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INDEPENDENT AUDITORS' REPORT

Board of Directors
Lyrasis, Inc. and Subsidiary

We have audited the accompanying consolidated statement of financial position of Lyrasis, Inc. (LYRASIS)
and Subsidiary as of June 30, 2009, and the related consolidated statements of activities and cash flows for
the year then ended. These consolidated financial statements are the responsibility of LYRASIS'
management. Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Lyrasis, Inc. and Subsidiary as of June 30, 2009, and the changes in net assets and
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 October 19, 2009
on our consideration of LYRASIS’ internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements. 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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Our audit was performed for the purpose of forming an opinion on the basic consolidated financial
statements of LYRASIS taken as a whole. The supplemental information contained in the consolidating
statement of financial position as of June 30, 2009 and the consolidating statement of activities for the year
then ended on pages 17 and 18 is presented for the purpose of additional analysis and is not a required part of
the basic consolidated financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by U.S. Office of Management and Budget Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
basic consolidated financial statements. Such supplemental information has been subjected to the auditing
procedures applied in the audit of the basic consolidated financial statements, and, in our opinion, is fairly
stated, in all material respects, in relation to the basic consolidated financial statements taken as a whole.

G gt 5, ngeom., L

Atlanta, Georgia
October 19, 2009



Lyrasis, Inc. and Subsidiary

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

June 30, 2009
ASSETS
Current assets
Cash and cash equivalents $ 15,353,042
Investments - marketable securities 9,537,370
Receivables
Member $ 11,925,711
Grants - Federal 158,109
Other 378,729 12,462,549
Prepaid subscriptions 2,954,121
Other prepaid expenses 185,852
Total current assets 40,492,934
Property and equipmerit
Building 898,351
Computer equipment 1,152,270
Furniture and fixtures 999,131
Computer software ' 648,006
3,697,758
Less accumulated depreciation 2,653,785
1,043,973
Land 1,310,519 2,354,492
Other assets
Deferred lease incentive . 266,326
$ 43,113,752
LIABILITIES AND NET ASSETS
Current liabilities
Accounts payable and accrued liabilities $ 14,374,169
Member deposits 17,929,244
Unearned grant income 2,730,741
Total current liabilities 35,034,154
Deferred compensation 280,003
Net assests, unrestricted
Board designated for future operations 1,373,000
Undesignated 6,426,595
Total net assets, unrestricted 7,799,595
Total liabilities and net assets $ 43,113,752

The accompanying notes are an integral part of this statement.



Lyrasis, Inc. and Subsidiary
CONSOLIDATED STATEMENT OF ACTIVITIES

Year ended June 30, 2009

Revenues and support
Sales of services and products

Grant - Federal 751,647
Grant - Other 5,217,937
Membership dues 1,238,497
Rent income 192,050
Interest income 501,438
Other revenues 131,733
Total revenues and support 99,577,907
Operating expenses
Cost of sales 87,214,549
Salaries 8,324,131
Fringe benefits 1,377,478
Depreciation 259,281
Building operations 630,034
Office operations 217,997
Data processing supplies and maintenance 224,966
Travel and conferences 920,421
Telephone 108,852
Prepayment discounts allowed 85,362
Professional fees 300,542
Property taxes 100,864
Interest 16,437
Advertising and promotion 251,023
Other 115,131
Total operating expenses 100,147,068
Excess of operating expenses over revenues and support (569,161)
Other expenses and losses
Net realized and unrealized loss on investments (1,607,540)
Merger costs (1,372,237)
Total other expenses and losses (2,979,777)
Changes in net assets prior to contribution of net assets from Southeastern
Library Network, Inc. and Subsidiary (3,548,938)
Contribution of net assets from Southeastern Library Network, Inc.
and Subsidiary 9,149,220
CHANGE IN NET ASSETS, UNRESTRICTED 5,600,282
NET ASSETS, UNRESTRICTED AT JUNE 30, 2008 2,199,313

NET ASSETS, UNRESTRICTED AT JUNE 30, 2009

The accompanying notes are an integral part of this statement.

