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Report of Independent Auditor

Board of Commissioners
Sandpoint Urban Renewal Agency
Sandpoint, Idaho

Report on the Financial Statements

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, 2013, and the
related notes to the financial statements, which collectively comprise the Agency’s basic
financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements
P

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

Auditor's Responsibility

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 involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, each major fund and the aggregate remaining fund
information of Sandpoint Urban Renewal Agency, as of September 30, 2013, and the respective changes
in financial position thereof, for the year then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matters

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.

Management has not presented Management’s Discussion and Analysis that governmental 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a separate report dated
January 6, 2014, 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
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the Agency's internal
control over financial reporting and compliance.
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DeCoria, Maichel & Teague, P.S.
Spokane, Washington

January 6, 2014



Sandpoint Urban Renewal Agency
Statement of Net Position - Entity-Wide
September 30, 2013

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

Unearned property taxes

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 POSITION

Restricted for Downtown District
Restricted for Northern District

Total net position

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

Governmental
Activities

§ 2,343,305
729,703
967,978

3,076

4,044,062

19,994

19,994

4,064,056

27,188
949,231
194,427

1,170,846

1,444,891

1,444,891

2,615,737

73,173
1,375,146

§ 1,448,319




Sandpoint Urban Renewal Agency
Statement of Activities - Entity-Wide
Year Ended September 30, 2013

Charges for Operating Grants ~ Governmental
Functions/Programs Expenses Services and Contributions Activities
Governmental activities:
Community development $ 409,375 $ - $ - $ (409,375)
Interest expense 66,267 - - (66,267)
Total governmental activities $ 475,642 $ - $ - (475,642)
General revenue:
Property taxes, general purpose 878,407
Penalties and interest 4,401
Total general revenue 882,808
Change in net position 407,166
Total net position, beginning of year 1,041,153

Total net position, end of year

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

$ 1,448,319



Sandpoint Urban Renewal Agency
Balance Sheets - Governmental Funds
September 30, 2013

Total
Downtown Northern Governmental
District District Funds
ASSETS
Cash and cash equivalents $ 976,375 $ 1,366,930 $ 2,343,305
Restricted cash and cash equivalents 729,703 - 729,703
Receivables 510,125 457,853 967,978

Total assets § 2,216,203 $§ 1,824,783 $ 4,040,986

LIABILITIES AND FUND BALANCES

Liabilities:
Accounts payable $ 26,717  $ 471 $ 27,188
Deferred revenue 10,060 8,623 18,683
Unearned property taxes 500,065 449,166 949,231
Total liabilities 536,842 458,260 995,102
Fund balances:
Restricted for:
Debt service 251,180 - 251,180
Current and future projects 1,105,372 - 1,105,372
Committed for:
Public art 57,066 39,883 96,949
Unassigned 265,743 1,326,640 1,592,383
Total fund balances 1,679,361 1,366,523 3,045,884

Total liabilities and fund balances § 2,216,203 $§ 1,824,783 $ 4,040,986

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



Sandpoint Urban Renewal Agency
Reconciliation of the Balance Sheets - Governmental Funds
with the Statement of Net Position - Entity-Wide
September 30, 2013

Amounts reported for governmental activities in the Statement of Net Position - Entity-Wide
are different because:

Total fund balance - Governmental Funds $ 3,045,884
In 2011, the Agency issued a $2,000,000 revenue allocation note. As

part of this transaction, the following assets are reported in the Statement
of Net Position - 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 19,994
23,070
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. 18,683

Noncurrent liabilities, including notes payable, are not due and payable
in the current period and therefore are not reported as liabilities in the
governmental funds:

Note payable, due within one year (194,427)
Note payable, due after one year (1,444,891)
(1,639,318)
Total net position - Entity-Wide $ 1,448319

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



Sandpoint Urban Renewal Agency

Statement of Revenues, Expenditures and Changes in Fund Balances - Governmental Funds

Year Ended September 30, 2013

Revenues:
Property taxes
Penalties and interest

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Advertising
Miscellaneous

Office supplies

Debt service

Total fund balances, beginning of year

Total
Downtown Northern Governmental
District District Funds
$ 515,705 $ 368,747 $ 884,452
2,608 1,793 4,401
Total revenues 518,313 370,540 888,853
374,725 - 374,725
3,021 18,796 21,817
11,289 - 11,289
375 375 750
291 291 582
- 167 167
23 22 45
250,871 - 250,871
Total expenditures 640,595 19,651 660,246
Net changes in fund balances (122,282) 350,889 228,607
1,801,643 1,015,634 2,817,277
Total fund balances, end of year § 1,679,361 $ 1,366,523 $ 3,045,884

