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The Legislative Audit Committee
of the Montana State Legislature:

This is our Single Audit Report of the state of Montana for the two fiscal years ended June 30, 2011.
This document contains the Independent Auditor’s Reports on the state of Montana’s basic financial
statements for the fiscal years ended June 30, 2011 (page A-3), and June 30, 2010 (page B-3). The
Independent Auditor’s Reports also address the reasonableness of the schedules of expenditures of
federal awards in relation to the basic financial statements. This report also contains reports on the state
of Montana’s internal controls and compliance with federal and state laws and regulations (pages A-1,
B-1, and C-1), a Schedule of Findings and Questioned Costs (pages C-8 through C-43), a Corrective
Action Plan (pages D-1 through D-5), and a Summary Schedule of Prior Audit Findings (pages E-1
through E-7). The Single Audit was conducted in accordance with Government Auditing Standards
and Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations.

The audit disclosed certain questioned costs and deficiencies in internal control and compliance, which
are summarized in the Schedule of Findings and Questioned Costs. We implemented Statement
on Auditing Standards No. 117, Compliance Audits, for the fiscal year ended June 30, 2010. The
Independent Auditor’s Reports on pages A-1 and on B-1 summarize control deficiencies over financial
reporting we consider to be significant deficiencies or material weaknesses. The Independent Auditor’s
Report on page C-1 categorizes the disclosed control deficiencies affecting compliance with federal
regulations as significant deficiencies or material weaknesses.

Management at administering agencies have responded to the audit findings, and the responses are
included in the corrective action plan prepared by the Office of Budget and Program Planning (page
D-1). The status of findings previously reported in state of Montana Single Audit Reports, for which
continued reporting is required under OMB Circular A-133, is included in the summary schedule
of prior audit findings (page E-1), which was also prepared by the Office of Budget and Program
Planning.

Respectfully submitted,
/s/ Tori Hunthausen

Tori Hunthausen, CPA
Legislative Auditor

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov
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REPORT SUMMARY

The state of Montana spent approximately $2.9 billion in federal funds in fiscal
year 2009-10 and $3.1 billion in fiscal year 2010-11. Both years combined, this
1s an increase from the prior Single Audit biennium of approximately $1.7
billion. This increase is largely due to the American Recovery and Reinvestment
Act (ARRA) funds for programs such as Medicaid, Unemployment Insurance,
Stabilization, Highway Construction and the Supplemental Nutrition Assistance

Program.

Context

The Montana Single Audit report is compiled
from the Montana Statewide Audit (10-01
and 11-01A) reports and the audits performed
at each state agency. The Montana Statewide
Audit report is included in the Single Audit
report without modification. Results from each
state agency are included as recommendations
in the Single Audit report as required by federal

regulations.

The federal government provides extensive
requirements for recipients of federal grants. The
audit of each state agency includes determining
compliance with these requirements when
the federal grant is determined to be a major
federal program under federal audit guidelines.
Programs with expenditures totaling at least
$19,892,405 during the audit period were
identified as major federal programs residing
at 10 different state agencies. The state of
Montana had 32 major federal programs
during the audit period.

Results

Audits at state agencies resulted in 21
recommendations related to major programs
or otherwise required to be reported by federal

audit guidelines. Of these recommendations.

nine reported questioned costs totaling over

$4.6 million.

Federal audit regulations specifically require
the Single Audit to report on whether each
major federal program complied with federal
requirements applicable to the major programs
as well as the internal controls over those major
programs. The auditor’s report identifies seven
major programs that did not comply with all
the federal requirements applicable to those
programs.

Federal audit requirements also define varying
degrees of deficiencies in internal controls.
These include a control deficiency, a significant
deficiency, and a material weakness, in order
from least to most serious. The audit reported
11 significant deficiencies and one material
weakness.

(continued on back)



Recommendation Concurrence

Concur *
Partially Concur *
Do Not Concur *

Source: Agency audit response included in
final report.

*This report is a compilation of audit findings

reported in previously issued state agency
audit reports. The status of concurrence with
the recommendations contained in the Single
Audit report can be found in the agency audit
reports where the finding originated.

