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INDEPENDENT AUDITORS' REPORT
Board of Directors

Lake Dallas Economic Development Corporation
Lake Dallas, Texas

Members of the Board:

We have audited the accompanying financial statements of the governmental activities and each major fund
of the Lake Dallas Economic Development Corporation (the "Corporation") as of and for the year ended
September 30, 2008, which collectively comprises the Corporation’s basic financial statements as listed in
the table of contents. These basic financial statements are the responsibility of the Corporation’s
management. Our responsibility is to express an opinion on these basic financial statements based on our
audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and 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
basic financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the basic financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Corporation as of
September 30, 2008, 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 accompanying management's discussion and analysis on pages 5 through 10 is not a required part of the
basic financial statements but is supplementary information required by the GASB. 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.

In accordance with Government Auditing Standards, we have issued a report dated January 8, 2009, on our
consideration of the Corporation's internal control over financial reporting and our tests of compliance with
certain provisions of laws, regulations, contracts and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit.




Our audit was made for the purpose of forming an opinion on the financial statements that collectively
comprise the Corporation’s basic financial statements. The combining and individual fund statements and
schedules listed in the table of contents are presented for purposes of additional analysis and are not a
required part of the basic financial statements of the Corporation. The combining and individual fund
statements and schedules have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated, in all material respects in relation to the basic
financial statements taken as a whole.

Wi iy Q. Tom + Soan

Hankins, Eastup, Deaton, Tonn & Seay
A Professional Corporation
Certified Public Accountants

January 8, 2009
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LAKE DALLAS ECONOMIC
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

As management of the Lake Dallas Economic Development Corporation, we offer readers of the
Corporation's financial statements this narrative overview and analysis of the financial activities of the
Corporation for the year ended September 30, 2008. We encourage readers to consider the information
presented here in conjunction with the Corporation's basic financial statements.

Financial Highlights

® The assets of the Corporation exceeded its liabilities at September 30, 2008 by $165,456. All
of this amount is available to meet the Corporation's objective of promoting economic
development.

e The Corporation's total net assets decreased by $46,987. The majority of this decrease is
attributable to economic development grants expended during the year.

* As of September 30, 2008, the Corporation's governmental funds reported combined ending
fund balances of $46,990, a decrease of $92,577 in comparison with the beginning of the year.
All of this amount is available for spending at the Corporation's discretion (unreserved fund
balance).

Overview of the Financial Statements

The management discussion and analysis are intended to serve as an introduction to the Corporation's basic
financial statements. The Corporation’s basic financial statements comprise three components: 1)
government-wide financial statements, 2) fund financial statements, and 3) notes to the financial statements.
This report also contains other supplementary information in addition to the basic financial statements
themselves.

Government-wide Financial Statements. The government-wide financial statements are designed to
provide readers with a broad overview of the Corporation's finances, in a manner similar to a private-sector
business.

The statement of net assets presents information on all of the Corporation's assets and liabilities, with the
difference between the two reported as net assets. Over time, increase or decreases in net assets may serve
as a useful indicator of whether the financial position of the Corporation is improving or deteriorating.

The statement of activities presents information showing how the Corporation's net assets changed during
the most recent period. All of the current period's revenues and expenses are taken into account regardless
of when cash is received or paid. Both the statement of net assets and the statement of activities are prepared
utilizing the accrual basis of accounting as opposed to the modified accrual basis used in prior reporting
models.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

In the Statement of Net Assets and the Statement of Activities, the Corporation is divided between two
kinds of activities:

e Governmental activities. All of the Corporation's basic services are reported here. Primarily sales
taxes finance those services.

¢ Business-type activities. The Corporation may charge a fee to customers to help it cover all or most of
the cost of certain services it provides. The Corporation had no business-type activities during the
current period.

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. Fund financial statements provide
detailed information about the most significant funds, not the Corporation as a whole. Some funds are
required to be established by state law or bond covenants. However, the Board of Directors may establish
other funds to help it control and manage money for particular purposes or to show that it is meeting legal
responsibilities for using certain taxes, grants and other money. All of the funds of the Corporation are
considered governmental funds.

Governmental Funds. All of the Corporation's basic services are reported in governmental funds, which
focus on how money flows into and out of those funds and the balances left at period-end that are available
for spending. These funds are reported using an accounting method identified as the modified accrual basis
of accounting, which measures cash and all other financial assets that can readily be converted to cash. The
governmental fund statements provide a detailed short-term view of the Corporation's general operations
and the basic services it provides. Governmental fund information helps the reader determine whether there
are more or fewer financial resources that can be spent in the near future to finance the Corporation's
programs. By comparing information presented for governmental funds with similar information presented
for governmental activities in the government-wide financial statements, readers may better understand the
long-term impact of the government's near-term financing decisions. The relationship or differences
between governmental activities (reported in the Statement of Net Assets and the Statement of Act1v1t1es)
and governmental funds is detailed in a reconciliation following the fund financial statements.