$ 91,544,605

$ 7,799,595



Lyrasis, Inc. and Subsidiary
CONSOLIDATED STATEMENT OF CASH FLOWS

Year ended June 30, 2009

Change in net assets $ 5,600,282

Adjustments to reconcile change in net assets to net cash
used in operating activities

Depreciation $ 259,281
Net realized and unrealized loss on investments 1,607,540
Non-cash contribution of Southeastern Library »
Network, Inc. and Subsidiary net assets (9,149,220)
(Increase) decrease in assets and increase (decrease)
in liabilities
Receivables (1,395,421)
Prepaid subscriptions and expenses (968,897)
Investments - deferred compensation _ 413,464
Deferred lease incentive (336,894)
Accounts payable and accrued liabilities (69,313)
Member deposits 2,225,335
Unearned grant income (2,630,834)
Deferred compensation (133,461) (10,178,420)
Net cash used in operating activities (4,578,138)

Cash flows from investing activities

Purchase of property and equipment (245,504)
Sale of investments - marketable securities (net) 1,138,891
Net cash provided by investing activities 893,387
Net decrease in cash and cash equivalents (3,684,751)
Cash and cash equivalents at June 30, 2008 19,037,793
Cash and cash equivalents at June 30, 2009 $ 15,353,042

Supplemental schedule of non-cash investing and financing activities and certain cash flow information:

There were no non-cash investing and financing activities during the year ended June 30, 2009.

The accompanying notes are an integral part of this statement.



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 2009

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

On April 1, 2009, Southeastern Library Network, Inc. (SOLINET) merged with PALINET and Union
Library Catalogue of Pennsylvania (PALINET) in 2009. The combined entity was renamed Lyrasis, Inc.
(LYRASIS). Subsequently, the net assets of SOLINET, including it’s wholly owned subsidiary 1438, Inc.,
were transferred to LYRASIS, and SOLINET was dissolved as an entity. The amount of the transfer, which
was recorded as a contribution, was $9,149,220. The combination was accounted for using the pooling-of-
interests method.

LYRASIS is a member-owned and governed non-profit corporation serving libraries, information centers,
museums, archives, and other cultural heritage institutions. LYRASIS offers cost effective services and
information, which will strengthen resource sharing among its members and increase their effectiveness.
To achieve these goals, LYRASIS provides computerized bibliographic services and other products to its
members.

The accompanying consolidated financial statements include the accounts of LYRASIS and its wholly
owned real estate holding company, 1438, Inc. 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 amounts reported in the financial statements. Actual results could
differ from those estimates.

Subsequent events have been evaluated through October 19, 2009, the date the financial statements were
available to be issued.

A summary of the significant accounting policies of Lyrasis, Inc. and Subsidiary applied in the preparation
of the accompanying consolidated financial statements follows.

1. Financial Statement Presentation

The consolidated financial statements have been prepared in accordance with Statement of Financial
Accounting Standards No. 117 (SFAS 117), Financial Statements of Not-for-Profit Organizations. Under
SFAS 117, LYRASIS is required to report information regarding its financial position and activities
according to three classes of net assets: unrestricted net assets, temporarily restricted net assets and
permanently restricted net assets. LYRASIS considers all of its net assets to be unrestricted net assets. In
addition, LYRASIS is required to present a statement of cash flows.

2. Principles of Consolidation

The consolidated financial statements include the accounts of Lyrasis, Inc. and its wholly owned
subsidiary, 1438, Inc. All intercompany transactions have been eliminated.



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

3. Allowance for Doubtful Accounts

LYRASIS provides an allowance for doubtful accounts equal to the estimated collection losses that will be
incurred in the collection of all receivables. The estimated losses, if any, are based upon historical
collection experience coupled with a review of the current status of existing receivables. In management’s
opinion, the allowance for doubtful accounts at June 30, 2009 was approximately $146,000, and is included
in the member receivables in the accompanying consolidated statement of financial position.

