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decoria «maichel s teague

Report of Independent Auditor

Board of Commissioners
Sandpoint Urban Renewal Agency
Sandpoint, Idaho

We have audited the accompanying financial statements of the governmental
activities, each major fund, and the aggregate remaining fund information of
Sandpoint Urban Renewal Agency (“the Agency”) as of and for the year ended
September 30, 2012, which collectively comprise the Agency’s basic financial
statements, as listed in the table of contents. These financial statements are the
responsibility of the Agency’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 and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and the 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 Sandpoint Urban
Renewal Agency, as of September 30, 2012, 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.

In accordance with Government Auditing Standards, we have also issued our report
dated December 21, 2012, on our consideration of the Agency’s internal control
over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an
opinion on internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.



Management has omitted management’s discussion and analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the
basic financial statements. Such missing information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, which considers it to
be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. Our opinion on the basic financial
statements is not affected by this missing information.

Accounting principles generally accepted in the United States of America require that the
budgetary comparison schedules on pages 21 and 22 be presented to supplement the basic
financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, which considers it to be an essential
part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

DaCoua., Mokl & Jsagus, P.S.

DeCoria, Maichel & Teague, P.S.
Spokane, Washington

December 21, 2012



Sandpoint Urban Renewal Agency
Statement of Net Assets - Entity-Wide
September 30, 2012

ASSETS
Current assets:
Cash and cash equivalents (Note 6)
Restricted cash and cash equivalents (Notes 6 and 11)
Receivables (Note 7)

Note issuance costs, to be amortized within one year (Note 11)
Total current assets

Noncurrent assets:
Note issuance costs, to be amortized after one year (Note 11)

Total noncurrent assets

Total assets

LIABILITIES

Current liabilities:
Accounts payable
Note payable, due within one year (Note 11)

Total current liabilities

Noncurrent liabilities:
Note payable, due after one year (Note 11)

Total noncurrent liabilities

Total liabilities
Commitments and contingencies (Notes 12 and 14)
NET ASSETS
Restricted for Downtown District
Restricted for Northern District
Total net assets

The accompanying notes are an integral part of the financial statements.

Governmental
Activities

$ 1,725,050
1,146,449
28,839

3,076

2,903,414

23,070

23,070

2,926,484

58,333
187,707

246,040

1,639,291

1,639,291

1,885,331

18,602
1,022,551

$ 1,041,153




Sandpoint Urban Renewal Agency
Statement of Activities- Entity-Wide
Year Ended September 30, 2012

Charges for Operating Grants ~ Governmental

Functions/Programs Expenses Services and Contributions Activities
Gover nmental activities:

Community development $ 739280 $ - $ - $  (739,280)

Interest expense 80,945 - - (80,945)

Total governmental activities $ 82025 $ - $ - (820,225)
Gener al revenue:

Property taxes, general purpose 839,096

Penalties and interest 2,793

Other local sources 2,536

Total general revenue 844,425

Change in net assets 24,200

Total net assets, beginning of year 1,016,953

Total net assets, end of year $ 1,041,153

The accompanying notes are an integral part of the financial statements.



Sandpoint Urban Renewal Agency
Balance Sheet - Governmental Funds
September 30, 2012

ASSETS

Cash and cash equivalents
Restricted cash and cash equivaents
Receivables

Total assets

LIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable
Deferred revenue

Totd liabilities

Fund balances:
Restricted for:
Debt service
Current and future projects
Committed for:
Public art
Unassigned

Total fund balances
Total liabilities and fund balances

Totad

Downtown Northern Governmental

District District Funds
709,471 $ 1,015,579 $ 1,725,050
1,146,449 - 1,146,449
21,867 6,972 28,839
1,877,787 $ 1,022,551 $ 2,900,338
58,333 $ - $ 58,333
17,811 6,917 24,728
76,144 6,917 83,061
125,548 - 125,548
1,460,341 - 1,460,341
42,367 21,455 63,822
173,387 994,179 1,167,566
1,801,643 1,015,634 2,817,277
1,877,787 $ 1,022,551 $ 2,900,338

The accompanying notes are an integral part of the financial statements.



