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INDEPENDENT AUDITOR'S REPORT

Board of Directors

City of Ann Arbor Downtown
Development Authority

Ann Arbor, Michigan

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the City of Ann Arbor Downtown Development Authority as of and for the year
ended June 30, 2007, which collectively comprise the Authority’s basic financial statements as listed in the Table
of Contents. These financial statements are the responsibility of the Authority's management. Our responsibility
is to express opinions 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. 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
opinions.

in our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information
of the City of Ann Arbor Downtown Development Authority as of June 30, 2007, and the respective changes in
financial position thereof for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

The management’s discussion and analysis and budgetary comparison information as identified in the Table of
Contents, are not a required part of the basic financial statements but are supplementary information required by
the Governmental Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the City of Ann Arbor Downtown Development Authority’s basic financial statements. The accompanying other
supplementary information, as identified in the table of contents, is presented for the purpose of additional analysis
and is not a required part of the basic financial statements. The other supplementary information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as a whole.

Ob'o&m "' Z&éé,.ﬁl?.c .

ABRAHAM & GAFFNEY, P.C.
Certified Public Accountants

December 13, 2007

East Lansing = Rochester Hills = St. Johns



City of Ann Arbor
Downtown Development Authority
MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2007

This section for the Downtown Development Authority’s (the Authority) financial report presents a discussion
and analysis of the Authority's financial performance for the fiscal year ended June 30, 2007. This discussion
has been prepared by management along with financial statements and related footnote disclosures and should
be read in conjunction with, and is qualified in its entirety by, the financial statements and footnotes. This
discussion and analysis is designed to focus on current activities, resulting change and currently known facts.

Using this Annual Report

This annual report consists of a series of financial statements that focus on the financial condition of the unit of
government and the results of its operations as a whole.

One of the most important questions asked about governmental finances is whether the unit of government as a
whole is better off or worse off as a result of the year’s activities. The key to understanding this question is the
Statement of Net Assets and Statement of Activities that present financial information in a form similar to the
private sector.

The Statement of Net Assets includes the Authority’s assets, liabilities and net assets. It is prepared under the
accrual basis of accounting, whereby revenues and assets are recognized when levied or the service is
provided and expenses and liabilities are recognized when others provide the service, regardless of when cash
is exchanged. The Authority’'s net assets are one indicator of the Authority’s financial heaith. Over time,
increases or decreases in net assets indicate the improvement or erosion of the Authority’s financial health.

Condensed Statement of Net Assets
June 30, 2007 and 2006

Fiscal Year Fiscal Year %
2007 2006 Change
Current Assets $ 18,046,115 $ 18,718,153 (3.59%)
Current Liabilities 2,070,586 2,219,560 (6.49%)
Long-term Liabilities 3,034,944 __ 4,192,890 (27.62%)
Total Liabilities 5,105,530 6,412,450 (20.30%)
Net Assets:
Unrestricted $ 12940585 $ 12,305,703 5.12%

Current Assets
The decrease in current assets is due to the decrease in cash and investments being held at June 30, 2007.
The components of this category are:

Cash

The Authority maintains a checking account for DDA payments and two bank accounts for depositing parking
revenues until they are swept into investments.

Investments at fair value

The Authority keeps its excess funds in investment accounts managed by a bank trust department that
invests according to State of Michigan guidelines.



City of Ann Arbor
Downtown Development Authority
MANAGEMENT’'S DISCUSSION AND ANALYSIS

June 30, 2007

Accounts Receivable
These are funds due for loan payments.

Current Liabilities
The decrease (6.49%) in current liabilities was due to a decrease in the accounts payable of the Authority.

Accounts Payable
This amount is made up of amounts due for goods and services received, but not paid for by the end of the
fiscal year.

Due to Other Governmental Units
Represents amounts due to the City of Ann Arbor for various purposes, mostly payroll related.

Accrued Interest Payable
This amount represents the amount of interest owed but not paid at year end on the outstanding bonds taken
out for DDA and parking projects.

Long-term liabilities, due within one year
This represents the amount due for the bonds taken out for streetscape and parking projects due in the next
year.

Non-Current Liabilities
The decrease in this category is due to the payment of principal for City obligations the DDA is contractually
responsible for during the operating year. This category is composed of:

Long-term liabilities, due in more than one year

This represents the amount due for the bonds taken out for streetscape and parking projects due in more
than 12 months.

Net Assets
Net assets represent the difference between the Authority’s assets and liabilities.

Unrestricted Net Assets
Represents those funds available to the Authority for use in approved expenses.



City of Ann Arbor
Downtown Development Authority
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2007

Condensed Statement of Activities
Year Ended June 30, 2007 and 2006

Fiscal Year Fiscal Year
2007 2006
Revenues
Property taxes $ 3,405,586 $ 3,365,468
Charges for service 12,180,936 11,680,426
Investment income 989,716 377,608
Intergovernmental 876,223

Miscellaneous revenue

7,763

36,346

Total Revenues 16,584,001 16,336,071

Expenses
Downtown development 2,181,741 4,285,936
Parking 13,457,783 12,035,052
Housing 124,213 70,405

Interest on long-term debt

185,382

210,022

Total Expenses 15,949,119 16,601,415
Change in net assets 634,882 ( 265,344
Net assets, beginning of year 12,305,703 12,571,047
Net assets, end of year $ 12,940,585 $ 12,305,703
Revenues
Property Taxes

The Authority’s property tax revenues are generated through the use of tax increment financing in which the
Authority captures ad valorem property taxes. Property tax increment revenues related to the State
Education Tax, the Washtenaw Intermediate School District, and the Ann Arbor Public Schools levies are
captured in an amount sufficient to support only the annual debt service for Authority obligation outstanding
when Proposal A took effect on January 1, 1995. Property tax increment revenues generated by new
construction in the Authority’s district related to the City of Ann Arbor, Washtenaw County, Washtenaw
Community College, and the Ann Arbor District Library are used to support the Authority’s capital projects
and debt service related to certain of those projects. Property tax revenues for the year ended June 30,
2007 included property taxes levied July 1, 2006 and December 1, 2006.