The Corporation maintains one individual governmental fund. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the general fund.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds are not reflected in the government-wide financial statement because the
resources of those funds are not available to support the Corporation's own programs. The accounting used
for fiduciary funds is much like that used for proprietary funds. The Corporation does not currently have
any fiduciary funds.

Notes to the Financial Statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and funds financial statements.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

Other Information. In addition to the basic financial statements and accompanying notes, this report also
presents certain required supplementary information highlighting budgetary information for the general
fund.

Government-wide Financial Analysis

The Corporation's combined net assets were $165,456 as of September 30, 2008. The Corporation first
implemented GASB Statement No. 34, Basic Financial Statement — and Management’s Discussion and
Analysis — for State and Local Governments, for fiscal year 2004. The following analysis presents both
current and prior year data and discusses significant changes in the accounts. This analysis focuses on the
net assets (Table 1) and general revenues (Table 2) and changes in net assets (Table 3) of the Corporation’s
governmental activities.

Table 1
Net Assets
Governmental
Activities
2007 2008

Current and other assets $148,132 $ 48,643
Capital assets 729,992 518,535

Total assets 878.124 567,178
Long-term liabilities outstanding 657,116 400,069
Other liabilities 8.565 1.653

Total liabilities 665,681 401,722
Net assets:
Invested in capital assets, net of related debt 72,876 118,466
Unrestricted 4 139,567 46,990

Total net assets $212.443 $165,456
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

The following table provides a summary of the Corporation's operations for the years ended September 30,
2007 and 2008:

Table 2
Changes in Net Assets
Governmental
Activities
2007 2008

Revenues:
Program revenues:

Charges for services $ 10,000 $ 7,000
General revenues:

Sales taxes 272,772 276,627

Interest earnings 6,921 3,994

Miscellaneous revenue 172 -

289.865 287.621

Expenses:

Administration 40,658 41,194

Economic Development 251,699 300,705

Debt Service-Interest 47.071 39,277

339,428 381,176

Transfers in (out) (4,828) 45,669
Special item-gain on disposition of asset - 899
Change in net assets (54,391) (46,987)
Net assets — October 1 (beginning) 266,834 212.443
Net assets — September 30 (ending) $212,443 $165,456

Financial Analysis of the Government's Funds

Governments Funds. The focus of the Corporation’s governmental funds is to provide information on
near-term inflows, outflows, and balances of spendable resources. Such information is useful in assessing
the Corporation’s financing requirements. In particular, unreserved fund balance may serve as a useful
measure of government's net resources available for spending at the end of the period.

As of the end of the current period, the Corporation's governmental funds reported combined ending fund
balances of $46,990, a decrease of $92,577 in comparison with the beginning of the period. All of this
amount constitutes unreserved fund balance, which is available for spending at the Corporation's discretion.

General Fund Budgetary Highlights

During the current year, the Board of Directors of the Corporation did not amend the budget for the General
Fund.

The original budget reflected that the activity for the year would decrease available fund balance by
$95,100. The available fund balance for the general fund actually decreased in the amount of $92,577, a
difference of only $2,523.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

Capital Asset and Debt Administration

Capital Assets. The Corporation’s investment in capital assets for its governmental activities as of
September 30, 2008 amount to $518,535, a decrease of $211,457 or 29 percent below the prior year. The
investment in capital assets consists of two tracts of land purchased in a prior fiscal year. A piece of
commercial property purchased in a prior fiscal year was sold during the current fiscal year.

Additional information on the Corporation’s capital assets can be found in Note 3 of this report.

Long-term Debt. At the end of the current period, the Corporation’s long-term debt consisted of one bank
loan, with an outstanding total balance of $400,069. This balance is a decrease of $257,047 or 39 percent
below the prior year balance, primarily due to the payoff of a bank loan related to the property sold during
the year.

Additional information on the Corporation’s long-term debt can be found in Note 4 of this report.
Economic Factors and Next Year’s Budgets

The Economic Development Corporation (EDC) is a 4A sales tax corporation and as such primary
funding comes from a ', cent sales tax. For the last several years the sales tax revenue has been
increasing at rates higher than inflation. While the sales tax revenues for the last year were higher than
the previous year the increase was only $14,000 or 2.5%. Some of this slower growth is probably due to
the closure of a couple of retail and restaurant businesses. For FY 2009 total revenue of $300,000 is
budgeted, this would be an increase of $23,400 over FY 2008 actual or an 8% increase which is consistent
with recent history. Three projects that are expected to help the tax situation in Lake Dallas are: a Quik
Trip gas station with a 5,000 square feet convenience store replacing a car wash, a 3,000 square foot
commercial space in a new building on Main Street and the redevelopment of the Sonic Drive-in
Restaurant. The Sonic project will have a negative impact on tax revenues for the two months that it is
closed but after that it will pick up additional revenue. A new bar is opening in the space formerly
occupied by The Jungle, with a new owner and an upgraded interior; this will have a positive impact on
tax receipts.

