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PUBLIC-SCHOOLS www.billingsschools.org

December 8, 2014

Allen J. Halter, Chair

Members of the Board of Trustees and Billings Community
Billings Public Schools

415 North 30" Street

Billings, Montana 59101

Dear Board Members and Billings Community:

We are pleased to present to you the Comprehensive Annual Financial Report (CAFR) for Billings Public Schools for the fiscal year
ended June 30, 2014. The purpose of this report is to provide the Board of Trustees, district management, voters, grantor agencies,
and other interested parties with reliable financial information about Billings Public Schools. This report presents complete information
about the district’s financial position at year-end and financial activities during fiscal year 2014.

Responsibility for the accuracy of the presentation, including all disclosures, rests with the school district's Business Services
Department who prepared this report. We believe the information, as presented, is accurate in all material aspects, and is presented in
a manner to present fairly the financial position and results of operations of the various funds of the district. All disclosures necessary to
enable the reader to gain an adequate understanding of the district's financial activities have been included.

Generally Accepted Accounting Principles (GAAP) requires a Management Discussion and Analysis (MD&A) that includes a narrative
introduction, overview, and analysis to accompany the basic financial statements. 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.

Billings Public Schools engaged Eide Bailly LLP, an independent auditor, to conduct the district's audit for the fiscal year ended
June 30, 2014. The auditor’s report is presented as the first component of the financial section of this report.

PROFILE OF THE DISTRICT

Geographically, Billings Public Schools covers an area greater than the city of Billings. The school system includes two legally separate
districts, Elementary District No. 2 and High School District No. 2. The Elementary District covers approximately 33 square miles and
has an estimated population of 107,857. The High School District covers approximately 740 square miles, and encompasses nine
elementary districts including; Billings, Lockwood, Elder Grove, Elysian, Canyon Creek, Morin, Yellowstone Academy, Independent,
and Blue Creek. The estimated population of the High School District is 127,011.

The school system is a public entity under the authority of the state of Montana. The Elementary District No. 2 and High School District
No. 2 are separate legal entities that make up one independent reporting entity within the criteria established in section 2100 of the
Cadification of Governmental Accounting and Financial Reporting Standards.

The Elementary District is governed by a board of seven trustees elected by the voters of single member districts of the Billings
Elementary District. The High School District is governed by a board of nine trustees that include the seven Elementary District trustees
and two additional trustees elected by voters in the other elementary districts. The superintendent, who acts as chief administrative
officer, is selected by the board of trustees. Terry Nelsen Bouck was hired on July 1, 2012 and served as the superintendent during the
period examined in this report. The leadership at the board level remained the same with the annual reorganization meeting in May.

All funds of the district are included in this report. The district serves over 16,000 students and provides a full range of educational
services appropriate to grade levels from pre-kindergarten through 12" grade, as well as adult education. These include regular and
enriched academic education, special education, and occupational education. These basic programs are supplemented by a wide
variety of offerings in fine arts, athletics, and other specific student based clubs.

The school aged population peaked in the state of Montana in the mid-1990s. Since then most districts have dropped in enroliment to
varying degrees impacting their funding, staffing, and educational offerings. The Billings School District was not immune as it dropped
and eventually reached a plateau during the first decade of this century. However, the last six years have seen resurgence in growth
with over 900 additional students, most of who are enrolled in the elementary district. In May 2013, the district garnered community
support with the passage of a $1.1 million Elementary General Fund Levy and a $1.2 million Technology Levy. Both these levies are
permanent and will provide resources for future years. The general fund levy allowed the district to hire new teachers to help meet
accreditation standards due to overcrowding and higher student to teacher ratios. The technology levy helped the district meet basic
curriculum needs and online testing requirements by upgrading, purchasing equipment and providing necessary support and training.
A demographic study completed by an independent consultant projects the student K-12 count to increase by 493 students in the next
five years.
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The district has aging buildings with the oldest building constructed in 1910 and most recent built in 1987. There have been additions
made to the buildings over the years and currently bond proceeds are being used to update various facilities. The district has 16 school
buildings currently running at over 100% current functional capacity. Because of the concerns regarding overcrowded classrooms and
increasing enrollments, the district completed a comprehensive facility master plan for all of its facilities in 2013. The Facility Master
Plan presents a funding structure and priorities for capital improvements. The Board of Trustees conducted a successful bond levy
election in November of 2013 to implement the first phase. This bond levy in the amount of $122.3 million was approved by 54% of the
voters. This bond will fund the construction of two new middle schools, complete renovation of two of the oldest elementary schools, as
well as address deferred maintenance issues in the other elementary schools.

