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Management’s Discussion and Analysis
Fiscal Year 2022

The Management Discussion & Analysis is an opportunity for the City of Polson to briefly and
accurately overview their perspective on the financial health of the organization, with easy-to-
understand formatting and content. The MD&A is an unaudited document.

Community Profile

Polson is a community of 5,148 people (2020 US Census) located within the boundaries of the
Flathead Indian Reservation and the southern bank of Flathead Lake, approximately 14% of
residents are of American Indian ethnicity. Polson is a 2" class city and operates under the
Commission-Manager form of government (7-3-301 and 7-1-4111 Montana Code Annotated).

Local Conditions

Between 2010 and 2020, Polson experienced a 15% growth in population. As with most of
Montana, Polson also experienced a significant increase in the local cost of housing, along with
lower than adequate inventory, which has resulted in a severe shortage of affordable housing for
year-round residents and local workforce. Even with City attempts to modify local zoning and
building policy, Polson’s housing crisis continues to impact the availability of local employees
and operation of businesses. This economic uncertainty created by Polson housing crisis has a
trickle-down impact on local business expansion and the community’s ability to attract both skilled
and professional labor on a long-term basis.

During Covid-19 pandemic restrictions, Flathead Lake attracted new citizens fleeing large
metropolitan areas and could work entirely remote. While this provides a boost for the local
economy, it further strains local housing conditions and places new and different demands on
public service delivery. During FY 2022, the City of Polson continued to feel the impact of this
situation through slowly increasing property tax revenues (statutorily restricted) with historic
demands on transportation, public safety, and utilities.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements are comprised of three components: 1)
government-wide financial statements, 2) fund financial statements and 3) notes to the financial
statements. This report also contains required and other supplementary information in addition to
the basic financial statements themselves. The following chart illustrates the required components
of the annual financial report.



Management’s Discussion and Analysis

Fiscal Year 2022
Management’s Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the Required
Financial Financial Financial Supplementar
Statements Statements Statements y Information

The Statement of Net Position and Statement of Activities which comprise the government- wide
financial statements provide information about all City activities, presenting both an aggregate
view of the City’s finances and a longer-term view of those assets. The fund financial statements
(governmental, proprietary and fiduciary) provide the next level of detail. For governmental funds,
these statements tell how services were financed in the short- term as well as what resources remain
for future spending. The fund financial statements also look at the City’s most significant funds
individually with all other funds presented in aggregate in a single column. The notes to the
financial statements provide the greatest amount of detail regarding individual components of the
financial statements. The notes are an integral part of the financial statement presentation.

The government-wide prospective of the City of Polson

Statement of Net Position and the Statement of Activities

The government-wide financial statements are designed to provide readers with a broad overview
of the City’s finances, in a manner similar to a private-sector business. To answer the question,
“How did the City do financially during the year?” we turn to the Statement of Net Position and
the Statement of Activities. These statements include all assets and liabilities using the accrual
basis of accounting similar to the accounting used by most private sector companies with the
difference between the two reported as net position. This basis of accounting takes into account all
of the current year’s revenues and expenses regardless of when the cash is received or paid. For
example, property taxes that have been billed but not paid are reported as revenue in the
government-wide statements but are not considered revenue in the governmental funds statements
until money is received.

These two statements report the City’s net position and the change in that position during the most
recent fiscal year. The change in net position is an important indicator of whether the City’s
financial position as a whole is improving or deteriorating over time. However, in evaluating the
overall position of the City, nonfinancial information such as changes in the City’s tax base should
also be evaluated.



Management’s Discussion and Analysis
Fiscal Year 2022

The Statement of Net Position and the Statement of Activities divide the City into two activities:

- Governmental Activities — These activities are principally supported by taxes and
intergovernmental revenues. Most of the City’s services are reported here including general
government, public safety, public works, housing and community development, culture
and recreation and conservation of natural resources.

- Business-Type Activities — These activities charge a usage fee to recover all or a significant
portion of their costs. The business-type activities of the City include a golf course, water
utility, and sewer utility.

The fund-level prospective of the City of Polson

Fund financial statements

A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The City, like other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance- related
legal requirements. In addition to the General Fund, the City has established other funds to account
for the various services provided to our citizens. These funds normally have a restriction on how
monies can be spent so the use of separate funds maintains the necessary control. All of the funds
of the City can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds. Fund financial reports provide detailed information about the City’s major funds.
The non-major funds are reported in aggregate.

Governmental funds - Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike
the government-wide financial statements, governmental fund financial statements focus on near-
term inflows and outflows of spendable resources, as well as balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating the City’s
near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the City’s near-term financing
decisions. The Governmental Fund Balance Sheet and the Governmental Fund Statement of
Revenues, Expenditures and Changes in Fund Balances each provide a reconciliation to facilitate
this comparison between governmental funds and governmental activities.



Management’s Discussion and Analysis
Fiscal Year 2022

The City maintains forty-three individual governmental funds. Information is presented separately
in the Governmental Fund balance sheet and in the Governmental Fund Statement of Revenues,
Expenditures and Changes in Fund Balances for the General fund which is considered a major
fund. The City reports no other major funds for fiscal year 2021. Major funds are determined by a
formula that considers the percentage of total governmental assets, liabilities, revenues and
expenditures contained in each individual fund. Data from the other governmental funds are
combined into a single, aggregated presentation. Individual fund data for each of these non-major
governmental funds is provided in the form of combining schedules elsewhere in this report.

Proprietary funds - The City maintains one type of proprietary fund. Enterprise funds are used
to report the same functions presented as business-type activities in the government- wide financial
statements. The City has five enterprise funds; the golf course, water utility and associated impact
fees (combined for reporting purposes), and the sewer utility and associated impact fees (combined
for reporting purposes).

Enterprise funds provide the same type of information as the government-wide financial
statements, only in more detail. Enterprise funds use the full accrual basis of accounting which
uses total (current and long-term) financial resources to measure its change in net position. The
enterprise fund financial statements provide detailed information for the Golf Fund, Water Fund
and associated Water Impact Fees and Sewer Fund and associated Sewer Impact Fees which meet
the criteria to be reported as major funds of the City.

Fiduciary funds — These funds are used to account for resources held for the benefit of parties
outside the City of Polson. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the City’s own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

Notes to the Financial Statements — The notes provide additional information that is essential to
a full understanding of the government-wide and fund financial statements. The notes to the
financial statements can be found immediately following the basic financial statements
presentation.

Other Information — In addition to the basic financial statements and accompanying notes, this
report also includes required supplementary information to further enhance the user’s
understanding of the City’s financial position. The City adopts annual appropriated budgets for its
governmental and proprietary funds. Schedules providing budgetary comparison for major
governmental funds has been provided to demonstrate compliance with both the original and final
budgets. Required supplementary information can be found following the notes to the financial
statements. The combining statements referred to earlier in connection with non-major
governmental funds are presented immediately after the required supplementary information.
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Annual Budget

The City of Polson annual budget is developed by the Administration and submitted to the Polson
City Commission for desired modification and final legislative approval. During the fiscal year,
the City Commission is provided monthly financial reports that track revenues, expenditures, and
highlight financial trends of opportunity and/or concern. The FY 22 Annual Budget was approved
on August 16, 2021. Analysis of FY 2022 financials, demonstrates that FYE 2022 resulted in a
$1,539,176 General Fund ending fund balance (47% of total actual expenditures) which maintains
compliance with local regulation requiring a 16.66% General Fund Reserve.