The EDC is still not doing a lot of marketing for general business development. In the spring an
RFQ/RFP will be issued to solicit projects for the 20 acres the EDC owns on Swisher Road. The desired
development will be primarily retail and restaurants with some service businesses also located on the
property. The marketing program initiated last year with the World Economic Development Alliance did
not prove of much benefit and that has been terminated. The Shop Lake Dallas Campaign conducted by
the EDC in conjunction with holiday activities from Thanksgiving through Christmas had limited success
this year but will be continued with modifications.

The other EDC owned parcel-—a 42,000 square foot property on Shady Shores Drive next to the Post
Office was under contract but that expired and the property is once again available for purchase and
development. The contract owner, a local business, is still hoping to go forward with their project and
they are working out several problems internally before they can commit.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2008

The Lewisville Lake Toll Bridge will be completed in July 2009 and this will bring upwards of 20,000
vehicles into Lake Dallas on a daily basis. With the upgrades previously done to Swisher Road (which
was extended to the new bridge) pressure is expected to be put on several vacant properties and
underutilized properties along this road. The EDC’s 20-acre tract is split by Swisher Road as is an
adjacent farm that occupies 40 acres of land. At the intersection of Swisher Road and Shady Shores a 7-
acre school property is potentially available for retail/commercial redevelopment because the Primary
School students that are using the site will be incorporated into other schools in the Lake Dallas ISD in
the summer of 2009. The net result of these development projects is that additional retail development
will be coming to Lake Dallas for the next several years which bodes well for the sale tax revenues and
the EDC’s ability to help new and expanding businesses.

The EDC continues to support private development with cash incentives. The incentives awarded to
Workfor LLC for a two building 12,000 square foot project in downtown Lake Dallas are being utilized
as this project is going forward. The EDC also provided financial assistance for improvements to a
building that allowed the EDC tenant in the Main Street property to relocate her business and also
provided a cash grant for parking, landscaping and access improvements to another property on Main
Street that was implementing the Main Street streetscape plan. An incentive Grant was also approved for
a local business expansion—Daniels Air Condition—but until they purchase the property on which to
expand the grant is on hold. Finally the EDC has committed to providing a grant to a mixed use project
- on Market Street.

The major project the EDC is undertaking is the design and construction of improvements to Lakeview
Drive from Howard Street north to the extension of Swisher Road. This project was accepted by the EDC
as part of the agreement on the acquisition of right of way for Swisher Road and the EDC’s purchase of
its 20 acre parcel. The design work has been completed and acquisition of right of way from five
property owners is underway. Construction should begin in the spring of 2009 with completion in the
summer.

- Requests for Information
This financial report is designed to provide a general overview of the Corporation's finances for all those
with an interest in the Corporation's finances. Questions concerning any of the information provided in this

report or requests for additional financial information should be addressed to Lake Dallas Economic
Development Corporation, 212 Main St., Lake Dallas, Texas, 75065.

10




BASIC FINANCIAL STATEMENTS

11




This page left blank intentionally.

12




LAKE DALLAS ECONOMIC

DEVELOP

ORP

T10

STATEMENT OF NET ASSETS

SEPTEMBER 30, 2008

ASSETS

Cash and Investments
Receivables:

Sales taxes
Prepaid Expense
Capital Assets:

Land

Total Assets

LIABILITIES
Due to City of Lake Dallas
Noncurrent Liabilities:

Due within one year

Due in more than one year

Total Liabilities

NET ASSETS

Invested in Capital Assets, net of related debt
Unrestricted Net Assets ‘

Total Net Assets

The accompanying Notes are an integral part of this statement.
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Primary Government

Governmental
Activities
$ 28,461

19,006
1,176

_ 518,535

567,178

1,653

48,724
_351.345

401,722

118,466
46,990

$165.456




LAKE DALLAS ECONOMIC
DEVELOPMENT CORPORATI

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2008

Program Revenues
Charges for Operating Grants
Functions/Programs Expenses Services and Contributions
GOVERNMENTAL ACTIVITIES:
Administration $ 41,194 $ - $ -
Economic Development 300,705 7,000 -
Debt Service - Interest 39,277 - -
Total Governmental Activities 381.176 7,000 -
TOTAL PRIMARY GOVERNMENT 381,17 $7.000 s -
GENERAL REVENUES:
Taxes:
Sales taxes
Interest Earnings

Transfers in (net)
Special item-gain on disposition of asset
Total General Revenues
Change in Net Assets
NET ASSETS, October 1 (beginning)

NET ASSETS, September 30 (ending)

The accompanying Notes are an integral part of this statement.
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Net (Expense) Revenue and
Change in Net Assets