Sandpoint Urban Renewal Agency

Reconciliation of the Balance Sheet - Gover nmental Funds
with the Statement of Net Assets - Entity-Wide

September 30, 2012

Amountsreported for governmental activitiesin the Statement of Net Assets - Entity-Wide
are different because:

Total fund balance - Governmental Funds $ 2,817,277

In 2011, the Agency issued a $2,000,000 revenue alocation note. As
part of this transaction, the following assets are reported in the Statement
of Net Assets - Entity-Wide, but not in the governmental funds:
Note issuance costs, to be amortized within one year $ 3,076
Note issuance costs, to be amortized after one year 23,070
26,146

Property taxes receivable will be collected, but are not available soon
enough to pay for current period liabilities, and are therefore
reported as deferred revenue in the governmental funds. 24,728

Noncurrent liabilities, including notes payable, are not due and payable
in the current period and therefore are not reported as liabilitiesin the
governmental funds:
Note payable, due within one year (187,707)
Note payable, due after one year (1,639,291)
(1,826,998)

Total net assets - Entity-Wide $ 1,041,153

The accompanying notes are an integral part of the financial statements.



Sandpoint Urban Renewal Agency

Statement of Revenues, Expenditur es and Changes in Fund Balances - Gover nmental Funds

Year Ended September 30, 2012

Revenues.

Property taxes
Penalties and interest
Other local sources

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Insurance

Advertising
Miscellaneous

Office supplies

Debt service

Total fund balances, beginning of year

Total fund balances, end of year

The accompanying notes are an integral part of the financial statements.

Total
Downtown Northern Governmental
District District Funds
$ 497,970 $ 329,557 $ 827,527
1,311 1,482 2,793
2,536 - 2,536
Total revenues 501,817 331,039 832,856
693,162 20,899 714,061
5,707 9,841 15,548
6,670 - 6,670
912 250 1,162
- 663 663
316 316 632
500 - 500
22 22 44
250,871 - 250,871
Total expenditures 958,160 31,991 990,151
Net changes in fund balances (456,343) 299,048 (157,295)
2,257,986 716,586 2,974,572
$ 1,801,643 $ 1,015,634 $ 2,817,277




Sandpoint Urban Renewal Agency

Reconciliation of the Statement of Revenues, Expenditures and Changesin Fund Balances -
Governmental Funds with the Statement of Activities - Entity-Wide

Year Ended September 30, 2012

Amounts reported for gover nmental activitiesin the Statement of Activities - Entity-Wide
are different because:

Net changes in fund balances - Governmental Funds $ (157,295)

Some property taxes will not be collected until several months after the Agency's
fiscal year end, and therefore will not be available to pay liabilities of the current
period. Accordingly, they arerecorded as deferred tax revenues. They are
however, recorded as revenue in the Statement of Activities - Entity-Wide.
Theincrease in deferred revenue on the Balance Sheet - Governmental Funds
during 2012 is an adjustment. 11,569

In 2011, the Agency issued a $2,000,000 revenue allocation note. As part of
this transaction, the Agency recognized assets and liabilities which are being
amortized over the life of the note. The net amortization is included as interest
expensein the Statement of Activities - Entity-Wide. (3,076)

Repayment of note payable principal is an expenditure in the governmental funds,
but the repayment reduces liabilities in the Statement of Net Assets - Entity-Wide. 173,002

Changein net assets - Entity-Wide $ 24,200

The accompanying notes are an integral part of the financial statements.



Sandpoint Urban Renewal Agency
Notesto Financial Statements
September 30, 2012

1 Organization

Sandpoint Urban Renewal Agency (“the Agency”) is an urban renewal agency created by, and
existing under, the Idaho Urban Renewal Law of 1965, as amended, and is an independent public
body.

In 2005, the City of Sandpoint, Idaho (“the City”) City Council passed an ordinance that created
the Sandpoint Urban Renewal Agency, a legally separate entity from the City. The Agency was
established to promote urban development and improvement in deteriorated areas within the
Agency’s boundaries. The Agency is governed by a seven-member Board of Commissioners
(“the Board”) appointed by the Mayor of the City and confirmed by the City Council. The City
Council has the ability to appoint, reassign or dismiss the board members of the Agency. These
powers of the City meet the criteria set forth in Governmental Accounting Standards Board
(GASB) Statement No. 14, The Financial Reporting Entity (GASB No. 14), for having financial
accountability for the Agency. Based on the above, the Agency is considered to be a component
unit of the City.

2. Entity-Wide and Fund Financial Statements

Governmental Accounting Standards Board (GASB) Statement No. 34, Basic Financial
Satements — and Management’s Discussion and Analysis — for State and Local Governments
(GASB No. 34) defines the financial reporting requirements and the reporting model for the
annua financia reports of state and local governments. The financia information required by
GASB No. 34 includes:

Management’s Discussion and Analysis

The management’ s discussion and analysis introduces the basic financia statements and provides
an analytical overview of the Agency’s financial activities in a narrative format. An analysis of
the Agency’'s overall financial position and results of operations is included to assist users in
assessing whether the financial position has improved or deteriorated as a result of the year's
activities.

