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INDEPENDENT AUDITOR’S REPORT

To the Board of Commissioners
Missoula Redevelopment Agency
Missoula, Montana

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities and
each major fund of Missoula Redevelopment Agency (the Agency), a component unit of the
City of Missoula, Montana, as of and for the year ended June 30, 2016, 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

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 from 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 Agency’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
Agency’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.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and each major fund
of the Missoula Redevelopment Agency, as of June 30, 2016, 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.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 5-35, budgetary comparison information on
pages 78-81, the schedule of funding progress for retiree health insurance benefit plan on
page 82, the schedule of proportionate share of the PERS net pension liability on page 83,
the schedule of PERS contributions on page 86, and the notes to required supplementary
information on pages 85-87 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, who 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.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Agency’s basic financial statements. The supplementary
information presented on pages 88-91 is presented for purposes of additional analysis and is
not a required part of the basic financial statements.

The combining debt service balance sheet and combining debt service statement of
revenues, expenditures and changes in fund balance are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records
used to prepare the financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a
whole.

The debt service budgetary comparison schedules have not been subjected to the auditing
procedures applied in the audit of the basic financial statements and, accordingly, we do not
express an opinion or provide any assurance on them.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
February 27, 2017 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.

Oraersor. JusMuehibens (o, P.C.

Missoula, Montana
February 27, 2017
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Using This Report

This audit report consists of a series of financial statements. The Statement of Net Position and
the Statement of Activities are government-wide statements, which are required by
Governmental Accounting Standards Board (GASB) Statement 34. These statements report on
all of the Agency’s activities and are on full-accrual basis. They are intended to present a long-
term view of the Agency’s finances.

The Balance Sheet and Income Statement (Statement of Revenues, Expenditures and Changes in
Fund Balances) are considered fund financial statements, which are financial statements that
report on one or more funds (governmental funds) of the governmental entity. These statements
are on a modified accrual basis of accounting, which measures cash and all other financial assets
that can readily be converted to cash. Governmental funds are used to account for the
acquisition, use, and balances of expendable financial resources and the related current
liabilities. Governmental funds include general funds, special revenue funds, debt service funds,
and capital project funds. The fund financial statements tell how the Agency’s redevelopment
activities were financed in the short term as well as what remains for future redevelopment. Also,
these statements report the Agency’s operations in more detail than the government-wide
statements by providing information about the Agency’s most significant funds.

About the Agency

Two of the most important questions asked about the Agency are, “How well did the Agency
respond to redevelopment opportunities in the past fiscal year?” and “What ability will it have to
respond to future redevelopment opportunities?” The Statement of Net Position and the
Statement of Activities report information about the Agency as a whole and about its activities.
These statements include all assets and liabilities using the accrual basis of accounting, which is
similar to the accounting used by most private-sector companies. All of the current year's
revenues and expenses are taken into account regardless of when cash is received or paid.

You can think of the Agency’s net position (the difference between assets and liabilities) as one
way to measure the Agency’s financial health, or financial position. Over time, increases or
decreases in the Agency’s net position are one indicator of whether the Agency has been
responding to redevelopment opportunities at a level equal to, above, or below its annual
revenue. When reviewing the Agency’s overall financial position, however, other non-financial
factors should also be considered such as changes in the property tax assessment formula, which
is determined by the State legislature, the total mills levied by the taxing jurisdictions and
whether the Agency has sold bonds to assist a redevelopment project.
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The fund financial statements provide detailed information about the most significant funds, not
the Agency as a whole. The Agency had six urban renewal districts (URDs) active in fiscal year
2016 and each has its own fund. URD II, URD III, Front Street URD and Riverfront Triangle
URD all derived a majority of their revenue from tax increment provisions allowed by State law.
Hellgate URD and North Reserve/Scott Street URD were created on August 25, 2014 and will
receive their first transmittal of tax increment in November 2016 provided the 2016 taxable value
of the districts is higher than the base year (2014). Tax increment is collected by the County,
transferred to the City, and deposited into the respective urban renewal districts’ development
fund. These funds in turn provide money for the Agency’s redevelopment programs: Tax
Increment Financing (TIF), Commercial Rehabilitation Loan Program (CRLP), the Code
Compliance Assistance Program (CCP) and the Facade Improvement Program (FIP). The TIF
program is provided for by State law. The other three programs, CRLP, CCP and FIP, are
redevelopment programs approved by the Agency’s Board and/or Missoula City Council as
allowed by State law.

In sum, the government-wide financial statements provide a long-term view of the Agency’s
financial well-being, whereas the fund financial statements provide a detailed short-term view of
the Agency’s general operations, basic services and fund balances for future redevelopment. The
relationship (or difference) between the government-wide statements (as reported in the
Statement of Net Position and the Statement of Activities) and the fund financial statements (as
reported in the Balance Sheet and Statement of Revenues, Expenditures and Changes in Fund
Balances) is explained in the reconciliations included in the financial statements section of this
report.