For a complete copy of the report (10-02) or for further information, contact the
Legislative Audit Division at 406-444-3122; e-mail to lad@mt.gov; or check the web site at
http://leg.mt.gov/audit
Report Fraud, Waste, and Abuse to the Legislative Auditor’s FRAUD HOTLINE

Call toll-free 1-800-222-4446, or e-mail lad@mt.gov.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
Basic FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the state of Montana, as of and for the year ended June 30, 2011, which
collectively comprise the state of Montana’s basic financial statements and have issued our report
thereon dated March 19, 2012. Our report includes a reference to other auditors. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Audit Standards, issued by the
Comptroller General of the United States. Other auditors audited the financial statements of the
Montana State University component units and University of Montana component units, as described
in our report on the state of Montana’s financial statements. This report does not include the results
of the other auditors’ testing of internal control over financial reporting or compliance and other
matters that are reported on separately by those auditors. The financial statements of the Montana
State University component units and University of Montana component units were not audited in
accordance with Government Auditing Standards.

Internal Control Over Financial Reporting

Management of the state of Montana is responsible for establishing and maintaining effective internal
control over financial reporting. In planning and performing our audit, we considered the state of
Montana’s internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the state of Montana’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the state of Montana’s
internal control over financial reporting,

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Room 160 ¢ State Capitol Building ® PO Box 201705 ¢ Helena, MT ¢ 59620-1705
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov



Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies
in internal control over financial reporting that might be deficiencies, significant deficiencies
or material weaknesses. We did not identify any deficiencies in internal control over financial
reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the state of Montana’s basic financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards. The identified instances of noncompliance are described below:

1. 'The Public Employees’ Retirement Board administers eight defined benefit retirement
systems. The Montana Constitution and state law require these systems to be actuarially
sound. The actuarial valuation as of July 1, 2011, indicates the Public Employees’
Retirement System-Defined Benefit Retirement Plan, Sheriffs’ Retirement System,
Highway Patrol Officers’ Retirement System and the Game Wardens’ and Peace Ofhicers
Retirement System are not actuarially sound.

2. The Teachers’ Retirement Board administers a defined benefit retirement system. The
Montana Constitution requires this system to be actuarially sound. The actuarial
valuation as of July 1, 2011, indicates the Teachers’ Retirement System is not actuarially
sound.

We noted certain matters that we reported to the management of the state of Montana during the
course of our audit work.

This report is intended solely for the information and use of the Legislative Audit Committee,
state of Montana management, the Montana State Legislature, and federal awarding agencies and
pass-through entities and is not intended to be, and should not be, used by anyone other than
those specified parties. However, this report is a matter of public record and its distribution is not
limited.

Respectfully submitted,
/s/ Cindy Jorgenson
Cindy Jorgenson, CPA

Deputy Legislative Auditor
March 19, 2012



LEGISLATIVE AUDIT DIVISION A3

SA\

Deputy Legislative Auditors
Cindy Jorgenson
Angie Grove

Tori Hunthausen, Legislative Auditor
Deborah F. Butler, Legal Counsel

INDEPENDENT AUDITOR’S REPORT

The Legislative Audit Committee
of the Montana State Legislature:

We have audited the accompanying basic financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of Montana, as of and for the year ended June 30,
2011, which collectively comprise the state’s basic financial statements, as follows:

Statement of Net Assets

Statement of Activities

Balance Sheet — Governmental Funds

Reconciliation of the Balance Sheet — Governmental Funds to the Statement of Net Assets

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

Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities

Statement of Net Assets — Proprietary Funds

Statement of Revenues, Expenses, and Changes in Net Assets — Proprietary Funds

Statement of Cash Flows — Proprietary Funds

Statement of Fiduciary Net Assets — Fiduciary Funds

Statement of Changes in Fiduciary Net Assets — Fiduciary Funds

Combining Statement of Net Assets — Component Units

Combining Statement of Activities — Component Units

These financial statements are the responsibility of the state of Montana’s management. Our
responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Montana State University component units and the University of
Montana component units, which represent 10.1, 25.0, and 6.2 percent, respectively, of the assets, net
assets, and revenues of the aggregate discretely presented component units. Those financial statements
were audited by other auditors whose reports thereon have been furnished to us, and our opinions,
insofar as they relate to the amounts included for the university component units, are based on the
reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. The financial statements of the university component units were
not audited in accordance with Government Auditing Standards. An audit includes examining, on
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a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit and the
reports of other auditors provide a reasonable basis for our opinions.