Financial Highlights

In FY 22, the City of Polson’s General Fund continued to struggle with a structural imbalance of
revenue and expenditure. Simply put, the City does not have enough General Fund revenues to
consistently sustain an appropriate level of General Fund expenditures that allow for staff
compensation levels that assure the attraction/retention/development of quality people resources
AND maintain an acceptable level of operational effectiveness. As a result of this conflict between
inadequate revenues and operational expenditures, during FY 22 the City of Polson sought
opportunities to diversify our General Fund revenue stream:

e Implemented a voter-approved sales tax on marijuana related products

e Proposed a ‘Safety Inspection Certificate’ requirement for local businesses.

e Revised Administrative Cost Allocation to accurately apportion the costs of
centralized service departments (Legal, Finance, Human Resources, etc.) to all city
departments, including the city’s Enterprise funds.

The City did not implement rate increases for the Water or Sewer utility, in FY 2022. However,
Water and Sewer utility revenues from service charges (usage) experienced an interesting mix of
results. The Water Fund posted a slight decrease on service charge revenues (-$17,955), while the
Sewer Fund posted a slight increase on service charge revenues (+$34,724). There is concern that
two factors may necessitate the need for rate increases in the near future:

o Inflationary pressures that continue to raise the cost of supplies (chemicals, etc.) and
equipment (water meters, valves, pipes, etc.) will be reflected in operational and capital
project costs.

e The infusion of large amounts of federal funding into local, state, and federal infrastructure
projects will create an environment where Montana’s relatively small market of
infrastructure contractors will have abundant work (every city project is funded and shovel-
ready at once), resulting in substantially higher bid prices.

The City of Polson’s long-term debt consists of fourteen outstanding bonds or loans, total
outstanding as of Fiscal Year End 2022:

SRF & WRF Bonds - $14,689,000.00;
Intercap Loan - $139,739.40;

TIF Bonds - $263,397

Golf Loan - $763,089.38 :

Fire Engine Loan - $98,703:

SID#42 Bond - $163,814
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Total payments in FY2022 on this debt was $1,264,922.

Financial Position
The City’s general fund increased over last couple of years in part due to the receipt of $622,052
in CARES ACT monies from fiscal years 2020 and 2021.

The Administration revised our internal Administrative Cost Allocation (ACA) to apportion the
costs of centralized service departments more accurately (Legal, Finance, Human Resources, etc.)
to all city departments. This resulted in significant expenditure increases for several departments
and otherwise lowering fund balances in Tax Increment, Golf, and Sewer Funds.

The Water Fund received $434,467 and the Sewer Fund received $860,000 from an ARPA Direct
Allocation Grant.

City of Polson
Changes in Net Position
Fiscal Year 2022

| Table 2 - Changes in Net Position

Governmental Business-type
Activities Activities
Change Change
FY22 Fy21 Inc (Dec) FY22 FY21 Inc (Dec)
Revenues
Program revenues (by major source):
Charges for services $ 500,765 $ 584,165 $ (83,400) $ 4,728,568 $ 4,479,259 $ 249,309
Operating grants and contributions 276,482 674,696 (398,214) 629,243 744 628,499
Capital grants and contributions 3,741 90,346 (86,605) - 321,790 (321,790)
General revenues (by major source):
Property taxes for general purposes 2,136,700 1,969,537 167,163 - - -
Licenses and permits 4,950 - 4,950 - - -
Miscellaneous 62,837 26 62,811 20,866 21,799 (933)
Interest/nvestment earnings 5,309 7,887 (2,578) 12,617 22,006 (9,389)
Local option taxes 146,587 147,268 (681) - - -
Unrestricted federal/state shared revenues 747,226 732,482 14,744 - - -
State Retirement 242,197 175,539 66,658 46,435 528 45,907
Franchise and Impact Fees - 98,743 (98,743) - 132,526 (132,526)
Contributions & donations - 534 (534) - - -
Payments in Lieu of Taxes 67,843 64,193 3,650 - - -
Gain (loss) on sale of capital assets - 8,265 (8,265) - 30,345 (30,345)
Total revenues $ 4,194,637 $§ 4,553,681 § (359,044) § 5,437,729 $§ 5,008,997 $ 428,732
Program expenses
General government $ 981,361 $ 898,355 $ 83,006 $ - 8 - 8 -
Public safety $ 2,321,865 2,206,547 115,318 - - -
Public works N 386,269 379,486 6,783 - - -
Culture and recreation $ 287,657 247,224 40,433 - - -
Housing and community development $ 135,814 253,237 (117,423) - - -
Conservation of natural resources $ 2,690 5,699 (3,009) - - -
Debt service - interest $ 19,069 25,173 (6,104) - - -
Water - - - 639,492 873,779 (234,287)
Sewer - - - 1,293,738 1,434,459 (140,721)
Golf - - - 1,243,851 1,276,801 (32,950)
Total expenses $ 4,134,725 $§ 4,015,721 $ 119,004 $ 3,177,081 $ 3,585,039 $ (407,958)
Excess (deficiency) before
special items and transfers $ 59,912 $ 537,960 $  (478,048) $ 2,260,648 $ 1,423,958 $ 836,690
Gain (loss) on sale of capital assets 2,785 - 2,785 - - -
Transfers - net 311,575 - 311,575 (311,575) - (311,575)
Increase (decrease) in net position $ 374272 $ 537,960 $  (163,688) $ 1,949,073 $ 1,423,958 $ 525,115

-6-
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A review of the City of Polson’s net position demonstrates a positive growth trend, which is one
indicator of the overall financial health of an organization.

e Governmental Activities increased the City’s Net Position by $374,272.

e Enterprise Fund Assets increased the City’s Net Position by $2,001,280.

City of Polson
Net Position - Assets
Fiscal Year 2022
Governmental
Activities
Change
Fv22 V21 IneDec %

Current and other assets $ 6216910 $ 5,884,830 $ 332,080 6%
Capital assets 4,428,654 4,615,024 (186,370) -4%

Total assets $ 10,645,564 $ 10,499,854 $ 145,710 6%
Long-term debt outstanding $ 2,369,839 $ 3,002,679 $  (632,840) -21%
Other liabilities 979,247 574,969 404,278 70%

Total lLiabilities $ 3,349,086 $ 3,577,648 $  (228,562) -6%

Net investment in capital assets $ 3,765,013 $ 3,768,545 $ (3,532) 0%

Restricted 3,782,408 3,430,192 352,216 10%

Unrestricted (deficit) (250,943) (276,531) 25,588 9%
Total net position $ 7296478 $ 6,922,206 $ 374,272 5%

Business-type
Activities
Change
Fy22 F¥2L  Inc(Dec %

Current and other assets $ 13,570,560 $ 11,987,391 $ 1,583,169 13%
Capital assets 34,312,844 33,637,270 675,574 2%

Total assets $ 47,883,404 § 45,624,661 $ 2,258,743 6%
Long-term debt outstanding $ 16,337,082 $ 16,194396 $ 142,686 1%
Other liabilities 1,681,666 1,566,889 114,777 7%

Total liabilities $ 18,018,748 § 17,761,285 § 257,463 1%

Net investment in capital assets $ 18,603,312 § 18,387,276 § 216,036 1%

Restricted 3,807,824 3,545,721 262,103 7%

Unrestricted (deficit) 7,453,520 5,930,379 1,523,141 26%
Total net position $ 29,864,656 $ 27,863,376 $ 2,001,280 7%

Major Projects

The Water and Sewer Funds planned $5,825,000.00 in capital expenditures, however most of these
projects were delayed until FY 2023 due to challenges with final engineering and funding
arrangements. The completion of these major projects is through a mixture of Enterprise Fund
Reserves, American Rescue Plan Act (ARPA) direct allocations from federal and state
government, and competitive grant opportunities with the State of Montana:




Water:

Management’s Discussion and Analysis
Fiscal Year 2022

e Hillcrest Sewer Main — new gravity line and lift-station to serve Ridgewater
development and relieve service pressure on Wal-Mart lift station.

e Riverview Lift Station — replace antiquated lift station in direct proximity to Flathead
Lake.

o Lakeview Lift Station- replace antiquated lift station in direct proximity to Flathead
Lake.

e Updated SCADA controls - to allow for enhanced remote monitoring and operation
of pumps, lift stations, and processing plant systems.

e Sewer Main Sections w/Roots — Replacement of large sections of main line throughout
the collection system that currently experience frequent blockage and failure.

e Wellhouse #8 — Finish construction of new water well to serve southeastern quadrant
of community; sole source of water supply for Clearwater reservoir.

e 4th Avenue Water Main (5th to 6th) — Replace portions of critical water main line that
currently experience frequent failure or inadequate pressure/supply.

e Hillside Reservoir Replacement — Replace an antiquated water reservoir with obvious
signs of distress, to avoid failure.

e Wellhouse #5 — Rehabilitate an important water supply source back to a level of
reliable quality and operation for the municipal water system.