Retirement Plans

As a component unit of the City, the Agency employees participate in the Montana Public
Employees Retirement System (PERS). The Agency employees and the State of Montana all
contribute to the retirement plan. The retirement plan is administered by the State of Montana.

Capital Assets

Other than office furniture and equipment, the only other asset associated with the Agency is a
2015 Dodge Grand Caravan. This company vehicle was purchased through the City’s
procurement process for $24,576 and put into service on December 24, 2014. This asset is listed
under the City’s general capital assets account. All other physical assets or improvements to
public assets through purchases or construction undertaken by the Agency are owned by the
City. Assets created or improved as a result of projects developed with private entities pursuant
to urban renewal activities or programs of voluntary or compulsory repairs are assets of the
private entities. As reported in the Statement of Net Position, the Agency’s assets include cash
and investments, taxes/assessments receivable (net), other receivables, and amounts due from
other governments. The Agency complies with the City’s Fixed Asset Management System with
respect to tracking furniture, equipment and computer related assets.
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Current and Noncurrent Liabilities

The Agency has current and noncurrent liabilities. Current liabilities include accounts payable
for project related expenditures, accrued wages, the current portion (vacation hours) of the
Agency’s compensated absences and the current portion of notes payable, guarantor payable and
tax increment revenue bonds payable. Noncurrent liabilities include post-employment benefits,
the long-term portion (sick and compensatory hours) of the Agency’s compensated absences, and
the long term portion of the notes payable, guarantor payable and tax increment revenue bonds
payable.

Bonds and Notes Payable
Below is a summary list of the Agency’s long term debt:

Series 2006 $1,775,000 Brownfields Revolving Loan Fund Note
Series 2006 $3,600,000 Millsite Lease Buy Out

Series 2007 $1,500,000 Safeway/St. Pats Project

Series 2010 $1,623,380 First Interstate Bank Note

Series 2013 $5,750,000 URD II Silver Park, Trestle, Wyoming St
Series 2013 $1,753,500 Intermountain Project (Corso/The Source)
Series 2014 $2,864,000 2010 Front St Parking Refunding

Series 2015 $1,364,400 NRSS Projects (Bretz, C.D., Edgell)
Series 2015 $5,000,000 S. Reserve St Pedestrian Crossing

$3,600,000 — Millsite Lease Buy-Out

On August 6, 2006 the City of Missoula pursuant to Resolution 7120 approved the sale of
$3,600,000 in tax increment revenue bonds related to the Old Sawmill District project in URD II.
The bond terms are 25 years and therefore extend the life of URD II until 2031. The Series 2006
$3.6 million tax increment bonds received an AA rating from Standard & Poors; the first rating
of a tax increment bond in the State of Montana.

$1,775,000 — Brownfields Revolving Loan Fund Note

On August 10, 2006, the Missoula Revitalization Project LLC, the City of Missoula and the
Agency entered into a Loan Agreement and Note with the Missoula Area Economic
Development Corporation for a $1,000,000 loan, later increased to $1,125,000, from the
Missoula Brownfields Revolving Loan Fund. Tax Increment currently received from the Old
Sawmill District property and the tax increment generated as a result of the environmental
remediation and subsequent platting of the property was pledged to service the loan over the life
of URD II. On December 14, 2009 the amount of the loan was increased to $1,525,000. On
December 22, 2009 the terms of the Loan Agreement and Note were amended to defer paying
principal until 2023. On July 2, 2012, pursuant to resolution 7712, the amount of the loan was
increased to $1,775,000. The loan is now serviced by Montana & Idaho Community
Development Corporation.
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$1,500,000 — Safeway/St. Patrick Hospital Project

On October 15, 2007 the City of Missoula pursuant to Resolution 7286 approved the sale of $1.5
million in tax increment revenue bonds related to the Safeway/St. Patrick Hospital project in
URD II. The bonds are secured by a first lien upon and pledge of tax increment revenues derived
from the project.

