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February 26, 2014
Letter of Transmittal

Wendy Tage, Chair

Members of the Board of Trustees
Bozeman School District No. 7
404 W. Main

Bozeman, Montana 59715

Dear Board Members:

Montana Law requires that Bozeman School District No. 7 annually publish audited
financial statements within twelve months of the close of each fiscal year. This
Comprehensive Annual Financial Report meets that requirement for the fiscal year ended
June 30, 2013.

Responsibility for the accuracy of the presentation, including all disclosures, rests
with the Superintendent and the Deputy Superintendent Operations. A framework of
internal controls has been established to assist in the accuracy and reliability of
the enclosed financial information. Due to the cost effectiveness of internal
controls, they are designed to provide reasonable, rather than absolute, assurance
that the financial statements are free of material misstatements.

For the year ended June 30, 2013, Anderson ZurMuehlen & Co., P.C. has issued an
unmodified (referred to as “clean”) opinion on the Bozeman School District No. 7’°s
financial statements. Their independent audit report is located at the beginning of
the financial section of this report.

Generally accepted accounting principles require that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in
the form of Management’s Discussion and Analysis (MD & A). This letter of transmittal
is designed to complement the MD & A and should be read in conjunction with it. The MD
& A can be found immediately following the auditor’s report in the financial section.

PROFILE OF THE DISTRICT

Geographically, the Bozeman Public School system covers an area greater than the
City of Bozeman. The school system includes two legal districts — Elementary
District No. 7 and High School District No. 7. The elementary district covers
approximately 275 square miles and has an estimated population of 51,729. The
high school district covers approximately 700 square miles, and encompasses eight
elementary districts (kindergarten through 8™ grade (K-8) — Bozeman, Anderson,



Cottonwood, Gallatin Gateway, LaMotte, Malmborg, Monforton, and Sedan-Wilsall). The estimated population
of the high school district is 62,398. The school system is a public entity under the authority of the
State of Montana.

The school district is governed by a Board of Trustees — seven of which are citizens who are elected by the
voters of the Bozeman Elementary District. One Trustee-at-large is elected by the citizens of the other
elementary districts to serve with the Bozeman elementary trustees as a high school board. Board policies
are administered by the district superintendent.

The two separate legal entities make up one independent reporting entity clearly within the criteria
established in Section 2100 of the Codification of Governmental Accounting and Financial Reporting
Standards. All funds of the District are included in this report. The District serves approximately 5,993
students and provides a full range of educational services appropriate to grade levels Pre-K through 12, as
well as Adult Education. These include regular and enriched academic education, special education for
students with disabilities and occupational education. These basic programs are supplemented by a wide
variety of offerings in fine arts and athletics. The Bozeman Schools Foundation, Bozeman Hawk Booster
Club, Bozeman Schools Friends of Music and the various parent organizations are separate legal entities.
The impacts of these individual entities is considered immaterial to the overall financial status of the
District and, as such, are not included in these financial statements.

The District is required by state law to annually adopt budgets for certain funds, generally those
supported by property taxes. The elementary and high school board of trustees must meet to legally adopt
final budgets on or before August 15" immediately preceding the school year. The following governmental
funds require an annual budget to be appropriated: General, Transportation, Bus Depreciation, Tuition,
Retirement, Technology Acquisition, Adult Education, Debt Service, and Building Reserve. These budgeted
funds are the primary building blocks of the District’s overall financial planning.

ECONOMIC CONDITION AND OUTLOOK

Local Economy

The District is located on the eastern slope of the Rocky Mountains in Southwestern Montana. The major
city within the District is Bozeman, which also serves as the county seat of Gallatin County.

Montana State University — Bozeman (M.S.U.) represents a major economic activity in the District. M.S.U.,
with a fiscal year 2012-2013 annual budget of approximately $382,088,863, employs approximately 3,670
employees (2,334 full time, 720 part time, and 616 graduate teaching and research assistants). With a
student enrollment of 14,660(Fall 2012), M.S.U. is not only one of the largest factors in the area economy
but also one of the more stable factors.

The Bureau of Business and Economic Research (BBER) is the research and public service branch of the
University of Montana’s School of Business Administration. The Bureau is regularly involved in a wide



variety of activities, including economic analysis and forecasting. Excerpts from the Bureau’s forecasts
contained in the Spring 2013 issue of the Montana Business Quarterly and their Outlook 2013 issue related
to Bozeman and Gallatin County, are restated in the following paragraphs.

Inflation-adjusted wage and salary earnings rose by 1.9 percent in the 12-month period ended in June 2012,
compared to a previous period (and excluding the effect of the sale of a local business RightNow
Technologies to Oracle). Construction ended its deep slump, posting solid gains for the year and the
Bozeman airport has become the busiest airport in the state. Steady growth in Montana State University,
especially in its research activities, good prospects for high-tech manufacturing and services, and an
improved outlook for real estate and construction have combined to make our forecast for overall growth in
Gallatin County higher than any other major urban area in the state.

The area has needed that faster growth the past few years just to ease the deep declines suffered during
the recession. Since the beginning of 2010, job growth has outpaced the state average, yet unemployment is
only back to the levels achieved at the end of 2006. What is impressive about job and income growth in the
recovery for Gallatin County to date is the fact that it was achieved largely without any contribution from
the residential construction sector. That will change iIn the coming years, as residential construction
finally begins to restart after four stagnant years.

Earnings in Basic Industries, Gallatin County,
2010-2012 (percent of total)

100% 6% Mining, Transport., Ag
90% - 7% Trade Center, Retail
80% - 10% Federal Government
70% - 11% Nonresident Travel
60% - 17% Trade Center, Prof. Services
50% -
40% - 18% Selected Manufacturing
30% +

0f -
20% MSU & State Gov't
10% +

0% -




Outdoor recreational opportunities, the natural beauty of the area, proximity to two major ski resorts and
to Yellowstone National Park promote the nonresident travel to the area.

