistance in the examination of its records. If
we can be of any further help, please contact us.

Sincerely,
®Padden, Guerrini & Associates, P.C.
Certified Public Accountants
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April 30, 2009

To the Board of Directors and Management
National Railway Historical Society

RE: Communication required under
Statement of Auditing Standard No. 112

In planning and performing our audit of the financial statements of National Railway Historical Society as
of and for the year ended December 31, 2008, in accordance with auditing standards generally accepted
in the United States of America, we considered National Railway Historical Society’s internal control over
financial reporting (internal control) 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 Organization’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Organization’s internal control.

Our consideration of intemal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be significant deficiencies or
material weaknesses and therefore there can be no assurance that all such deficiencies have been
identified. However, as discussed below, we identified certain deficiencies in internal control that we
consider to be material weaknesses and other deficiencies that we consider to be significant deficiencies.

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
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. We consider the following deficiencies in National Railway Historical Society’s internal
control to be material weaknesses:

CASH ACCOUNT RECONCILEMENT

The reconcilement for general ledger account 1010, Blackhawk Checking, included several reconciling
items which could not be traced to their subsequent disposition. Because of these discrepancies we
prepared our own reconciliation of this account. We found many items appearing on the prior month’s
reconcilement never cleared the bank or the books yet were removed from the subsequent
reconcilement. These errors create doubt regarding the ongoing accuracy of the reconciliation process.

Members: American Institute of Certified Public Accountants
Pennsylvania Institute of Certified Public Accountants
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An accurate bank reconciliation is critical to sound accounting and internal controls. An individual
reviewing the bank reconciliation should be able trace reconciling items to their subsequent disposition
on either the general ledger or the bank statement. It is essential that this account be reconciled on a
timely basis each month and that stale dated reconciling items be researched and written-off as
necessary. We suggest that a second individual be assigned the duty of reconciling this account.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the following deficiencies in National Railway Historical Society’s internal
control to be significant deficiencies:

Corporate Visa Cards: As noted in our prior year management letter, we were not always able to locate
documents supporting all charges on the credit cards. While we noted a marked improvement in this
area as well as a reduction in the total corporate cards in use to two, there were still instances where all
charges were not supported with a receipt or documented with a business purpose. In addition, the
approval process for these charges is weak. Other than a final annual review of expense items by the
Audit Review Commitiee, there is no documented ongoing effort to authorize payments prior to
disbursement.

We continue to suggest that each expense report be approved by either an approving Officer or the Audit
Review Committee priorto disbursement.

Create Controls Over Journal Entries: The Society does not maintain effective controls over the
validity of general ledger journal entries. Specifically, the Society has a general ledger system in which
journal entries can be processed without appropriate approval, review or support. Additionally,
reconciliations of the general ledger that would detect invalid journal entries were not prepared by
individuals independent of the journal entry process. This control deficiency could result in a
misstatement to the financial statements that would not be prevented or detected.

We recommend the adoption of a policy whereby all journal entries will be approved or otherwise
reviewed through the reconciliation process by the controller or other designated member of
management independent of the individual responsible for processing the journal entries. All journal
entries should be accompanied by full explanation and by reference to adequate supporting data.

General Ledger Reconciliations: At the time of the audit field work, many general ledger accounts
were not in balance with the corresponding subsidiary ledgers. And while we were able to assist with the
reconciliations of the year end balances the fact that these accounts were not balanced on a monthly
basis creates a control deficiency. Of particular concern is the reconciliation of the checking account. At
December 31, 2008 the reconciliation prepared by the Society included reconciling items that could not
be traced to subsequent clearing. We inspected reconciliations prepared for January through March of
2009 and found that the reconciliation totals did not agree with the general ledger. While the differences
do not appear to be significant, the fact that the account is not being properly reconciled presents a
control weakness. '

We recommend that a review of each monthly bank reconcilement be performed by someone other than
the preparer. This review should include a comparison of the reconcilement balance to the general
ledger balance and should include tracing all reconciling items to their subsequent clearing on the bank
statement or general ledger. We are available to assist you with this effort.
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This information is intended solely for the use of the Board of Directors and management of National

Railway Historical Society and is not intended to be and should not be used by anyone other than these
specified parties.

Very truly yours,

Padden, Guerrini I Associates, P.C.
Certified Public Accountants
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April 30, 2009
To the Board of Directors and Management
National Railway Historical Society

RE: Communication required by
Statement of Auditing Standard No. 114

We have audited the statements of financial condition of the National Railway Historical Society as of

December 31, 2008, and have issued our report thereon dated April 30, 2009. Professional standards
require that we provide you with the following information related to our audit.

Our Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated October 6, 2008, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared by
management with your oversight are fairly presented, in all material respects, conformity with U.S.
generally accepted accounting principles. Our audit of the financial statements does not relieve you or
management of your responsibilities.

Planned Scope and Timing of the Audit

We began the audit according to the planned scope and timing previously communicated to you in our
engagement letter dated October 6, 2008. However, due to difficulties in obtaining sufficient audit
evidence during the originally scheduled fieldwork, the completion of fieldwork was delayed beyond that
planned and communicated to you

Significant Audit Findings

Qualitative Aspects of Accounting Practices

Management is responsible for selection and use of appropriate accounting policies. In accordance
with the terms of our engagement letter, we will advise management about the appropriateness of
accounting policies and their application. The significant accounting policies used by National Railway
Historical Society are described in Note 1 to the financial statements.

Members: American Institute of Certified Public Accountants
Pennsylvania Institute of Certified Public Accountants
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Significant Audit Findings (Continued)

The application of existing policies was not changed during 2008. We noted no transactions entered
into by the Institution during the year for which there is a lack of authoritative guidance or consensus.
There are no significant transactions that have been recognized in the financial statements in a
different period than when the transaction occurred.

See our management letter and SAS 112 letter for additional comments on the Society’s accounting
practices.

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management's knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events affecting them
may differ significantly from those expected. The most sensitive estimate affecting the financial
statements was:

Management’s estimate of the accrued expenses is based on management’s evaluation of the
cost to produce the remaining publications due to the members for the 2008 membership. We
evaluate the key factors and assumptions used to develop the estimate in determining that it is
reasonable in relation to the financial statements taken as a whole.

Difficulties Encountered in Performing the Audit

As noted in the Planned Scope and Timing section above, we encountered some difficulties in
obtaining required audit evidence in a timely manner. We encountered no other significant difficulties in
dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during
the audit, other than those that are ftrivial, and communicate them to the appropriate level of
management. Management has corrected all such misstatements.

Disagreements with Management

For purposes of this letter, professional standards defined a disagreement with management as a
financial accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could
be significant to the financial statements or the auditor’s report. We are pleased to report that no such
disagreements arose during the course of our audit.

Management Representations

We have requested certain representations from management that are included in the management
representation letter dated April 30, 2009.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the Institution’s financial statements or a determination
of the type of auditor’'s opinion that may be expressed on those statement, our professional standards
require that consulting accountant to check with us to determine that the consultant has all the relevant
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facts. To our knowledge, there were no such consultations with other accountants.
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Significant Audit Findings (Continued)

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to retention as the Institution’s auditors.
However, these discussions occurred in the normal course of our professional relationship and our
responses were not a condition to our retention.

This information is intended solely for the use of the Board of Directors and management of National
Railway Historical Society and is not intended to be and should not be used by anyone other than these
specified parties.

Very truly yours,

Padden, Guerrini & Associates, P.C.
Certified Public Accountants