4. Fair Value of Financial Instruments

SFAS 107, Disclosures About Fair Value of Financial Instruments, requires disclosure of the fair value of
certain items, including receivables, investments, payables and debt. LYRASIS believes that the amounts
disclosed for such amounts within the consolidated statements of financial position do not differ
significantly from fair value as defined in SFAS 107.

5. Cash and Cash Equivalents

For the purposes of the consolidated statements of cash flows, LYRASIS considers all highly liquid debt
instruments purchased with a maturity date of three months or less to be cash equivalents.

Certain grants awarded to LYRASIS require unexpended funds to be maintained in separate bank accounts.

As such, the use of these funds has been restricted for current grant program purposes. The amount of
restricted cash and cash equivalents at June 30, 2009 was approximately $2,435,000.

6. Depreciation

Depreciation is provided in amounts sufficient to charge the cost of depreciable assets to operations over
their estimated useful lives using the straight-line method.

The estimated useful lives of various classes of assets are as follows:

Class of Asset Estimated Useful Lives (years
Building 39
Computer equipment 3
Furniture and fixtures 5-10
Computer software 3-5

7. Revenue Recognition

Revenue is recognized as services are provided.

Member deposits represent current year prepayments by member libraries for subsequent year
bibliographic services. These prepayments are refundable to the member if not used for services. The
deposits are recognized as revenue as the services are provided.



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

7. Revenue Recognition - continued

LYRASIS recognizes the cost of sales for reference products at the time revenue is recognized for
providing services.

8. Cost of Sales
Cost of sales primarily consist of purchased on-line cataloging and licensing services for members.

9. Concentrations of Credit Risk

Financial instruments, which potentially subject LYRASIS to concentrations of credit risk, are principally
receivables and investments. Concentration of credit risk is limited due to the members comprising
LYRASIS’ member base and the profession in which its members operate. To reduce risk, LYRASIS
routinely assesses the financial strength of its members and, as a consequence, believes that its receivables
credit risk exposure is limited. Concentration of credit risk with respect to investments is limited due to the
diversified nature of LYRASIS’ investment portfolio (Note B). To further reduce credit risk, LYRASIS
routinely assesses the financial strength and diversification of the investments.

10. Contributed Services

Contributed services are recognized as contributions if the services (a) create or enhance nonfinancial
assets or (b) require specialized skills, are performed by people with those skills, and would otherwise be
purchased by LYRASIS. Contributed services consist primarily of consulting fees for a project that is
testing the environmental controls for the Pennsylvania Rare Collections Library and disseminating the
research results. The fair value of donated services included as contributions in the financial statements
and the corresponding program expenses for the year ended June 30, 2009 is approximately $13,700.

11. Advertising

Advertising costs are expensed as incurred. Advertising expense was approximately $251,000 for the year
ended June 30, 2009.

12. New Accounting Pronouncements

In June 2006, the FASB released FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes
(FIN 48). FIN 48 interprets the guidance in SFAS 109. When FIN 48 is implemented, reporting entities
utilize different recognition thresholds and measurement requirements when compared to prior technical
literature. On December 30, 2008, the FASB Staff issued FASB Staff Position FIN 48-3, Effective Date of
FASB Interpretation No. 48 for Certain Nonpublic Enterprises (FSP FIN 48-3). As deferred by the
guidance in FSP FIN 48-3, LYRASIS is not required to implement the provisions of FIN 48 until fiscal
years beginning after December 15, 2008. As such, LYRASIS has not implemented those provisions in the
2009 financial statements.

10



Liyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

12. New Accounting Pronouncements - continued

Since the provisions of FIN 48 have not been implemented in accounting for uncertain tax positions,
LYRASIS continues to utilize its prior policy of accounting for these positions, following the guidance in
SFAS 5, Accounting for Contingencies. Disclosure is not required of a loss contingency involving an
unasserted claim or assessment when there has been no manifestation by a potential claimant of an
awareness of a possible claim or assessment, unless it is considered probable that a claim will be asserted
and there is a reasonable possibility that the outcome will have a materially unfavorable outcome. Using
that guidance, LYRASIS has no material uncertain tax positions that qualify for either recognition or
disclosure in the financial statements, as of June 30, 2009.