Charges for Services
This is the revenue generated by the 4,500 space off-street parking system and the 1,900 parking meters
managed by the Authority.

Investment earnings
This is interest revenue earned when Authority funds are invested in State approved investments through the
Bank of Ann Arbor.
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June 30, 2007

Expenses

Downtown Development
This is the cost of general administration of the Authority as well as grants to other organizations for the
betterment of the downtown area. An example would be the funding of downtown worker bus passes.

Parking
This is the cost of operating the City’s parking system.

Housing
This is the cost of one of the Authority's main functions, which is to assist various agencies in providing fair
and equitable housing within the downtown area.

Budgetary Highlights

The Authority adopts budgets for all of its funds with budgetary comparisons being presented in this annual
report for the General Fund and major special revenue funds. The General Fund budgeted revenues of
$3,606,767 and total expenditures and other financing uses of $4,067,177. The budget was not amended
during the year. Resuits for the year were an increase of $406,135 in fund balance. The Parking Fund
budgeted revenues of $11,009,942 and expenditures and other financing uses of $12,907,055. The budget was
not amended during the year. Results for the year were a usage of $1,327,310 in fund balance.

Financial analysis of the Authority’s Major and Nonmajor Funds
As the Authority completed 2006/07 its governmental funds reported combined fund balances of $16,956,550.
The net changes are summarized in the following chart:

Deck Nonmajor
General Parking Improvements | Governmental
Fund Fund Fund Funds

Fund Balance
06/30/06 $ 6,572,444 $ 6,934,950 $ 2,244,736 $ 1,681,137
Fund Balance
06/30/07 $ 6,978,579 $ 5,607,640 $ 2,349,723 $ 2,020,608
Net Change $ 406,135 $(1,327,310) $ 104,987 $ 339471

Capital Assets and Debt Administration

The Authority holds no capital assets as any capital items that are purchased or constructed become property of
the City of Ann Arbor. The Authority issued no new debt during the year. Long-term obligations totaled
$4,192,890 at year end. More detailed information may be found in Note E to the financial statements.

Economic Factors and Next Year’s Budget
The fiscal year 2008 budget anticipates the property tax and parking income to be approximately what they were

last year. The budget anticipates increases in expenditures at an inflationary rate. The Authority’s reserves are
more than adequate to sustain operational losses.
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Contacting the DDA’s Management

This financial report is designed to provide the DDA's citizens, taxpayers, customers, and creditors with a
general overview of the DDA's finances and to demonstrate their accountability for the money it receives. |f you
have questions about this report or need additional information, contact the Ann Arbor DDA office at 150 S. Fifth

Avenue, Suite 301, Ann Arbor, Michigan 48104.
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City of Ann Arbor
Downtown Development Authority
STATEMENT OF NET ASSETS

June 30, 2007

ASSETS
Current assets
Cash and cash equivalents
Investments
Accounts receivable
Taxes receivable
Due from other governmental units

TOTAL ASSETS

LIABILITIES
Current liabilities
Accounts payable
Accrued interest payable
Due to other governmental units
Current portion of long-term debt

Total current liabilities

Noncurrent liabilities
Noncurrent portion of long-term debt

TOTAL LIABILITIES

NET ASSETS
Unrestricted

See accompanying notes to financial statements.

Governmental
Activities

$ 4,210,971
12,706,673
328,442

6,248

793,781

18,046,115

749,550
56,503
106,587
1,157,946

2,070,586

3,034,944

5,105,530

$ 12,940,585




City of Ann Arbor

Downtown Development Authority

STATEMENT OF ACTIVITIES

Year Ended June 30, 2007

Net (Expense)
Revenues and
Changes in
Program Revenues Net Assets
Charges for Governmental
Functions/Programs Expenses Services Activities
Governmental Activities
Downtown development $ 2,181,741 $ - $ (2,181,741)
Parking 13,457,783 12,180,936 (1,276,847)
Housing 124,213 - (124,213)
Interest on long-term debt 185,382 - {(185,382)
Total $ 15,949,119 $ 12,180,936 (3,768,183)
General revenues
Property taxes 3,405,586
Investment earnings 989,716
Miscellaneous 7,763
Total general revenues 4,403,065
Change in net assets 634,882
Net assets, beginning of year 12,305,703
Net assets, end of year $ 12,940,585

See accompanying notes to financial statements.




City of Ann Arbor
Downtown Development Authority
GOVERNMENTAL FUNDS BALANCE SHEET

June 30, 2007

Deck
General Parking Improvements
ASSETS
Cash and cash equivalents $ 2,529,524 1,664,105 3 54,628
Investments 3,935,948 6,005,419 950,337
Accounts receivable 233,428 95,014 -
Taxes receivable 6,248 - -
Due from other governmental units - 793,781 -
Due from other funds 1,228,949 - 1,344,758
TOTAL ASSETS $ 7,934,097 8,458,319 $ 2,349,723
LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable $ 680,864 68,686 $ -
Due to other funds - 2,727,139 -
Due to other governmental units 41,226 54,854 -
Deferred revenue 233,428 - -
TOTAL LIABILITIES 955,518 2,850,679 -0-
FUND BALANCES
Reserved for
Capital improvements - 5,607,640 2,349,723
Housing - - -
Unreserved
Undesignated, reported in
General fund 6,978,579 - -
Capital projects fund - - -
TOTAL FUND BALANCES 6,978,579 5,607,640 2,349,723
TOTAL LIABILITIES
AND FUND BALANCES $ 7,934,097 8,458,319 $ 2,349,723

See accompanying notes to financial statements.