Governmental
Activities

$ (41,194)
(293,705)
(39277)
(374.176)

(374.176)

276,627
3,994
45,669
899
327,189

(46,987)
212,443

$ 165,456
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DEVELOPMENT CORPORATION

BALANCE SHEET — GOVERNMENTAL FUNDS

SEPTEMBER 30, 2008

ASSETS
Cash and Investments
Receivables:

Sales taxes
Prepaid Costs

Total Assets

LIABILITIES AND FUND BALANCE
Liabilities:
Current Liabilities:
Due to City of Lake Dallas
Total Current Liabilities

Fund Balance:
Undesignated
Total Fund Balance

Total Liabilities and Fund Balance

The accompanying Notes are an integral part of this statement.

16

General
Fund
$ 28,461

19,006

—L176

8,643

$ 1653

1,653

46,990
46,990

48,64

Total
Governmental

Funds

$ 28,461

19,006

1,176

$ 48,643

1,653

1,653

46,990
46,990

$ 48,643
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RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE
STATEMENT OF NET ASSETS
SEPTEMBER 30, 2008

Total Fund Balances — Governmental Funds $ 46,990

Capital assets used in governmental activities are not financial resources and therefore

are not reported in governmental funds. At the beginning of the year, the cost of these

assets was $733,129 and the accumulated depreciation was $3,137. In addition, long-term

liabilities, including loans payable of $657,116 are not due and payable in the current

period, and, therefore are not reported as liabilities in the funds. The net effect of

including the beginning balances for capital assets (net of depreciation) and long-term

debt in the governmental activities is to increase net assets. 72,876

The 2008 depreciation expense increases accumulated depreciation. The net effect of
the current year’s depreciation is to decrease net assets. (2,196)

Proceeds from property sales are other resources in the fund financial statements, but

the basis of the property sold reduces capital assets in the government-wide financial

statements. The net effect of removing the basis of the property sold is to decrease

net assets. (209,261)

Current period long-term debt principal payments are expenditures in the fund
financial statements, but are shown as reductions in long-term debt in the
government-wide financial statements. The net effect of including the debt

principal payments is to increase net assets. 257,047
Net Assets of Governmental Activities 165,456

The accompanying Notes are an integral part of this statement.
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LAKE DALLAS ECONOMIC
DEVELOPMENT CORPORATION

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGE IN FUND BALANCE

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

General
Fund
Revenues:
Sales tax $276,627
Rental income 7,000
Interest income 3.994
Total Revenues 287,621
Expenditures:
Economic development grants 199,990
Marketing 16,132
Infrastructure 80,110
Shop Lake Dallas campaign 2,192
Professional services 85
Staff services 36,000
Legal and audit fees 2,837
Dues and memberships 1,673
Website development 337
Travel and training 288
Office expenses 59
Debt Service:
Principal 257,047
Interest 39,277
Total Expenditures 636,027
Excess of Revenue Over (Under) Expenditures (348.406)
Other Resources (Uses):
Property Sale Proceeds 210,160
Transfers in 60,915
Transfers out (15,246)
' Total Other Resources (Uses) 255.829
Net Change in Fund Balance 92,577)
Fund Balance — October 1 (beginning) 139,567
Fund Balance — September 30 (ending) $ 46,990

The accompanying Notes are an integral part of this statement.
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Total
Governmental
Funds

$276,627
7,000
3.994

287,621

199,990
16,132
80,110

2,192
85
36,000
2,837
1,673
337
288
59

257,047

—39.277
636,027

(348.406)

210,160
60,915

(15.246)
255,829
(92,577)
139,567

$ 46,990
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RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGE IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED SEPTEMBER 30, 2008

Total Net Change in Fund Balances — Governmental Funds

Depreciation is not recognized as an expense in governmental funds since it does
not require the use of current financial resources. The net effect of the current
year’s depreciation is to decrease net assets.

Proceeds from property sales are other resources in the fund financial statements,
but the basis of the property sold reduces capital assets in the government-wide
financial statements. The net effect of removing the basis of the property sold is
to decrease net assets.

Current period long-term debt principal payments are expenditures in the fund
financial statements, but are shown as reductions in long-term debt in the

government-wide financial statements. The net effect of including the debt
principal payments is to increase net assets.

Change in Net Assets of Governmental Activities

The accompanying Notes are an integral part of this statement.
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$(92,577)

(2,196)

(209,261)

257,047

$ (46,987)
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DEVELOPMENT CORPORATI

NOTES TO THE BASIC FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Lake Dallas Economic Development Corporation (the "Corporation')
are presented in accordance with generally accepted accounting principles applicable to state and local
governmental units as set forth by the Governmental Accounting Standards Board ("GASB).