In May 2009, the FASB issued Statement of Financial Accounting Standards No. 165 (SFAS 165),
Subsequent Events. SEAS 165 establishes authoritative accounting and disclosure guidance for recognized
and non-recognized subsequent events that occur after the consolidated statement of financial position date
but before financial statements are issued. SFAS 165 also requires disclosure of the date through which an
entity has evaluated subsequent events and the basis for that date. SFAS 165 was effective for the year
ended June 30, 2009, and has been applied prospectively. The adoption of SFAS 165 had no impact on the
consolidated financial statements.

In September 2006, the FASB issued SFAS 157, Fair Value Measurements. SEAS 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. SFAS 157 is effective for financial assets and liabilities on June
30, 2009. Previous to June 30, 2009, LYRASIS accounted for its financial assets, principally investments
in mutual funds, at market value in accordance with SFAS 124, Accounting for Certain Investments Held
by Not-for-Profit Organizations. The adoption of SFAS 157 for the financial assets did not have an effect
on the LYRASIS’ financial statements.

On July 1, 2009, the Financial Accounting Standards Board issued Statement No. 168 (SFAS 168), The
FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting Principles.
SFAS 168 established the FASB Accounting Standards Codification as the single source of
nongovernmental authoritative U.S. generally accepted accounting principles. The Codification will
supersede all then-existing non-SEC accounting and reporting standards. This statement is effective for
financial statements issued for interim and annual periods ending after September 15, 2009 and is not
expected to have any impact on LYRASIS’ financial statements.

NOTEB - INVESTMENTS - MARKETABLE SECURITIES

Investments at June 30, 2009 are recorded at market value based on quoted market prices in accordance
with SFAS 157. LYRASIS’ investments represent funds held for future operational or capital needs.
Changes in the basis of investments held at the end of the year are reflected in the consolidated statement
of activities as net unrealized gain/loss on investments. Realized gains and losses on the sale of
investments are recorded based upon the difference between the proceeds and the basis of the investments.
The basis of the investments is determined by the specific-identification method. Interest income and
dividends are recognized when earned.

11



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTE B - INVESTMENTS - MARKETABLE SECURITIES - CONTINUED

SFAS 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date (exit price).

SFAS 157 classifies inputs used to measure fair value into the following hierarchy:
Level 1 — Unadjusted quoted prices in active markets for identical assets or liabilities.
Level 2 — Unadjusted quoted prices in active markets for similar assets or liabilities, or unadjusted
quoted prices for identical or similar assets or liabilities in markets that are not active, or
inputs other than quoted prices that are observable for the asset or liability.

Level 3 — Unobservable inputs for the asset or liability.

Assets measured at fair value on a recurring basis comprise investments totaling approximately
$9,537,370 as of June 30, 2009.

Fair value was determined as follows:

Level 1 Level 2 Level 3
Quoted Prices in  Based on Other  Unobservable
Active Markets Observable Inputs Inputs Total

Investments — marketable
securities $1,904,152 $7,633,218 $0 $9,537,370

Generally, for all investments, fair value is determined by reference to quoted market prices and other
relevant information generated by market transactions.

NOTE C - RETIREMENT PLAN

LYRASIS has a defined contribution pension plan in which substantially all employees of LYRASIS are
eligible to participate. SOLINET offered a plan similar to PALINET, and as of April 1, 2009 the assets of
the SOLINET plan were transferred to the PALINET plan, now known as the LYRASIS plan. Under the
requirements of the Plan, the employees may contribute up to 5% of their regular salary (as defined), and
LYRASIS contributes up to 7% of the employee's regular salary (as defined) for the purchase of individual
deferred annuity contracts from an insurance company. LYRASIS’ pension expense for the year ended
June 30, 2009 was approximately $446,200.