Major Initiatives

The District uses a continual long range strategic planning process (LRSP), that includes core ideology,
envisioned future, goal statements, strategic objectives and assumptions that bring rigor to the process of
setting goals; ensures the wants, preferences and needs of our community are well understood; and
strategically focuses our resources to build a strong, vital School District.

The LRSP helps to form the culture of the District and is a valuable tool for moving the District forward.
One of many intended outcomes of the LRSP is to provide a tool to assure available resources are
appropriately allocated to accomplish attainable strategic outcomes. This Comprehensive Annual Financial
Report (CAFR) helps demonstrate how valuable resources are received and spent.

Relevant Financial Policies

The District has worked hard to maintain and currently has a structurally balanced General Fund. This
means that the current annual obligations of the General Fund are paid with current available General Fund
revenues.

Long-Term Financial Planning

In addition to the main purpose of the district, which is Academic Performance, the LRSP includes sections
for Operations and Capacity Building, Community Engagement and Partnerships, and Student and Staff
Safety/Health/Welfare.

As part of the Operations and Capacity Building Goal the public gave its approval of a $26.375 million bond
issue in the spring of 2012 to build a new 500+ student elementary school, expand the support services
facility and renovate Longfellow Elementary School. These projects are vital to position the District to
handle future growth in student enrollment and provide better facilities for the existing student
population. Opening a new school, along with anticipated student enrollment increases, will impact the
operating budgets of the Elementary district. As the project is completed, and anticipated enrollment
increases are confirmed, the operating budgets will be adjusted to accommodate these added costs.

Voters also approved additional Building Reserve and Technology levies in the fiscal year ended June 30,
2013. Each are long-term in nature: the Building Reserve and Technology levies have 5-year and permanent
durations, respectively. Both levies will enable the District to meet needs in these areas well into the
foreseeable future.



OTHER INFORMATION

Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the Bozeman School District for its comprehensive
annual financial report for the fiscal year ended June 30, 2012. The Certificate of Achievement is a
prestigious national award recognizing conformance with the highest standards for preparation of state and
local government financial reports.

In order to be awarded a Certificate of Achievement for Excellence, a governmental unit must publish an
easily readable and efficiently organized comprehensive annual financial report, whose contents conform to
program standards. Such reports must satisfy both generally accepted accounting principles and applicable
legal requirements.

A Certificate of Achievement is valid for a period of one year. This is the twenty-fourth year that the
District has received this prestigious award. We believe our current comprehensive annual financial report
continues to meet the Certificate of Achievement Program’s requirements and we are submitting it to the
GFOA to determine its eligibility for another certificate.

Acknowledgements

We would like to express our appreciation to the Board of Trustees for their concern in providing Ffiscal
accountability to the patrons of our school district and thereby contributing their support to the
development of one of the best educational financial operations within the State. The preparation of this
report could not be accomplished without the efficient and dedicated services of R.J. Tvedt and the entire
Business Office staff. To those personnel who assisted and contributed to its preparation, thank you!

Sincerely,
Steven D. Johnson, CPA Robert J. Watson, Ed.D.

Deputy Superintendent Operations Superintendent
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BOZEMAN SCHOOL DISTRICT NO. 7

Elected Officials
Board of Trustees

Term
Expires
April
Wendy Tage . - . . . - . . . - - . < - - - < - - - . .Chair 2015
Sue MacGrath . . . . . . . . . . . . . . . . . . Vice Chair 2015
Heide Arneson . . . . . . . . . . . . - - . . . . . .Trustee 2014
Denise Hayman . . . . . . . . . . . . « « « - . - . .Trustee 2015
Gary Lusin . . . . . _ . . . . . . . . < . - . . . .Trustee 2014
Dan Swanson . . . . . . . . . . . . - - - - < . . . .Trustee 2014
Andy Willett . . _ . _ . _ . . . . . . . . . . . . .Trustee 2016
Elizabeth Williamson . . . . . . . . . . . . . . . .Trustee 2016
Appointed
Robert J. Watson, Ed. D. . . . . . . . . . . . . . . . . Superintendent of Schools
Marilyn King, Ed. D. . . . . . . . . . . . . . . . . . . Deputy Superintendent Instruction
Steven Johnson, C.P.A. . . . . . . . . . . . . . . . . . Deputy Superintendent Operations
Pat Strauss. . . . . . . . . . . . . - = = « « « « <« . . .Director of Human Resources

Board Meetings Held During Fiscal Year 2012-13

Regular 12
Special 34
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undersun ANDERSON ZURMUEHLEN & CO., P.C. « CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

ZURMUEHLENMN MEMBER: AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS + MSI GLOBAL ALLIANCE INDEPENDENT MEMBER FIRM

INDEPENDENT AUDITOR’S REPORT

To the Board of Trustees
Bozeman School District No. 7

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Bozeman School District No. 7 (the District), as of and for the year ended June 30, 2013, and the
related notes to the financial statements, which collectively comprise the District’s basic financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies

12



ANDERSON ZURMUEHLEN & CO., P.C
CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS

used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial position of
the governmental activities, each major fund, and the aggregate remaining fund information of the Bozeman School District No. 7,
as of June 30, 2013, 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.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion and analysis,
required budgetary comparison schedule, and schedule of funding progress-other postemployment healthcare benefits be
presented to supplement the basic financial statements. Such information, although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the District’s
basic financial statements. The introductory section, combining and individual nonmajor fund financial statements, supplemental
information mandated by Montana Office of Public Instruction, the schedule of capital assets used in the operation of
governmental funds, and statistical sections (as listed in the table of contents), are presented for purposes of additional analysis
and are not a required part of the basic financial statements. The schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is also not a required part of the basic financial statements.
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The combining and individual nonmajor fund financial statements and the schedule of expenditures of federal awards are the
responsibility of management and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the combining and individual nonmajor fund financial statements and the schedule of expenditures of
federal awards are fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory section, supplemental information mandated by Montana Office of Public Instruction, the schedule of capital
assets used in the operation of governmental funds and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on
them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 26, 2014, on our consideration
of the District’s internal control over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an opinion on internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the District’s internal control over financial reporting and compliance.