Future Issues
In consideration of the ongoing economic and financial conditions experienced in FY 2022, the
Administration intends to continue pursuing several important financial/operational initiatives:

Street Maintenance District: The Administration intends to study and recommend the
implementation of a city-wide, voter-approved, mill levy dedicated to the repair,
replacement, and maintenance of city streets and sidewalks. This is one of the few statutory
tools available to supplement existing General Fund revenues to rehabilitate the City’s
severely deteriorating transportation system.

Impact Fee Study Recommendations: The Administration is currently engaged in an
effort to complete a comprehensive evaluation of the City’s impact fees and make
corresponding recommendations for adjustment. This work includes review by a local,
citizen-based Impact Fee Advisory Committee and final recommendations to the City
Commission.

False Alarm Policy & Fees: The Administration has begun a revision of the Municipal
Fee Schedule, which includes implementation of a new policy and fee schedule related to
frequent multiple false alarm calls (Police and Fire).
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INDEPENDENT AUDITOR’S REPORT

Mayor and City Council
City of Polson

Lake County

Polson, Montana

Opinions

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregate remaining fund information of the
City of Polson, Lake County, Montana as of and for the year ended June 30, 2022, and the related
notes to the financial statements, which collectively comprise the City of Polson, Lake County,
Montana basic financial statements as listed in the table of contents.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund, and the aggregate remaining fund information of the City of Polson, Lake County,
Montana, as of June 30, 2022, and the respective changes in financial position and, where
applicable, cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Basis for Opinions

We conducted our audit in accordance with auditing standards generally accepted in the United
States and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Our responsibility under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report. We are required to be independent of City of Polson, Lake
County, Montana, and to meet our other ethical responsibilities, in accordance with the relevant
ethical requirements relating to our audit. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinions.

Change in Accounting Principle

As described in Note 1 to the financial statements, in 2022, City of Polson, Lake County, Montana
adopted new accounting guidance, GASB No. 87 Leases is effective for years beginning after
December 15, 2019 (revised to year beginning after June 15, 2021 per GASB Statement No. 95).
Our opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

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

9.



In preparing the financial statement, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about the City of
Polson, Lake County, Montana’s ability to continue as a going concern for twelve months beyond
the financial statement date, including any currently know information that may raise substantial
doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinions. Reasonable assurance is a high level of assurance but is not absolute
assurance and therefore is not a guarantee that an audit conducted in accordance with generally
accepted auditing standards and Government Auditing Standards will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud
is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentation, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would
influence the judgement made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government
Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 City of Polson, Lake County, Montana’s internal
control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the financial statements.

e Conclude whether, in our judgement, there are conditions or events, considered in the
aggregate, that raise substantial doubt about the City of Polson, Lake County, Montana’s
ability to continue as a going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control-related matters that we identified during the audit.

-10-



Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
management’s discussion and analysis, budgetary comparison information, schedule of changes
in the total OPEB liability and related ratios, schedules of proportionate share of the net pension
liability and the schedule of contributions be presented to supplement the basic financial
statements. Such information is the responsibility of management and, 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 content. 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.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report June 12,2023,
on our consideration of the City of Polson, Lake County, Montana’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 solely 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 effectiveness of the City of Polson, Lake County,
Montana’s internal control over financial reporting and compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering City of
Polson, Lake County, Montana’s internal control over financial reporting and compliance.

M,%MM,QPH; ee.

June 12, 2023

-11-



City of Polson, Lake County, Montana
Statement of Net Position
June 30, 2022

ASSETS
Current assets:
Cash and investments
Taxes and assessments receivable, net
Accounts receivable - net
Due from other governments
Inventories
Total current assets

Noncurrent assets
Restricted cash and investments
Deferred assessment receivables
Capital assets - land
Capital assets - construction in progress
Capital assets - depreciable, net
Leased assets, net of amortization
Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows of resources - pensions
Total deferred outflows of resources
TOTAL ASSETS AND DEFERRED OUTFLOWS OF
RESOURCES

LIABILITIES
Current liabilities
‘Warrants payable
Accounts payable
Accrued payroll
Revenues collected in advance
Current portion of lease liabilities
Current portion of long-term capital liabilities
Current portion of compensated absences payable
Total current liabilities

Noncurrent liabilities
Deposits payable
Noncurrent portion of OPEB
Noncurrent portion of long-term capital liabilities
Noncurrent portion of compensated absences
Net pension liability
Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources - pensions
Total deferred inflows of resources

NET POSITION
Net investment in capital assets
Restricted for capital projects
Restricted for debt service
Restricted for special projects
Restricted for other purposes
Unrestricted
Total net position
TOTAL LIABILITIES, DEFERRED INFLOWS OF
RESOURCES AND NET POSITION

See accompanying Notes to the Financial Statements

Governmental Business-type

Activities Activities Total
$ 5,090,867 9,122,989 14,213,856
33,725 - 33,725
10,671 289,677 300,348
120,749 - 120,749
- 206,487 206,487
$ 5,256,012 9,619,153 14,875,165
$ 262,941 3,807,824 4,070,765
182,700 - 182,700
267,322 2,289,560 2,556,882
150,000 2,943,681 3,093,681
4,011,332 29,079,603 33,090,935
4,982 - 4,982
$ 4,879,277 38,120,668 42,999,945
$ 10,135,289 47,739,821 57,875,110
$ 510,275 143,583 653,858
$ 510,275 143,583 653,858
$ 10,645,564 47,883,404 58,528,968
$ 248,620 - 248,620
29,679 27,535 57,214
81,452 43,165 124,617
- 1,294,467 1,294,467
3,600 - 3,600
211,290 519,831 731,121
153,640 64,289 217,929
$ 728,281 1,949,287 2,677,568
$ 2,162 76,221 78,383
42,958 18,656 61,614
453,733 15,189,701 15,643,434
62,892 25,800 88,692
1,484,684 537,461 2,022,145
$ 2,046,429 15,847,839 17,894,268
$ 2,774,710 17,797,126 20,571,836
$ 574,376 221,622 795,998
$ 574,376 221,622 795,998
$ 3,765,013 18,603,312 22,368,325
- 2,052,838 2,052,838
412,311 732,379 1,144,690
3,370,097 - 3,370,097
- 1,022,607 1,022,607
(250,943) 7,453,520 7,202,577
$ 7,296,478 29,864,656 37,161,134
$ 10,645,564 47,883,404 58,528,968
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City of Polson, Lake County, Montana
Statement of Activities
For the Fiscal Year Ended June 30, 2022