12



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTED - TAX STATUS

LYRASIS is exempt from federal income taxes under the provisions of §501(c)(3) of the Internal Revenue
Code. The Internal Revenue Service has also determined that LYRASIS is not a private foundation as
defined by §509(a)(1) of the Code, because they are a charitable organization under §501(c)(2) of the
Internal Revenue Code.

1438, Inc. is exempt from federal income taxes under the provisions of §501(c)(2) of the Internal Revenue
Code. '

NOTE E - OPERATING LEASE AS LESSOR

1438, Inc. is the lessor of office space to another organization under an operating lease that expires in
August 2015. The operating lease contains scheduled rent increases as well as certain rent abatement
features. 1438, Inc. recognizes rental income on a straight-line basis and records the difference between the
amount recognized as revenue and rent received as deferred rent receivable. The total amount of deferred
rent receivable at June 30, 2009 was approximately $104,000 and is included in other receivables.

During the year ended June 30, 2008, 1438, Inc. provided certain improvements to the office space in the
amount of approximately $331,000. Accordingly, 1438, Inc. has capitalized these costs as deferred lease

incentives and is amortizing these as an offset to rental income over the term of the lease.

The following is a schedule of future minimum rental payments to be received under the non-cancelable
operating lease as of June 30, 2009:

Year ending June 30

2010 $ 176,000
2011 197,000
2012 203,000
2013 209,000
2014 215,000
Thereafter 250,000
$1,250,000

NOTEF - MAJOR SUPPLIERS

For the year ended June 30, 2009, approximately 56% of LYRASIS’ cost of sales were incurred from two
suppliers. LYRASIS’ accounts payable included approximately $7,928,000 due to these suppliers at June
30, 2009.

13



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

June 30, 2009

NOTE G - COMMITMENTS AND CONTINGENCIES

LYRASIS leases office space in Philadelphia, PA under a non-cancelable lease agreement expiring in June
2010. The lease is classified as an operating lease in accordance with Statement No.13 of the Financial
Accounting Standards Board. Rent expense was approximately $254,000 for the year ended June 30, 2009.

The following is a schedule of the future minimum lease payments required under the non-cancelable
operating lease as of June 30, 2009:

Year ending June 30,
2010 $273,000

LYRASIS has cash deposits with a certain financial institution in excess of federally insured limits. If this
financial institution were not to honor its contractual liability, LYRASIS could incur losses. Management
is of the opinion that there is no risk of loss because of the financial strength of the financial institution.

NOTE H - FEDERAL GRANTS

LYRASIS has been awarded federal grants by the National Endowment for the Humanities (NEH) and by
the Institute of Museum and Library Services (IMLS) during the year ended June 30, 2009. Several of
these grants were transferred from SOLINET and PALINET with the agreement of the grantor agency.

The NEH grants represent funding for a cooperative preservation microfilming project and a regional
preservation education and training program, both developed by LYRASIS. LYRASIS receives funding
under this grant after expenditures are made.

One of the IMLS grants represents funding to provide staffing for temporary public libraries supported by
the Bill and Melinda Gates Foundation’s Gulf Coast Libraries Project and to provide an assessment of
needs and a program of continuing education for staff development at hurricane-affected public library
systems. LYRASIS receives funding under this grant after expenditures are made. The remaining IMLS
grant represents funding to assess the effectiveness of environmental factors related to the protection of
rare collections on the Commonwealth of Pennsylvania.