Orndleas~ }u‘mu_.k@-m ¥ Co, AC,

Bozeman, Montana
February 26, 2014
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BOZEMAN SCHOOL DISTRICT NO. 7
MANAGEMENT'’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2013

This discussion and analysis of the Bozeman School District’s financial performance provides an overview of the
District’s financial activities for the fiscal year ended June 30, 2013. Please read it in conjunction with
the transmittal letter on page 1 and the District’s financial statements, which begin on page 25.

USING THIS COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR)

This annual report consists of a series of financial statements and notes to those statements. The statements
are organized so the reader can understand Bozeman School District No. 7 as a financial whole, an entire
operating entity. The statements then proceed to provide an increasingly detailed look at specific financial
activities.

The Statement of Net Position and Statement of Activities provide information about the activities of the whole
School District, presenting both an aggregate view of the School District’s finances and a longer-term view of
those finances. Fund financial statements provide the next level of detail. For governmental funds, these
statements show how services were financed in the short-term as well as what remains for future spending. The
fund financial statements also look at the School District’s most significant funds (General, Elementary
Building, and the High School Building Reserve Funds) with all other nonmajor funds presented in total in one
column.

Overview of the financial statements

Statement of Net Position (page 28) and the Statement of Activities (page 29)

The Statement of Net Position and the Statement of Activities answer the question “How did we do financially
during 2013”. These government-wide statements include all assets and liabilities using the accrual basis of
accounting similar to the accounting used by most private-sector companies. This basis of accounting takes
into account all of the current year’s revenues and expenses regardless of when cash is received or paid.

These two statements report the District’s net position and changes in that position. This change in net
position is important because it tells the reader that, for the School District as a whole, the financial
condition of the School District has improved or diminished. The causes of this change may be the result of
many factors, some financial, some not. Non-financial factors include the School District'’s property tax base,
facility conditions, required educational programs and other factors.

In the Statement of Net Position and the Statement of Activities, the School District’s governmental activities
are presented. These activities include most of the District’s programs and services including instruction,
support services, administration, operations and maintenance, pupil transportation, food services and certain
extracurricular activities.

Fund Financial Statements
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A fund is a group of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. The District, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of
the District can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

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 how money flows into and out of its funds
and the balances left at year-end available for spending in future periods. These funds are reported using an
accounting method called modified accrual accounting, which measures cash and all other financial assets that
can readily be converted to cash. The governmental fund statements provide a detailed short-term view of the
District’s general government operations and the basic services it provides.

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 government’s near-term financing decisions. Both the governmental fund
balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund balance
provide a reconciliation to facilitate this comparison between governmental funds and governmental activities.

The District maintains twenty-one 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, Elementary Building, and High School Building Reserve Funds, which are
considered to be major funds. Data from the other eighteen governmental funds are combined into a single,
aggregated presentation. Individual fund data for each of these nonmajor governmental funds is provided in the
form of combining statements and schedules elsewhere in this report.

The District adopts an annual appropriated budget for its general fund. A budgetary comparison statement has
been provided for the general fund to demonstrate compliance with this budget.

Proprietary funds - The District maintains one proprietary fund type. Internal service funds are an accounting
device used to accumulate and allocate costs internally among the District’s various functions. When the
School District charges customers for the services it provides, whether to outside customers or to other
departments of the District, these services are generally reported in proprietary funds. The District uses two
internal service funds to account for services provided to all the other funds of the District: purchasing and
self-insurance. The internal service funds use the same accounting method as the government-wide statements
and are included with the governmental activities shown on those statements.

The two internal service funds are combined into a single, aggregated presentation in the proprietary fund
financial statements. Individual fund data for the internal service funds is provided in the form of combining
statements on pages 103-106 of this report. The basic proprietary fund financial statements can be found on
pages 37-39 of this report.

Fiduciary funds - Fiduciary funds are used to account for resources held for the benefit of parties outside the
District. Fiduciary funds are not reflected in the government-wide financial statements because the resources
of those funds are not available to support the District’s own programs. The accrual basis of accounting is
used for fiduciary funds. The basic fiduciary fund financial statements can be found on pages 40-41 of this
report and the combining fiduciary fund statements can be found on pages 107-109. The District uses the
fiduciary funds to account for extracurricular student activities, Worthy Student Scholarships, Medicaid
Billing Consortium, and High School Interlocal Agreement activities.
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Notes to the financial statements - The notes provide additional information that is essential for a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements begin on page 43.

THE SCHOOL DISTRICT AS A WHOLE

Net position may serve over time as a useful indicator of a government’s financial condition. In the case of
the District, assets exceeded liabilities by $58,941,982 as of June 30, 2013. Table 1 presents a comparative
summary of the District’s net position for the fiscal years ended June 30, 2013 and 2012.

By far the largest portion of the District’s net position (71.0 percent) reflects its net investment in capital
assets (e.g., land, land improvements, buildings and improvements, machinery and equipment and construction in
progress), less any related debt outstanding used to acquire those assets (unspent bond proceeds are not
accounted for in this line). The District uses these capital assets to provide services to its students;
consequently, these assets are not available for future spending. Although the District’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 liguidate these
liabilities.

Approximately 21.1% of the District’s net position were subject to external restrictions on how they may be
used. Unrestricted net position - the part of net position that can be used to finance day-to-day operations
without constraints established by debt covenants, enabling legislation or other legal requirements total
$4,607,300 at the end of this year.