Net (Expenses) Revenues and

Changes in Net Position
Program Revenues Primary Government
Indirect Operating Capital Business-
Expense Charges for Grants and Grants and Governmental type
Functions/Programs Expenses Allocation Services Contributions Contributions Activities Activities Total
Primary government:
Governmental activities:
General government $ 1,321,933  § (340,572) $ 59,525 $ - 3 - 3 (921,836) $ -3 (921,836)
Public safety 2,308,660 13,205 257,396 50,305 100 (2,014,064) - (2,014,064)
Public works 385,132 1,137 147,206 219,760 750 (18,553) - (18,553)
Culture and recreation 287,657 - 36,638 6,417 2,891 (241,711) - (241,711)
Housing and community development 121,159 14,655 - - - (135,814) - (135,814)
Conservation of natural resources 2,690 - - - - (2,690) - (2,690)
Debt service - interest 19,069 - - - - (19,069) - (19,069)
Total governmental activities $ 4,446,300 $ (311,575) $ 500,765 $ 276,482 $ 3741 § (3,353,737) $ -3 (3,353,737)
Business-type activities:
Water N 557,995 $ 81,497 § 1,264,041 $ 1,944 § - 8 -8 626,493 § 626,493
Sewer 1,159,198 134,540 1,951,907 625,000 - - 1,283,169 1,283,169
Golf 1,148,313 95,538 1,512,620 2,299 - - 271,068 271,068
Total business-type activities $ 2,865,506 311,575 § 4,728,568 § 629,243 § -3 -3 2,180,730 $ 2,180,730
Total primary government N 7,311,806 - S 5,229,333 $ 905,725 $ 3,741 § (3,353,737) $ 2,180,730 $ (1,173,007)
General Revenues:
Property taxes for general purposes $ 2,136,700 $ - 8 2,136,700
Licenses and permits 4,950 - 4,950
Miscellaneous 62,837 20,866 83,703
Interest/investment earnings 5,309 12,617 17,926
Local option taxes 146,587 - 146,587
Unrestricted federal/state shared revenues 747,226 - 747,226
State Retirement 242,197 46,435 288,632
Payments in Lieu of Taxes 67,843 - 67,843
Gain (loss) on sale of capital assets 2,785 - 2,785
Transfers - net 311,575 (311,575) -
Total general revenues, special items and transfers $ 3,728,009 $ (231,657) $ 3,496,352
Change in net position $ 374272 $ 1,949,073 $ 2,323,345
Net position - beginning N 6,922,206 $ 27,863,376 $ 34,785,582
Restatements - 52,207 52,207
Net position - beginning - restated $ 6,922,206 $ 27,915,583 $ 34,837,789
Net position - end $ 7,296,478 $ 29,864,656  $ 37,161,134

See accompanying Notes to the Financial Statements



See accompanying Notes to the Financial Statements

City of Polson, Lake County, Montana

Balance Sheet
Governmental Funds
June 30, 2022

Other Total
Governmental Governmental
General Funds Funds
ASSETS
Current assets:
Cash and investments $ 1,802,085 3,288,782 5,090,867
Taxes and assessments receivable, net 18,156 15,569 33,725
Accounts receivable - net - 10,671 10,671
Due from other governments 79,011 41,738 120,749
Total current assets $ 1,899,252 3,356,760 5,256,012
Noncurrent assets:
Restricted cash and investments $ - 262,941 262,941
Deferred assessment receivables - 182,700 182,700
Total noncurrent assets $ - 445,641 445,641
TOTAL ASSETS $ 1,899,252 3,802,401 5,701,653
LIABILITIES
Current liabilities:
Warrants payable $ 248,620 - 248,620
Accounts payable 12,132 17,547 29,679
Accrued payroll 79,008 2,444 81,452
Total current liabilities $ 339,760 19,991 359,751
Noncurrent liabilities:
Deposits payable $ 2,160 2 2,162
Total noncurrent lLabilities $ 2,160 2 2,162
Total liabilities $ 341,920 19,993 361,913
DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources - taxes and assessments $ 18,156 198,269 216,425
Total deferred inflows of resources $ 18,156 198,269 216,425
FUND BALANCES
Restricted $ - 3,584,139 3,584,139
Unassigned fund balance 1,539,176 - 1,539,176
Total fund balance $ 1,539,176 3,584,139 5,123,315
TOTAL LIABILITIES, DEFERRED INFLOWS OF
RESOURCES AND FUND BALANCE $ 1,899,252 3,802,401 5,701,653
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City of Polson, Lake County, Montana
Reconciliation of the Governmental Funds Balance Sheet to the
Statement of Net Position
June 30, 2022

Total fund balances - governmental funds

Capital assets and leased assets used in governmental activities are not financial resources and, therefore, are
not reported in the funds.

Property taxes receivable will be collected this year, but are not available soon enough to pay for the current
period's expenditures, and therefore are deferred in the funds.

Long-term liabilities are not due and payable in the current period and therefore are not reported as liabilities
in the funds.

Net pension liabilities are not due and payable in the current period and therefore are not reported as
liabilities in the funds.

The changes between actuarial assumptions, differences in expected vs actual pension experiences, changes
in proportionate share allocation, and current year retirement contributions as they relate to the net pension
liability are a deferred outflow of resources and are not payable in current period, therefore are not reported
n the funds.

The changes between actuarial assumptions, differences in projected vs actual mvestment earnings, and
changes in proportionate share allocation as they relate to the net pension liability are a deferred inflows of

resources and are not available to pay for current expenditures, there for are not reported in the funds.

Total net position - governmental activities

See accompanying Notes to the Financial Statements
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City of Polson, Lake County, Montana
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Fiscal Year Ended June 30, 2022

Other Total
Governmental Governmental
General Funds Funds
REVENUES
Taxes and assessments $ 1,613,714 $ 756,911 $ 2,370,625
Licenses and permits 47,942 185,712 233,654
Intergovernmental 1,003,129 259,066 1,262,195
Charges for services 18,102 195,030 213,132
Fines and forfeitures 31,569 3,645 35,214
Miscellaneous 99,730 19,857 119,587
Investment earnings 1,285 4,024 5,309
Total revenues $ 2,815,471 $ 1,424,245 $ 4,239,716
EXPENDITURES
General government $ 956,091 $ 11,598 § 967,689
Public safety 1,802,714 369,652 2,172,366
Public works 185,991 69,012 255,003
Culture and recreation 247,994 10,820 258,814
Housing and community development - 102,361 102,361
Conservation of natural resources - 2,690 2,690
Debt service - principal 12,229 165,627 177,856
Debt service - interest 3,005 16,064 19,069
Capital outlay 65,042 130,733 195,775
Total expenditures $ 3,273,066 $ 878,557 $ 4,151,623
Excess (deficiency) of revenues over expenditures $ (457,595) $ 545,688 $ 88,093
OTHER FINANCING SOURCES (USES)
Proceeds from the sale of general capital asset disposition $ 2,785 $ -3 2,785
Transfers in 459,616 10,867 470,483
Transfers out (5,000) (153,908) (158,908)
Total other financing sources (uses) $ 457,401 $ (143,041) $ 314,360
Net Change in Fund Balance $ (194) $ 402,647 $ 402,453
Fund balances - beginning $ 1,539,370 $ 3,181,492 $ 4,720,862
Fund balance - ending $ 1,539,176 $ 3,584,139 $ 5,123,315

See accompanying Notes to the Financial Statements
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City of Polson, Lake County, Montana
Reconciliation of the Statement of Revenues, Expenditures.
and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the Fiscal Year Ended June 30, 2022

Amounts reported for governmental activities in the statement of
activities are different because:

Net change in fund balances - total governmental funds $ 402,453

Governmental funds report capital outlays as expenditures while governmental activities report

depreciation and amortization expense to allocate those expenditures over the life of the assets:
- Capital assets purchased 195,775
- Depreciation expense and amortization expense (377,163)

In the Statement of Activities, the loss or gain on the sale or disposal of capital assets is recognized. The

fund financial statements recognize only the proceeds from the sale of these assets:
- Proceeds from the sale of capital assets (2,785)
- Gain on the sale of capital assets 2,785

Revenues in the Statement of Activities that do not provide current financial resources are not reported as
revenues in the funds:
- Long-term receivables (deferred inflows) (60,660)

The change in compensated absences is shown as an expense in the Statement of Activities (20,937)