Nonmajor Total
Governmental Governmental
Funds Funds
$ 62,714 $ 4,210,971

1,814,969 12,706,673

- 328,442

- 6,248

- 793,781

153,432 2,727,139

$ 2,031,115 $ 20,773,254
$ - $ 749,550
- 2,727,139

10,507 106,587

- 233,428

10,507 3,816,704
732,152 8,689,515
1,184,785 1,184,785

- 6,978,579

103,671 103,671
2,020,608 16,956,550

$ 2,031,115 $ 20,773,254




City of Ann Arbor
Downtown Development Authority

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

June 30, 2007

Total fund balance - governmental funds $ 16,956,550
Amounts reported for the governmental activities in the statement of net assets are different because:

Long-term receivables are not available to pay for current period expenditures
and are therefore deferred in the funds. These consist of:

Deferred revenue 233,428
Long-term liabilities, including bonds payable, are not due and

payable in the current period and therefore are not reported as liabilities in
the funds. Long-term liabilities at year-end consist of:

Bonds payable $ 4,192,890
Accrued interest payable 56,503
(4,249,393)
Net assets of governmental activities $ 12,940,585

See accompanying notes to financial statements.



City of Ann Arbor

Downtown Development Authority

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS

REVENUES
Taxes

Charges for services
Investment income

Other

TOTAL REVENUES

EXPENDITURES

Current

General administrative

Operating

Grants to other organizations

Debt service
Capital outlay

TOTAL EXPENDITURES

Year Ended June 30, 2007

EXCESS OF REVENUES OVER

(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers out

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCES

Fund balances, beginning of year

Fund balances, end of year

Deck

General Parking Improvements

$ 3,405,586 $ - $ -
- 12,180,936 -

387,197 303,640 152,855
31,595 25 -
3,824,378 12,484,601 152,855
928,858 496,602 -

- 8,035,617 401,996

60,584 3,569,696 -
1,320,838 - -
487,963 547,861 808,007
2,798,243 12,649,776 1,210,003
1,026,135 (165,175) (1,057,148)

- - 1,162,135

(620,000) (1,162,135) -
(620,000) (1,162,135) 1,162,135
406,135 (1,327,310) 104,987
6,572,444 6,934,950 2,244,736

$ 6,978,579 $ 5,607,640 $ 2,349,723

See accompanying notes to financial statements.



Nonmajor Total
Governmental Governmental
Funds Funds

$ - $ 3,405,586
- 12,180,936

146,024 089,716

- 31,620

146,024 16,607,858

- 1,425,460

44,682 8,482,295
121,423 3,751,703

- 1,320,838

260,448 2,104,279
426,553 17,084,575
(280,529) (476,717)
620,000 1,782,135
- (1,782,135)

620,000 -0-
339,471 (476,717)
1,681,137 17,433,267

$ 2,020,608 $ 16,956,550




City of Ann Arbor
Downtown Development Authority

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN
FUND BALANCES TO THE STATEMENT OF ACTIVITIES

Year Ended June 30, 2007

Net change in fund balances - total governmental funds $ (476,717)
Amounts reported for governmental activities in the statement of activities are different because:

Revenues earned but not available for current expenditures are not reported as
revenues in the funds. In the current period these amounts are: (23,857)

Repayment of long-term debt and borrowing of long-term debt is reported as expenditures and
other financing sources in governmental funds, but the repayment reduces long-term

liabilities and the borrowings increase long-term liabilities in the statement of net assets.

In the current year, these amounts consist of:

Bond principal retirement 1,120,613
Some items reported in the statement of activities do not require the use of current financial
resources and therefore are not reported as expenditures in governmental funds. These

activities consist of:

Decrease in accrued interest payable 14,843

Change in net assets of governmental activities $ 634,882

See accompanying notes to financial statements.



City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Ann Arbor Downtown Development Authority was created on May 10, 1982, pursuant to Act 197 of
the Public Acts of Michigan, 1975 as amended. The Authority has no stockholders, and all monies received are
to be used for certain specified purposes in accordance with the City of Ann Arbor ordinance establishing the
Authority.

The primary revenue sources of the City of Ann Arbor Downtown Development Authority are “tax increment
revenue” and “parking structure revenue”. The taxing units are required by law to transmit to the Authority that
portion of the tax levy of all taxing bodies paid each year on the captured assessed value of ail real and personal
property located in the development area. The “captured assessed value” is basically defined as the amount in
any one year by which the current assessed value of the project area exceeds the initial assessed value.

1. Reporting Entity

As required by accounting principles generally accepted in the United States of America; GASB Statement No.
14, The Financial Reporting Entity (as amended by GASB Statement No. 39); and Statement on Michigan
Governmental Accounting and Auditing No. 5, these financial statements are exclusive presentations of the
financial condition and results of operations of the City of Ann Arbor Downtown Development Authority. The
Authority is considered a component unit of the City of Ann Arbor, Michigan and is discretely presented in the
City of Ann Arbor’'s (the Primary Government) financial statements. A copy of the City's audited financial
statements may be obtained at the Ann Arbor City Hall.

2. Basis of Presentation

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The statement of net assets and the statement of activities (the government-wide statements) present information
for the Authority as a whole.