Table 1
BOZEMAN SCHOOL DISTRICT NO. 7
Net Position
Governmental Activities
2013 2012

Current and other assets $ 37,765,400 $ 18,993,445
Capital assets 118,108,524 103,605,631

Total assets 155,873,924 122,599,076
Current liabilities 10,598,457 7,150,089
Long-term debt outstanding 86,333,485 64,087,575

Total liabilities 96,931,942 71,237,664
Net position:
Net investment in capital assets 41,859,235 38,752,077
Restricted 12,475,447 9,586,558
Unrestricted 4,607,300 3,022,777

Total net position $ 58,941,982 $ 51,361,412




The District’s net position increased by $7,580,570 during the current fiscal year which was largely the result
receipt of hail insurance proceeds and raising general fund reserves.

of debt retirement,

Changes in net position - As can be seen on Table 2,

increased net position by $7,580,570,

the Bozeman School District’s governmental activities
thereby accounting for 100% of the total growth in the net position.

Table 2

BOZEMAN SCHOOL DISTRICT NO. 7

Changes in Net Position

Revenues
Program revenues
Charges for Services
Operating grants and contributions
Capital grants and contributions
General revenues:
District property taxes
Investment earnings
Unrestricted county distribution - retirement
Unrestricted state equalization
Unrestricted state guaranteed tax base subsidy
Unrestricted state motor vehicle fee reimbursement
Unrestricted quality educator
Unrestricted other state revenue
Total revenues
Program Expenses
Instruction
Support services
General administration
Building administration
Operations and maintenance
Student transportation
Food services
Extracurricular activities
Unallocated depreciation
Interest and fiscal charges

Total expenses

Increase (decrease) in net position
Net position, beginning of year

Net position, end of year

Governmental Activities

2013 2012
2,694,386 2,829,479
9,657,240 9,053,281
2,216,427 934,990

27,624,361 25,901,455

173,809 196,015
5,107,947 4,677,674
14,847,712 14,168,581
2,296,582 1,730,896
1,773,347 1,628,465
1,266,515 1,257,904
438,003 183,766
68,096,329 62,562,506
31,716,354 31,164,999
7,412,715 6,903,108
2,563,815 2,728,377
3,310,381 3,568,685
5,055,062 5,852,700
1,801,699 1,844,503
1,868,641 1,808,610
932,725 897,486
2,851,136 2,734,240
3,003,231 2,705,910
60,515,759 60,208,618
7,580,570 2,353,888
51,361,412 49,007,524
58,941,982 51,361,412
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Revenues for fiscal year 2013 on Table 2 experienced an increase of $5,533,823.

attributable to an overall increase in state funding,
in hail damage insurance proceeds.

This increase is largely
district property taxes and receiving almost $2,100,000

The following chart illustrates the breakout of revenues by source.

Investment
Earnings
0.3%

General State
Aid
30.3%

2012 - 2013 Revenues by Source

Charges for

Services Operating

Grants & Contr.
14.2%

3.9%

Capital Grants

& Contr.
3.3%
District &
County Tax
Levies
48.0%

Total expenses on Table 2 decreased by $307,141 (0.5%)
noncapitalizable operations and maintenance expenses.
by function.

and was largely attributable to a reduction in
The following chart illustrates the breakout of expenses

Bldg. Admin.
5.5%
Gen. Admin.

4.2%

2012 - 2013 Expenses by Function

Extracurricular Interest
Food Svcs. 1.5% Unallocated & Fiscal
3.1% Depr‘ 5.0%
. 4.7%
Transportation
3.0%
Ops. & Maint. )
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Support Svcs.

52.4%

12.2%
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FINANCIAL ANALYSIS OF THE DISTRICT'’S FUNDS

As the District completed the year, its governmental funds (as presented in the balance sheet on page 32)
reported a combined fund balance of $28,743,573, an increase of $14,666,761 due primarily to the unspent bond
proceeds at year end held for ongoing construction projects.

The major elementary building fund had a $13,147,147 increase in fund balance due to the unspent bond proceeds
being used to construct the Meadowlark Elementary School, expand the Support Services building and renovate
Longfellow Elementary School. The high school major building reserve fund equity appreciated a 13.5% increase
due to tax levies accruing for future anticipated projects. The general fund (the third major fund) is the
main operating fund of the Bozeman School District. Its fund balance increased by 18.2% and was largely
attributable to tax collections exceeding current costs.

General fund budgetary highlights

The general fund’s original and final budget were identical for the year ended June 30, 2013 (see statement on
page 36). Actual revenues slightly surpassed expected budgeted general fund revenues by $74,766 (0.20%), which
is mostly the result of delinguent tax collections exceeding expectations (including any penalties and
interest) .

General fund expenditures utilized 99.1% of the general fund budget. There was only one significant functional
variance in the expenditure section. The operations and maintenance function benefitted from a 12.6% favorable
variance due to several reasons. One reason is the District experienced another mild Winter and did not have
to utilize the utilities contingency budget and another being that the District chose to pay for more large
(but noncapitalized) projects out of the building reserve funds.

Ending budgeted general fund balance reserves rose to 7.2% of the 2013-2014 expenditure budget. This
percentage is 72% of the state allowed 10% maximum and is adequate to meet cash flow needs.

Student enrollment is critical in the calculation of general fund budget limits. The overall District PreK-12
enrollment has increased every year since 2004 (see Table 24). The October 2012 increase of 183 students once
again followed the current trend of enrollment projections. This enrollment gain will continue to increase the
demand for resources but will also have a positive impact on the maximum budget allowed to service the
educational needs of the students.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

As of June 30, 2013, the District had invested $145.5 million in capital assets, including school land,
buildings, construction in progress, and machinery and equipment. This amount represents an increase prior to

depreciation of $17,620,646 over 2012. Total depreciation expense for the year was $3,120,821. The following
schedule presents capital asset balances net of depreciation for the fiscal year ended June 30, 2013.