Management has reported the Old Fund and the New Fund as the Montana State Fund component
unit. The Old Fund is no longer part of the Montana State Fund component unit for financial reporting
purposes because Generally Accepted Accounting Principles (GAAP) requires the primary government
to report the activity of the Old Fund since it is now legally obligated to pay the remaining liabilities.
In fiscal year 2010-11 the Old Fund’s resources were depleted and the General Fund provided the
resources to pay approximately $50,000 in claims. Under provisions of state law, the General Fund
has assumed the remaining estimated $64.6 million in workers’ compensation claim liabilities of the
Old Fund, making it a general long-term debt of the primary government. GAAP requires the state to
report the debt of a component unit as a liability if it is legally obligated to repay it. The General Fund
cannot avoid sacrificing resources for the purpose of repaying the Old Fund claims. The Old Fund is
improperly presented in a separate column or line item as part of the Montana State Fund component
unit on the Statement of Activities, Combining Statement of Net Assets — Component Units, and
Combining Statement of Activities — Component Units. The following table identifies the resulting
misstatements (in thousands) on the Basic Financial Statements.

Statement of Net Assets Over (Under) stated
(in thousands)

Governmental Activities Column

Estimated Future Claim Contribution to Component Units $64,621
Long-Term Liabilities (Due within One Year) ( $9,888)
Long-Term Liabilities (Due in More than One Year) ($54,733)
Component Units Column

Estimated Future Claim Contribution From Primary Government $64,621
Long-Term Liabilities (Due within One Year) $9,888
Long-Term Liabilities (Due in More than One Year) $54,733

Statement of Activities

Expenses Column

Governmental Activities: General Government $64,621
Component Units Column
Payment from State of Montana $64,621

Combining Statement of Net Assets — Component Units
Montana State Fund (Old Fund) Column

Estimated Future Claim Contribution from Primary Government $64,621
Long-Term Liabilities (Due within One Year) $9,888
Long-Term Liabilities (Due in More than One Year) $54,733

Combining Statement of Activities — Component Units

Montana State Fund (Old Fund) Column
Payment from State of Montana $64,621




Other amounts presented for the Old Fund and not listed above should be reported in the General
Fund. Additionally, Notes 1, 8, and 11 do not disclose the change in reporting entity and the state’s
resulting general obligation debt for the fiscal year ended June 30, 2011.

In our opinion, based on our audit and the reports of other auditors, except for the reporting of
Old Fund activity as described in the previous paragraph, the financial statements referred to above
present faitly, in all material respects, the respective financial position of the governmental activities,
the aggregate discretely presented component units, and the General Fund of the state of Montana, as
of June 30, 2011, and the respective changes in financial position thereof for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

In addition, in our opinion, the financial statements referred to previously present fairly, in all material
respects, the respective financial position of the business-type activities; the state special revenue,
the federal special revenue, the land grant, the coal severance tax, Unemployment Insurance, and
Economic Development Bonds major funds; and the aggregate remaining fund information of the
State of Montana, as of June 30, 2011, and the respective changes in financial position and, where
applicable, cash flows thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The Management’s Discussion and Analysis, the Budgetary Comparison Schedule, the Pension Plan
Information, and the Other Post Employment Benefits Plan Information are not a required part
of the basic financial statements but are supplementary information required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted principally
of inquiries of management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the state of Montana’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by the U.S.
Ofhce of Management and Budget Circular A-133, Audit of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied by us in the audit of the basic financial statements and, in
our opinion, is fairly stated, in all material respects, in relation to the basic financial statements taken
as a whole.

At July 1, 2011, the Public Employees’ Retirement System — Defined Benefit Retirement Plan, Game
Wardens” and Peace Officers’, Highway Patrol Officers’, Sheriffs’, and Teachers’ retirement systems
were not actuarially sound. The Unfunded Actuarial Accrued Liability amortization period is infinite
for the Public Employees’ Retirement System — Defined Benefit Retirement Plan, Game Wardens’
and Peace Officers, and Sheriffs’ retirement systems. The amortization period for the Highway Patrol
Officers’ Retirement System is 48.2 years. The amortization period for the Teachers’ retirement system
is 71 years. The maximum allowable amortization period is 30 years.