In fiscal year 2004, the Corporation implemented GASB Statement No. 34, Basic Financial
Statements — and Management's Discussion and Analysis — for the State and Local Governments,
GASB Statement No. 37, Basic Financial Statements — and Management's Discussion and Analysis —
for State and Local Governments: Omnibus which provides additional guidance for the
implementation of GASB Statement 34, GASB Statement No. 38, Certain Financial Statement
Disclosures, which changes note disclosures requirements for governmental entities, and GASB
Interpretation No. 6, Recognition and Measurement of Certain Liabilities and Expenditures in
Governmental Fund Financial Statements, which clarifies the application of standards for modified
accrual recognition of certain liabilities and expenditures in areas where difference have arisen, or
potentially could arise, in interpretation and practice of GASB Statement No. 34.

GASB Statements No. 34 established a new financial reporting model for state and local governments
that included the addition of management's discussion and analysis, government-wide financial
statements, required supplementary information and the elimination of the use of account groups to the
already required fund financial statements and notes. GASB Statement No. 37 provides additional
guidance in reporting infrastructure, program revenues and major criteria.

The GASB determined that fund accounting has and will continue to be essential in helping
governments to achieve fiscal accountability and should, therefore, be retained. The GASB also
determined that the government-wide financial statements are needed to allow users of financial
reports to assess a government's operational accountability. The new GASB model integrates fund-
based financial reporting and government-wide financial reporting as complementary components of a
single comprehensive financial reporting model.

The following is a summary of the more significant accounting policies.

A. Reporting Entity

Lake Dallas Economic Development Corporation is a Texas non-profit industrial development
corporation formed on January 1, 2003 under the Development Corporation Act of 1979, with
the approval of the City Council of the City of Lake Dallas, Texas, and governed by Section 4A
of the Act. The Corporation is managed by a five-member Board of Directors.

The purpose of the Corporation is to promote economic and industrial development within the
City of Lake Dallas, Texas in order to eliminate unemployment and underemployment, to
promote and encourage employment and the public welfare of the City, and to promote and
encourage commercial expansion and development. The primary source of funding for the
Corporation is a one-quarter cent sales tax approved by the voters of the City of Lake Dallas in
Fall, 2002.

20
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NOTES TO THE BASIC FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

The accompanying financial statements present the Corporation and its component units, entities
for which the Corporation is considered to be financially accountable. The criteria for including
organizations as component units within the Corporation's reporting entity, as set forth in Section

2100 GASB's Codification of Governmental Accounting and Financial Reporting Standards,

include whether:

the organization is legally separate (can sue and be sued in their own name)

the Corporation holds the corporate powers of the organization

the Corporation appoints a voting majority of the organization's board

the Corporation is able to impose its will on the organization
e the organization has the potential to impose a financial benefit/burden on the Corporation
e thereis fiscal dependency by the organization on the Corporation

No component units, as defined by GASB standards, have been identified for inclusion in the
reporting entity. However, because the Board of Directors of the Corporation are appointed by
and serve at the pleasure of the City Council of the City of Lake Dallas, and because the
Corporation exists primarily to benefit the City of Lake Dallas, the Corporation's financial
activity is also included as a component unit in the financial statements of the City of Lake
Dallas, Texas.

Government-wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of
Changes in Net Assets) report information on all of the non-fiduciary activities of the
Corporation. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support. The Corporation had no business-type
activities during the period.

The statement of activities demonstrates the degree to which the direct expenses of a given
function or segment are offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include 1) charges to
customers or applicants who purchase, use or directly benefit from goods, services, or privileges
provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general
revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and
fiduciary funds, even though the latter are excluded for the government-wide financial
statements. Major individual governmental funds are reported as separate columns in the fund
financial statements. The Corporation had no proprietary funds or fiduciary funds during the
period.
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Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting, as are proprietary fund and fiduciary
fund financial statements. Revenues are recorded when earned and expenses are recorded when
a liability is incurred, regardless of the timing of related cash flows. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been
met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered to be available when
they are collectible within the current period or soon enough thereafter to pay liabilities of the
current period. For this purpose, the Corporation considers revenues to be available if they are
collected within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments,
are recorded only when payment is due.

Sales taxes and interest associated with the current fiscal period are both considered to be
susceptible to accrual. All other revenue items are considered to be measurable and available
only when cash is received by the Corporation. The amount shown as sales tax receivable on the
balance sheet consists of sales tax received from the State in October, 2008.

The Corporation reports the following major governmental fund:

General Fund — The General fund accounts for the resources used to finance the fundamental
operations of the Corporation. It is the basic fund of the Corporation and includes all activities

except those required to be accounted for in another fund. Currently, the Corporation uses no
funds other than the General Fund.

Program revenues include: 1) charges to customers or applicants for goods, services, or
privileges provided; 2) operating grants and contributions; and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues include all taxes.

Cash and Investments

The Corporation’s cash consists of demand deposits. The Corporation's investments consists of
deposits in State investment pools.