Repayment of debt principal is an expenditures in the governmental funds, but the repayment reduces long-
term debt in the Statement of Net Position:
- Long-term debt principal payments 177,856

Termination benefits are shown as an expense in the Statement of Activities and not reported on the
Statement of Revenues, Expenditures and Changes in Fund Balance:
- Post-employment benefits other than retirement liability 68,629

Pension expense related to the net pension liablity is shown as an expense on the Statement of Activities
and not reported on the Statement of Revenues, Expenditures, and Changes in Fund Balance (27,262)

State aid revenue related to net pension liability is shown as a revenue on the Statement of Activities and
not reported on the Statement of Revenues, Expenditures, and Changes in Fund Balance 15,581

Change in net position - Statement of Activities $ 374,272

See accompanying Notes to the Financial Statements
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City of Polson, Lake County, Montana

ASSETS
Current assets:
Cash and investments
Accounts receivable - net
Inventories
Total current assets

Noncurrent assets:
Restricted cash and investments
Capital assets - land
Capital assets - construction in progress
Capital assets - depreciable, net
Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows of resources - pensions
Total deferred outflows of resources
TOTAL ASSETS AND DEFERRED OUTFLOWS OF
RESOURCES

LIABILITIES
Current liabilities:
Accounts payable
Accrued payroll
Revenues collected in advance
Current portion of long-term capital liabilities
Current portion of compensated absences payable
Total current liabilities

Noncurrent liabilities:
Deposits payable
Noncurrent portion of OPEB
Noncurrent portion of long-term capital liabilities
Noncurrent portion of compensated absences
Net pension liability
Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources - pensions
Total deferred inflows of resources

NET POSITION

Net investment in capital assets

Restricted for capital projects

Restricted for debt service

Restricted for other purposes

Unrestricted

Total net position

TOTAL LIABILITIES, DEFERRED INFLOWS OF
RESOURCES AND NET POSTION

See accompanying Notes to the Financial Statements

Statement of Net Position
Proprietary Funds
June 30, 2022

Business-Type Activities - Enterprise Funds

Water Sewer Golf Totals
$ 3,588,231 $ 4,671,509 $ 863,249 §$ 9,122,989
108,536 181,141 - 289,677
78,358 - 128,129 206,487
$ 3,775,125  $ 4,852,650 $ 991,378 $ 9,619,153
$ 1,723,758  $ 1,923,707 $ 160,359 §$ 3,807,824
227,873 19,456 2,042,231 2,289,560
727,651 2,216,030 - 2,943,681
8,432,820 18,749,574 1,897,209 29,079,603
$ 11,112,102  $ 22,908,767 $ 4,099,799 $ 38,120,668
$ 14,887,227 $ 27,761,417 $ 5,091,177 $ 47,739,821
$ 42,406 $ 44272 $ 56,905 $ 143,583
$ 42,406 $ 44272 $ 56,905 $ 143,583
$ 14,929,633 $ 27,805,689 $ 5,148,082 $ 47,883,404
$ 23,854 $ 54 % 3,627 $ 27,535
7,971 6,860 28,334 43,165
434,467 860,000 - 1,294,467
28,000 425,000 66,831 519,831
24,153 28,138 11,998 64,289
$ 518,445 §$ 1,320,052 $ 110,790 $ 1,949,287
$ 112 $ 76,109 $ - 8 76,221
4,282 4,596 9,778 18,656
268,000 13,968,000 953,701 15,189,701
8,108 13,284 4,408 25,800
158,733 165,720 213,008 537,461
$ 439,235 $ 14,227,709 $ 1,180,895 $ 15,847,839
$ 957,680 $ 15,547,761 $ 1,291,685 $ 17,797,126
$ 65,454 $ 68,334 $ 87,834 $ 221,622
$ 65,454 $ 68,334 $ 87,834 $ 221,622
$ 9,092,344 $ 6,592,060 $ 2,918,908 $ 18,603,312
863,238 1,164,460 25,140 2,052,838
30,474 685,099 16,806 732,379
830,046 74,148 118,413 1,022,607
3,090,397 3,673,827 689,296 7,453,520
$ 13,906,499 §$ 12,189,594 $ 3,768,563 $ 29,864,656
$ 14,929,633 $ 27,805,689 $ 5,148,082 $ 47,883,404
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City of Polson, Lake County, Montana

Statement of Revenues, Expenses, and Changes in Net Position

OPERATING REVENUES
Charges for services
Miscellaneous revenues

Total operating revenues

OPERATING EXPENSES
Personal services
Supplies
Purchased services
Building materials
Fixed charges
Loss/bad debt expense
Depreciation
Total operating expenses
Operating income (loss)

NON-OPERATING REVENUES (EXPENSES)

Intergovernmental revenue

Interest revenue

Debt service interest expense

Total non-operating revenues (expenses)
Income (loss) before contributions and transfers

Transfers out
Change in net position

Net Position - Beginning of the year
Restatements
Net Position - Beginning of the year - Restated

Net Position - End of the year

See accompanying Notes to the Financial Statements

Proprietary Funds
For the Fiscal Year Ended June 30, 2022

Business-Type Activities - Enterprise Funds

Water Sewer Golf Totals
1,263,429 $ 1,951,721 $ 1,512,620 $ 4,727,770
278 20,587 2,299 23,164
1,263,707 $ 1,972,308 $ 1,514,919 $ 4,750,934
115,179 $ 269,248 $ 479,186 $ 863,613
55,618 117,573 281,660 454,851
128,944 225,746 276,397 631,087
- - 10,962 10,962
4,869 19,781 7,554 32,204
(100) - 21 (79)
332,371 472,838 161,875 967,084
636,881 $ 1,105,186 $ 1,217,655 $ 2,959,722
626,826 $ 867,122 $ 297,264 $ 1,791,212
15,657 $ 639,318 §$ 18,403 $ 673,378
5,773 6,599 1,045 13,417
(2,611) (188,552) (26,196) (217,359)
18,819 $ 457,365 $ (6,748) $ 469,436
645,645 $ 1,324,487 $ 290,516 $ 2,260,648
(81,497) (134,540) (95,538) (311,575)
564,148 $ 1,189,947 $ 194,978 $ 1,949,073
13,342,351 $ 10,947,440 $ 3,573,585 $ 27,863,376
- 52,207 - 52,207
13,342,351 $ 10,999,647 $ 3,573,585 $ 27,915,583
13,906,499 $ 12,189,594 $ 3,768,563 $ 29,864,656
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City of Polson, Lake County, Montana
Combined Statement of Cash Flows
All Proprietary Fund Types
Fiscal Year Ended June 30, 2022

