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OFFICE OF FINANCIAL SERVICES
MICS:?)?J{I\JI‘!E_‘YA 200 WEST BROADWAY
—_— MISSOULA, MONTANA 59802

PHONE: (406) 721-5700

February 27, 2015

Board of County Commissioners
And Citizens of Missoula County, Montana

Dear Commissioners,

This letter transmits to the Board of County Commissioners and the citizens of Missoula County the Comprehensive Annual Financial Report
(CAFR) for Missoula County for the year ended June 30, 2014. This CAFR presents fairly the financial condition of the County as of June 30,
2014 and the results of its operations and cash flows for proprietary type funds for the fiscal year then ended. With the exception of the
independent auditors' reports, all the information included in this report is the responsibility of the management of Missoula County.

The County has prepared this report in conformity with generally accepted accounting principles. Consequently, the financial statements reflect
the implementation of the Governmental Accounting Standards Board Statement No. 34 — Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local Governments.

This report is the financial reflection of the services provided by Missoula County. It contains all County funds used to account for the normal
range of local government services including criminal justice, public safety, public works, public health, cultural and recreational programs,
community development and social services. Also presented are the activities of the Missoula County Development Authority, Larchmont Golf
Course, Missoula Aging Services, the Missoula County Workers® Compensation Group Insurance Authority, the Missoula County Employee
Benefits Plan, and the Partnership Health Center. Missoula County has sufficient authority over these agencies to justify including them as
component units of the County. The details of this authority are discussed in Note 1 to the Basic Financial Statements. Rural fire districts, school
districts and other local agencies do not meet the criteria for inclusion in the report, and are consequently excluded, except as agency funds. The
CAFR also includes Management’s Discussion and Analysis which provides a narrative overview of the County’s financial position, results of
operations, and significant initiatives.

Independent Audit — Montana statutes require that certain local governments obtain at least biennial audits of the financial statements. Missoula
County has chosen to contract with Nicole M. Noonan, CPA, P.C. This audit also satisfies the federal Single Audit Act and Office of Management
& Budget Circular A-133.




PROFILE

Missoula County, Montana covers approximately 2,600 square miles in the western part of the state. Five large valleys and two major rivers wind
through this mountainous region. Missoula County has a population of more than 100,000 people and the county seat is the city of Missoula. The
Missoula County Courthouse was completed in 1910. Its south foyer is graced by a series of eight murals painted by famed western artist, Edgar
S. Paxson, between 1912 and 1914. An addifion to the Courthouse was completed in 1966. Missoula County is governed by three Commissioners,
each elected to staggered six-year terms. The current Commissioners are Chair Bill Carey, Jean Curtiss and Nicole Rowley.

The County provides a full range of services in general government, criminal justice, public safety, public works, public health, social and
economic services, culture and recreation, and howvsing and community development. Details of the departments under these functions are
provided in Management’s Discussion and Analysis.

Budgetary control of these functions is maintained through an annual budget adopted by the Board of County Commissioners. The budget process
generally begins shortly after the mid-year budget review which is held in late January each year. The CFO in consultation with department heads,
the CAQ and the Financial Services staff provides a forecast of the projected year end fund balances. In addition a prediction of the following
year’s revenues and fixed expenses is made. It is from these estimates that the general parameters of the coming year’s budget are constructed. A
presentation is made to the Commissioners and the Senior Leadership Team to establish the constraints within which the departments must work.
The County departments are then provided budgst spreadsheets; within which salaries and benefit costs are included. Departments must make the
decisions on how to live within the constraints established in the general parameter discussion. The departments then submit their budget
spreadsheets to the CF(O’s office by a set date, where they are reviewed, modified and then returned to the departments. The Commissioners then
meet with each department to discuss their budget requests and hear an analysis of the departmental budgets provided by the CFO. Decisions are
made on the individual departmental requests at the conclusion of the budget meetings when examined in the context of total proposed County
budget. Public budget hearings are generally conducted in July and August of each year. The final budget is adopted by the second Monday in
August or 45 days after receiving the certified taxable values from the State of Montana following the final public hearing. Budget authority is
flexible in that the Commissioners may make mid-year transfers among budget object lines within a fund and budget amendments within statutory
restrictions as deemed necessary for proper administration of County government. The level of budgetary control is established at the personnel,
operations, and capital level within each fund.

The County’s internal controls begin as a process that is effected by the organization’s structure, work and authority flows, people and
management information systems that are designed to help the County accomplish its goals and objectives. Budgetary controls are maintained in
the accounting office and reported to department heads and the County Commissioners. The County’s audit staff reviews all departmental expense
claims for appropriate backup documentation and departmental approval prior to the presentation to the County Commissioners for final approval
and the creation of warrants. Revenues are monitored by departmental heads as well as the County CFO. Any deviations from the budget are
reported to the Commissioners in a timely fashion and budget modifications which are authorized under current County policy are made
throughout the year by majority vote of the County Commissioners.

i



FINANCIAL CONDITION

Missoula County’s economic slowdown, which began in 2007 and continued through 2010 with negative growth in non-farm payroll in years 2008
through 2010, reversed its course in 2011 with a .07% increase. For the year ending June 30, 2014 non-farm payroll jumped to a healthy 1.9%.
Projections going forward are four consecutive years of growth between 2.4% and 2.7%, beginning in 2015. The non-farm employment rate in
Missoula County (according to the U.S. Bureau of Labor Statistics) has increased over the last year from approximately 2.9 %. The closure of the
Stimson plywood plant in 2007, and the Stimson sawmill in 2008 have provided an opportunity for new industry to occupy the former Bonner mill
site. A large wood chipping operation has taken the southernmost 20 acres of the 110 acre site. Northwest Paints and Siding Company has
relocated its operations to one of the large buildings in the center of the campus and most recently a manufacturer of custom travel trailers has
expanded their east coast operations to include a manufacturing facility at the former Bonner mill site. Across the river from the old Bonner mill
the County, in cooperation with landowners, created a TEDD (Targeted Economic Development District) to help with the development of a new
manufacturing site. The tax revenue calculated from new construction, as provided by the Department of Revenue for Missoula County in 2014,
came in flat for the 2014 tax year; reflecting the decrease in centrally assessed properties at the state level.