The Billings Education Foundation and the various parent organizations are separate legal entities. The impacts of these individual
entities are 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 25" immediately preceding
the school year. The Board of Trustees has the legal authority to establish budgets for the districts within the parameters established by
the State of Montana. The primary building blocks of the district’s overall financial planning include appropriated governmental funds
for: General, Transportation, Tuition, Retirement, Adult Education Technology Acquisition, Flexibility, Debt Service, and Building
Reserve.

ECONOMIC CONDITION AND OUTLOOK

Local Economy
The Billings School District is located in south-central Montana within Yellowstone County. Billings is the largest city in Montana and
serves as the county seat.

The personal income base has expanded considerably since the early 1990’s in the county, resulting in continuous economic
expansion. Billings benefits from a diverse economy as a regional center for agriculture, retail, medical services, transportation,
education, law and government services. The Billings area is a regional center for the energy industry with three major oil refineries
located within the county. The U.S. Census data released in 2014 reports that Billings ranks in the top 15th percentile for fastest
growing cities over 50,000 in population in the United States. Economic indicators for the region tend to follow national trends but
without the volatility found in other parts of the country. In the past year the value of building permits increased over the previous year
providing evidence of healthy rebound in the construction sector. In addition to a significant increase in new housing starts, commercial
building on a large and small scale has increased. Large projects such as a super-sized sporting goods business being built as the
anchor to the new Shiloh Crossing retail center, several new auto dealerships and the construction of a large transportation center for a
national delivery service are evidence of the confidence national firms see in the Billings market. A new federal courthouse and a large
federal building which houses a number of federal agencies serving Montana were opened recently. A new public library financed by a
voter approved levy was completed during the year. Montana’s tourism business continues to provide opportunities to Billings which
has adopted the nickname, “Montana’s trailhead.” Billings serves as a major starting point for visitors to Yellowstone and Grand Teton
national parks. Medical services in Billings continue to expand at the two hospitals and other health related facilities and clinics. Higher
education opportunities continue to grow at MSU-Billings, City College and Rocky Mountain College as evidenced by steady enroliment
at all three institutions.

Billings has avoided the economic and housing downturn that affected most of the nation 2008-2012. Based on research by the
Montana Department of Revenue, the median price of a home in Yellowstone County increased 19.97% between 2008 and 2013. The
unemployment rate has remained below the national average over this same period. The energy boom currently occurring along the
Montana/North Dakota border, in the area known as the Bakken formation, continues to add business and jobs to the Billings economy.
A boom in residential construction along with low interest rates, population growth and more jobs has helped strengthen the local
housing market. Good transportation access contributes to the area’s economic activity. Interstate highways intersect near the city,
and the city is serviced by three major airline carriers. The city is a major trade center for eastern Montana and northern Wyoming.
The absence of a sales tax attracts customers from northern Wyoming.

Financial Information

Management of the district is responsible for establishing and maintaining an internal control system designed to ensure that the assets
of the district are protected from losses, theft or misuse, and to ensure that adequate accounting data is compiled to allow for the
preparation of financial statements in conformity with GAAP. The internal control structure is designed to provide reasonable, but not
absolute, assurance that these objectives are met. The concept of reasonable assurance recognizes that the cost of the control should
not exceed the benefit likely to be derived and the valuation of costs and benefits requires estimates and judgments by management.
All internal control evaluations occur within the above framework. We believe that the district’s internal accounting controls adequately
safeguard assets and provide reasonable assurance of accurate recording of financial transactions.

As a recipient of federal and state financial assistance, the district is also required to undergo a single audit in conformity with
provisions of the Single Audit Act of 1984, replaced by the single audit act amendment of 1996, and U.S. Office of Management and
Budget A-133 (revised 6/30/1997), Audits of States, Local Governments, and Non-Profit Organizations.

The analysis of balances and transactions of the individual funds are presented in detail in the MD&A.



The analysis of balances and transactions of the individual funds are presented in detail in the MD&A.

Montana law requires that Billings Public Schools publish audited financial statements within six months of the close of each fiscal year.
This Comprehensive Annual Financial Report exceeds that requirement. The scope of the audit concentrates on the following areas:

1. Management Section: report on compliance with laws and regulations and report on the internal control structure.
2. Financial Section: report on financial statements in accordance with GAAP.

3. Single Audit Section (Revised OMB A-133): report on financial statements, internal control, compliance, audit findings and
questioned costs.

The above requirements have been complied with and the auditor’s opinion has been included in this report.