Business - Type Activities

Golf ‘Water Sewer Totals
Cash flows from operating activities:
Cash received from providing services $ 1,512,620 $ 1,696,059 $ 2,851,709 $ 6,060,388
Cash received from miscellaneous sources 2,299 278 20,587 23,164
Cash payments to suppliers (360,103) (55,618) (117,573) (533,294)
Cash payments for professional services (283,972) (133,713) (245,527) (663,212)
Cash payments to employees (478,218) (240,599) (248,812) (967,629)
Net cash provided (used) by operating activities $ 392,626 $ 1,266,407 $ 2,260,384 $ 3,919,417
Cash flows from capital and related financing activities:
Acquisition and construction of capital assets $ (31,429) $ (357,945) $ (1,690,921) $ (2,080,295)
Disposal of capital assets - 1,685 1,685 3,370
2017A SRF loan forgiveness 400,000 400,000
Principal paid on debt (64,981) (25,000) (1,000,481) (1,090,462)
Interest paid on debt (34,954) (5,302) (334,207) (374,463)
Proceeds from bonds, loans and advances - - 1,550,000 1,550,000
Net cash provided (used) by capital and related financing activities $ (131,364) $ (386,562) $ (1,073,924) $ (1,591,850)
Cash flows from non-capital financing activities:
Cash transferred to other funds $ (95,538) $ (275,375) $ (586,923) $ (957,836)
Cash received from other governments - 2,176 337,925 340,101
Net cash provided (used) from non-capital financing activities $ (95,538) $ (273,199) $ (248,998) $ (617,735)
Cash flows from investing activities:
Interest on investments $ 1,045 $ 5773 $ 6,599 $ 13,417
Net cash provided (used) by investing activities $ 1,045 $ 5,773 $ 6,599 $ 13,417
Net increase (decrease) in cash and cash equivalents $ 166,769 $ 612,419 $ 944,061 $ 1,723,249
Cash and cash equivalents at beginning 856,839 4,699,570 5,651,155 11,207,564
Cash and cash equivalents at end $ 1,023,608 $ 5,311,989 $ 6,595.216 $ 12,930,813
Reconciliation of operating income (loss) to net cash provided
(used) by operating activities:
Operating income (loss) $ 297,264 $ 626,826 $ 867,122 § 1,791,212
Adjustments to reconcile operating income to net cash
provided (used) by operating activities:
Depreciation expense 161,875 332,371 472,838 967,084
Other post-employment benefits expense 2,974 (6,604) (2,208) (5,838)
Pension expense 3,889 (125,564) 13,859 (107,816)
Changes in assets and liabilities:
Accounts receivable - 24,894 11,034 35,928
Accounts payable (56,378) - - (56,378)
Accrued wages 455 423 (624) 254
Inventory (11,103) - - (11,103)
Deposits payable - 407,736 888,954 1,296,690
Compensated absences (6,350) 6,325 9,409 9,384
Net cash provided (used) by operating activities $ 392,626 $ 1,266,407 $ 2,260,384 $ 3,919,417
Noncash investing and financing activities:
On behalf public employees retirement system payments $ 18,403 $ 13,715 $ 14,318 $ 46,436

See accompanying notes to the financial statements

220-



City of Polson, Lake County, Montana
Statement of Net Position
Fiduciary Funds
June 30, 2022

Custodial Funds
Custodial
Funds
ASSETS
Cash and short-term investments $ 3,595
TOTAL ASSETS $ 3,595
LIABILITIES
Due to others $ 35
Total liabilities $ 35
NET POSITION
Restricted for:
Individuals, organizations, and other governments $ 3,560
Total net position $ 3,560
TOTAL LIABILITIES AND NET POSTION $ 3,595

See accompanying Notes to the Financial Statements
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City of Polson, Lake County, Montana
Statement of Changes in Net Position

Fiduciary Funds

For the Fiscal Year Ended June 30, 2022

ADDITIONS
Interest and change in fair value of investments
Miscellaneous
Total additions

DEDUCTIONS
Other expenditures
Total deductions
Change in net position
Net Position - Beginning of the year

Net Position - End of the year

See accompanying Notes to the Financial Statements
START FINANCIAL STATEMENT LINKS HERE.
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CITY OF POLSON
LAKE COUNTY, MONTANA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2022

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.

New Accounting Pronouncements

GASB No. 87 Leases is effective for years beginning after December 15, 2019 (revised to
year beginning after June 15, 2021 per GASB Statement No. 95). This Statement removed
capital and operating lease classifications and now establishes a single model for lease
accounting based on the foundational principle that leases are financings of the right to use
an underlying asset. Under this Statement, a lessee is required to recognize a lease liability
and an intangible right-to-use lease asset, and a lessor is required to recognize a lease
receivable and a deferred inflow of resources, thereby enhancing the relevance and
consistency of information about governments’ leasing activities. The City has
implemented this pronouncement in the current fiscal year.

Financial Reporting Entity

In determining the financial reporting entity, the City complies with the provisions of
GASB statement No. 14, The Financial Reporting Entity, as amended by GASB statement
No. 61, The Financial Reporting Entity: Omnibus, and includes all component unit’s of
which the City appointed a voting majority of the component unit’s board; the City is either
able to impose its will on the unit or a financial benefit or burden relationship exists. In
addition, the City complies with GASB statement No. 39 Determining Whether Certain
Organizations Are Component Units which relates to organizations that raise and hold
economic resources for the direct benefit of the City.

Primary Government

The City is a political subdivision of the State of Montana governed by an elected Mayor
Commissioners duly elected by the registered voters of the City. The City utilizes the
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 (¢) it is fiscally independent
from the State and other local governments.
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CITY OF POLSON
LAKE COUNTY, MONTANA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2022

Basis of Presentation, Measurement Focus and Basis of Accounting

Government-wide Financial Statements:

Basis of Presentation

The Government-wide Financial Statements (the Statement of Net Position and the
Statement of Activities) display information about the reporting government as a whole
and its component units. They include all funds of the City except fiduciary funds. The
statements distinguish between governmental and business-type activities. Governmental
activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange revenues. Business-type activities are financed in whole or in part by fees
charged to external parties for goods or services. Eliminations have been made in the
consolidation of business-type activities.

The Statement of Net Position presents the financial condition of the governmental and
business-type activities for the City at year end. The Statement of Activities presents a
comparison between direct expenses and program revenues for each function of the City’s
governmental activities. Direct expenses are those that are specifically associated with a
program or function. The City charges indirect expenses to programs or functions. The
types of transactions reported as 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 activity, 2) operating grants and contributions, and 3)
capital grants and contributions. Revenues that are not classified as program revenues,
including all property taxes, are presented as general revenues.

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 Position
have been eliminated. In the Statement of Activities, transactions between governmental
and business-type activities have not been eliminated.

Measurement Focus and Basis of Accounting

On the government-wide Statement of Net Position 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 position are available.

24-



CITY OF POLSON
LAKE COUNTY, MONTANA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2022

Fund Financial Statements

Basis of Presentation

Fund financial statements of the reporting City are organized into funds, each of which is
considered to be a separate accounting entity. Each fund is accounted for by providing a
separate set of self-balancing 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 combined with deferred outflows of resources, liabilities combined
with deferred inflows of resources, 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 combined with deferred outflows of resources, liabilities combined
with deferred inflows of resources, 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

Modified Accrual

All governmental funds are accounted for using the current financial resources
measurement focus and the modified accrual basis of accounting. Under the modified
accrual basis of accounting, revenues are recorded when susceptible to accrual; i.e., both
measurable and available. “Measurable” means the amount of the transaction can be
determined. “Available” means collectible within the current period or soon enough
thereafter to be used to pay liabilities of the current period. The City defined the length of
time used for “available” for purposes of revenue recognition in the governmental fund
financial statements as collection within 60 days of the end of the current fiscal period,
except for property taxes and other state grants that are recognized upon receipt.

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 judgments which are recognized when the obligations are
expected to be liquidated with expendable available financial resources. General capital
asset acquisitions are reported as expenditures in governmental funds and proceeds long-
term debt and acquisitions under leases are reported as other financing sources.
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CITY OF POLSON
LAKE COUNTY, MONTANA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2022

Property taxes, franchise fees, licenses, and interest associated with the current fiscal period
are all considered to be susceptible to accrual and so have been recognized as revenues of
the current fiscal period. Only the portion of special assessments receivable due within the
current fiscal period is considered to be susceptible to accrual as revenue of the current
period. Expenditure-driven grants are recognized as revenue when the qualifying
expenditures have been incurred and all other grant requirements have been met.
Entitlements and shared revenues are recorded at the time of receipt or earlier if the
susceptible to accrual criteria are met. All other revenue items are considered to be
measurable and available only when cash is received by the government.

Major Funds:
The City reports the following major governmental funds:

General 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.

Proprietary Funds:

All proprietary funds are accounted for using the accrual basis of accounting. These funds
account for operations that are primarily financed by user charges. The economic resource
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:

Water Fund — An enterprise fund that accounts for the activities of the City’s water
distribution operations.