Estimates
The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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Capital Assets

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., streets,
roads, sidewalks and similar items) are reported in the governmental activities column in the
government-wide financial statements. The Corporation defines capital assets as assets with an
initial individual cost of more than $1,000 and an estimated useful life in excess of one year.
Such assets are recorded at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the time received. The cost
of normal maintenance and repairs that do not add to the value of the asset or materially extend
asset lives are not capitalized.

The only capital assets owned by the Corporation at September 30, 2008 are two tracts of land.
Land is not depreciated. A commercial building owned by the Corporation was sold during the

year ended September 30, 2008. Depreciation was calculated on the building using the straight-
line method and an estimated useful life of 40 years.

Net Assets

Net assets represents the difference between assets and liabilities. Net assets are reported as

restricted when there are limitations imposed on their use either through the enabling legislation |

adopted by the Corporation or through external restrictions imposed by creditors, grantors or
laws or regulations of other governments.

Budgets and Budgetary Accounting

The Corporation follows these procedures in establishing the budgetary data reflected in the
financial statements:

a. A proposed operating budget for the fiscal year commencing the following October 1, is
submitted to the City of Lake Dallas City Council. The operating budget includes
proposed expenditures and the means of financing them for the general fund.

b. A public hearing is conducted to obtain taxpayer comments.

c. The budget is legally enacted through passage of an ordinance.

d. Any revisions that alter the total expenditures for governmental type funds must be
approved by the City of Lake Dallas City Council._

The budget for the general fund is adopted on a basis consistent with generally accepted

accounting principles (GAAP). The budget was not amended during the year by the
Corporation. :

23




LAKE DALLAS ECONOMIC
DEVELOPMENT CORPORATION

NOTES TO THE BASIC FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

DEPOSITS AND INVESTMENTS

The Corporation's funds are required to be deposited and invested under the terms of a depository
agreement. The depository bank deposits for safekeeping and trust with the Corporation's agent bank
approved pledged securities in an amount sufficient to protect Corporation funds on a day-to-day basis
during the period of the agreement. The pledge of approved securities is waived only to the extent of
the depository bank's dollar amount of Federal Deposit Insurance Corporation ("FDIC") insurance.

1. Cash Deposits:

At September 30, 2008, the carrying amount of the Corporation's deposits in checking accounts
and interest-bearing savings accounts was $2,603 and the bank balance was $17,366. The
Corporation's cash deposits at September 30, 2008 were entirely covered by FDIC insurance or
by pledged collateral held by the Corporation's agent bank in the Corporation's name.

2. Investments:

The Public Funds Investment Act (Government Code Chapter 2256) contains specific provisions
in the areas of investment practices, management reports and establishment of appropriate
policies. Among other things, it requires the Corporation to adopt, implement, and publicize an
investment policy. That policy must address the following areas: (1) safety of principal and
liquidity, (2) portfolio diversification, (3) allowable investments, (4) acceptable risk levels, (5)
expected rates of return, (6) maximum allowable stated maturity of portfolio investments, (7)
maximum average dollar-weighted maturity allowed based on the stated maturity date for the
portfolio, (8) investment staff quality and capabilities, (9) and bid solicitation preferences for
certificates of deposit. Statutes authorize the Corporation to invest in (1) obligations of the U.S.
Treasury, certain U.S. agencies, and the State of Texas, (2) certificates of deposit, (3) certain
municipal securities, (4) money market savings accounts, (5) repurchase agreements, (6) bankers
acceptance, (7) Mutual Funds, (8) Investment pools, (9) guaranteed investment contracts, (10)
and common trust funds. The Act also requires the Corporation to have independent auditors
perform test procedures related to investment practices as provided by the Act. The Corporation
is in substantial compliance with the requirements of the Act and with local policies.

In compliance with the Public Funds Investment Act, the Corporation has adopted a deposit and
investment policy. That policy addresses the following risks:

a.  Custodial Credit Risk — Deposits: In the case of deposits, this is the risk that, in the event
of a bank failure, the Corporation's deposits may not be returned to it. As of September 30,
2008, the Corporation's cash balances totaled $17,366. This entire amount was either
collateralized with securities held by the Corporation's financial institution's agent in the
Corporation's name or covered by FDIC insurance. Thus, the Corporation's deposits are
not exposed to custodial credit risk.
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Investments (Continued):

b.

Custodial Credit Risk — Investments: For an investment, this is the risk that, in the event of
the failure of the counterparty, the Corporation will not be able to recover the value of its
investments or collateral securities that are in the possession of an outside party. At
September 30, 2008, the Corporation held all of its investments in the LOGIC public funds
mmvestment pool accounts. Investments in external investment pools are considered
unclassified as to custodial credit risk because they are not evidenced by securities that
exist in physical or book entry form.