Entity-Wide Financial Statements

The entity-wide financia statements, including the Statement of Net Assets — Entity-Wide and
the Statement of Activities — Entity-Wide, report information on al of the governmental
activities of the Agency. Governmental transactions are generaly financed through taxes,
intergovernmental revenues, and other nonexchange transactions. In general, the effect of
interfund transactions, if any, has been eliminated from the entity-wide financial statements.



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

2. Entity-Wide and Fund Financial Statements, Continued

Entity-Wide Financial Statements, Continued

The Statement of Activities — Entity-Wide presents a comparison between direct expenses and
program revenues for each function of the Agency’ s governmental activities. Direct expenses are
those that are specifically associated with a program or function. The Agency does not charge
indirect expenses to programs or functions. Under the reporting model prescribed by GASB
No. 34, program revenues include (a) fees, fines, and charges paid by the recipients of goods or
services offered by the programs and (b) grants and contributions that are restricted to meeting
the operational or capital requirements of a particular program. Revenues that are not classified
as program revenues, including all taxes, are presented as general revenues.

Fund Financia Statements

The fund financia statements provide information on the Agency’s funds. The emphasis of fund
financial statementsis on major governmental funds, each displayed separately.

Budgetary Comparison Schedules

The budgetary comparison schedules are presented as required supplementary information to
demonstrate whether resources were obtained and used in accordance with the Agency’s legally
adopted budgets (see Note 4). The Agency may revise the original budgets over the course of the
year for various reasons. Under the reporting model prescribed by GASB No. 34, budgetary
information is provided, and includes comparisons of the Agency’s original adopted budgets to
the final budgets and actual results.

3. M easurement Focus, Basis of Accounting and Financial Statement Presentation

The entity-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Under the accrual basis, revenues are recorded when
earned and expenses are recorded when aliability is incurred, regardless of the timing of related
cash flows. Nonexchange transactions, in which the Agency gives (or receives) value without
directly receiving (or giving) equa vaue in exchange, include property taxes, grants,
entitlements and contributions. Revenue from property taxes is recognized in the fiscal year for
which the taxes are levied. Revenue from grants, entitlements and contributions is recognized in
the fiscal year in which all digibility requirements stipulated by the provider have been met and
satisfied.

10



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

3. Measurement Focus, Basis of Accounting and Financial Statement Presentation,
Continued

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 measurable when
the amount of the transaction can be determined and available when they are collected within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose,
the Agency considers revenues to be availableif they are collected within 60 days after the end of
the fiscal year. Expenditures are recorded when the related fund liability is incurred, except for
principal and interest on general long-term debt, claims, judgments, compensated absences and
early retirement liabilities, if any, which are recognized to the extent they have matured. General
capital asset acquisitions are reported as expenditures in governmental funds. Proceeds from
long-term debt and acquisitions under capital leases are reported as other financing sources.

The Agency reports the following governmental funds:

Downtown District: This fund is used to account for al financia resources of the Downtown
District. The Downtown District is a separate and legally distinct district under the umbrella of
the Agency. This District will expire in 2029 and the net assets will be distributed according to
Idaho Statute.

Northern District: This fund is used to account for all financial resources of the Northern
District. The Northern District is a separate and legally distinct district under the umbrella of the
Agency. This District will expire in 2029 and the net assets will be distributed according to
Idaho Statute.

4, Budgetary Information

Budgets are adopted on a basis consistent with accounting principles generally accepted in the
United States of America. Annua appropriated budgets are adopted for the Downtown and
Northern Districts. All annual appropriations lapse at year-end.

The following procedures are followed in establishing the budgetary data reflected in the
financial statements:

a) The Agency publishes a proposed budget for public review before it is adopted.

b) Prior to October 1, the budget is adopted by resolution of the Board of Commissioners
and published.

¢) The final budget is then filed with the State of Idaho. Expenditures may not legally
exceed budgeted appropriations at the functional level. The lega level of budgetary
control is the functional level at which the Board must approve any over-expenditures of
appropriations or transfers of appropriated amounts.

During the fiscal year ended September 30, 2012, there were no budget amendments.
11



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

5. Summary of Significant Accounting Policies

Accounting Principles Generally Accepted in the United States of America

The financial statements of the Agency have been prepared in conformity with accounting
principles generally accepted in the United States of America (GAAP) as applied to local
government units. The Governmental Accounting Standards Board (GASB) is the accepted
standard-setting body for establishing governmental accounting and financial reporting principles
and standards. The Agency follows Financial Accounting Standards Board (FASB)
pronouncements issued on or before November 30, 1989, unless those pronouncements conflict
with GASB pronouncements. The more significant accounting policies of the Agency are
described below.

