CITY OF KALISPELL
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City complies with generally accepted accounting principles (GAAP). GAAP includes all relevant Governmental
Accounting Standards Board (GASB) pronouncements. In the government-wide financial statements and the fund financial
statements for the proprietary funds, Financial Accounting Standards Board (FASB) pronouncements and Accounting
Principles Board (APB) opinions issued on or before November 30, 1989, have been applied unless those pronouncements
conflict with or contradict GASB pronouncements, in which case GASB prevails. For enterprise funds GASB statement Nos.
20 and 34 provide the City the option of electing to apply FASB pronouncements issued after November 30, 1989. The City
has elected not to apply those pronouncements.

In June 2004, the Governmental Accounting Standards Board (GASB) issued Statement No. 45, Accounting and Financial
Reporting By Employers for Postretirement Benefits Other Than Pensions. The City is required to implement this new
statement during the year ended June 30, 2009. Certain significant changes in the Statement include the following:

1. Recognition of cost of postemployment benefits on the government-wide financial statements on the accrual basis of
accounting instead of the cash basis. :

2. Provide information on current values of future benefits, associated liabilities, and summarize major plan provisions
and demographics.

Financial Reporting Entity

In determining the financial reporting entity, the city complies with the provisions for GASB statement No. 14, The Financial
Reporting Entity, and includes all component units of which the City appointed a voting majority of the units’ board; the City
is either able to impose it’s will on the unit or a financial benefit or burden relationship exists.

Primary Government

The City of Kalispell is a political subdivision of the State of Montana governed by an elected Mayor and Council duly
elected by the registered voters of the City. The City utilizes the City Manager form of government. The City is considered a
primary government because it is a general purpose local government. Further, it meets the following criteria: (a) It has a
separately elected governing body (b) It is legally separate and (c) It is fiscally independent from the State and other local
governments.

The accompanying financial statements present the primary government and its component units, entities for which the
government is considered to be financially accountable. These financial statements include all funds, agencies, boards,
commissions and authorities which meet the criteria for inclusion in the City’s financial report. These criteria include
financial accountability, appointment of a majority of the secondary government and the financial benefit or burden derived
by the primary government from a secondary government.

Discretely Presented Component Units

Discretely presented component units are separate legal entities that meet the component unit criteria described above but do
not meet the criteria for blending. The Cities’ two discretely presented component units, the Kalispell Parking Commission,
and the Downtown Business Improvement District are legally separate organizations of the City, but the City is financially
accountable. The component units are reported in a separate column to emphasize that they are legally separate from the City.

Kalispell Parking Commission
The Kalispell City Council passed Resolution 4103, a Resolution of intention to create Special Parking District #2 on June

21, 1993. Also passed was Resolution 4104, a resolution of intention to provide for funding the cost of maintaining,
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operating, repairing, and improving Special Parking Maintenance District #2 and Resolution 4105, a Resolution declaring the
need for a Parking Commission to function in the City of Kalispell and declaring a jurisdictional area wherein said Parking
Commission is authorized to function. The Mayor and City Council appointed the Board of Directors composed of City
residents who operate businesses within the district. The Parking Commission opened their doors on February 1st 1994, The
City transferred $53,000 in Fiscal 1994 to the district as start up money; no further City funds have been given to the district.
It is intended that the Parking Commission be operated as a Proprietary type fund and has been classified as such in the City's
financial statements.

Downtown Business Improvement District

On May 17, 2004, by resolution 4891A, the City created the Downtown Business Improvement District. The purpose of
which appears to promote the health, safety, prosperity, security and general welfare of the inhabitants of the City of Kalispell
and the proposed district, and appears to be of special benefit to the property within the District. The District boundaries are
roughly 2" Avenue East to 2" Avenue West between Center Street and 4™ Street South. Publicly owned property and owner
occupied single family dwellings are exempt from the assessments related to the District.

Basis of Presentation, Measurement Focus, and Basis of Accounting
Government-wide Financial Statements

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of Activities) report
information on all of the nonfiduciary activities of the primary government and its component units. For the most part, the
effect of interfund activity has been removed from these statements. Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type activities, which rely to a significant
extent on fees and charges for support. Likewise, the primary government is reported separately from certain legally separate
component units for which the primary government is financially accountable.

Eliminations have been made to minimize the double-counting of business-type activities.

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

Indirect expenses reported in the statement of activities must be allocated to the different functions of the City. These
expenses include administration, data processing, and central garage. The administrative cost allocation is based on each
functions percentage of total City expenses. Data processing is allocated based approximately on that functions usage of the
City’s computer servers. Central garage expenses are allocated to the other functions of the City based on actual invoicing.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even though the
latter are excluded from the government-wide financial statements. Major individual governmental funds and major
individual enterprise funds are reported as separate columns in the fund financial statements.

Certain eliminations have been made as prescribed by GASB 34 in regards to inter-fund activities, payables and receivables.
All internal balances in the Statement of Net Assets have been eliminated except those representing balances between the
governmental activities and business-type activities, which are presented as internal balances and eliminated in the total
primary government column. In the Statement of Activities, internal service fund transactions have been eliminated; however,
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those transactions between governmental and business-type activities have not been eliminated.