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




Sandpoint Urban Renewal Agency

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

Year Ended September 30, 2013

Amounts reported for governmental activities in the Statement of Activities - Entity-Wide
are different because:

Net changes in fund balances - Governmental Funds $ 228,607

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 are recorded as deferred tax revenue. They are
however, recorded as revenue in the Statement of Activities - Entity-Wide.
The decrease in deferred revenue on the Balance Sheet - Governmental Funds
during 2013 is an adjustment. (6,045)

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
expense in 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 Position - Entity-Wide. 187,680

Change in net position - Entity-Wid: $ 407,166

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



Sandpoint Urban Renewal Agency
Notes to Financial Statements
September 30, 2013

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.
Because the Agency is fiscally dependent on the City and the Agency’s governing board is
appointed by the City, 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
Statements — 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
annual financial reports of state and local governments. The financial information required by
GASB No. 34 includes:

Management’s Discussion and Analysis

The management’s discussion and analysis introduces the basic financial 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 financial statements, including the Statement of Net Position — Entity-Wide and
the Statement of Activities — Entity-Wide, report information on all of the governmental
activities of the Agency. Governmental transactions are generally 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
Notes to Financial Statements, Continued
September 30, 2013

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 Financial Statements

The fund financial statements provide information on the Agency’s funds. The emphasis of fund
financial statements is 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. Measurement 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 a liability 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) equal value 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 eligibility requirements stipulated by the provider have been met and
satisfied.

10



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued

September 30, 2013
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 available if 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 all financial 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. Annual 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.

c) The final budget is then filed with the State of Idaho. Expenditures may not legally
exceed budgeted appropriations at the functional level. The legal 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, 2013, there were no budget amendments.

11



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

S. 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 has adopted and applied all applicable GASB pronouncements,
including GASB Statement No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.

Recent Accounting Pronouncements

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements; GASB Statement No. 62; GASB Statement No. 63, Financial Reporting of
Deferred Outflows of Resources, Deferred Inflows of Resources and Net Position; and GASB
Statement No. 64, Derivative Instruments: Application of Hedge Accounting Termination
Provisions — an amendment of GASB 53, were all effective for the Agency beginning in the fiscal
year ended September 30, 2013. Implementation of these statements did not have a material
impact on the Agency’s financial results.

GASB Statement No. 63 amended the net assets reporting requirements by incorporating
deferred inflows of resources and deferred outflows of resources into the definitions of required
financial statement components and renames Net Assets as Net Position. The Agency’s financial
statements have been modified to conform to the requirements of this statement. Implementation
did not have a material impact on the Agency’s financial results.

In March 2012, the GASB issued Statement No. 65, Items Previously Reported as Assets and
Liabilities. GASB Statement No. 65 establishes accounting and financial reporting standards that
reclassify certain items previously reported as assets and liabilities as deferred outflows or
deferred inflows of resources, or as outflows or inflows of resources. This statement also limits
the use of the term deferred in financial statement presentations. This statement will be effective
for the Agency beginning in the fiscal year ending September 30, 2014. The Agency is currently
assessing the financial statement impact of adopting this statement.

12



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

S. Summary of Significant Accounting Policies, Continued

Recent Accounting Pronouncements, Continued

In June 2012, the GASB issued Statement No. 68, Accounting and Financial Reporting for
Pensions — An Amendment of GASB Statement No. 27. The primary objective of GASB
Statement No. 68 is to improve accounting and financial reporting by state and local
governments for pensions. This statement establishes standards for measuring and recognizing
liabilities, deferred outflows and deferred inflows of resources and expenses. For defined benefit
pension plans, this statement identifies the methods and assumptions that should be used to
project benefit payments, discount projected benefit payments to their actuarial present value and
attribute that present value to periods of employee service. Note disclosure and required
supplementary information about pensions are also addressed. GASB Statement No. 68 will be
effective for the Agency beginning in the fiscal year ending September 30, 2015. The Agency is
currently evaluating the financial statement impact of adopting this statement.

Cash and Cash Equivalents

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

Receivables

Receivables are stated at the amount management expects to collect from outstanding balances.
Management provides for probable uncollectible amounts through an allowance 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 allowance for doubtful accounts and a
credit to the applicable accounts receivable. Management expects all September 30, 2013
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 financial statements, liabilities that become due and payable
within one year after the financial statement date are included in current liabilities, while
liabilities that become due and payable after that time are shown as noncurrent liabilities.