NOTETI- OTHER GRANTS

During the year ended June 30, 2009, LYRASIS managed several significant grants from private
foundations. The Bill and Melinda Gates Foundation awarded a grant in the amount of approximately
$12,200,000, to support the re-establishment of public libraries damaged by Hurricanes Katrina and Rita in
Louisiana and Mississippi, over a three year period ending in July 2009. The Bill and Melinda Gates
Foundation also awarded several grants to administer the delivery of online hardware to local libraries in
several states. The Andrew W. Mellon Foundation awarded several grants of various amounts to support
projects such as the Preservation of Photographic Collections at Historically Black Colleges and
Universities (HBCUs), the HBCU Library Leadership Program, the Academic Library Hurricane Recovery
Project and the Redesigning Work in Libraries Project.

14



Lyrasis, Inc. and Subsidiary
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS- CONTINUED

June 30, 2009

NOTE J - DEFERRED COMPENSATION

LYRASIS has established a deferred compensation plan for certain key employees. The Plan allows the
employees to defer their compensation up to the maximum allowable amount under the Internal Revenue
Code (the Code). The deferred compensation may be invested in any type of investment allowable under
the Code. Benefit distributions commence on the benefit commencement date specified in each agreement.
However, if no date is specified, the distributions commence on April 1 of the calendar year following the
participant’s retirement. Participants may elect to have the benefits distributed in one of several methods,
as defined. '

During the year ended June 30, 2009, LYRASIS established deferred compensation agreements with
certain executives. The deferred compensation agreements established fixed, lump sum amounts to be paid
to these executives on June 30, 2010, assuming their continued employment through that date. LYRASIS
purchased investments in annuity contracts to provide for the amount of the future payments. The earnings
on these investments may be used by LYRASIS for operational purposes.

NOTE K - SUBSEQUENT EVENT

New England Library Information Network (NELINET) on or about October 1, 2009, will combine with
LYRASIS. This combination has been approved by the board of directors and the members of both
LYRASIS and NELINET. This combination will not have a material effect on LYRASIS’ financial
statements.

15
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Lyrasis, Inc. and Subsidiary

CONSOLIDATING STATEMENT OF FINANCIAL POSITION

June 30, 2009
Eliminating
Journal Consolidated
LYRASIS 1438, Inc. Combined Entries Balance
Current assets
Cash and cash equivalents $ 15,269,713  § 83329 § 15,353,042 §$ $ 15,353,042
Investments - marketable securities 9,537,370 9,537,370 9,537,370
Receivables
Member 11,925,711 11,925,711 11,925,711
Grants - Federal 158,109 158,109 158,109
Other 260,026 118,703 378,729 378,729
12,343,846 118,703 12,462,549 12,462,549
Prepaid subscriptions 2,954,121 2,954,121 2,954,121
Other prepaid expenses 184,844 1,008 185,852 185,852
Total current assets 40,289,894 203,040 40,492,934 40,492,934
Property and equipment
Building 68,303 830,048 898,351 898,351
Computer equipment 1,152,270 1,152,270 1,152,270
Furniture and fixtures 526,290 472,841 999,131 999,131
Computer software 648,006 648,006 648,006
2,394,869 1,302,889 3,697,758 3,697,758
Less accumulated depreciation 2,148,396 505,389 2,653,785 2,653,785
246,473 797,500 1,043,973 1,043,973
Land 1,310,519 1,310,519 1,310,519
246,473 2,108,019 2,354,492 2,354,492
Other assets
Deferred lease incentive 266,326 266,326 266,326
266,326 266,326 266,326
Due from 1438, Inc. 1,948,929 1,948,929 (1,948,929)
Total assets $ 4248529 § 2,577,385 $ 45,062,681 §$ (1,948,929) $ 43,113,752
Current liabilities
Accounts payable and accrued liabilities $ 14,320,612 § 53,557 % 14,374,169  § $ 14,374,169
Member deposits 17,929,244 17,929,244 17,929,244
Unearned grant income 2,530,741 200,000 2,730,741 2,730,741
Total current liabilities 34,780,597 253,557 35,034,154 35,034,154
Deferred compensation 280,003 280,003 280,003
Due to LYRASIS 1,948,929 1,948,929 (1,948,929)
Total liabilities 35,060,600 2,202,486 37,263,086 (1,948,929) 35,314,157
Net assets, unrestricted
Board designated for future operations 1,373,000 1,373,000 1,373,000
Undesignated 6,051,696 374,899 6,426,595 6,426,595
Total net assets, unrestricted 7,424,696 374,899 7,799,595 7,799,595
Total liabilities and net assets $ 4248529 $ 2,577,385 $§ 45,062,681 § (1,948,929) $ 43,113,752
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Lyrasis, Inc. and Subsidiary