Cash and Cash Equivalents

The Agency considers all short-term deposits and highly liquid investments with origind
maturities of three months or less when purchased to be cash equivalents.

Recelvables

Receivables are stated at the amount management expects to collect from outstanding balances.
Management provides for probable uncollectible amounts through an alowance for doubtful
accounts based on its assessment of the current status of individual receivables from grants,
contracts and others. Balances which are still outstanding after management has used reasonable
collection efforts are written off through a charge to the alowance for doubtful accounts and a
credit to the applicable accounts recelvable. Management expects all September 30, 2012
receivables to be collectible, and therefore no allowance for doubtful accounts has been provided
as of that date.

Liabilities

Liabilities shown on the governmental funds financial statements are those that have become due
and payable at the end of the fiscal year, which are expected to be paid during the upcoming
fiscal year, and are reported as an expenditure and fund liability of the governmental fund that
will pay it. On the entity-wide financia statements, liabilities that become due and payable
within one year after the financia statement date are included in current liabilities, while
liabilities that become due and payable after that time are shown as noncurrent liabilities.

12



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

5. Summary of Significant Accounting Policies, Continued
Net Assets

Net assets represent the difference between assets and liabilities, and are classified in the
following three components.

Invested in capital assets, net of related debt. This component of net assets consists of capita
assets, net of accumulated depreciation and reduced by the outstanding balances of any bonds,
mortgages, notes or other borrowings that are attributable to the acquisition, construction or
improvement of those assets.

Restricted net assets. This component of net assets consists of net assets subject to constraints
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or
regulations of other governments or constraints imposed by law through constitutional provisions
or enabling legislation.

Unrestricted net assets. This component of net assets consists of net assets that do not meet the
definition of “invested in capital assets, net of related debt” or “restricted”.

Use of Restricted Resources

When an expenditure is incurred for purposes for which there are both restricted and unrestricted
net assets available, it is the Agency’s policy to apply those expenditures to restricted net assets
to the extent they are available and then to unrestricted net assets.

Fund Balances

In March 2009, the GASB issued Statement No. 54, Fund Balance Reporting and Government
Fund Type Definitions (GASB 54). This Statement defines the different types of fund balances
that a governmental entity must use for financial reporting purposes. GASB 54, which became
effective for fiscal years beginning after June 15, 2010, requires the fund balance amounts to be
properly reported within one of the following fund bal ance classifications (see Note 13):

Nonspendable: The portion of fund balance that is not expected to be converted to cash, such as
inventories and prepaid expenses, if any.

Restricted:  The portion of fund balance that can be spent only for the specific purposes
stipulated by constitution, external resource providers, or through enabling legislation.

Committed:  The portion of fund balance that can be used only for the specific purposes
determined by a formal action of the Agency’'s Board of Commissioners (the Agency’s highest
level of decision-making authority).

13



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

5. Summary of Significant Accounting Policies, Continued

Fund Balances, Continued

Assigned: The portion of fund balance that is intended to be used by the Agency for specific
purposes, but does not meet the criteriato be classified as restricted or committed.

Unassigned: Theresidua portion of fund balance for the Agency’ s two Districts and includes all
spendable amounts not included in the other classifications.

Fund Balance Spending Policy

The Agency’s policy is to apply expenditures against nonspendable fund balance, restricted fund
balance, committed fund balance, assigned fund balance, and unassigned fund balance at the end
of the fiscal year. First, nonspendable fund balances are determined. Then, restricted fund
balances for specific purposes are determined (not including nonspendable amounts). Then, any
remaining fund balance amounts for governmental funds other than the General Fund are
classified as restricted fund balance.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts, and other commitments for
the expenditure of funds are recorded in order to reserve that portion of the applicable
appropriation, is employed as an extension of forma budgetary integration in each of the
Agency’s two Districts. Encumbrances outstanding at fiscal year-end are reported as fund
balance since they do not constitute expenditures or liabilities. An appropriation equal to the
outstanding year-end encumbrance is made in the succeeding year. Unspent appropriations lapse
at year-end.

The Agency’s encumbrance policy is for fiscal year-end individual encumbrances exceeding
$50,000 to be considered significant encumbrances. Encumbrances outstanding at year-end, if
any, are reported either as committed fund balance or assigned fund balance in the Agency’s two
Districts (see Note 13). At September 30, 2012, there were no significant encumbrances.