Measurement Focus and Basis of Accounting

On the government-wide Statement of Net Assets and the Statement of Activities, both governmental and business-type
activities are presented using the economic resources measurement focus and the accrual basis of accounting. Under the
accrual basis of accounting, revenues are recognized when earned and expenses are recorded when the liability is incurred,
regardless of the timing of the cash flows. Property taxes are recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been
met. The City generally applies restricted resources to expenses incurred before using unrestricted resources when both
restricted and unrestricted net assets are available.

Fund Financial Statements
Basis of Presentation

Fund financial statements of the City are organized into funds. A fund is an independent fiscal and accounting entity with a
self-balancing set of accounts. Fund accounting segregates funds according to their intended purpose and is used to aid
management in demonstrating compliance with finance-related legal and contractual provisions. The minimum number of
funds is maintained consistent with legal and managerial requirements. Funds are organized into three categories:
governmental, proprietary, and fiduciary. An emphasis is placed on major funds within the governmental and proprietary
categories. Each major fund is displayed in a separate column in the governmental funds statements. All of the remaining
funds are aggregated and reported in a single column as non-major funds. A fund is considered major if it is the primary
operating fund of the City or meets the following criteria:

a. Total assets, liabilities, revenues, or expenditures/expenses of that individual governmental or enterprise fund
are at least 10 percent of the corresponding total for all funds of that category or type; and

b. Total assets, liabilities, revenues, or expenditures/expenses of that individual governmental or enterprise funds
are at least 5 percent of the corresponding total for all governmental and enterprise funds combined.

Measurement focus and Basis of Accounting

Governmental funds are used to account for the City’s general government activities. Governmental fund types use the flow
of current financial resources measurement focus and the modified accrual basis of accounting. Under the modified accrual
basis of accounting, revenues are recognized when susceptible to accrual. (i.e., when they are “measurable and available)
“Measurable” means the amount of the transaction can be determined and “available” means collectible within the current
period or soon enough thereafter to pay liabilities of the current period. The City considers all revenues available if they are
collected within 60 days after year-end. Expenditures are recorded when the related fund liability is incurred, except for
unmatured interest on general long-term debt which is recognized when due, and certain compensated absences and claims
and judgements which are recognized when the obligations are expected to be liquidated with expendable available financial
resources.

Real and personal property taxes, special assessments, charges for current services, and interest earnings are susceptible to
accrual. Other receipts and taxes become measurable and available when cash is received by the City and are recognized as
revenue at that time. The City recorded real and personal property taxes and assessments levied for the current year as
revenue. Taxes and assessments receivable remaining unpaid at year-end and not expected to be collected soon enough
thereafter to be available to pay obligations of the current year were recorded as deferred revenue, with a corresponding
reduction in revenues, as required by generally accepted accounting principles. In addition, prior period delinquent taxes and
assessments collected in the current period were recorded as revenue in the current period as required by generally accepted
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accounting principles. Entitlements and shared revenues are recorded at the time of receipt or earlier if the susceptible to
accrual criteria are met. Expenditure driven grants are recognized as revenue when the qualifying expenditures have been
incurred and all other grant requirements have been met.

Major Funds
The City reports the following major governmental funds:

The General Fund is always a major fund. This is the City’s primary operating fund and it accounts for all financial
resources of the City except those required to be accounted for in other funds.

The Community Development Loan Revolving Fund was established to account for the lending and repayment of monies
loaned to businesses and individuals for projects approved by the City’s Community Development department.

SID 344 is a debt service fund established to account for the resources accumulated and payments made for principal and interest
on the 20 year bonds sold to finance the construction of the Old School Station Industrial and Technology Park.

Proprietary funds are accounted for using the accrual basis of accounting. These funds account for operations that are primarily
financed by user charges. The flow of economic resources focus concerns determining costs as a means of maintaining the capital
investment and management control. Revenues are recognized when earned and expenses are recognized when incurred.
Allocations of costs, such as depreciation, are recorded in proprietary funds.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues and expenses
generally result from providing services and producing and delivering goods in connections with a proprietary fund’s
principal ongoing operations. The principal operating revenues for enterprise funds are charges to customers for sales and
services. Operating expenses for enterprise funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as non-operating revenues
and expenses. When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, then unrestricted resources as they are needed.

Major Funds
The City reports the following major proprietary funds:

The Water Fund accounts for the activities of the City’s water distribution operations.

The Sewer Fund accounts for the activities of the City’s sewer collection and treatment operations and includes the storm
sewer system.

Fiduciary funds account for assets held by the government in a trustee capacity or as an agent on behalf of others.