13



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

S. Summary of Significant Accounting Policies, Continued
Net Position

Net Position represents the difference between assets plus deferred outflows, and liabilities plus
deferred inflows. Net position is comprised of the various net earnings from operating income,
nonoperating revenues and expenses, and capital contributions. Net position is classified in the
following components.

Net investment in capital assets. This component of net position consists of capital 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 position. This component of net position consists of amounts 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 position. This component of net assets consists of amounts that do not meet the
definition of “net investment in capital assets” or “restricted net position”.

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

GASB Statement No. 54, Fund Balance Reporting and Government Fund Type Definitions
(GASB No. 54), defines the different types of fund balances that a governmental entity must use
for financial reporting purposes. GASB No. 54 requires the fund balance amounts to be properly
reported within one of the following fund balance 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.

14



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

S. Summary of Significant Accounting Policies, Continued

Fund Balances, Continued

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).

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

Unassigned: The residual 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 are classified as unrestricted 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 formal 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, 2013, there were no significant encumbrances.

15



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

S. Summary of Significant Accounting Policies, Continued

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.

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 for 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 financial statements, all property taxes
receivable, regardless of when they are collected, are recorded as revenue in the period for 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 professional 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.

Subsequent Events

The Agency has evaluated subsequent events through January 6, 2014, the date as of which these
financial statements were available to be issued. No material subsequent events have occurred
since September 30, 2013 that required recognition or disclosure in these financial statements.

16



Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

6. Cash and Cash Equivalents

Cash and cash equivalents consist of deposits held in checking and money market accounts with
a local bank. Custodial 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, 2013, the Agency’s deposits are insured by
the Federal Deposit Insurance Corporation (FDIC) up to $250,000.

Both the carrying amount of cash and cash equivalents on the Agency’s books, and bank balances
at September 30, 2013, totaled $3,073,008 (including restricted cash and cash equivalents). A
summary of the total insured and uninsured bank balances at September 30, 2013 is as follows:

Total bank balances $ 3,073,008

Portion insured by FDIC (250,000)

Uninsured bank balances $ 2,823,008
7. Receivables

Receivables at September 30, 2013 are summarized as follows:

Unearned property taxes receivable $§ 949,231
Property taxes receivable 64
Delinquent property taxes receivable 18,683

$ 967978

Unearned property taxes receivable consist of property taxes levied for the next fiscal year. These
amounts have been offset by unearned property tax revenue in the entity-wide and governmental
funds financial statements.

Property taxes receivable consist of property taxes received within the first 60 days after the end
of the Agency’s fiscal year end that relate to taxes levied for the current or prior fiscal years.

Delinquent property taxes receivable consist of property taxes levied for the current and prior
fiscal years, which were not collected within the current period or within 60 days after the end of
the Agency’s fiscal year. These amounts have been offset by 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, 2013.
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Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

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,
2013.

10. Short-Term Borrowings

The Agency had no short-term borrowings at September 30, 2013, 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
2013, 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, 2013, the Agency had restricted cash of $729,703. The restricted cash is
represented by the unexpended proceeds of the revenue allocation note and a separate debt
service payment account, totaling $478,523 and $251,180, respectively. The use of this cash 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:

Year Ending September 30, Principal Interest Total
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 240,098 10,773 250,871
2021 123,266 2.169 125,435

$ 1,639,318 § 242214 $ 1,881,532
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Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

11. Long-Term Obligations, Continued

A summary of changes in long-term obligations of the Agency for the year ended September 30,
2013 is as follows:

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

September 30, Obligations  Obligations September 30, One

2012 Incurred Paid 2013 Year

Revenue allocation note $ 1,826,998 $ $ (187.680) $1.639318 § 194427

12. Commitments and Contingencies

As of September 30, 2013, 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, 2013, the
Agency had provided funding-to-date totaling $136,223 related to this project. The remaining
maximum commitment on this project at September 30, 2013 was $313,777.

During 2011, the Agency entered into an agreement with the Downtown Sandpoint Business
Administration (DSBA) to provide funding for approved economic revitalization projects. The
agreement calls for the Agency to provide funding of up to $45,000, as work is completed. As of
September 30, 2013, the Agency had provided funding-to-date totaling $30,810 related to these
projects. The remaining commitment on these projects at September 30, 2013 was $14,190.

During 2013, the Agency entered into an agreement with the KSZT, LLC related to
improvements made to the Sandpoint airport. The agreement calls for the Agency to provide
funding of up to $300,000, as work is completed. As of September 30, 2013, the Agency had
provided funding-to-date totaling $1,118 related to this project. The remaining commitment on
this project at September 30, 2013 was $298,882.
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Sandpoint Urban Renewal Agency
Notes to Financial Statements, Continued
September 30, 2013

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, 2013, amounts reported as Committed Fund Balance
represent funds segregated for the purchase of public art.