Property Taxes and Deferred Revenue

The Agency receives a portion of the property taxes generated by the taxing entities within
Bonner County, Idaho (“the County”). These property taxes are collected on behalf of the
Agency by the County each November, based on the assessed value of property within the
Agency’s Districts as of the previous December tax rolls. Assessed values are an approximation
of market value and are established by the County Assessor. Property tax payments are due in
one-half installments the following December and June. Property taxes attach as an enforceable
lien on property as of January 1 of the following year.

14



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

5. Summary of Significant Accounting Policies, Continued

Property Taxes and Deferred Revenue, Continued

Because the Agency is not a taxing entity, property taxes that are collected on the Agency’'s
behalf by the County are recorded as receivables. In the governmental funds financial
statements, property taxes are recorded as revenue in the period in which the taxes are levied, to
the extent that they are both measurable and available. Property taxes receivable which are
collectible more than 60 days after the financial statement date are reflected as deferred revenue
in the fund financial statements. In the entity-wide financia statements, all property taxes
receivable, regardless of when they are collected, are recorded as revenue in the period in which
the taxes are levied.

Donated Services

Donated services that do not require specialized skills or enhance nonfinancial assets are not
recorded in the accompanying financial statements because no objective basis is available to
measure the value of such services. Some members of the Board have donated significant
amounts of their time in furthering the Agency’s programs and objectives. No amounts have
been included in the financial statements for donated services since they do not meet the criteria
for recognition under professiona accounting standards.

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes.
Accordingly, actual results could differ from those estimates and affect the amounts reported in
the financial statements.

Subseguent Events

The Agency has evaluated subsequent events through December 21, 2012, the date as of which
these financial statements were available to be issued. No materia subsequent events have
occurred since September 30, 2012 that required recognition or disclosure in these financial
Statements.

6. Cash and Cash Equivalents

Cash and cash equivaents consist of deposits held in checking and money market accounts with
aloca bank. Custodia credit risk is the risk that in the event of a bank failure, the Agency’s
deposits may not be returned to it. At September 30, 2012, the Agency’ s deposits are insured by
the Federal Deposit Insurance Corporation (FDIC) up to $250,000.

15



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

6. Cash and Cash Equivalents, Continued
Both the carrying amount of cash and cash equivalents on the Agency’s books, and bank balances

at September 30, 2012, totaled $2,871,499 (including restricted cash and cash equivalents). A
summary of the total insured and uninsured bank balances at September 30, 2012 is as follows:

Total bank balances $ 2,871,499

Portion insured by FDIC (250,000)

Uninsured bank balances $ 2,621,499
7. Receivables

Receivables at September 30, 2012 are summarized as follows:

Property taxes receivable $ 4,111
Delinquent property taxes receivable 24,728
$ 28,839

Property taxes receivable consist of property taxes received within the first 60 days after the end
of the Agency’ sfiscal year end that relate to taxes levied in the 2012 fiscal year.

Delinquent property taxes receivable consist of property taxes levied, but not collected as of
September 30, 2012, or within 60 days after September 30, 2012. These amounts have been
recorded as deferred revenue in the governmental funds financial statements.

8. Interfund Receivables and Payables

Interfund receivables and payables arise primarily from one fund making payments on behalf of
another fund. The Agency had no interfund receivables and payables at September 30, 2012.

9. Interfund Transfers
Interfund transfers are made as a method of allocating the cost of program operations to the

respective funds. The Agency had no interfund transfers during the year ended September 30,
2012.

16



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

10. Short-Term Borrowings

The Agency had no short-term borrowings at September 30, 2012, nor were there any short-term
borrowings or repayments during the year then ended.

11. Long-Term Obligations

Revenue Allocation Note Payable

On August 8, 2011, the Agency issued a $2,000,000 revenue allocation note, with an interest rate
of 3.50% per annum. The purpose of the note is for the acquisition, construction and installation
of public improvements within the Downtown District. The note requires semi-annual payments
of $125,435 beginning on March 15, 2012, and matures on March 15, 2021.

In connection with this transaction, the Agency recognized deferred expenses, totaling $29,222,
for the costs of issuance. These amounts are being amortized over the term of the note. During
2012, amortization of deferred expenses was recognized in the amount of $3,076, which is
included in interest expense in the Statement of Activities— Entity-Wide.

At September 30, 2012, the Agency had restricted cash of $1,146,449. The restricted cash is
represented by the unexpended proceeds of the revenue allocation note and a separate debt
service payment account, totaling $1,020,901 and $125,548, respectively. The use of thiscash is
restricted to paying for the acquisition, construction and installation of public improvements
within the Downtown District, and to paying the semi-annual installments on the note.