Amount
Land S 8,886,865
Land improvements 5,399,436
Buildings and improvements 86,559,003
Machinery and equipment 1,621,895
Construction in progress 15,728,628
Total $118,195,827

The total assets(net of depreciation) noted above includes $87,303 of fiduciary net capital assets. Additional
information on the District’s capital assets can be found in Note III C on pages 57-59 of this report.

Debt Administration
At year-end, the District had $91,341,095 in general and limited obligation bonds and other long-term debt

outstanding, of which $5,007,610 is due within one year. A summary of the District’s outstanding long-term
debt for the year ended June 30, 2013, is presented below:

Amount
General obligation bonds S 86,842,064
Limited obligation bonds 521,791
Compensated absences 3,615,928
Voluntary termination benefits 34,578
Other postemployment benefits 326,734
Total S 91,341,095

The Elementary District has maintained an Aa3 Moody’s rating and the High School District has maintained Aa2
Moody'’s rating for general obligation debt. State statutes currently limit the amount of the general
obligation debt a District may issue. As of June 30, 2013, the current elementary legal debt margin is
$10,399,774 and the high school is $43,909,988 (as shown on Table 14).

Additional information on the District’s long-term debt can be found in Note III E of this report.
ECONOMIC FACTORS AND NEXT YEAR'’'S BUDGETS AND RATES

Many factors were considered by the District’s administration and board of trustees during the process of
developing the fiscal year 2013-2014 budget. The primary factors were the District’s student population,
collective bargaining agreements, inflation rates, and the local economy. Budgeted expenditures in the General
Fund increased by 6.6% to $40,671,155 in fiscal year 2013-2014. Increased payroll and employee benefit costs
are the primary reason for the increase.

Inflation for fiscal year 2013 (June to June) was 1.8% which was a modest increase over the 1.7% as of June
2012. The Consumer Price Index has decreased 0.3% from July 2013 through December 2013. The local cost of
living within the Bozeman School District has kept pace with that of the national economy. This fact was
considered when evaluating the cost of living during collective bargaining negotiations.
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CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, investors and creditors with a general
overview of the District’s finances and to demonstrate the District’s accountability for the resources it
receives. If you have questions about this report or need additional information, contact Steve Johnson
(Deputy Superintendent Operations), at the Bozeman School District, 404 West Main Street, Bozeman, Montana
59715 (or by phone at 406-522-6042).
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Basic Financial Statements
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Government-Wide Financial Statements
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ASSETS
Current assets:

Cash and cash equivalents
Property taxes receivable(net of allowances for uncollectibles)
Due from other governments
Accounts receivable
Inventory, at cost
Prepaid items
Total current assets

Noncurrent assets:

Deferred bond issuance costs
Land
Land improvements
Buildings and improvements
Machinery and equipment
Construction in progress
Less accumulated depreciation
Total noncurrent assets
Total assets

BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF NET POSITION

JUNE 30, 2013

Governmental
Activities

$ 34,091,127
1,890,806
1,233,127

30,993
64,473
28,469

37,338,995

426,405
8,886,865
7,570,733

107,816,118
5,423,761
15,728,628

(27,317,581)

118,534,929

$ 155,873,924

The notes to the financial statements are an integral part of this statement.

LIABILITIES

Current liabilities:

Accounts payable

Accrued interest payable

Retainages payable

Unearned revenue

Bonds payable - due within one year

Compensated absences - due within one year

Voluntary termination benefits - due within one year
Total current liabilities

Noncurrent liabilities:
Bonds payable
Compensated absences
Voluntary termination benefits
Other postemployment health benefits
Total noncurrent liabilities
Total liabilities

NET POSITION

Net investment in capital assets
Restricted for:
Building
Building reserve
Debt service
Bus depreciation
Retirement
Technology acquisition
Transportation
Grant purposes
Adult education
Tuition
Unrestricted
Total net position

Governmental
Activities

$ 3,668,206

260,418
681,624
980,599
4,601,104
399,906
6,600

10,598,457

82,762,751
3,216,022
27,978
326,734
86,333,485

96,931,942

41,859,235

1,902,432
5,465,104
67,262
344,995
2,359,440
902,474
685,229
603,261
145,163
87
4,607,300

S 58041982



BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2013

Net (Expense)
Revenue and
Changes in
Program Revenues Net Position
Charges for Operating Grants Capital Grants Governmental
Functions/Programs Expenses Services and Contributions and Contributions Activities
Governmental activities:
Instruction $ 31,716,354 $ 835292 % 4,227,879 $ - $ (26,653,183)
Support services 7,412,715 230,111 3,316,436 - (3,866,168)
General administration 2,563,815 57,682 117,423 - (2,388,710)
Building administration 3,310,381 111,584 168,960 - (3,029,837)
Operations and maintenance 5,055,062 238,569 523,906 2,216,427 (2,076,160)
Student transportation 1,801,699 45,050 599,491 - (1,157,158)
Food services 1,868,641 1,174,689 692,611 - (1,341)
Extracurricular activities 932,725 1,409 10,534 - (920,782)
Unallocated depreciation * 2,851,136 - - - (2,851,136)
Interest and fiscal charges 3,003,231 - - - (3,003,231)
Total governmental activities $ 60515759 $  2,694386 $ 9,657,240  $ 2,216,427 $ (45,947,706)
General revenues:
District property taxes 27,624,361
Investment earnings 173,809
Intergovernmental revenue
Unrestricted:
County distribution - retirement 5,107,947
State equalization 14,847,712
State guaranteed tax base subsidy 2,296,582
State motor vehicle fee reimbursement 1,773,347
State quality educator 1,266,515
Other state revenue 438,003
Total general revenues 53,528,276
Change in net position 7,580,570
Net position, beginning of year 51,361,412
Net position, end of year $ 58,941,982

* This amount excludes the depreciation that is included in
the direct expenses of the various functions.