Sewer Fund — An enterprise fund that accounts for the activities of the City’s sewer
collection and treatment operations and includes the storm sewer system.

Golf Fund — An enterprise fund that accounts for the activities of the City’s 27-hole
municipal golf course.
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CITY OF POLSON
LAKE COUNTY, MONTANA
NOTES TO THE FINANCIAL STATEMENTS
June 30, 2022

Fiduciary Funds

Fiduciary funds presented using the economic resources measurement focus and the
accrual basis of accounting (except for the recognition of certain liabilities of defined
benefit pension plans and certain postemployment healthcare plans). The required
financial statements are a statement of fiduciary net position and a statement of changes in
fiduciary net position. The fiduciary funds are:

Custodial Funds — To report fiduciary activities that are not required to be reported
in any of the other fiduciary categories in which the resources held by the City in a
custodial capacity. This fund primarily consist reporting of resources held by the
City as an agent for individuals, private organizations, other local governmental
entities.

NOTE 2. CASH, CASH EQUIVALENTS, AND INVESTMENTS

Cash Composition
Composition of cash, deposits and investments at fair value on June 30, 2022, are as

follows:
Primary
Government
Cash on hand and deposits:
Cash on hand
Petty Cash $ 1,250
Cash in banks:
Savings deposits 5,304
Time deposits 228,910
Investments:
State Short-Term Investment Pool (STIP) 1,500,000
Repurchase agreements 16,552,752
Total $ 18,288,216

Cash equivalents

Cash equivalents are short-term, highly liquid deposits and investments that both readily
convertible to known amounts of cash, and have maturities at purchase date of three months
or less. The City’s cash and cash equivalents (including restricted assets) are considered
to be cash on hand, demand, savings and time deposits, repurchase agreements, STIP, and
all other short-term investments with original maturity dates of three months or less from
the date of acquisition.

For purposes of the statement of cash flows, the enterprise funds consider all funds

(including restricted assets) held in the City’s cash management pool to be cash
equivalents.
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Fair Value Measurements

Investments are reported at fair value, with the following limited exceptions: 1)
investments in non-negotiable certificates of deposit are reported at cost and 2) money
market investments, including U.S Treasury and Agency obligations, which mature within
one year of acquisition, are reported at amortized cost. Fair value is defined as the price
that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between markets participates at the measurement date.

Repurchase Agreements

An agreement in which a governmental entity (buyer-lender) transfers cash to a broker
dealer or financial institution (seller-borrower); the broker-dealer or financial institution
transfers securities to the entity and promises to repay the cash plus interest in exchange
for the same securities.

Credit Risk

As a means of limiting exposure to credit risk, the City is required to follow specific state
statutes adding security to the deposits and investments. Below are the legal provisions
provided in the state Montana Code Annotated (MCA).

Section 7-6-202, MCA, limits investments of public money of a local government in the
following eligible securities:

(a) United States government treasury bills, notes and bonds and in the United
States treasury obligations, such as state and local government series (SLGLS), separate
trading of registered interest and principal of securities (STRIPS), or similar United States
treasury obligations;

(b) United States treasury receipts in a form evidencing the holder’s ownership of
future interest or principal payments on specific United States treasury obligations that, in
the absence of payment default by the United States, are held in a special custody account
by an independent trust company in a certificate or book entry form with the federal reserve
bank of New York; or

(c) Obligations of the following agencies of the United States, subject to the
limitations in subsection 2 (not included):

(1) federal home loan bank;

(11) federal national mortgage association;
(ii1))  federal home mortgage corporation; and
(iv)  federal farm credit bank.

With the exception of the assets of a local government group self-insurance program,
investments may not have a maturity date exceeding 5 years except when the investment
is used in an escrow account to refund an outstanding bond issue in advance.

Section 7-6-205 and Section 7-6-206, MCA, state that demand deposits may be placed only
in banks and public money not necessary for immediate use by a county, city, or town that
is not invested as authorized in Section 7-6-202, MCA, may be placed in time or savings
deposits with a bank, savings and loan association, or credit union in the state or placed in
repurchase agreements as authorized in Section 7-6-213, MCA.
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CITY OF POLSON
LAKE COUNTY, MONTANA
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The government has no investment policy that would further limit its investment choices.
The government has no investments that require credit risk disclosure.

Short Term Investment Pool (STIP) Credit Quality ratings by the S&P’s rating services as
of June 30, 2022, (in thousands):

Total Fixed
Income Credit
Investments at  Quality WAM

Security Investment Type Fair Value Rating (Days)
Treasuries $ 520,928 A-1 17
Asset Backed Commercial Paper 69,929 A-1 2
Agency of Government Related 1,242,500 A-1 40
Corporate:

Commercial Paper 838,725 A-1 27

Notes 253,992 A-1 8
Certificates of Deposit 752,070 A-1 24
Total Investments $_ 3,678,144

Audited financial statements for the State of Montana’s Board of Investments are
available at 2401 Colonial Drive 3" Floor in Helena, Montana.

Custodial Credit Risk

Custodial credit risk is the risk that, in the event of a bank failure, the government’s deposits
may not be returned to it. The government does not have a deposit policy for custodial
credit risk other than that required by state statutes. All deposits are carried at cost plus
accrued interest. As of June 30, 2022, the government’s bank balance was exposed to
custodial credit risk as follows:

June 30, 2022
Balance
Depository Account
Insured $ 251,102
Total deposits and investments $ 251,102

Deposit Security
Section 7-6-207, MCA, states (1) The local governing body may require security only for
that portion of the deposits which is not guaranteed or insured according to law and, as to
such unguaranteed or uninsured portion, to the extent of:

(a) 50% of such deposits if the institution in which the deposit is made has a net
worth of total assets ratio of 6% or more; or

(b) 100% if the institution in which the deposit is made has a net worth of total
assets ratio of less than 6%.
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The amount of collateral held for City deposits at June 30, 2022, equaled or exceeded the
amount required by State statutes.

Concentration of Credit Risk

The government places no limit on the amount the entity may invest in any one issuer. The
government’s concentration of credit risk percentages follow for each investment issued
that is not issued or explicitly guaranteed by the U.S. government and investments in
mutual funds, external investment pools and other pooled investments:

% of credit risk
Repurchase agreements 90%

Interest Rate Risk

The government does not have a formal investment policy that limits investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest
rates, but as stated above is limited to investment maturities of 5 years per MCA 7-6-202.
The following is a list of individual investments as of June 30, 2022 alone with their related
interest rates and maturity dates.

NOTE 3. RESTRICTED CASH/INVESTMENTS

The following restricted cash/investments were held by the City as of June 30,2022. These
amounts are reported within the cash/investment account on the Statement of Net Position.

Fund Description Amount

TIF District  Revenue Bond Current $ 26,606
TIF District  Revenue Bond Reserve 40,000
Fire Impact  Impact Fees 59,781
Park Impact  Impact Fees 99,054
SID #42 Revenue Bond Reserves 37,500
Golf Revenue Bond Current 16,806
Golf Replacement & Depreciation 25,140
Golf Surplus Revenues 118,413
Water Impact Fees 741,719
Water Revenue Bond Current 13,430
Water Revenue Bond Reserve 17,044
Water Replacement and Depreciation 863,238
Water Surplus Reserve 88,327
Sewer Impact Fees 74,148
Sewer Revenue Bond Current 299,340
Sewer Revenue Bond Reserve 385,759
Sewer Replacement and Depreciation 1,164,460
Total $4.,070,765
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NOTE 4. RECEIVABLES

Tax Receivables

Property tax levies are set in August, after the County Assessor delivers the taxable
valuation information to the County, in connection with the budget process and are based
on taxable values listed as of January 1 for all property located in the Entity. Taxable
values are established by the Montana Department of Revenue, and a revaluation of all
property is required to be completed on a periodic basis. Taxable value is defined by
Montana statute as a fixed percentage of market value.