The government-wide financial statements are presented using the economic resources measurement focus,
similar to that used by business enterprises or not-for-profit organizations. Because another measurement focus is
used in the governmental fund financial statements, reconciliations are provided that explain the differences in
detail.

The statement of activities presents the direct functional expenses of the Authority and the program revenues that
support them. Direct expenses are specifically associated with a service, program, or department and are therefore
clearly identifiable to a particular function. Program revenues are associated with specific functions and include
charges to recipients for goods or services and grants and contributions that are restricted to meeting the
operational or capital requirements of that function. Revenues that are not required to be presented as program
revenues are general revenues. This includes investment earnings and property taxes and shows how
governmental functions are either self-financing or supported by the generai revenues of the Authority.

FUND FINANCIAL STATEMENTS

The fund financial statements present the Authority's individual major funds and aggregated nonmajor funds. A
fund is defined as a fiscal and accounting entity with a self-balancing set of accounts. The governmental funds
financial statements present the Authority's major funds.

The major funds of the Authority are:

a.  General Fund - The general operating fund is used to account for all financial resources of the Authority which
are restricted to expenditures for downtown development purposes.

-9-



City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2007

NOTE A: DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

2. Basis of Presentation - continued

FUND FINANCIAL STATEMENTS - CONTINUED

b.  Parking Fund - The Parking fund is used to account for all financial resources of the Authority relating to the
parking structures.

c. Deck Improvements Fund - The Deck Improvements fund is used to account for all financial resources
relating to improvements to the parking decks.

3. Measurement Focus

The government-wide financial statements are presented using the economic resources measurement focus,
similar to that used by business enterprises or not-for-profit organizations. Because another measurement
focus is used in the governmental fund financial statements, reconciliations are provided that explain the
differences in detail.

All governmental funds are presented using the current financial resources measurement focus. With this
measurement focus, only current assets and current liabilities generally are included on the balance sheet.
Operating statements of these funds present increases (i.e., revenues and other financing sources) and
decreases (i.e., expenditures and other financing uses) in net current assets.

4. Basis of Accounting

Basis of accounting refers to when revenues and expenses are recognized in the accounts and reported in the
financial statements. Basis of accounting relates to the timing of the measurements made, regardiess of the
measurement focus applied.

All governmental funds are accounted for using the modified accrual basis of accounting. Under this method,
revenues are recognized when they become susceptible to accrual (when they become both “measurable” and
*available to finance expenditures of the current period”). The length of time used for “available” for purposes of
revenue recognition in the governmental fund financial statements is 60 days. Revenues which are considered
measurable, but not available, are recorded as a receivable and deferred revenue. Expenditures are generally
recognized under the modified accrual basis of accounting when the related fund liability is incurred, except for
interest on long-term debt which is recorded when due.

Private-sector standards of accounting and financial reporting issued to December 1, 1989, generally are
followed in the government-wide financial statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. The Authority has elected not to follow
subsequent private-sector guidance.

5. Budgets and Budgetary Accounting

The annual budget of the Authority is prepared by Authority management and approved by the Board. Any
revisions to the original budget are approved by the Board before the end of the fiscal year.

-10 -



City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE A: DESCRIPTION OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -
CONTINUED

6. Cash, Cash Equivalents, and Investments

Cash and cash equivalents consist of the Authority's checking and savings accounts and equity in the pooled
accounts of the City of Ann Arbor.

Investments consist of U.S. Government Securities with original maturities of greater than 90 days and pooled
investments held by the same agent in the Authority's name. Investments are recorded at market value in
accordance with GASB 31, Accounting and Financial Reporting for Certain Investmenis and for External
Investment Pools.

7. Receivables

Receivables consist of amounts due from local governmental units related to charges for services and property
taxes.

8. Long-Term Obligations

Long-term debt and other long-term obligations are recognized as a liability in the government-wide financial
statements and proprietary fund types when incurred. The portion of those liabilities expected to be paid within
the next year is a current liability with the remaining amounts shown as long-term.

Long-term debt is recognized as a liability of a governmental fund when due or when resources have been
accumulated in a fund for payment early in the following year. For other long-term obligations, only that portion
expected to be financed from expendable available financial resources is reported as a fund liability of a
governmental fund.

9. Deferred Revenue

Deferred revenue consists of amounts related to long-term receivables recorded at the fund level that are not
available to finance current period expenditures and are therefore deferred.

10. Interfund Transactions

During the course of normal operations, the Authority has numerous transactions between funds, including
expenditures and transfers of resources to provide services, construct assets, and service debt. The accompanying
financial statements generally reflect such transactions as transfers. Transfers between governmental funds are
netted as part of the reconciliation to the government-wide financial statements.

11. Comparative Data

Comparative data for the prior year has not been presented in the accompanying financial statements since their
inclusion would make the statements unduly complex and difficult to read.

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS

In accordance with Michigan Compiled Laws, the Authority is authorized to invest in the following investment
vehicles:

1. Bonds, securities, and other obligations of the United States or an agency or instrumentality of the United
States.
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

2. Certificates of deposit, savings accounts, deposit accounts, or depository receipts of a State or nationally
chartered bank or a State or Federally chartered savings and loan association, savings bank, or credit union
whose deposits are insured by an agency of the United States government and which maintains a principal
office or branch office located in this State under the laws of this State or the United States, but only if the
bank, savings and loan association, savings bank or credit union is eligible to be a depository of surplus
funds belonging to the State under Section 6 of 1855 PA 105, MCL 21.146.

3. Commercial paper rated at the time of purchase within the three (3) highest classifications established by
not less than two (2) standard rating services and which matures not more than 270 days after the date of
purchase.