In accordance with Government Auditing Standards, we have issued our report dated March 19, 2012,
on our consideration of the state of Montana’s internal control over financial reporting and on our
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tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of the report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on the internal control over financial reporting or on compliance. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit.

Respectfully submitted,

/s/ Cindy Jorgenson

Cindy Jorgenson, CPA
Deputy Legislative Auditor
March 19, 2012
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MANAGEMENT’S DISCUSSION AND ANALYSIS

INTRODUCTION

Management of the State of Montana provides this Management’s Discussion and Analysis of the State of Montana’s basic
financial statements included in the Comprehensive Annual Financial Report (CAFR). This narrative overview and analysis
of the financial activities of the State of Montana is for the fiscal year ended June 30, 2011. We encourage readers to consider
this information in conjunction with the additional information that is furnished in the State’s financial statements, which
follow.

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT

Government-wide Highlights

The assets of the State exceeded its liabilities at the end of fiscal year 2011 by $7.4 billion (reported as net assets) compared
with $6.8 billion at the end of fiscal year 2010. Of this amount, $889.4 million (reported as unrestricted net assets) may be
used to meet the government’s general obligations to citizens and creditors. Component units reported net assets of $1500.3
million compared with $1,311.3 million at fiscal year-end 2010. These are discussed in more detail in the financial statement
overview below.

Fund Highlights

As of the close of fiscal year 2011, the State’s governmental funds reported combined ending fund balances of $3.8 billion
compared with $3.7 billion at fiscal year 2010. Of this amount, $1.3 billion is not in spendable form, primarily as permanent
fund principle, and $2.5 billion is available for spending. The $2.5 billion fund balance in spendable form is segregated by
constraint as follows: $1.1 billion restricted, $1.0 billion committed, $52.3 million assigned and $340 million unassigned,
primarily in the General Fund. These changes are discussed in more detail in the financial analysis of the State’s major funds
presented below.

The State’s business-type activity funds reported net assets at the close of fiscal year 2011 in the amount of $186.7 million
compared with the fiscal year-end 2010 net assets of $194.7 million. Of the business-type activity fund equity $15.6 million
was invested in capital assets, net of related debt. $171.1 million of net assets was in spendable form with $12.3 million
unrestricted and $158.8 million restricted to expenditure for a specific purpose. This represents a $9.5 million (5.3%)
decrease in spendable net assets from the fiscal year-end 2010 balance of $180.2 million. These changes are discussed in
more detail in the financial analysis of the State’s major funds presented below.

Long-term Debt
The State’s total bonds and notes payable for governmental activities decreased by $2.7 million, from $360.9 million in fiscal
year 2010 to $358.2 million (0.7%) in fiscal year 2011.

Business-type activities reported bonds and notes payable of $0.2 million at fiscal year-end 2011. This represents a decrease
of $0.2 million (50.0%) over the fiscal year-end 2011 reported amount of $0.4 million. For details relating to the states long
term debt see footnote 11.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the State of Montana’s basic financial statements. The
State’s basic financial statements include three components: (1) government-wide financial statements, (2) fund financial
statements, and (3) notes to the financial statements. The report also contains additional required supplementary information
(budgetary schedules and other post employment benefits plan information). These components are described below:

Basic Financial Statements

The basic financial statements include two kinds of financial statements that present different views of the State — the
government-wide financial statements and the fund financial statements and combining major component unit financial
statements. These financial statements also include the notes o the financial statements that explain some of the information
in the financial statements and provide more detail.
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Government-wide Financial Statements

The government-wide financial statements provide a broad view of the State’s operations in a manner similar to a private-
sector business. The statements provide both short-term and long-term information about the State’s financial position, which
assists in assessing the State’s economic condition at the end of the fiscal year. These are prepared using the flow of
economic resources measurement focus and the accrual basis of accounting. This basically means they follow methods that
are similar to those used by most businesses, including all revenues and expenses connected with the fiscal year, even if cash
involved has not been received or paid. The government-wide financial statements include two statements.

The Statement of Net Assets presents all of the government’s assets and liabilities, with the difference between the two
reported as “net assets.” Over time, increases or decreases in the State’s net assets may serve as a useful indicator of whether
the financial position of the State is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net assets changed during the most recent
fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless
of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will not
result in cash flows until future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This
statement also presents a comparison between direct expenses and program revenues for each function of the State.