The annual requirements to pay the above revenue allocation note are as follows:

Y ear Ending September 30, Principal Interest Tota
2013 $ 187,707 $ 63,164 $ 250,871
2014 194,427 56,444 250,871
2015 201,388 49,483 250,871
2016 208,474 42,397 250,871
2017 216,061 34,810 250,871
2018 223,796 27,075 250,871
2019 231,808 19,063 250,871
2020 240,071 10,800 250,871
2021 123,266 2,169 125,435

$ 1,826,998 $ 305,405 $ 2,132,403

17



Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

11. Long-Term Obligations, Continued

A summary of changes in long-term obligations of the Agency for the year ended September 30,
2012 isasfollows:

Long-Term Long-Term Due
Obligations Long-Term  Long-Term  Obligations Within

September 30, Obligations Obligations September 30, One

2011 Incurred Paid 2012 Year

Revenue allocation note  $ 2,000,000 $ - $ 173,002 $1826998 $ 187,707

12. Commitmentsand Contingencies

As of September 30, 2012, the Agency was having discussions with several interested parties on
future urban development projects, although none of these projects had been formalized and the
Agency had not entered into any agreements to provide funding for the projects. It is anticipated
that such projects will be funded through the Agency and tax increment financing in the future.

During 2011, the Agency entered into an agreement with the Panida Theater in Sandpoint, Idaho
related to the repair and restoration of the historic building. The agreement calls for the Agency
to provide funding of $450,000 over a five-year period, in maximum annual installments of
$90,000, as work is completed. Any funding below the $90,000 annual commitment may be
assigned to the following year’s commitment on the project. As of September 30, 2012, the
Agency had provided funding-to-date totaling $87,330 related to this project. The remaining
maximum commitment on this project at September 30, 2012 was $362,670.

During 2011, the Agency entered into an agreement with the City of Sandpoint, Idaho related to
the improvements and developments for the Sand Creek Boat Dock and Boardwalk. The
agreement calls for the Agency to provide funding of up to $250,000, as work is completed. As
of September 30, 2012, the Agency had provided funding-to-date totaling $244,250 related to
this project. The remaining commitment on this project at September 30, 2012 was $5,750.

During 2011, the Agency entered into an agreement with the City of Sandpoint, Idaho related to
the improvements and developments for the Dock Street and Windbag Marina. The agreement
cals for the Agency to provide funding of up to $475,000, as work is completed. As of
September 30, 2012, the Agency had provided funding-to-date totaling $474,340 related to this
project. The remaining commitment on this project at September 30, 2012 was $660.
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Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

12. Commitments and Contingencies, Continued

During 2011, the Agency entered into an agreement with the Downtown Sandpoint Business
Administration (DSBA) to provide funding for approved economic vitalization projects. The
agreement calls for the Agency to provide funding of up to $44,210, as work is completed. As of
September 30, 2012, the Agency had provided funding-to-date totaling $37,690 related to these
projects. The remaining commitment on these projects at September 30, 2012 was $6,520.

During 2012, the Agency entered into an agreement with the City of Sandpoint, Idaho related to
the design and analysis of the downtown Sandpoint street district. The agreement calls for the
Agency to provide funding of up to $197,994, as work is completed. As of September 30, 2012,
the Agency had provided funding-to-date totaling $134,154 related to this project. The
remaining commitment on this project at September 30, 2012 was $63,840.

13. Fund Equity

GASB 54 requires the fund balance amounts to be properly reported within one of five categories
(see Note 5). Specific amounts reported as committed and assigned are summarized below:

Committed: The Agency’s Committed Fund Balance is fund balance reporting required by the
Agency’s Board of Commissioners, either because of a Board policy or because of motions that
passed at Board meetings. At September 30, 2012, amounts reported as Committed Fund Balance
represent funds segregated for the purchase of public art.

Assigned: The Agency’'s Assigned Fund Balance is fund baance reporting occurring by the
Board administration authority. At September 30, 2012, there were no portions of fund balance
reported as assigned.

Restrictions of net assets reported in the entity-wide financial statements are established to either
(1) satisfy legal covenants that require a portion of the fund balance be segregated or (2) identify
the portion of the fund balance that is not appropriable for future expenditures. Because all of the
Agency’s net assets are restricted for urban development within one of the Agency’s two
Districts, all net assets are reported as restricted within the corresponding District.
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Sandpoint Urban Renewal Agency
Notesto Financial Statements, Continued
September 30, 2012

14. Risk Management

Insurance Coverage

The Agency’s Board believes there is no significant risk of loss related to genera liability and
property claims because the Agency does not own any physical property and the operating
activities are minimal. Accordingly, the Agency currently does not purchase general liability and
property insurance. The Agency’s Board is not aware of any pending claims against the Agency
as of September 30, 2012. Therefore, the Agency has not established areserve for the payment of
uninsured claims. Expenditures are recognized when amounts are paid.