4. The United States government or Federal agency obligations repurchase agreements.
5. Bankers acceptances of United States Banks.

6. Mutual funds composed of investment vehicles, which are legal for direct investment by local units of
government in Michigan.

Federal Deposit Insurance Corporation (FDIC) regulations provide that deposits of governmental units are to be
separately insured for the amount of $100,000 for deposits in an insured bank for savings deposits and
$100,000 for demand deposits. Furthermore, if specific deposits are regulated by statute or bond indenture,
these specific deposits are to be separately insured for the amount of $100,000. Michigan Compiled Laws allow
for collateralization of government deposits if the assets for pledging are acceptable to the State Treasurer
under Section 3 of 1855 PA 105, MCL 21.143, to secure deposits of State funds, securities issued by the
Federal Loan Mortgage Corporation, Federal National Mortgage Corporation or Government National Mortgage
Association.

Deposits

There is a custodial credit risk as it relates to deposits. In the case of deposits, this is the risk that in the event of
a bank failure, the Authority’s deposits may not be returned to it. As of June 30, 2007, the carrying amounts of
the Authority’s deposits were $720,453 and the bank balance was $809,700, of which $177,135 was covered by
federal depository insurance. The balance of $632,565 was uninsured and uncollateralized. The Authority had
$200 of imprest cash on hand.

Credit risk

State law limits investments to specific government securities, certificates of deposit, and bank accounts with
qualified financial institutions, commercial paper with specific maximum maturities and ratings when purchased,
bankers acceptances of specific financial institutions, qualified mutual funds and qualified external investment
pools as identified in the list of authorized investments above. The Authority’s investment policy does not have
specific limits in excess of state law on investment credit risk. The ratings for each investment are identified
below for investments held at year-end.

Interest rate risk

State law limits the allowable investments and the maturities of some of the allowable investments as identified
in the list of investments above. The Authority's investment policy does not have specific limits in excess of
state law on investment maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE B: CASH, CASH EQUIVALENTS, AND INVESTMENTS - CONTINUED

Concentration of credit risk

State law limits allowable investments but does not limit concentration of credit risk as identified in the list of
authorized investments above. The Authority’s investment policy does not limit concentration of credit risk. All
investments held at year-end are reported below.

Custodial credit risk

For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the
Authority will not be able to recover the value of its investments or collaterai securities that are in the possession
of an outside party. State law does not require and the Authority does not have a policy for investment custodial
credit risk. On the investments listed below, the custodial credit risk is indicated for those investments which are
rated. $3,589,376 of the investments listed below are unclassified as to custodial credit risk as the invested
amount is part of an investment pool. $12,607,615 of the investments below are uninsured and unregistered,
with securities held by the agent in the Authority’s name.

Investments

As of June 30, 2007, the Authority had the following investments:

Weighted

Carrying Market Moody’s Average

INVESTMENT TYPE Amount Value Rating Maturity
Federal Home Loan Bank $ 9,049,423  $ 9,049,423 Aaa 1.59 years
Federal Home Loan Mtg Corp 1,640,162 1,640,162 Aaa 0.85 years
Federal National Mtg Association 1,801,738 1,801,738 Aaa 0.87 years
Federal Farm Credit Bank 101,597 101,697 Aaa 1.58 years
U.S. Treasury Notes 14,695 14,695 Aaa 0.88 years

Uncategorized pooled investments 3,689,376 3,689,376 Not rated N/A

$16,196,991  $16,196,991

The cash and cash equivalents and investments referred to above have been reported in either the cash and cash
equivalents or investments captions on the balance sheet and statement of net assets based upon criteria disclosed
in Note A. The following summarizes the categorization of these amounts as of June 30, 2007:

Governmental
Activities

Cash and cash equivalents $ 4,210,971
Investments 12,706,673

$ 16,917,644
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE C: INTERFUND RECEIVABLES AND PAYABLES

The following schedule details interfund receivables and payables at June 30, 2007:

Due to General Fund from:
Parking Fund $ 1,228.949

Due to Deck Improvements Fund from:
Parking Fund $ 1,344,758

Due to nonmajor governmental funds from:
Parking Fund $ 153432

Amounts appearing as interfund payables and receivables arise from two types of transactions. One type of
transaction is where a fund will pay for a good or service that at least a portion of the benefit belongs to another
fund. The second type of transaction is where one fund provides a good or service to another fund. Balances at
the end of the year are for transfers that have not cleared as of the balance sheet date.

NOTE D: INTERFUND TRANSFERS

Permanent reallocation of resources between funds of the reporting entity is classified as interfund transfers. For
the purpose of the statement of activities, all interfund transfers between individual governmental funds have been
eliminated.

Transfer to Deck Improvement Fund from:
Parking Fund $ 1,162,135

Transfer to nonmajor governmental funds from:

General Fund $ 620,000

NOTE E: LONG-TERM DEBT

The following is a summary of changes in long-term debt (including current portion) of the Authority for the year
ended June 30, 2007:
Amounts
Balance Balance Due Within
July 1, 2006  Additions Deletions June 30, 2007 _One Year

Governmental activities

1992 Limited Tax Bonds $ 1,050,000 $ - § 350,000 $ 700,000 $ 350,000
1998 Refunding Bonds 928,503 - 305,613 622,890 307,946
2002 Limited Tax Bonds 3,335,000 - 465,000 2,870,000 500,000

$ 5313503 § -0- $ 1120613 $ 4,192,890 $ 1,157,946
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE E: LONG-TERM DEBT - CONTINUED