The agency fund is custodial in nature and does not present results of operations or have a measurement focus. Agency funds
are accounted for using the modified accrual basis of accounting. This fund is used to account for assets that the City holds
for others in an agency capacity.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial statements, and the
internal service funds have been absorbed pro-ratably into governmental-type and business-type activities on the government-
wide financial statements. Exceptions to this general rule are charges for services between various functions of the
government. Elimination of these charges would distort the direct costs and program revenues reported for the various
functions concerned.
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Budget Process

An annual appropriated operating budget is adopted each fiscal year for the general fund, special revenue funds, debt service
funds and capital projects funds on the modified accrual basis. In addition, a budget is adopted for the enterprise and internal
service funds on a full accrual basis. The appropriated budget is prepared by fund, function, and for the general fund and
certain other funds, by department.

The final budget is legally enacted by the City Council, after holding public hearings as required by State statutes, and within
forty-five days of the State providing final shared revenue figures. Budget appropriation transfers may be made between
general classifications of salaries and wages, maintenance and operation and capital outlay. Reported budget amounts
represent the originally adopted budget as amended by resolution of the City Council. It is management’s responsibility to see
that the budget is followed to the budgetary line item.

The City Council may amend a final budget when shortfalls in budgeted revenues require reductions in approved
appropriations to avert deficit spending; when savings result from unanticipated adjustments in projected expenditures; when
unanticipated state or federal monies are received; or when a public emergency occurs which could not have been foreseen at
the time of adoption. The procedure to amend the budget in total can be made only after the City prepares a resolution, notice
is published of a public hearing, and a public hearing is held in accordance with state law.

All material budget amendments and transfers during FY 2009 are described below:
Governmental Funds

Decreased general fund appropriations by $99,186. Increase of $100,000 in the City Manager budget for severance pay and
the recruitment of a new City Manager was offset by decreases to most other general fund departments.

Increased general fund appropriations by $130,000 to provide budget authority for underestimated salary expenditures.
Moved $315,477 of budget authority from general fund to create a parks fund (special revenue).
Proprietary Funds

Increased sewer fund appropriations by $500,000 to provide the needed budget authority for the upgrade of the Grandview lift
station and necessary pipeline upgrades downstream of the lift station.

Component Units
Increased the parking commission appropriations by $17,000 for unexpected snow removal expense, legal fees, and to more

accurately report depreciation.

Assets, Liabilities, and Net Assets or Equity

1. Cash, Cash Equivalents, and Investments

The City’s cash and cash equivalents are considered to be cash on hand, demand and time deposits, government backed
securities, bonds and warrants, and investments with the State of Montana’s short-term investment pool (STIP). The cash

resources of the individual funds are combined to form a pool of cash and investments which is managed by the City
Treasurer.

Investments are carried at cost, which does approximate fair value as described in Note II1, A, except for investments in STIP
and particular bonds, which are reported at fair value.
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For purposes of the statement of cash flows, the enterprise and internal services funds consider all funds (including restricted
assets) held in the City’s cash management pool to be cash equivalents.

2. Receivables and Payables

Transactions between funds that are representative of lending/borrowing arrangements outstanding at the end of the fiscal year
are referred to as either interfund receivables/payables (i.e., the current portion of interfund loans) or advances to/from other
funds (i.e., the non-current portion of interfund loans). All other outstanding balances between funds are reported as due
to/from other funds.

Advances between funds are offset by a fund balance reserve account in applicable governmental funds to indicate they are
not available for appropriation and are not expendable available financial resources.

Property tax levies are set within forty-five days of the State providing shared revenue figures, in connection with the budget
process. Real property (and certain attached personal property) taxes are billed within ten days after the third Monday in
October and are due in equal installments on November 30 and the following May 31. After those dates, they become
delinquent, and a lien is filed upon the property. After three years, the City may exercise the lien and take title to the
property. Special assessments are billed in two equal installments due November 30 and the following May 31. Personal
property taxes (other than those billed with real estate) are generally billed no later than the second Monday in July (normally
in May or June), based on the prior November’s levies. Personal property taxes, other than mobile homes, are due thirty days
after billing. Mobile home taxes are billed in two halves, the first due thirty days after billing; the second due September 30.
The tax billings are considered past due after the respective due dates and are subject to penalty and interest charges.

An allowance for uncollectible accounts was not maintained for real and personal property taxes and special assessments
receivable. The direct write-off method is used for these accounts.

A reserve for estimated uncollectible accounts receivable is maintained for the Water Fund and Sewer Fund. The reserve
balances are as follows for June 30, 2009:

Water $ 12,000
Sewer $ 16,926

3. Inventories and Prepaid Items

Inventories for materials and supplies for governmental fund types are expended at the time of purchase. Enterprise Fund
inventory of materials and supplies are valued at cost and the First-In First-Out (FIFO) method is utilized. Certain payments
to vendors reflect costs applicable to future accounting periods and are recorded as prepaid items.

4, Restricted Assets

Certain proceeds of the City’s enterprise fund revenue bonds, as well as certain resources set aside for their repayment, are
classified as restricted assets on the balance sheet because their use is limited by applicable bond covenants. When an
expense is incurred for which both restricted and unrestricted net assets are available, it is the City’s policy to first apply the
restricted resources.

5. Capital Assets

Capital assets, which include property, plant, and equipment, are reported in the applicable governmental or business-type
activities columns in the government-wide financial statements. Capital assets are defined by the government as assets with
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