Assigned: The Agency’s Assigned Fund Balance is fund balance reporting occurring by the
Board administration authority. At September 30, 2013, 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.

14. Risk Management

Insurance Coverage

The Agency’s Board believes there is no significant risk of loss related to general 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, 2013. Therefore, the Agency has not established a reserve for the payment of
uninsured claims. Generally, 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, 2013. 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, 2013, 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, 2013

Revenues:
Property taxes
Penalties and interest

Total revenues

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Advertising

Office supplies

Debt service

Total expenditures
Net changes in 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 to Final to Actual
$ 498,859 § 498,859 § 515,705 § - $ 16,846
1,000 1,000 2,608 - 1,608
499,859 499,859 518,313 - 18,454
1,368,000 1,368,000 374,725 - 993,275
9,250 9,250 3,021 - 6,229
33,999 33,999 11,289 - 22,710
- - 375 - (375)
- - 291 - (291)
750 750 23 - 727
250,871 250,871 250,871 - -
1,662,870 1,662,870 640,595 - 1,022,275
(1,163,011)  (1,163,011) (122,282) - 1,040,729
1,801,643 1,801,643 1,801,643 - -
$ 638,632 $§ 638,632 $1,679361 § - $ 1,040,729

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, 2013

Revenues:
Property taxes
Penalties and interest

Total revenues

Expenditures:

Public improvements
Professional services
Public art

Dues and subscriptions
Advertising
Miscellaneous

Office supplies

Total expenditures
Net changes in 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 to Final to Actual
$ 286,653 § 286,653 $ 368,747 $§ - § 82,094
750 750 1,793 - 1,043
287,403 287,403 370,540 - 83,137
590,266 590,266 - - 590,266
9,250 9,250 18,796 - (9,546)
29,069 29,069 - - 29,069
- - 375 - (375)
- - 291 - (291)
- - 167 - 167)
750 750 22 - 728
629,335 629,335 19,651 - 609,684
(341,932) (341,932) 350,889 - 692,821

1,015,634 1,015,634 1,015,634 - -
$ 673,702 § 673,702 $1,366,523 § - $ 692,821

See accompanying Report of Independent Auditor and Notes to Budgetary Comparison Schedules.
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Sandpoint Urban Renewal Agency
Notes to Budgetary Comparison Schedules
September 30, 2013

1. Basis of Presentation

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

2. Expenditures in 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 six 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.
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Certified Public Accountants
Business Consultants

dm-t

decorias maichels 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, 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, 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, 2013, and the related
notes to the financial statements, which collectively comprise the Agency’s basic
financial statements and have issued our report thereon dated January 6, 2014.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Agency's internal control
over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Agency's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Agency's internal control.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal
control that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified.
However, as described in the accompanying Schedule of Findings and Responses,
we identified certain deficiencies in internal that we consider to be significant
deficiencies, which were considered to be, in the aggregate, a material weakness.

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 13-1 and 13-2, in
the aggregate, to be a material weakness.
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A significant deficiency is a deficiency, or 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 13-1 and 13-2 to be significant deficiencies.

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 Findings

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.

Purpose of this Report

The sole purpose of this report is to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the entity’s internal control or on compliance. This report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the entity’s
internal control and compliance. Accordingly, this communication is not suitable for any other

purpose.

’Dzé&mc«} W:M ‘dmgw{/o_s

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

January 6, 2014
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Sandpoint Urban Renewal Agency
Schedule of Findings and Responses
Year Ended September 30, 2013

Section I — Summary of Auditor’s Results
Financial Statements

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

The audit of the financial statements of Sandpoint Urban Renewal Agency disclosed two
significant deficiencies in internal control over financial reporting.

The significant deficiencies in internal control over financial reporting were considered to be, in
the aggregate, a material weakness.

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

Section II — 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 13-1

Condition The size of the Agency’s staff is not large enough to permit an adequate
segregation of duties for an effective system of internal control over
financial 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 is too small to allow an adequate segregation of duties.

Recommendation Although the Agency is not large enough to permit an adequate 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, 2013

Finding 13-2

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 over financial reporting includes
periodically reconciling each general ledger account, and adjusting the
recorded balances if necessary.

In connection with performing our audit testing, we proposed 7 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 weakness in 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 general 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, 2013

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 internal control.

Status: This condition still exists at September 30, 2013. See Finding 13-1.

Finding 12-2

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

Status: This condition still exists at September 30, 2013. See Finding 13-2.
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