$3,000,000 — Front Street Parking Structure

On December 22, 2010 the City of Missoula pursuant to Resolution 7587 pledged $3 million in
tax increment funds from the Front Street URD to the Missoula Parking Commission for
payment of Parking Facilities Revenue Bonds issued to construct the Front Street Parking
Structure. The pledged TIF was 1.35 times 40% of the average annual debt service of the $7.5
million Parking Revenue Bonds (Series 2010B) dated December 29, 2010 and was provided in
two equal installments of $134,211. Excess increment was returned to the Agency after the
October 1* Bond payment and is used to fulfill subordinate debt requirements. On April 9, 2014,
the Missoula Parking Commission redeemed the Series 2010B bonds and reissued $7,160,000 in
Parking Facilities Revenue Refunding Bonds, Series 2014. This decision was made as a result of
the reduction of approximately 8.7% in federal subsidy payments due to the sequestration. The
Commission was receiving the subsidy as part of the government’s direct-pay tax credit for
eligible bonds. The Agency confirmed its pledge of tax increment to the Series 2014 Refunding
Bonds in the principal amount of $2,864,000 in Resolution 7864, which was approved on April
7, 2014. The pledged TIF amount on the new bonds is provided in two equal installments of
$133,425. The refunding of the 2010B bonds resulted in $44,000 proceeds from debt
restructuring for the Agency, which was reported as Other Revenue in the government-wide
statements.

$1,623,380 — First Interstate Bank

On December 22, 2010 the City of Missoula pursuant to Resolution 7587 authorized the issuance
of a Front Street URD Subordinate Lien Note to First Interstate Bank in the amount of
$1,623,380 for reimbursement of tax increment eligible costs incurred in the construction of the
new bank building on the corner of Higgins Avenue and Front Street. The Series 2010 Note
bears interest at the annual rate of 6.55% for a period of 25 years.

$5,750,000 — Wyoming Street / MRL Trestle / Silver Park

On March 4, 2013 the City of Missoula pursuant to Resolution 7758 approved the sale of
$5,750,000 in tax increment urban renewal revenue bonds in URD II to fund public
improvements related to the extension of Wyoming Street, replacement of the MRL Trestle and
construction of the City-owned park parcel known as Silver Park. The original purchaser of the
negotiated sale bonds was First Security Bank, Missoula MT, a division of Glacier Bank. Per
Montana Urban Renewal law, the bond term is limited to a final maturity date no later than the
existing Series 2006 bond maturity date of July 1, 2031. The interest rate on the bond is 3.150%
per annum. Principal and interest payments are due to the City’s paying agent, US Bank, on
January 1 and July 1, commencing January 1, 2014. Maximum annual debt service per the
amortization schedule is $426,028 in fiscal year 2029.
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$1,753,500 — Intermountain Site

On May 20, 2013 the City of Missoula pursuant to Resolution 7782 approved the sale of
$1,753,500 in tax increment urban renewal revenue bonds in URD II to fund certain public
improvements related to redevelopment of the former Intermountain Lumber Site along Russell
Street. The projects on the site include a residential development known as Corso Apartment
Homes and a fitness center known as The Source. The original purchaser of the negotiated sale
bonds was First Security Bank, Missoula MT, a division of Glacier Bank. Per Montana Urban
Renewal law, the bond term is limited to a final maturity date no later than the existing Series
2006 bond maturity date of July 1, 2031. The interest rate on the bond is 4.250% per annum.
Interest is calculated on the basis of a year of 360 days composed of twelve 30-day months.
Capitalized interest payments are payable from the bond funds on January 1 and July 1, 2014.
Thereafter, principal and interest payments are payable from tax increment generated by the
projects to the City’s paying agent, US Bank, on January 1 and July 1, commencing January 1,
2016. Maximum annual debt service per the amortization schedule is $146,292 in fiscal year
2028.

$5,000,000 — South Reserve Street Pedestrian Bridge

On November 16, 2015 the City of Missoula pursuant to Resolution 8022 approved the sale of
$5,000,000 in tax increment urban renewal revenue bonds in URD III to fund the design and
construction of a pedestrian bridge over South Reserve Street connecting the Missoula to Lolo
Trail to the Bitterroot Branch Trail. The original purchaser of the negotiated sale bonds was First
Security Bank Division of Glacier Bank, Missoula MT. The final maturity date is July 1, 2040.
The interest rate on the bond is 4.350% per annum. Initial interest payment was due July 1, 2016
and thereafter, interest only payments are due on January 1 and principal and interest payments
are due on July 1 payable from tax increment generated by URD III to the City’s paying agent,
US Bank, commencing January 1, 2017. Maximum annual debt service per the amortization
schedule is $342,500 in fiscal year 2018.