The notes to the financial statements are an integral part of this statement.
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Fund Financial Statements

31



ASSETS

Cash and cash equivalents
Property taxes receivable
Due from other funds

Due from other governments
Accounts receivable
Inventory, at cost

Prepaid items

Total assets

LIABILITIES AND FUND BALANCES

BOZEMAN SCHOOL DISTRICT NO. 7
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2013

Liabilities:

Accounts payable
Retainages payable
Bank overdraft
Deferred revenue
Unearned revenue
Due to other funds
Total liabilities

Fund balances:

Nonspendable

Restricted
Committed
Assigned
Unassigned

Total fund balances

Total liabilities and fund balances

Nonmajor Total
Elementary High School Governmental Governmental

General Building Building Reserve Funds Funds
$ 4,091,676 $ 14,571,594 $ 3,489,877 $ 9,237,227 $ 31,390,374
1,103,639 - 100,070 696,378 1,900,087
- - - 38,714 38,714
6,577 443,363 - 783,187 1,233,127
3,018 12,759 - 10,262 26,039
- - - 45,046 45,046
5,421 - - 5,479 10,900
$ 5,210,331 $ 15,027,716 $ 3,589,947 $ 10,816,293 $ 34,644,287
$ 709,720 $ 1,401,430 $ 21,632 $ 1,063,210 $ 3,195,992
- 609,288 1,627 70,709 681,624
- - - 7,901 7,901
1,103,639 - 100,070 696,378 1,900,087
- - - 76,396 76,396
- - - 38,714 38,714
1,813,359 2,010,718 123,329 1,953,308 5,900,714
5,421 - - 50,525 55,946
- 13,016,998 3,466,618 7,077,135 23,560,751
- - - 1,743,226 1,743,226
465,196 - - - 465,196
2,926,355 - - (7,901) 2,918,454
3,396,972 13,016,998 3,466,618 8,862,985 28,743,573
$ 5,210,331 $ 15,027,716 $ 3,589,947 $ 10,816,293 $ 34,644,287

The notes to the financial statements are an integral part of this statement.
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BOZEMAN SCHOOL DISTRICT NO. 7

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET POSITION
JUNE 30, 2013

Amounts reported for governmental activities in the statement of net position (page 28) are different because:

Total fund balances - governmental funds (page 32)

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds. The cost of the assets is $145,426,105
and the accumulated depreciation is $27,317,581.

Property tax revenue is recognized when earned(and the claim to resources is
established) rather than when "available.” All of the deferred property tax
revenue reported in the governmental funds is not available.

Property taxes receivable is reported "net of the allowances for uncollectibles"
on the statement of net assets.

Long-term liabilities, including bonds payable and compensated absences, and voluntary
termination benefits are not due and payable in the current period and therefore are not
reported in the funds. The effects of these prior items are as follows:

Bonds payable $ 87,197,868
Compensated absences 3,615,928
Voluntary termination benefits 34,578

Internal service funds are used by the District to charge the costs of health
insurance, printing, warehouse, postage and other services to individual funds.
The assets and liabilities of the internal service funds are included in
governmental activities in the statement of net assets.

Total net position - governmental activities (page 28)

The notes to the financial statements are an integral part of this statement.

$ 28,743,573

118,108,524

1,900,087

(9,281)

(90,848,374)

1,047,453

$ 58,941,982
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Revenues:
District property taxes
Tuition and fees
Interest
Other district revenue
Gallatin County
State of Montana
Federal

Total revenues

Expenditures:

Current -
Instruction
Support services
General administration
Building administration
Operations and maintenance
Student transportation
Food services
Extracurricular activities

Capital outlay

Debt service -
Principal retirement
Interest and fiscal charges
Bond issuance costs
Total expenditures

Excess (deficiency) of revenues over expenditures

Other financing sources (uses):
Hail damage insurance proceeds
General obligation bonds issued
Premium on general obligation debt
Total other financing sources (uses)

Net changes in fund balances

Fund balances, beginning of year

Fund balances, end of year

The notes to the financial statements are an integral part of this statement.

BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

Nonmajor Total
Elementary High School Governmental Governmental

General Building Building Reserve Funds Funds
$ 15,955,470 $ - $ 1,506,738 $ 10,128,789 $ 27,590,997
28,748 - - 1,324,622 1,353,370
33,069 41,113 11,279 48,044 133,505
946 697,784 - 676,002 1,374,732
- - - 5,442,341 5,442,341
22,200,452 - - 2,699,050 24,899,502
- - - 3,505,205 3,505,205
38,218,685 738,897 1,518,017 23,824,053 64,299,652
24,541,926 144,109 230 6,128,983 30,815,248
4,074,203 8,446 - 3,324,742 7,407,391
1,880,779 - - 609,310 2,490,089
2,651,661 5,914 - 590,149 3,247,724
3,687,674 523,029 196,038 564,700 4,971,441
382 - - 1,798,858 1,799,240
8,015 - - 1,830,606 1,838,621
851,514 - - 76,819 928,333
7 15,795,637 909,879 901,290 17,606,813
- - - 5,488,708 5,488,708
- - - 2,970,582 2,970,582
- 260,334 - - 260,334
37,696,161 16,737,469 1,106,147 24,284,747 79,824,524
522,524 (15,998,572) 411,870 (460,694) (15,524,872)
- 2,093,038 - - 2,093,038
- 26,375,000 - - 26,375,000
- 677,681 - 1,045,914 1,723,595
- 29,145,719 - 1,045,914 30,191,633
522,524 13,147,147 411,870 585,220 14,666,761
2,874,448 (130,149) 3,054,748 8,277,765 14,076,812
$ 3,396,972 $ 13,016,998 $ 3,466,618 $ 8,862,985 $ 28,743,573
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BOZEMAN SCHOOL DISTRICT NO. 7
RECONCILIATION OF THE STATEMENT OF REVENUES,

EXPENDITURES, AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2013

Amounts reported for governmental activities in the statement of activities (page 29) are different because:

Net change in fund balances - total governmental funds (page 34)

Governmental funds report capital outlays as expenditures. However, in the statement
of activities the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays
($17,606,813) exceeded depreciation ($3,058,068) in the current period.