The mood within the County is one of cautious optimism. New housing starts, specifically multi-family apartment complexes, are up substantially
from the previous four years and new businesses are starting to appear. The earlier closure of K-Mart on the 93 strip has given way to the
construction of a new Cabela’s Sporting Goods, Boot Barn, Kohl’s Department Store, Men’s Wearhouse and City Brew Coffee; all of which
provide ancther sign of the economy picking up. The end of the long recession for the Missoula County economy may be in sight. Since
substantially all growth in property tax revenue is from new construction (and not from increases in market value of existing properties), the
County will continue io closely examine budget priorities when confronting the difficuit issue of allocating limited resources.

In order to mitigate the risk of flat revenue and other financial risks, the County’s long-term financial planning includes revenue forecasting for the
County’s general revenues, along with the identification of one time revenues versus ongoing revenues. The forecast include property and related
taxes, fees, in addition to non-tax revenues which make up 67% of County revenues. While property tax revenues account for approximately 33%
of total County revenues, they represent on the average 23.4% of a Missoula County property tax bill. The County has maintained a policy of
matching ongoing revenues with ongoing expenses to maintain the structural integrity of its departments. The County also requires all departments
to maintain a 5% cash reserve at year end with the exception of the Public Safety Fund which has an 8% requirement and the General Fund which
has a 12% requirement. The County alse maintains multi-year budgets for the Capital Improvement Program and the Technology Program to
ensure adequate resources for the future replacement of existing capital assets and to fund the acquisition of new assets.

Management’s Discussion and Analysis, starting on page 5, provides additional information on the economic environment in the County, as well
as the highlights of the 2014 fiscal year and the challenges facing the 2014 budget.

iii



RELEVANT FINANCIAL POLICIES

To achieve the goal of providing oufstanding, cost-effective regional public services, the Missoula County applies sound management practices
and policies that enhance the quality of life of its citizens. Many of the financial management practices used by the County have been identified by
the Government Finance Officers Association of the United States and Canada (GFOA) and recognized by Standard and Poor’s rating agency as
best practices that promote financial soundness, efficiency in government and solvency in public finance. The following summarizes the County’s
financial management practices. Each County department prepares an annual budget plan which they present during the budget process for
evaluation by the County Commissioners and senior staff. Budget plans communicate the value the department brings to the community and
measures performance. A budget plan sets forth long-term goals, operational and budget challenges, strategies for overcoming challenges and
progress towards achieving those goals during the coming year.

The annual budget reflects the County’s disciplined approach to fiscal management and is consistent with the County’s financial planning process.
Department budgets are consistent with the priorities and operations plans contained in the Financial and Operational goals of the County.
Departments use these planning processes, along with projected outcomes, to evaluate programs and redirect existing resources as needed for
greater efficiency to reduce costs and minimize the need for additional resources.

The County’s five-year Capital Improvement Plan (CIP) is a long-term list of significant projects funded by the Capital Projects budget. It also
includes the five-year capital program for non-Capital Fund expenditures. The CIP aids the County in its assessment of the best use of funds
available in order to establish and prioritize its capital asset goals, while maintaining long-term financial stability.

The County Funds currently contain formal reserves, appropriations for contingencies and appropriated reserve-type funds. The purpose of these
reserves is to protect community programs and services from temporary revenue shortfalls.

The Treasury Oversight Committee (TOC) is responsible for reviewing and monitoring the annual Investment Policy Statement (IPS) prepared by
the Treasurer. In addition, the TOC initiates a quarterly review of the Chief Financial Officer’s compliance with the IPS. Annually, if changes are
made to the IPS the TOC submits the IPS to the Board of County Commissioners for approval. The TOC membership consists of the following:
the elected Auditor, the elected Clerk and Recorder, one elected County Commissioner, the elected Superintendent of Schools, the Chief Financial
Officer and one appointed county resident.



AWARDS & ACKNOWLEDGEMENTS

Awards — Missoula County earned its twenty-first consecutive GFOA’s Certificate of Achievement for Excellence in Financial Reperting for its

Fiscal Year 2013 Comprehensive Annual Financial Report. The Fiscal Year 2014 Report will also be submitted for consideration for the
Certificate.

Acknowledeements — I would like to thank the Missoula County Financial Services Office: Sharon Bowman, Teresa Graham, Julie Harris, Jacque
Harris, Dawn Overbaugh, Ruthe Sackey, Alane Stickney, and especially Christi Page for all their work and dedication. Thanks also to Barbara
Berens, the Missoula County Auditor, for her support and a special thanks goes to the County Chief Administrative Officer; Vickie Zeier for her
leadership. Without the efforts of all these people, this report would not have been possible. Finally, 1 would like to thank the Board of County

Commussioners for their service, understanding of the value of this report, their commitment to the County making difficult decisions in difficult
times and their continued support for strong financial accountability.
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Government Finance Officers Association

Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to
Missoula County
Montana
For its Comprehensive Annual

Financial Report
for the Fiscal Year Ended

June 30, 2013
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Executive Director/CEQ
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