Litigation

The Agency is exposed to various risks of loss related to torts, theft of, damage to, and
destruction of assets, errors and omissions, injuries and natural disasters. The Agency is not
aware of any pending claims against the Agency as of September 30, 2012. The Agency has no

reserve established for the payment of uninsured claims. Expenditures are recognized when
amounts are paid.

15. Related Party Transactions

During the year ended September 30, 2012, the Agency used banking services from a financial
institution that is the employer of a Board Commissioner.
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Sandpoint Urban Renewal Agency

Budgetary Comparison Schedule - Downtown District

Year Ended September 30, 2012

Revenues:

Property taxes
Penalties and interest
Other local sources

Total revenues

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Advertising
Miscellaneous

Office supplies

Debt service

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sour ces:
Transfers from (to) other funds
Proceeds from note i ssuance

Net changesin fund balance
Total fund balance, beginning of year

Total fund balance, end of year

Actual Variances
Modified Positive/(Negative)
Budgeted Amounts Accrual Original Final

Original Final Basis toFinal toActual
$ 465,000 $ 465000 $ 497970 $ - $ 32,970
1,200 1,200 1,311 - 111
350 350 2,536 - 2,186
466,550 466,550 501,817 - 35,267
724,774 724,774 693,162 - 31,612
15,500 15,500 5,707 - 9,793
23,250 23,250 6,670 - 16,580
- - 912 - (912)
- - 316 - (316)
- - 500 - (500)
1,750 1,750 22 - 1,728
250,776 250,776 250,871 - (95)
1,016,050 1,016,050 958,160 - 57,890
(549,500) (549,500) (456,343) - 93,157
(549,500) (549,500) (456,343) - 93,157

2,257,986 2,257,986 2,257,986 - -
$1,708486 $1,708486 $1,801,643 $ - $ 93,157

See accompanying Report of Independent Auditor and Notes to Budgetary Comparison Schedules.
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Sandpoint Urban Renewal Agency

Budgetary Comparison Schedule - Northern District

Year Ended September 30, 2012

Revenues:

Property taxes
Penalties and interest
Other local sources

Total revenues

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Insurance

Advertising

Office supplies

Total expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sour ces:
Transfers from (to) other funds
Proceeds from note issuance

Net changes in fund balance
Total fund balance, beginning of year
Total fund balance, end of year

Actual Variances
M odified Paositive/(Negative)
Budgeted Amounts Accrual Original Final
Original Final Basis toFinal to Actual

$ 270,000 $ 270000 $ 329557 $ - $ 59,557
1,920 1,920 1,482 - (438)
350 350 - - (350)
272,270 272,270 331,039 - 58,769
- - 20,899 - (20,899)
15,500 15,500 9,841 - 5,659
13,500 13,500 - - 13,500
- - 250 - (250)
- - 663 - (663)
. - 316 - (316)
1,750 1,750 22 - 1,728
30,750 30,750 31,991 - (1,241)
241,520 241,520 299,048 - 57,528
241,520 241,520 299,048 - 57,528

716,586 716,586 716,586 - -
$ 958,106 $ 958,106 $1,015634 $ - $ 57,528

See accompanying Report of Independent Auditor and Notes to Budgetary Comparison Schedules.
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Sandpoint Urban Renewal Agency
Notesto Budgetary Comparison Schedules
September 30, 2012

1. Basis of Presentation

The budgetary comparison schedules have been prepared on the modified accrua basis of
accounting, which is the same basis of accounting used in the governmental funds financial
statements.

2. Expendituresin Excess of Budgeted Amounts

As disclosed in Note 1 above, the budgetary comparison schedules have been prepared in
conformance with the presentation used in the preparation of the governmental funds financial
statements. This presentation differs from the account groupings required by Idaho Statutes for
Board of Commissioners’ budgetary control at the functional level. As a result, the budgetary
comparison schedules at pages 21 and 22 disclose eight instances in which actual expenditures
exceeded budgeted expenditures. In fact, there were no instances in which actual expenditures
exceeded budgeted expenditures at the functional levels required by Idaho Statutes.