Significant details regarding outstanding long-term debt (including current portions) are presented below:

General Obligation Bonds

$3,750,000 1992 General Obligation Limited Tax Development Bonds dated July 1,
1992, due in annual installments of $350,000 through September 1, 2008, with interest
of 5.00 percent, payable semi-annually. $ 700,000

$1,885,000 1998 Refunding Bonds, dated December 1, 1998, due in annual
installments ranging from $307,946 to $314,944 through March 1, 2009, with interest
ranging from 3.95 to 4.05 percent, payable semi-annually. 622,890

$4,925,000 2002 General Obligation Limited Tax Development Bonds dated May 1,
2002, due in annual installments ranging from $500,000 to $650,000 through March 1,

2012 with interest ranging from 3.50 to 4.00 percent, payable semi-annually. 2,870,000
$ 4192,890
The annual requirements to pay the debt principal and interest outstanding for the long-term debt are as follows:
Year Ending
June 30 Principal Interest
2008 $ 1,157,946 $ 154,672
2009 1,199,944 107,213
2010 575,000 72,825
2011 610,000 50,400
2012 650,000 26,000

$ 4,192,890 $ 411110

NOTE F: RISK MANGEMENT

The Authority participates in a State pool through the Michigan Municipal Risk Management Authority, with other
municipalities for liability, property, and crime losses. The pool is organized under Public Act 138 of 1982, as
amended as a governmental group property and casualty self insurance pool. In the event the pool’s claims and
expenses for a policy year exceed the total normal annual premiums for said years, all members of the specific
pool's policy year may be subject to special assessment to make up the deficiency. The Authority has not been
informed of any special assessments being required

The Authority, as a component unit of the City of Ann Arbor, is protected from other losses as described in the
note captioned “Risk Management” within the City's Comprehensive Annual Financial Report.
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE G: DEVELOPMENT AGREEMENTS PAYABLE

The Authority has entered into three (3) agreements with developers that call for sharing of incremental tax
revenues generated from the development of certain properties within the Downtown area. Two (2) of the
agreements were entered into during the 2005/06 fiscal year and the third during the 2006/07 fiscal year. No
payments have been made to date, nor have definite payment schedules been established.

One of the agreements calls for the Authority to pay all incremental tax revenue received to the developer in one
payment each year until a total of $600,000 has been paid. The second agreement calls for the Authority to pay
20% of the incremental tax revenue received to the developer in one payment each year until a total has been
paid equal to the amount of incremental tax revenue expected to be received over the first ten (10) years which
the completed project will reasonably produce, determined by the City Assessor. The third agreement calls for
the Authority to pay 25% of the incremental tax revenue received from the project over ten years, as determined
by the City Assessor, but may be reduced if the project does not achieve specific set objectives.

NOTE H: NON-CANCELABLE OPERATING L EASE OBLIGATIONS

The Authority has entered into two (2) non-cancelable long-term operating leases.

The first is for rental of office space that requires monthly payments ranging from $5,068 to $5,894 through June
30, 2011. The following is a schedule of future minimum lease payments required under this operating lease as
of June 30, 2007.

Year Ending
June 30 Amount
2008 $ 60,818
2009 63,721
2010 66,994
2011 70,722
TOTAL PAYMENTS $ 262255

The second is for property used for parking that requires quarterly payments of $73,700 for calendar year 2007.
The quarterly payments for each year are adjusted based on the change in the Consumer Price Index, as
established by the U.S. Department of Labor, each October in relation to the previous October. The current
agreement is set to expire December 31, 2011, but has been extended in five-year increments since 1982 and is
expected to continue beyond that date. Annual payment information is not presented on this obligation because
they are not determinable at this time.

NOTE I: PARKING MANAGEMENT AGREEMENT

The Authority has entered into an agreement with Republic Parking, Inc., under which Republic operates various
parking facilities in the City. Parking revenues collected are deposited directly in the Authority’s bank account
and the Authority is billed monthly for operating expenses incurred by Republic. Additionally, Republic is paid a
management fee of $12,500 per month as well as an annual incentive payment that is determined based on
certain agreed-upon measures of performance. This agreement commenced on February 1, 2007, and is
automatically renewed for up to seven (7) additional one (1) year terms unless either party gives written notice.

-16 -



City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE J: COST SHARING AGREEMENT

The Authority has entered into a cost sharing agreement with Detroit Edison under which Edison pays 14.3% of
operations and maintenance costs related to the parking structure located at the intersection of Fourth and
William Streets in Ann Arbor. This agreement entitles Edison to 125 parking spaces in the structure for its
exclusive use, for a period of twenty-five years from the initial agreement date of January 11, 1982. This
agreement lapsed after January 2007, but the agreed upon cost sharing has continued with Detroit Edison under
the former agreement.

NOTE K: MASTER PARKING AGREEMENT WITH THE CITY OF ANN ARBOR

The Downtown Development Authority, pursuant to various lease agreements, is responsible for management of
the entire public parking system for the City of Ann Arbor, with the exception of parking enforcement and the
residential permit program. The current agreement is for the period of July 1, 2005 through June 30, 2015, and
provides for the Authority to pay the following amounts to the City of Ann Arbor:

o Payment of annual debt service requirements on the outstanding parking structure bonds and payment of all
facility maintenance and utility costs. The maturity schedule for those bonds is as follows:

Year Ending
June 30 Principal Interest
2008 $ 352,054 $ 31,683
2009 360,056 4,556

$ 712,110 $ 36,239

e Payment of an annual fund transfer of $730,000 to the City’'s Major and Local Street Funds
¢ Payment of annual rent of $1,000,000

All of these amounts are paid from the Authority's Parking Fund with revenues derived from charges for services
at the various City parking facilities.