Deterred revenue In the governmental tunds are reported on the tull accrual method In
the government-wide financial statements.

The issuance of long-term debt provides current financial resources to governmental
funds, while the payment of the principal of long-term debt consumes the current
financial resources of governmental funds. Neither transaction, however, has any
effect on net position. Also, governmental funds report the effect of issuance costs
and bond premiums when debt is first issued, whereas these amounts are deferred and
amortized as a component of interest and fiscal charges in the statement of activities.
This amount is the net effect of these differences in the treatment of long-term debt.

The current period net decrease in compensated absences and voluntary termination
benefits payable did not require the use of current financial resources and, therefore,
generated no expenditure to be reported in the governmental funds.

Internal service funds are used by the District to charge the costs of health insurance,
printing, warehouse, postage and other services to individual funds. The net income
of the internal service funds is reported with governmental activities.

Change in net position of governmental activities (page 29)

The notes to the financial statements are an integral part of this statement.

$ 14,666,761

14,548,745

33,364

(22,348,250)

140,641

539,309

8 7580570
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BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES - BUDGET AND ACTUAL
GENERAL FUND
FOR THE YEAR ENDED JUNE 30, 2013

Variance with

Original Final Budget
and Final Positive
Budget Actual (Negative)
Revenues:
District property taxes $ 15,878,652 $ 15,955,470 $ 76,818
Tuition and fees 35,000 28,748 (6,252)
Interest 32,913 32,128 (785)
Other district revenue 9,599 946 (8,653)
State of Montana 22,186,814 22,200,452 13,638
Total revenues 38,142,978 38,217,744 74,766
Expenditures:
Current -
Instruction 24,198,900 24,580,312 (381,412)
Support services 4,270,614 4,068,345 202,269
General administration 1,883,063 1,790,203 92,860
Building administration 2,746,583 2,649,077 97,506
Operations and maintenance 4,198,728 3,668,270 530,458
Student transportation 3,765 382 3,383
Extracurricular activities 841,325 851,514 (10,189)
Capital outlay - 7 (7)
Total expenditures 38,142,978 37,608,110 534,868
Excess (deficiency) of revenues over expenditures - 609,634 609,634
Other financing sources (uses):
Transfers out - (187,000) (187,000)
Total other financing sources (uses) - (187,000) (187,000)
Net change in fund balances - 422,634 422,634
Fund balances, beginning of year 2,509,142 2,509,142 -
Fund balances, end of year $ 2,509,142 $ 2,931,776 $ 422,634

The notes to the financial statements are an integral part of this statement.



BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
JUNE 30, 2013

Governmental
Activities:
Internal Service
Funds
ASSETS
Current assets:
Cash and cash equivalents $ 2,708,654
Accounts receivable 4,954
Inventory, at cost 19,427
Prepaid items 17,569
Total current assets 2,750,604
Noncurrent assets:
Capital assets:
Machinery and equipment 556,679
Less accumulated depreciation (301,103)
Net capital assets 255,576
Total assets 3,006,180
LIABILITIES
Current liabilities:
Accounts payable 472,214
Unearned revenue 904,203
Total current liabilities 1,376,417
Noncurrent liabilities:
Other postemployment health benefits 326,734
Total noncurrent liabilities 326,734
Total liabilities 1,703,151
NET POSITION
Net investment in capital assets 255,576
Unrestricted 1,047,453
Total net position $ 1,303,029

The notes to the financial statements are an integral part of this statement.



BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

Governmental
Activities:
Internal Service
Funds

Operating revenues:
Charges for services $ 7,012,309
Charges for Wellness services 93,411
Total operating revenues 7,105,720

Operating expenses:
Administrative expenses 227,014
Communications 33,406
Contracted bus services 159,390
Contracted Medicare supplement 103,088
Depreciation 57,442
Excess risk insurance 440,825
Health, dental and vision claims 4,492,591
Materials and supplies 419,307
Other postemployment health benefits 96,944
Repairs and maintenance 21,047
Salaries and benefits 206,214
Wellness 314,369
Other 1,126
Total operating expenses 6,572,763
Operating income (loss) 532,957

Nonoperating revenues (expenses):

Interest 6,352
Total nonoperating revenues (expenses) 6,352
Change in net position 539,309
Net position, beginning of year 763,720
Net position, end of year $ 1,303,029

The notes to the financial statements are an integral part of this statement.

38



BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

Cash flows from operating activities:
Receipts from users
Payments for insurance claims
Payments to employees
Payments to suppliers

Net cash provided (used) by operating activities

Cash flows from capital and related financing activities:
Purchases of capital assets

Net cash provided (used) by capital and related financing activities

Cash flows from investing activities:
Interest received

Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents - 7/01/12

Cash and cash equivalents - 6/30/13

Reconciliation of operating income(loss) to net
cash provided (used) by operating activities:

Operating income (loss)

Adjustments to reconcile operating income(loss) to
net cash provided (used) by operating activities:
Depreciation
(Increase) decrease in accounts receivable
(Increase) decrease in inventories
(Increase) decrease in prepaid items
Increase (decrease) in accounts payable
Increase (decrease) in other postemployment benefits
Increase (decrease) in unearned insurance premiums

Total adjustments

Net cash provided (used) by operating activities

The notes to the financial statements are an integral part of this statement.