$1,364,400 — North Reserve/Scott St. (Bretz RV, Consumer Direct and Scott Street Village)

On December 14, 2015 the City of Missoula pursuant to Resolution 8031 approved the sale of
$1,364,400 in tax increment urban renewal revenue bonds in North Reserve/Scott Street (NRSS)
URD to fund certain public improvements related to redevelopment of Bretz RV & Marine,
construction of the new Consumer Direct office building and the Scott Street Village housing
project. The bond was issued as senior subordinate debt to future public improvement bonds
approved in the district. The original purchaser of the negotiated sale bonds was First Security
Bank Division of Glacier Bank, Missoula MT. The final maturity date is July 1, 2035. The
interest rate on the bond is 4.50% per annum. Capitalized interest payments are payable from the
bonds funds on July 1, 2016, January 1, 2017 and July 1, 2017. Thereafter, principal and interest
payments are payable from tax increment generated by the NRSS district to the City’s paying
agent, US Bank, on January 1 and July 1, commencing January 1, 2018. The Debt Service
Schedule shall be revised following the final advance of principal in accordance with the
Disbursement Agreement in order to reflect installments of principal and interest sufficient to
pay the outstanding principal amount by July 1, 2035. Maximum annual debt service per the
current amortization schedule is $56,646 in fiscal year 2035.
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$7,065,000 — Mary Avenue East - Infrastructure Improvements

On January 25, 2015 the City of Missoula pursuant to Resolution 8038 approved the sale of up to
$7,100,000 in tax increment urban renewal revenue bonds in URD III to fund certain public
infrastructure improvements related to the construction of an extension of Mary Avenue from the
Bitterroot railroad line east through the Southgate Mall property to Brooks Street. This bond was
issued on parity with the $5,000,000 South Reserve Street Pedestrian Bridge bond and closed on
October 14, 2016 for the final amount of $7,065,000. The bond will be drawn down in five
installments beginning with $3,000,000 drawn upon closing. The original purchaser of the
negotiated sale bonds was First Security Bank Division of Glacier Bank, Missoula MT. The final
maturity date is July 1, 2040. The interest rate on the bond is 4.350% per annum. An initial
interest payment is due on July 1, 2017 and thereafter, interest only payments are due on January
1 and principal and interest payments are due on July 1 payable from tax increment generated by
URD III to the City’s paying agent, US Bank, commencing January 1, 2018. Maximum annual
debt service per the amortization schedule is $492,271 in fiscal year 2018.

Refer to Note 5 on page 52 for further information regarding the Agency’s long-term debt
including schedules of outstanding balances.

Revenues

In fiscal year 2016, the Agency received general and other revenues and did not generate any
program revenue. Of the Agency’s $4,605,822 total revenue reported in the Statement of
Activities, 78% was tax increment received from property taxes. The next largest revenue source
for the Agency is the State of Montana in the form of State entitlement funds authorized under
2001 Legislative House Bill 124, Personal Property Reimbursements authorized under 2011
Legislative Senate Bill 372 and 2013 Legislative Senate Bill 96 and Public Employees
Retirement System (PERS) contributions. State of Montana funds account for 17% of the
Agency’s total revenue received. The remaining 5% is $241,404 in miscellaneous revenue
relating to the Sweetgrass Commons project wherein the Agency participated in a land cost
write-down.

Expenses

Under the Statement of Activities, most of the Agency’s expenses are expressed under Housing
and Community Development. Specifically, expenses include project assistance under the
Agency’s redevelopment and rehabilitation programs and administrative costs such as personnel,
office supplies and equipment. There was also $739,802 in interest expense paid on the Agency’s
outstanding bonds and notes.
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Special Items, Contributions, Transfers, Other

When applicable, the Agency financially contributes its proportionate share towards City of
Missoula activities that affect the Agency, such as purchase of new computer servers and
software. In addition, the Agency may contribute to City projects undertaken by other
departments within the URDs.

The Agency contracts with the City of Missoula to provide administrative support as well as
assistance from Engineering, Public Works, Finance, Parks and Recreation, and the Attorney’s
Office on various projects. The amount paid to the City also includes the Agency’s pro rata share
of the City’s liability insurance coverage for errors and omissions and its pro rata share of
General Fund transfers to the employee health benefits fund. The amount paid in fiscal year 2016
was $123,809 and was recorded as an administrative expense in the financials.

Administrative transfers between districts are done annually to reimburse the district that has
paid the administrative expenses of the Agency. In fiscal year 2016, the administrative expenses
were paid from URD III. The amount of money transferred in fiscal year 2016 from URD II to
URD III for administrative expenses was $250,000, the budgeted amount for the proportionate
share of staff time spent working on projects in URD II during the fiscal year. Since tax
increment is still limited (due to commitments to debt service or lack of redevelopment) in the
Front Street and Riverfront Triangle URDs, staff time spent on their creation and working on
projects in those districts is still being tracked for future reconciliation of administrative
expenses. Hellgate’s incremental taxable value for 2015 was below the base value (2014) so
there was no tax increment revenue in that district in fiscal year 2016. North Reserve /Scott
Street URD received its first tax increment revenue in fiscal year 2016 in the amount of $57,874.
Staff time spent on these new districts’ creation and new projects is being tracked for future
reconciliation. A detailed accounting of what each district owes URD III is maintained so a
reimbursement can be made when 