NOTE L: FUND BALANCE RESERVES

Reserved fund balance is used to earmark a portion of fund balance to indicate that it is not appropriate for
expenditure or has been legally segregated for a specific future use. Designated fund balance indicates that portion
of fund balance which the Authority has set aside for specific purposes. These reserves and designations are
recorded at the fund level to indicate management plans for these funds.

The following are the various fund balance reserves and designations as of June 30, 2007:

Parking Fund

Reserved for capital improvements 5,607
Deck Improvements Fund
Reserved for capital improvements $ 2,349,723
Nonmajor governmental funds
Reserved for capital improvements $ 732152
Reserved for housing 1,184,785
$ 1,916,937
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City of Ann Arbor
Downtown Development Authority
NOTES TO FINANCIAL STATEMENTS

June 30, 2007

NOTE M: EXCESS OF EXPENDITURES OVER APPROPRIATIONS

Michigan Public Act 621 of 1978, Sections 18 and 19, as amended, provides that a local governmental unit not incur
expenditures in excess of the amounts appropriated.

In the body of the required supplementary information, the Downtown Development Authority’s budgeted
expenditures in the General and major Special Revenue Funds have been shown at the functional classification
level. The approved budgets of the Downtown Development Authority have been adopted at the total expenditure
level for all funds.

During the year ended June 30, 2007, the Downtown Development Authority incurred expenditures the Parking
Fund in excess of the amount appropriated as follows:

Amounts Amounts
Appropriated Expended Variance
Special Revenue Funds
Parking $12,907,055 $13,811,911 $ 904,856

NOTE N: PROPERTY TAXES

Property tax revenue is derived pursuant to a tax increment financing agreement between the Authority and
various applicable taxing districts. Real and personal property taxes are levied and attach as an enforceable lien
on properties located within the boundaries of the tax increment financing district. The City of Ann Arbor bills
and collects the taxes on behalf of the Authority. Delinquent taxes on ad valorem real property are purchased by
the County of Washtenaw. Property tax revenue is recognized in the year it is ievied in both the government-
wide financial statements and in the fund financial statements.
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City of Ann Arbor
Downtown Development Authority
General Fund
BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2007

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual (Negative)
REVENUES :
Taxes $ 3,389,181 $ 3,389,181 3,405,586 $ 16,405
Investment income 217,586 217,586 387,197 169,611
Other - - 31,595 31,595
TOTAL REVENUES 3,606,767 3,606,767 3,824,378 217,611
EXPENDITURES
Current
General administrative 696,680 696,680 928,858 (232,178)
Grants to other organizations 380,000 380,000 60,584 319,416
Debt service 1,704,497 1,704,497 1,320,838 383,659
Capital outlay 666,000 666,000 487,963 178,037
TOTAL EXPENDITURES 3,447 177 3,447,177 2,798,243 648,934
EXCESS OF REVENUES OVER
EXPENDITURES 159,590 159,590 1,026,135 866,545
OTHER FINANCING USES
Transfers out (620,000) (620,000) {620,000) -0-
NET CHANGE IN FUND BALANCE (460,410) (460,410) 406,135 866,545
Fund balance, beginning of year 6,572,444 6,572,444 6,572,444 -0-
Fund balance, end of year $ 6,112,034 $ 6,112,034 6,978,579 $ 866,545
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City of Ann Arbor

Downtown Development Authority

Parking Fund

BUDGETARY COMPARISON SCHEDULE

Year Ended June 30, 2007

Variance with

Budgeted Amounts Final Budget
Positive
Original Final Actual (Negative)
REVENUES
Charges for services $10,787,604 $10,787,604 $ 12,180,936 $ 1,393,332
Investment income 221,838 221,838 303,640 81,802
Other 500 500 25 (475)
TOTAL REVENUES 11,009,942 11,009,942 12,484,601 1,474,659
EXPENDITURES
Current
General administrative 798,842 798,842 496,602 302,240
Operating 7,612,595 7,612,595 8,035,617 (423,022)
Grants to other organizations 3,333,483 3,333,483 3,569,696 (236,213)
Capital outlay - ~ 547,861 (547,861)
TOTAL EXPENDITURES 11,744,920 11,744,920 12,649,776 (904,856)
EXCESS OF REVENUES
(UNDER) EXPENDITURES (734,978) (734,978) (165,175) 569,803
OTHER FINANCING USES
Transfers out (1,162,135) (1,162,135) (1,162,135) -0-
NET CHANGE IN FUND BALANCE  (1,897,113) (1,897,113) (1,327,310) 569,803
Fund balance, beginning of year 6,934,950 6,934,950 6,934,950 -0-
Fund balance, end of year $ 5,037,837 $ 5,037,837 $ 5,607,640 $ 569,803
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City of Ann Arbor
Downtown Development Authority
Nonmajor Governmental Funds

COMBINING BALANCE SHEET

June 30, 2007

Capital
Special Revenue Projects Total
2002 Nonmajor
Street Pedestrian Governmental
Housing Improvements  Improvements Funds
ASSETS
Cash and cash equivalents $ 14,122 $ 43,980 $ 4,612 $ 62,714
Investments 1,027,738 688,172 99,059 1,814,969
Due from other funds 153,432 - - 153,432
TOTAL ASSETS $ 1,195,292 $ 732,152 $ 103,671 $ 2,031,115
LIABILITIES AND FUND BALANCES
LIABILITIES
Due to other governmental units $ 10,507 $ - 9 - $ 10,507
FUND BALANCES
Reserved for
Capital improvements - 732,152 - 732,152
Housing 1,184,785 - - 1,184,785
Unreserved
Undesignated, reported in
Capital projects fund - - 103,671 103,671
TOTAL FUND BALANCES 1,184,785 732,152 103,671 2,020,608
TOTAL LIABILITIES
AND FUND BALANCES $ 1,195,292 $ 732,152 $ 103,671 $ 2,031,115
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City of Ann Arbor
Downtown Development Authority
Nonmajor Governmental Funds
COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Year Ended June 30, 2007