23



Compliance Report



decoria e maichel < teague

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 Commissioners
Sandpoint Urban Renewal Agency
Sandpoint, Idaho

We have audited the financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of Sandpoint Urban Renewal
Agency (“the Agency”), as of and for the year ended September 30, 2012, which
collectively comprise the Agency’s basic financial statements and have issued our
report thereon dated December 21, 2012. 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

Management of the Agency is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we
considered the Agency’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 Agency’s internal control over financial reporting. Accordingly,
we do not express an opinion on the effectiveness of the Agency’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 was not designed to identify all
deficiencies in internal control over financial reporting that might be significant
deficiencies, or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as discussed below, we identified certain deficiencies in internal control
over financial reporting that we consider to be significant deficiencies, which were
considered to be, in the aggregate, a material weakness.
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected, on a timely basis. We consider the deficiencies described in the
accompanying Schedule of Findings and Responses as Findings 12-1 and 12-2 to be, in the
aggregate, a material weakness.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described in the accompanying Schedule of
Findings and Responses as Findings 12-1 and 12-2 to be significant deficiencies in internal
control over financial reporting.

Compliance and Other Matters

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

The Agency’s responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Responses. We did not audit the Agency’s responses and, accordingly,
we express no opinion on them.

This report is intended solely for the information and use of the Board of Commissioners,

management, the State of Idaho, and federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

DoCotra, Meuckd fﬂsw.g,w-, P.s.

DeCoria, Maichel & Teague, P.S.
Spokane, Washington

December 21, 2012
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Sandpoint Urban Renewal Agency
Schedule of Findings and Responses
Year Ended September 30, 2012

Section | —Summary of Auditor’s Results
Financial Statements

The report of independent auditor expressed an unqualified opinion on the basic financid
statements of Sandpoint Urban Renewal Agency.

The audit of the financia statements of Sandpoint Urban Renewa Agency disclosed two
significant deficiencies in internal control.

The significant deficiencies in internal control were considered to be, in the aggregate, a materid
weakness.

The audit disclosed no compliance findings material to the financial statements of Sandpoint
Urban Renewa Agency.

Section Il —Financial Statement Findings

This section identifies the significant deficiencies, material weaknesses, and instances of non-
compliance related to the financial statements that are required to be reported in accordance with
Government Auditing Standards.

Finding 12-1

Condition The size of the Agency’s staff is not large enough to permit an adequate
segregation of duties for an effective system of interna control over
financia reporting.

Criteria An effective system of internal control over financial reporting requires
that closely related duties be segregated.

Effect The concentration of closely related duties and responsibilities by a small
staff makes it difficult to establish an adequate system of automatic internal
checks on the accuracy and reliability of the accounting records.

Cause The Agency’ s staff istoo small to allow an adequate segregation of duties.

Recommendation Although the Agency is not large enough to permit a sufficient segregation
of duties for an effective system of internal control over financial reporting,
we recommend that officials be aware that the condition does exist.

Management’s Management and the Agency’s Board of Commissioners are aware of this
Response condition and have made a conscious decision to accept the resulting
degree of risk because of cost or other considerations.
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Sandpoint Urban Renewal Agency
Schedule of Findings and Responses, Continued
Year Ended September 30, 2012

Finding 12-2

Condition

Criteria

Effect

Cause

Recommendation

Management’s
Response

Due in part to the organization’s size and limited resources, year-end
closing procedures are not fully formalized and documented for certain
accounts.

An effective system of internal control includes periodically reconciling
each general ledger account, and adjusting the recorded baances if
necessary.

In connection with performing our audit testing, we proposed 10 audit
adjustments to correct account balances. Statement on Auditing Standards
No. 115, Communicating Internal Control Related Matters Identified in an
Audit (SAS No. 115), indicates that identification by the auditor of a
material misstatement of the financial statements under audit in
circumstances that indicate that the misstatement would not have been
detected by the entity’s internal control should at least be regarded as a
significant deficiency and should be considered as a strong indicator of a
material weaknessin internal control.

The organization does not have fully formalized, documented procedures
for periodically reviewing and reconciling each general ledger account.

We recommend that year-end closing procedures be further developed,
documented and implemented for each genera ledger account. The
implementation of increased procedures should reduce or eliminate the
need for audit adjustments.

The Agency will continue to develop and implement documented

procedures for reconciling and adjusting account balances for each general
ledger account in an effort to eliminate audit adjustments.
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Sandpoint Urban Renewal Agency
Status of Prior Year Findings
Year Ended September 30, 2012

Finding 11-1

Condition:

Status:

Finding 11-2

Condition:

Status:

Finding 11-3

Condition:

Status:

The size of the Agency's staff is not large enough to permit an adequate
segregation of duties for an effective system of internal control.

This condition still exists at September 30, 2012. See Finding 12-1.

The Agency’s records lack the necessary support for the entity-wide financial
statement amounts.

This condition no longer exists at September 30, 2012.

Due in part to the organization’s size and limited resources, year-end closing
procedures are not fully formalized and documented for certain accounts.

This condition still exists at September 30, 2012. See Finding 12-2.
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