Credit Risk: This is the risk that an issuer or other counterparty to an investment will be
unable to fulfill its obligation. The rating of securities by nationally recognized rating
agencies is designed to give an indication of credit risk. The credit quality rating for
LOGIC at year-end was AAA (Standard & Poor’s).

Interest Rate Risk: This is the risk that changes in interest rates will adversely affect the
fair value of an investment. The Corporation manages its exposure to declines in fair
values by limiting the weighted average maturity of its investment portfolio to less than one
year from the time of purchase. The weighted average maturity for the LOGIC investment
pool is less than 60 days.

Foreign Currency Risk: This is the risk that exchange rates will advérsely affect the fair
value of an investment. At September 30, 2008, the Corporation was not exposed to
foreign currency risk.

Concentration of Credit Risk: This is the risk of loss attributed to the magnitude of the
Corporation's investment in a single issuer (i.e., lack of diversification). Concentration risk
is defined as positions of 5 percent or more in the securities of a single issuer. Investment
pools are excluded from the 5 percent disclosure requirement.

Public funds investment pools in Texas (“Pools”) are established under the authority of the
Interlocal Cooperation Act, Chapter 79 of the Texas Government Code, and are subject to the
provisions of the Public Funds Investment Act (the “Act”), Chapter 2256 of the Texas
Government Code. In addition to other provisions of the Act designed to promote liquidity and
safety of principal, the Act requires Pools to: 1) have an advisory board composed of participants
in the pool and other persons who do not have a business relationship with the pool and are
qualified to advise the pool; 2) maintain a continuous rating of no lower than AAA or AAA-m or
an equivalent rating by at least one nationally recognized rating service; and 3) maintain the
market value of its underlying investment portfolio within one half of one percent of the value of
its shares.
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The Corporation’s investments in Pools are reported at an amount determined by the fair value
per share of the pool’s underlying portfolio, unless the pool is 2a7-like, in which case they are
reported at share value. A 2a7-like pool is one which is not registered with the Securities and
Exchange Commission (“SEC”) as an investment company, but nevertheless has a policy that it
will, and does, operate in a manner consistent with the SEC’s Rule 2a7 of the Investment
Company Act of 1940.

The Corporation's investment at September 30, 2008 is shown below:

Carrying Market

Name Amount Value
LOGIC Investment Pool $ 25.858 $ 25,858
Total $25,858 $ 25,858

CAPITAL ASSETS

Capital assets activity for the year ended September 30, 2008 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental activities:
Cost:
Land $582,535 $ - $ (64,000) $518,535
Building 150,594 - (150,594) -
Total at historical cost 733,129 - (214.594) 518.535
Accumulated Depreciation:
Building (3.137) (2,196) 5.333 -
Total : (3.137) (2,196) 5.333 -
Governmental activities, net $729,992 $(2.196) $(209.,261) $518,535
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LONG-TERM DEBT

Long-term debt of the Corporation at September 30, 2008 consists of one bank loan obtained for the
purchase of property. The following is a summary of the changes in the Corporation’s long-term debt
for the year ended September 30, 2008:

Interest Amounts Amounts Due
Rate Outstanding Outstanding Within

Description Payable 10/01/07 Additions Retired 9/30/08 One Year
Bank Loan-

Northstar Bank  6.75% $448,793 $ - § 48,724 $400,069 $ 48,724
Bank Loan-

Northstar Bank  8.25% 208,323 - 208,323 - -
Total Long-Term Debt $657,116 $ - $257,047 $400,069 $ 48,724

b

Presented below is a summary of bank loan requirements to maturity:

Year Ended Total
September 30, Principal Interest Requirements
2009 $ 48,724 $ 25,497 $ 74221
2010 48,724 22,208 70,932
2011 48,724 18,919 67,643
2012 48,724 15,631 64,355
2013 48,724 12,342 61,066
2014-2017 156,449 15,232 171,681
TOTAL $400,069 $109,829 $509,898
COMMITMENT

The Development Corporation Act authorizes the Corporation to provide economic development

grants suitable for expenditures for infrastructure necessary to promote or develop new or expanded
business enterprises in the City of Lake Dallas. During the year ended September 30, 2007 the
Corporation entered into an agreement to provide a $135,000 economic development grant to an
existing business to defray a portion of the cost of infrastructure and improvements. As of September
30, 2008, $105,000 of the commitment had been paid. The Corporation is committed to the payment
of the remaining $30,000 when certain construction timelines are met. In addition to this commitment,
other commitments totaling $26,093 made by the Corporation exist at September 30, 2008.
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6.

EXPENDITURES BY CHARACTER

The format of the Statement of Revenues, Expenditures, and Change in Fund Balance-Governmental
Funds shows expenditures classified by project, meaning capital outlay directly associated with a
particular project is charged to that account. Expenditures by character are as follows:

Current $295,041
Capital outlay 44,662
Debt Service:
Principal 257,047
Interest 39,277
Total $636,027

TRANSFERS IN AND TRANSFERS OUT

Transfers in and transfers out shown on the Statement of Revenues, Expenditures and Change in Fund
Balance consist of the following:

*  Transfers in of $60,915 represent Series 2006 certificates of obligation proceeds transferred from
the City of Lake Dallas to fund the cost of paving and drainage project.