Both of the above financial statements have separate sections for three different types of state programs or activities. These
three types of activities are as follow:

Governmental Activities — The activities in this section are mostly supported by taxes and intergovernmental revenues
(federal grants). Most services normally associated with state government fall into this category, including education (support
for both K-12 public schools and higher education), general government, health services, legal and judiciary services,
museums, natural resources, public safety and defense, regulatory services, social services, and transportation.

Business-type Activities — These functions are normally intended to recover all or a significant portion of their costs through
user fees and charges to external users of goods and services. The major business-type activities of the State include the
Unemployment Insurance Fund and the Economic Development Bond Program which assists Montana’s small businesses
and local governments in obtaining long-term, fixed-rate financing through private Montana lending institutions.

Discretely Presented Component Units — These are operations for which the State has financial accountability, but they have
certain independent qualities as well. In order to be considered component units these entities must be legally separate to the
extent that they may sue, or be sued, in their own right. For the most part, these entities operate similarly to private sector
businesses and the business-type activities described above. The State has four authorities and two universities that are
reported as discretely presented component units of the State.

Fund Financial Statements (Reporting the State’s Major Funds)

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 State, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

The fund financial statements focus on individual parts of the State government, reporting the State’s operations in more
detail than the government-wide statements. All of the funds can be divided into three categories. It is important to note that
these fund categories use different accounting approaches and should be interpreted differently. The three categories of funds
are as follows:

Governmental Funds Financial Statements — Most of the basic services provided by the State are financed through
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, the
governmental fund financial statements focus on near-term inflows and outflows of spendable resources. They also focus on
the balances of spendable resources available at the end of the fiscal year. Such information may be useful in evaluating the
government’s near-term financing requirements. This approach is known as using the flow of current financial resources
measurement focus and the modified accrual basis of accounting. These statements provide a detailed short-term view of the
State’s finances that assists in determining whether there will be adequate financial resources available to meet the current
needs of the State.

The State has five governmental funds that are considered major funds for presentation purposes. Each major fund is
presented in a separate column in the governmental fund balance sheet and in the governmental fund statement of revenues,



expenditures, and changes in fund balances. The State’s five major governmental funds are the General Fund, the State
Special Revenue Fund, the Federal Special Revenue Fund, the Coal Severance Tax Fund, and the Land Grant Fund.

Proprietary Funds Financial Statements — When the State charges customers for the service it provides, whether to outside
customers or to other agencies within the State, these services are generally reported in proprietary funds. Proprietary funds
(enterprise and internal service) utilize full accrual accounting, the same method used by private sector businesses. Enterprise
funds report activities that provide supplies and services to the general public. An example is the State Lottery. An internal
service fund reports activities that provide supplies and services for the State’s other programs and activities such as the
Motor Pool.

Fiduciary Funds — These funds are used to account for resources held for the benefit of parties outside state government.
Fiduciary funds are not reflected in the government-wide financial statements because the resources of these funds are not
available to support the State’s own programs. Fiduciary funds use the full accrual basis of accounting. A retirement fund is
an example of a fiduciary fund.

Notes to the Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide
and the fund financial statements. The notes to the financial statements can be found immediately following the component
unit financial statements.

Required Supplementary Information

The basic financial statements are followed by a section of required supplementary information. This section contains a
budgetary comparison schedule, which includes the reconciliation between the statutory fund balance for budgetary purposes
and the fund balance for the General Fund, as presented in the governmental fund financial statements, the schedule of
funding progress for the pension plans, and other post employment benefits plan information.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Montana’s overall financial position improved from the last fiscal year. This improvement resulted from a mild economic
recovery within the State.

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. The State’s
combined net assets (government and business-type activities) totaled $7.6 billion at the end of fiscal year 2011. Net assets of
the governmental activities increased $406.6 million (5.9%), and business-type activities had a $8.1 million (4.1%) decrease.
These changes are explained in detail in the major fund analysis below

A portion of the State’s net assets reflects its investment in capital assets such as land, buildings, equipment and
infrastructure (roads, bridges, and other immovable assets) less any related debt used to acquire those assets that is still
outstanding. The State uses these capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the State’s investment in its capital assets is reported net of related debt, it should be noted that the
resources needed to repay this debt must be provided from other sources, since the capital assets themselves cannot be used
to liquidate these liabilities.