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 upon the
property). After three years, the County may exercise the lien and take title to the property.
Special assessments are either billed in one installment due November 30 or 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.

Taxes that become delinquent are charged interest at the rate of 5/6 of 1% a month plus a
penalty of 2%. Real property on which taxes remain delinquent and unpaid may be sold at
tax sales. In the case of personal property, the property is to be seized and sold after the
taxes become delinquent.

NOTE 5. INVENTORIES AND PREPAIDS

Enterprise Fund inventories are valued at cost using the (First In First Out (FIFO) method.

The cost of inventories are recorded as an expenditure when purchased.
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NOTE 6. CAPITAL ASSETS

The City’s assets are capitalized at historical cost or estimated historical cost. City policy
has set the capitalization threshold for reporting capital assets at $5,000. Gifts or
contributions of capital assets are recorded at fair market value when received. The costs
of normal maintenance and repairs are charged to operations as incurred. Improvements
are capitalized and depreciated over the remaining useful lives of the related capital assets,
as applicable. Depreciation is recorded on a straight-line basis over the useful lives of the
assets as follows:

Governmental Activities

Buildings 10 — 50 years
Land Improvements 10 — 40 years
Vehicles and Equipment 5 —40 years
Enterprise Activities

Buildings 40 — 50 years
Water Distribution and Sewer Collection System 10 — 50 years
Machinery, Vehicles and Equipment 10 — 25 years
Land Improvements 10 — 40 years

A summary of changes in governmental capital assets was as follows:

Governmental activities:
Balance Transfer to Balance
July 1, 2021 Additions Lease Asset Transfers June 30, 2022
Capital assets not being depreciated:
Land $ 267,322 $ -3 - 3 -3 267,322
Construction in progress 93,723 113,713 (57,436) 150,000
Total capital assets not being depreciated  $ 361,045 $ 113,713 3 - % (57,436) $ 417,322
Other capital assets:
Buildings $ 755,636 $ 37,180 $ -3 21,590 $ 814,406
Improvements other than buildings 1,183,035 - - 34,297 1,217,332
Machinery and equipment 4,144,068 25,721 (14,949) - 4,154,840
Infrastructure 3,242,642 19,161 - 1,549 3,263,352
Total other capital assets at historical cost ~ $ 9,325.381 $ 82,062 $ (14,949) $ 57,436 $ 9,449,930
Less: accumulated depreciation (5,071,402) (374,671) 7,475 - (5,438,598)
Total $ 4,615,024 $ (178,896) $ (7,474) $ - $ 4,428,654

Governmental activities depreciation expense was charged to functions as follows:

Governmental Activities:

General government $ 34,102
Public safety 147,007
Public works 131,266
Culture and recreation 28,843
Housing and community development 33.453

Total governmental activities depreciation expense  $374.,671
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A summary of changes in business-type capital assets was as follows:

Business-type activities:

Balance Balance
July 1, 2021 Additions Deletions Transfer June 30, 2022
Capital assets not being depreciated:
Land $ 2,289,560 $ - 3 - -3 2,289,560
Construction in progress 1,488,256 1,475,647 - (20,222) 2,943,681
Total capital assets not being depreciated $ 3,777,816 $ 1,475,647 $ - (20,222) $ 5,233,241
Other capital assets:
Buildings $ 1,055,703 $ -3 - -3 1,055,703
Improvements other than buildings 1,159,522 - - - 1,159,522
Machinery and equipment 1,488,149 31,429 - - 1,519,578
Source of supply 2,463,710 - (5,000) - 2,458,710
Pumping plant 1,358,247 - - 6,626 1,364,873
Treatment system 19,537,956 - (5,000) 13,596 19,546,552
Transmission and distribution 16,828,116 106,660 - - 16,934,776
General plant 873,576 32,292 (16,850) - 889,018
Total other capital assets at historical cost $ 44,764,979 § 170,381 $ (26,850) $ 20,222 $ 44,928,732
Less: accumulated depreciation (14,905,525) (967,084) 23,480 - (15,849,129)
Total $ 33,637,270 $ 678,944 § (3,370) $ -3 34,312,844
NOTE 7. LONG TERM DEBT OBLIGATIONS

In the governmental-wide, and proprietary financial statements, outstanding debt is
reported as liabilities. Bond issuance costs, bond discounts or premiums, are expensed at
the date of sale.

Changes in Long-Term Debt Liabilities - During the year ended June 30, 2022, the
following changes occurred in liabilities reported in long-term debt:

Governmental Activities:
Balance Transfer to Balance Due Within
July 1, 2021 Additions Deletions Lease Liability June 30, 2022 One Year

Special assessment bond $ 221,360 $ $ (57,546) $ -3 163,814 $ 60,140
Tax Increment Urban Renewal bonds 333,767 - (70,370) - 263,397 72,489
Loans/Contracted debt from direct borrowings 106,906 - (8,833) - 98,073 9,091
Compensated absences 195,595 20,937 - - 216,532 153,640
Intercap loans 177,450 - (37,711) - 139,739 69,570
Capital leases 6,996 - - (6,996) - -
Total $ 1,042,074 $ 20937 $ (174,460) $ (6,996) $ 881,555 $ 364,930

In prior years the General Fund was used to liquidate compensated absences and claims
and judgments.
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Business-type Activities:

Balance Balance Due

Within

July 1, 2021 Additions Deletions June 30, 2022 One Year

Revenue bonds $ 14,972,880 $ 1,550,000 $ (1,070,791) $ 15,452,089 $ 4
Loans/Contracted debt 277,114 - (19,671) 257,443
Compensated absences 80,705 9,384 90,089

Total

Purpose

99,180
20,651
64,289

$ 15,330,699 $ 1,559,384 § (1,090,462) $ 15,799,621 $ 5

84,120

Special Assessment Debt

Special assessment bonds are payable from the collection of special assessments levied
against benefited property owners within defined special improvement districts which
become a lien on the property. The bonds are issued with specific maturity dates, but must
be called and repaid earlier, at par plus accrued interest, if the related special assessments
are collected. The bonds are backed by the full faith and credit of the City. The City
maintains a reserve fund to cover defaults by property owners. The City issued one
amortization bond on September 15, 2010 for $750,000 to assist in construction of the
Main Street Streetscape project. A reserve account in the amount of $37,500 was
established as required by the bond resolution. The bond is a special, limited obligation of
the City and does not constitute a general obligation of the City. If there are insufficient
funds in the reserve account and/or the SID revolving fund, the General Fund will loan an
amount as may be necessary to the SID revolving fund to ensure a minimum fund balance
of 5% of the outstanding bond principal to ensure payments are made.

Special assessment bonds outstanding as of June 30, 2022, were as follows:

Origination Interest Bond Maturity Bonds Annual Balance

Date Rate Term Date Amount Payment June 30,

2022

SID #42 Streetscape
Project - (Glacier Bank) 9/15/10 3.95% 15yrs  6/15/25 $_750,000 $ 66,225 $ 163.814

Annual requirement to amortize debt:

For Fiscal
Year Ended Principal Interest
2023 $ 60,140 $ 4,170
2024 62,540 1,794
2025 41,134 1,625
Total $ 163,814 $ 7,589
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Tax Increment Urban Renewal Bonds

On August 15, 2013 the City issued $800,000 of tax increment urban renewal bonds to
finance the construction of the City Dock and the walking path under the bridge that
connects Sacajawea Park and Riverside Park. Five bonds were issued in an amount of
$160,000 each to five local banks and bear interest at the rate 0f2.987%. The bonds require
semi-annual payments of $79,818 on August 15th and February 15th each fiscal year. This
debt matures on August 15, 2025. The bonds are special, limited obligations of the City.
The bonds are not general o