*  Transfers out of $15,246 represent funds transferred to the City of Lake Dallas, under terms of a
written agreement with the City, to use in making long-term debt payments on the Series 2006
certificates of obligation. The Corporation has committed to continued future contributions
toward the Series 2006 certificates of obligation annual debt service requirements, based on the
portion of the proceeds used by the Corporation.
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGE IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2008

Budgeted Amounts
Actual Variance
Amounts With
Original Final (GAAP BASIS) Final Budget
Revenues:
Sales tax $ 289,000 $ 289,000 $276,627 $ (12,373)
Rental income - - 7,000 7,000
Interest income 3.000 3.000 3,994 994
Total Revenues 292.000 292,000 287.621 (4.379)
Expenditures:
Economic development grants 260,000 260,000 199,990 60,010
Marketing 40,000 40,000 16,132 23,868
Infrastructure 570,000 570,000 80,110 489,890
Shop Lake Dallas campaign - - 2,192 (2,192)
Professional services 500 500 85 415
Office expenses 100 100 59 41
Staff services 36,000 36,000 36,000 -
Legal and audit fees 4,500 4,500 2,837 1,663
Dues and memberships 1,300 1,300 1,673 (373)
Travel and training 1,000 1,000 288 712
Web site development 1,200 1,200 337 863
Debt Service: '
Principal 472,000 472,000 257,047 214,953
Interest 60,000 60,000 39,277 20,723
Total Expenditures 1,446,600 1,446,600 636,027 810,573
Excess of Revenues Over (Under) Expenditures  (1,154,600)  (1,154,600) (348.406) 806,194
Other Resources (Uses):
Property sale proceeds 500,000 500,000 210,160 (289,840)
Transfers in 570,000 570,000 60,915 (509,085)
Transfers out (10.500) (10,500) (15,246) (4,.746)
Total Other Resources (Uses) 1,059,500 1,059,500 255,829 (803.671)
Net Change in Fund Balance (95,100) (95,100) (92,577) 2,523
Fund Balance — October 1 (beginning) 139,567 139,567 139.567 -
$ 44467 $ 44467 $ 46,990 $ 2523

Fund Balance — September 30 (ending)
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January 8, 2009

Board of Directors

Lake Dallas Economic Development Corporation
212 Main Street

Lake Dallas, Texas 75065

We have audited the financial statements of the Lake Dallas Economic Development Corporation
(the Corporation) for the year ended September 30, 2008, and have issued our report thereon
dated January 8, 2009. Professional standards require that we provide you with the following
information related to our audit.

Our Responsibility under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated November 10, 2008, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared
by management with your oversight are fairly presented, in all material respects, in conformity with
U.S. generally accepted accounting principles. Our audit of the financial statements does not
relieve you or management of your responsibilities.

1. Our responsibility is to plan and perform the audit to obtain reasonable, but not absolute,
assurance that the financial statements are free of material misstatement.

2. As part of our audit, we considered the internal control of the Corporation. Such
considerations were solely for the purpose of determining our audit procedures and not to
provide any assurance concerning such internal control.

3. We are responsible for communicating significant matters related to the audit that are, in
our professional judgment, relevant to your responsibilities in overseeing the financial
reporting process. However, we are not required to design procedures specifically to
identify such matters.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our engagement letter dated November 10, 2008.
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INDEPENDENT AUDITORS' 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
Lake Dallas Economic Development Corporation
Lake Dallas, Texas

We have audited the financial statements of the Lake Dallas Economic Development Corporation (the
“Corporation”) as of and for the year ended September 30, 2008, which collectively comprise the Corporation’s
basic financial statements and have issued our report thereon dated January 8, 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.

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 the Corporation’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 Corporation’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Corporation’s internal control over financial reporting.

A control deficiency exits when the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent or detect misstatements on a timely
basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the Corporation’s ability to initiate, authorize, record, process, or report financial data reliably in
accordance with the generally accepted accounting principles such that there is more than a remote likelihood
that a misstatement of the Corporation’s financial statements that is more than inconsequential will not be
prevented or detected by the Corporation’s internal control.

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 Corporation’s internal control.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
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.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Corporation’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Government Auditing Standards. :

This report is intended solely for the information and use of management, and appropriate state and federal
agencies and is not intended to be used and should not be used by anyone other than these specified parties.

Heudbi, Guitipr) el Tonu+ 500y

Hankins, Eastup, Deaton, Tonn & Seay
A Professional Corporation
Certified Public Accountants

January 8, 2009
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