Capital
Special Revenue Projects Total
2002 Nonmajor
Street Pedestrian Governmental
Housing Improvements  Improvements Funds
REVENUES
Investment income $ 64,852 $ 77,368 $ 3,804 $ 146,024
EXPENDITURES
Current
Operating 2,790 41,892 - 44,682
Grants to other organizations 121,423 - - 121,423
Capital outlay - 260,448 - 260,448
TOTAL EXPENDITURES 124,213 302,340 -0- 426,553
EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES (59,361) (224,972) 3,804 (280,529)
OTHER FINANCING SOURCES
Transfers in 200,000 420,000 - 620,000
NET CHANGE IN
FUND BALANCES 140,639 195,028 3,804 339,471
Fund balances, beginning of year 1,044,146 537,124 - 99,867 1,681,137
Fund balances, end of year $ 1,184,785 $ 732,152 $ 103,671 $ 2,020,608
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS

To the Executive Director and
Members of the Board of Directors

City of Ann Arbor

Downtown Development Authority

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of the City of Ann Arbor Downtown Development Authority as of and for the year
ended June 30, 2007, which collectively comprise the Authority’s basic financial statements, and have issued our
report thereon dated December 13, 2007. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City of Ann Arbor Downtown Development Authority's
internal control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Authority’s internal control over financial reporting. Accordingly, we do not express an opinion
on the effectiveness of the Authority’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 a combination of control deficiencies, that adversely affects the
entity’s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a misstatement of the entity's
financial statements that is more than inconsequential will not be prevented or detected by the entity's internal
control. We consider the following deficiencies to be significant deficiencies in internal control over financial
reporting:

2007-1 WRITTEN FINANCIAL MANAGEMENT POLICIES

Based on our discussions with management, we noted that the Authority has not formally adopted written
procedures and policies for several areas of operation. Documenting specific policies and procedures allows
employees to have a clearer understanding of management’s expectations. It also allows management to
have greater visibility over those areas for which they are responsible. A similar issue was noted and reported
in our prior year audit comments. Specifically, we recommend that the Authority develop, formally adopt, and
implement written procedures and policies in the following areas:

a. Business continuity plan - We recommend the Authority adopt a business continuity plan. The plan should
identify areas of operation that are critical to the Authority and detail how the Authority would continue to
operate in the absence of those critical areas of operation.

East Lansing = Rochester Hills = St. Johns



2007-1 WRITTEN FINANCIAL MANAGEMENT POLICIES - CONTINUED

b. Code of conduct - We recommend the Authority adopt a code of conduct. The code should include a
policy on conflicts of interest and the Authority should require employees and Board members to
periodically make a declaration of compliance.

c. Personnel policies - We recommend the Authority review their personnel policies. The policies should
address the issue of background checks on all potential employees, formal job descriptions for key
employees, and a requirement of mandatory vacations for employees in positions of financial trust, with
those duties performed by another employee during that absence.

d. Accounting policies and procedures manual - We recommend the Authority formally document any
accounting procedures that are currently in place and supplement this with any policies that may be
required to support those procedures. These policies and procedures should include cash receipt and
disbursement procedures, payroll procedures, criteria for establishing a fund, specific activities to be
accounted for in each fund, any closing procedures necessary for the preparation of : monthly/annual
financial statements, purchasing, and obtaining competitive bids.

2007-2 COMMUNICATION REGARDING CAPITAL ASSET ACTIVITY WITH THE CITY OF ANN ARBOR

During our discussions with management at the DDA and the City of Ann Arbor, we noted that there is no
formal channel of communication between the DDA and the City related to capital assets purchased by the
DDA that are owned by the City.

The DDA periodically purchases or constructs capital assets in the normal course of business. These capital
assets become the property of the City. There is no system in place to ensure that these purchases are
recorded appropriately with the capital assets of the City.

We recommend that the DDA work with the management of the City to develop a system of communication to
ensure that all capital assets are reported to the City and subsequently recorded with the City's capital assets.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than
a remote likelihood that a material misstatement of the financial statements will not be prevented or detected by
the entity's internal control.

Our consideration of the 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, we believe that none of the significant deficiencies described
above is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of {aws, 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 the following instance of noncompliance:

2007-3 EXPENDITURES IN EXCESS OF APPROPRIATIONS

During the course of our audit, we noted instances where expenditures had been incurred in excess of
amounts appropriated. This issue was noted in the Parking Fund.

Michigan Public Act 621 of 1978, as amended, provides that the Authority shall adopt formal budgets for the
General and all Special Revenue funds and shall not incur expenditures in excess of the amounts
appropriated. The budget must include all anticipated expenditures and the related revenue and fund equity to
fund these expenditures.

We recommend that the Board of Directors monitor adopted budgets against actual expenditures and make
adjustments as appropriate throughout the year.



This report is intended solely for the use of management and the Board of Directors of the City of Ann Arbor
Downtown Development Authority and is not intended to be and should not be used by anyone other than these
specified parties.

Qomabhan~ 4 Fllren R

ABRAHAM & GAFFNEY P.C.
Certified Public Accountants

December 13, 2007
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