Governmental
Activities:
Internal Service
Funds

$ 7,164,192
(4,547,797)
(206,214)

(1,625,402)

784,779

(11,590)

(11,590)

6,352

6,352

779,541
1,929,113

$ 2,708,654

S 532057

57,442
(3,586)
117,494
(17,569)
(60,961)
96,944
62,058

251,822

$ 784,779



BOZEMAN SCHOOL DISTRICT NO. 7

STATEMENT OF NET POSITION
FIDUCIARY FUNDS

ASSETS
Cash and cash equivalents
Investments
Due from other governments
Accounts receivable
Land improvements
Machinery and equipment
Less accumulated depreciation
Total assets

LIABILITIES

Accounts payable

Due to other governments
Total liabilities

NET POSITION
Net position held in trust

JUNE 30, 2013

Private-Purpose
Trust

$ 928,483
560,050

1,741

27,055

83,852

19,822

(16,371)

1,604,632

142
135,970

136,112

$ 1,468,520

The notes to the financial statements are an integral part of this statement.
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BOZEMAN SCHOOL DISTRICT NO. 7
STATEMENT OF CHANGES IN NET POSITION
FIDUCIARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2013

Private-Purpose

Trust Funds
Additions:
Auctions $ 31,198
Contributions 20,243
Extracurricular receipts and fees 1,261,473
Medicaid direct billing receipts 743,245
Membership services 208,113
Other trust revenue 3,189
State of Montana 43,838
Total noninvestment trust additions 2,311,299
Investment earnings:
Interest 44,178
Total additions 2,355,477
Deductions:
Administrative expenses 88,234
Depreciation 5,311
Dues and fees 6,420
Salaries and benefits 12,745
Extracurricular activities 1,251,140
Payments to consortium members 655,938
Professional contracted services 194,434
Scholarships 16,602
Total deductions 2,230,824
Change in net position 124,653
Net position, beginning of year 1,343,867
Net position, end of year $ 1,468,520

The notes to the financial statements are an integral part of this statement.
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BOZEMAN SCHOOL DISTRICT NO. 7
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2013

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Bozeman School District No. 7 have been prepared in conformity with
accounting principles generally accepted in the United States of America as applied to governmental units.
The Government Accounting Standards Board (GASB) is the accepted standard-setting body for establishing
governmental accounting and financial reporting principles.

The District adopted the provisions of GASB Statement No. 62 Codification of Accounting and Financial
Reporting Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements. The Statement
codifies the requirements of all pre-November 30, 1989 FASB and AICPA pronouncements that apply to state
and local governments.

The GASB has issued Statement No. 63 Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position. This Statement establishes standards for reporting deferred
outflows of resources, deferred inflows of resources, and net position in a statement of net position. The
requirements of this Statement were implemented for the fiscal year ended June 30, 2013.

A. Reporting Entity

School District No. 7 was established under Montana law to provide educational services below the College
and University level to residents of the District. Generally accepted accounting principles require that
these financial statements present School District No. 7 (the primary government) and all component units,
if any. The District has implemented in this fiscal year GASB Statement No. 61 The Financial Reporting
Entity: Omnibus - an amendment of GASB Statements No. 14 and No. 34. This statement modifies certain
requirements for inclusion of component units in the financial reporting entity. One significant
modification was the provision that a financial benefit or burden must exist between the District and
potential component unit organization for it to be included in the reporting entity as a component unit.
In applying this statement, it has been determined that School District No. 7 has no component units.

The District actually consists of two separate legal entities - Elementary and High School districts.
Accounting records of both districts must be maintained separately per State law because of differences in
funding and tax base. However, both are managed by one central Board of Trustees, elected in a district-
wide election, and by a central administration appointed by and responsible to the Board. Although School
District No. 7 legally consists of two separate statutory entities, it is managed and operated as a single
system. These financial statements present, as a single reporting entity, all activities over which the
Board of Trustees exercise responsibility.



B. Government-wide and fund financial statements

The School District’s basic financial statements consist of government-wide statements, including a
statement of net position and a statement of activities, and fund financial statements which provide a more
detailed level of financial information.

Government-Wide Financial Statements - The statement of net position and statement of activities report
information on all of the nonfiduciary activities of the primary government. The activities of the
internal service funds are eliminated to avoid “doubling up” revenues and expenses.

The statement of net position presents the financial condition of the governmental activities of the School
District at year-end. The statement of activities presents a comparison between direct expenses and
program revenues for each function of the District’s governmental activities (and ultimately presents
changes in net position). Direct expenses are those that are specifically associated with a service,
program or department and therefore clearly identifiable to a particular function. Program revenues
include 1) charges paid by the recipient of the goods or services provided by a given function and 2)
grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function. Property taxes and other items not properly included among program revenues are
reported instead as general revenues.

Fund Financial Statements - Separate financial statements are provided for governmental funds, proprietary
funds, and fiduciary funds, even though the fiduciary funds are excluded from the government-wide financial
statements. Fund financial statements are designed to present financial information of the School District
at a more detailed level (and to demonstrate legal compliance). The focus of governmental fund financial
statements is on major funds. In School District No. 7's case, the general, elementary building, and high
school building reserve funds are considered major and are presented in separate columns. Nonmajor funds
are aggregated and presented in a single column. Internal service funds are combined and the totals are
presented in a single column on the face of the proprietary fund statements. The fiduciary funds are
reported by type.

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting, as are the proprietary and fiduciary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing
of related 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
grantor or provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available when they are collectible within the current period
or soon enough thereafter to pay liabilities of the current period. For this purpose, the District
considers revenues to be available if they are collected within 60 days of the end of the current fiscal
period. Expenditures generally are recorded when a liability is incurred, as 