An additional portion of the State’s net assets represents resources that are subject to external restrictions on how they may be
used. The remaining balance of unrestricted net assets may be used to meet the State’s ongoing obligations to citizens and
creditors. Internally imposed designations of resources are not presented as restricted net assets.
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At the end of the current fiscal year, the State was able to report positive balances in all three categories of net assets,
both for the government as a whole, as well as for its separate governmental and business-type activities.

Net Assets
As of Fiscal Year Ended June 30
(expressed in thousands)

Governmental Business-type Total Primary
Activities Activities Government
2010 2011 2010 2011 2010 2011
Current and other assets $4,678,781  $4,889,350 $326,068 $319,280 $5,004,849  $5,208,630
Capital assets 4,149,204 4,455,465 14,534 15,963 4,163,738 4,471,428
Total assets 8,827,985 9,344,815 340,602 335,243 9,168,587 9,680,058
Long-term liabilities 879,029 861,287 10,577 12,276 889,606 873,563
Other liabilities 1,007,219 1,135,189 135,305 136,302 1,142,524 1,271,491
Total liabilities 1,886,248 1,996,476 145,882 148,578 2,032,130 2,145,054
Invested in capital assets,

net of related debt 3,874,920 4,178,343 14,534 15,963 3,889,454 4,194,306
Restricted 1,983,143 2,292,979 159,335 158,735 2,142,478 2,451,714
Unrestricted 1,083,674 877,017 20,851 11,967 1,104,525 888,984

Total net assets $6,941,737  $7,348,339  $194,720 $186,665 $7,136,457  $7,535,004
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The following condensed financial information was derived from the government-wide Statement of Activities, and
reflects how the State’s net assets changed during the fiscal year:

Changes in Net Assets
For Fiscal Year Ended June 30
(expressed in thousands)

Governmental Business-type Total Primary
Activities Activities Government
2010 2011 2010 2011 2010 2011
Revenues:
Program revenues
Charges for services $ 612,041 $ 551,722 $ 309,975 $ 362,776 $ 922,016 $ 914,498
Operating grants 1,985,977 1,962,876 226,049 168,222 2,212,026 2,131,098
Capital grants 510,996 537,194 3,174 281 514,170 537,475
General revenues
Taxes 1,817,564 1,997,392 25,017 21,797 1,842,581 2,019,189
Other 258,627 200,294 4,622 5,306 263,249 205,600
Total revenues 5,185,205 5,249,478 568,837 558,382 5,754,042 5,807,860
Expenses:
General government 774,881 752,565 774,881 752,565
Public safety/corrections 342,803 308,593 342,803 308,593
Transportation 320,085 390,523 320,085 390,523
Health/social services 1,677,261 1,765,871 1,677,261 1,765,871
Educational/cultural 1,179,788 1,209,969 1,179,788 1,209,969
Resource/rec/environ 318,300 318,954 318,300 318,954
Principal on long-term debt - 6 6
Interest on long-term debt 17,692 16,314 17,692 16,314
Unemployment Insurance 354,794 278,086 354,794 278,086
Liquor Stores 61,569 63,573 61,569 63,573
State Lottery 36,365 35,481 36,365 35,481
Economic Dev Bonds 2,167 1,126 2,167 1,126
Hail Insurance 6,238 8,379 6,238 8,379
Gen Govt Services 62,796 63,003 62,796 63,003
Prison Funds 6,463 6,149 6,463 6,149
MUS Group Insurance 72,606 63,501 72,606 63,501
MUS Workers Comp 3,900 4,232 3,900 4,232
Total expenses 4,630,810 4,762,795 606,898 523,530 5,237,708 5,286,325
Increase (decrease) in net
assets before transfers 554,395 486,683 (38,061) 34,852 516,334 521,535
Transfers 42,486 40,547 (42,486) (40,547) - -
Change in net assets 596,881 527,230 (80,547) (5,695) 516,334 521,353
Net assets, beg of year
(restated) 6,344,856 6,821,109 275,267 192,360 6,620,123 7,013,469

Net assets, end of year $6,941,737 $7,348,339 § 194,720 § 186,665 $7,136,457  $7,535,004
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Governmental Activities
The following chart depicts revenues of the governmental activities for the fiscal year:

Revenues - Governmental Activities
Fiscal Year Ended June 30, 2011
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The following chart depicts expenses of the governmental activities for the fiscal year:

Expenses - Governmental Activities
Fiscal Year Ended June 30, 2011
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Business-type Activities
The following chart depicts revenues of the business-type activities for the fiscal year:

Revenues - Business-type Activities
Fiscal Year Ended June 30, 2011
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The following chart depicts expenses of the business-type activities for the fiscal year:

Expenses - Business-type Activities
Fiscal Year Ended June 30, 2011
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FINANCIAL ANALYSIS OF THE STATE’S MAJOR FUNDS

As the State completed the year, its governmental funds reported fund balances of $3.8 billion. Of this total amount,
$2.50 billion (66%) constitutes spendable fund balance and $1.33 billion (35%) is classified as non-spendable. The
spendable fund balance is further classified as restricted, $1,106 million (44.2%), committed, $1,005 million (40.1%),
assigned, $52 million (2.1%), and unassigned, $340 million (13.6%). The preceding percentages are calculated on total
spendable fund balance. The analysis of the following major funds, providing the majority of the net assets for the
government, follows.

General Fund

The General Fund is the chief operating fund of the State. At the end of the current fiscal year, combined unassigned and
assigned (spendable) fund balance of the General Fund was $366.5 million. This represents 14.6% of the 2.5 billion
spendable governmental fund balances for all governmental funds. The ending General Fund unassigned fund balance
was $114.6 million higher than the anticipated $227.3 million unassigned fund balance estimated by the 62™ Legislature.
Unassigned fund balance increased by $102.8 million primarily when compared to the previously reported fund balance
of $239.0 million. This increase was primarily the result of a decrease in the estimated spend down of fund balance for
subsequent fiscal year expenditures from $71.4 million to $0.00, and increased income, corporate and natural resource
tax revenues, resulting from a modest economic recovery. General Fund expenditures for fiscal year 2011 increased by
$63.5 million (4.0%). This increase in expenditures primarily occurred in the Health and Human Services and
Educational/Cultural functions. The increased revenues more than offset the rise in expenditures. The changes in both
expenditures and revenues are discussed in detail below.

Higher Revenues Than Anticipated — Total General Fund revenues and transfers in were $1,783.0 million for fiscal year
2011. This was $152.6 million (9.4%) more than fiscal year 2010, and $76.3 million (4.5%) more than what was
projected for fiscal year 2011 by the legislature. The increase in revenue from fiscal year 2010 to fiscal year 2011 was
primarily in individual and corporate income and natural resource taxes. The overall national recovery, combined with
the record calendar year 2010 crop production along with higher farm commodity prices, contributed to the income and
corporate tax increases. Higher natural resource prices were the underlying reason for the natural resource tax revenue
increase.

General Fund Expenditure Budget Reversions

Much of the unspent funds were attributable to Governor’s reductions per 17-7-140, MCA ($28.3 million which affected
most agencies statewide), the Otter Creek Bonus Payment ($82 million affecting OPI), and HB 645 ($24.2 million
statewide but mostly impacting Health and Human Services). The major reversions are discussed in more detail below.

Public Health & Human Services Reversions

The Department of Public Health and Human Services (DPHHS) has unspent appropriation authority of nearly $42
million for 2011. Authority for these unspent appropriations comes from a combination of the General Appropriations
Act, House Bill (HB) 2 & 13, the Montana Reinvestment Act, HB645, planned reversions attributable to the Federal
Medicaid Match (FMAP) enhancement, and the Governor’s Reductions per 17-7-140, MCA. Significant portions of
this unspent appropriation can be attributed to the following:

e Medicaid Benefits and Administration (primarily HB 645) — $13.8 million.

e Restricted fund balances (excluding Medicaid)—$0.4 million.

e Governor’s 17-7-140, MCA, Reductions ($14.2 million) - These reductions included a variety of operational,
personal services, provider rate increases and program efficiencies.

The balance of the Department’s unspent appropriation (approximately $14 million) was attributable to planned
reversions attributable to the enhanced FMARP rate per the JOBS Bill and other miscellaneous reversions across account

types.

Office of Public Instruction Reversions