CONSOLIDATING STATEMENT OF ACTIVITIES

Revenues and support
Sales of services and products
Grant - Federal
Grant - Other
Membership dues
Rent income
Interest income
Other revenues

Total revenues and support

Operating expenses
Cost of sales
Salaries
Fringe benefits
Depreciation
Building operations
Office operations
Data processing supplies and maintenance
Travel and conferences
Telephone
Prepayment discounts allowed
Professional fees
Property taxes
Management fees
Interest
Advertising and promotion
Other

Total operating expenses

Excess of operating expenses over revenues and support

Other expenses and losses
Net realized and unrealized loss on investments
Merger costs

Total other expenses and losses

Changes in net assets prior to contribution of net assets
from Southeastern Library Network, Inc. and Subsidiary

Contribution of net assets from Southeastern
Library Network, Inc. and Subsidiary

CHANGES IN NET ASSETS, UNRESTRICTED

NET ASSETS, UNRESTRICTED AT
JUNE 30, 2008

NET ASSETS, UNRESTRICTED AT
JUNE 30, 2009

Year ended June 30, 2009
Eliminating

Journal Consolidated

LYRASIS 1438, Inc. Combined Entries Balance
$ 91,620,927 $ 91,620,927 $ (76,322) § 91,544,605
751,647 751,647 751,647
5,286,373 5,286,373 (68,436) 5,217,937
1,238,497 1,238,497 1,238,497
432,833 432,833 (240,783) 192,050
500,664 774 501,438 501,438
131,733 131,733 131,733
99,529,841 433,607 99,963,448 (385,541) 99,577,907
87,214,549 87,214,549 87,214,549
8,324,131 8,324,131 8,324,131
1,377,478 1,377,478 1,377,478
209,414 49,867 259,281 . 259,281
606,777 264,040 870,817 (240,783) 630,034
286,433 286,433 (68,436) 217,997
224,966 224,966 224,966
920,421 920,421 920,421
108,852 108,852 108,852

85,362 85,362 85,362
296,016 4,526 300,542 300,542

100,864 100,864 100,864
76,322 76,322 (76,322)

16,437 16,437 16,437
251,023 251,023 251,023
115,131 115,131 115,131

100,036,990 495,619 100,532,609 (385,541) 100,147,068
(507,149) (62,012) (569,161) (569,161)
(1,607,540) (1,607,540) (1,607,540)
(1,372,237) (1,372,237) (1,372,237)
(2,979,777) (2,979,777) (2,979,777)
(3,486,926) (62,012) (3,548,938) (3,548,938)
8,712,309 436,911 9,149,220 9,149,220
5,225,383 374,899 5,600,282 5,600,282
2,199,313 2,199,313 2,199,313

$ 7,424,696 374,899 $ 7,799,595 § 7,799,595
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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

Board of Directors
Lyrasis, Inc. and Subsidiary

We have audited the consolidated financial statements of the Lyrasis, Inc. (LYRASIS) and Subsidiary as of
and for the year ended June 30, 2009, and have issued our report thereon dated October 19, 2009. 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 LYRASIS’ 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 LYRASIS’ internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of
LYRASIS’ 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.

20
ALABAMA + FLORIDA « GEORGIA « MISSISSIPPI » TENNESSEE



4\|CRI

Compliance and Other Matters

As part of obtaining reasonable assurance about whether LYRASIS” 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 financial advisory committee, management

and federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

awﬂ'f’ﬂ bngiem, Lic

Atlanta, Georgia
October 19, 2009
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