Certificates of Excellence

This report has been prepared following guidelines recommended by the Government Finance Officers Association (GFOA) of the
United States and the Association of School Business Officials (ASBO). The district has been awarded the Certificate of Achievement
for Excellence in Financial Reporting by the GFOA and the Certificate of Excellence by ASBO for fiscal years 2007 - 2013. The awards
are valid for a period of one year only. We believe our current report continues to conform to the GFOA and ASBO requirements, and
we will submit it for determination of its eligibility for a renewed award.

Acknowledgements
The preparation of the annual financial report was made possible by the dedicated efforts of the Business Services Department.

In closing, we would like to thank the trustees for their interest and support in planning and conducting the operations of the district in a
responsible manner.

Respectfully Submitted,

| T L —

M Nelsen Bouck Leo Hudetz Patricia Hubbard
Superintendent Chief Financial Officer Director of Business Services



THIS PAGE INTENTIONALLY LEFT BLANK



Government Finance Officers Association

Certificate of

Achievement
for Excellence
in Financial
Reporting

Presented to

Billings Public Schools
Montana

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended

June 30, 2013

Gy 0

Executive Directot/CEQ




The Certificate of Excellence in Financial Reporting Award
is presented to

Billings Public Schools
For Its Comprehensive Annual Financial Report (CATR)
‘For the Fiscal Year Ended June 30, 2013

The CAFR has been reviewed and met or exceeded
ASBO International’s Certificate of Excellence standards

Terrie S. Simmons, RSBA, CSBO John D. Musso, CAE, RSBA
President Executive Director




SECTION Il - FINANCIAL SECTION



THIS PAGE INTENTIONALLY LEFT BLANK



PPN

EideBailly
—

CPAs & BUSINESS ADVISORS

Independent Auditor’s Report

To the Board of Trustees
Billings Public Schools
Billings, Montana

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 the Billings Public Schools as of and for the year ended June 30, 2014,
and the related notes to the financial statements, which collectively comprise the Billings Public Schools’ 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 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 Billings Public Schools, as of June 30, 2014, 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.
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, budgetary comparison information and schedules of funding progress and employer
contributions on pages 12 - 19 and 46 - 47 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 Billings Public School’s financial statements. The introductory section, combining and individual
non-major fund financial statements, budgetary schedules, State of Montana mandated schedule of changes in
fiduciary net position (extracurricular) and enrollment schedule and statistical section are presented for purposes
of additional analysis and are not a required part of the financial statements. The accompanying 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 financial statements.

The combining and individual non-major fund financial statements, budgetary schedules, State of Montana
mandated schedules and the schedule of expenditures of federal awards are the responsibility of management,
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 non-
major fund financial statements, budgetary schedules, State of Montana mandated schedules 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 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 a report dated December 8, 2014, on our
consideration of Billings Public School’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, 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 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 in considering Billings Public School’s internal control over financial reporting and
compliance

é’é/aﬁagzuﬂ

Billings, Montana
December 8, 2014
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BILLINGS PUBLIC SCHOOLS
MANAGEMENT DISCUSSION & ANALYSIS

The following discussion and analysis of Billings Public School’s (referred to as the “the district” or the “government”) financial
performance provides an overview of the district’s financial activities for the year ended June 30, 2014. We encourage the
readers to consider the information presented here in conjunction with additional information presented in the financial
statements and footnotes.

FINANCIAL HIGHLIGHTS

Revenues from government wide activities increased $5.6 million (from 2013 to 2014) to $161.1 million. This

Governmental activity expenses increased $6.1 million over 2013 to $159.7 million. This represents a 3.9% increase

At year-end, the governmental funds reported total fund balances of $115.6 million, an increase of $81.7 million over

The 2014 general fund expenditure budget was $109.1 million, an increase of $4.3 million or 4.1% over the prior year.

[¢]
represents a 3.6% increase over the prior year.
@]
over the prior year.
O
the prior year.
o The district added a total of $1.9 million to its general fund reserves.
(©]
O

In fiscal 2014, the district continued renovation and energy upgrades financed by $14.4 million in voter approved bonds
issued in 2013. An additional $80.9 million in voter approved bonds were issued in 2014. The proceeds will be used for
the purpose of providing funds to pay a portion of the costs of building or improving schools in accordance with the
district’s facility master plan.

OVERVIEW OF THE FINANCIAL STATEMENTS

This annual report consists of three parts — management’s discussion and analysis (this section), the basic financial statements
and required supplementary information. The basic financial statements include two kinds of statements that present different
views of the district.

Figure A-1
Organization of Billings Public Schools Annual

The first two statements are government-wide
financial statements that provide both short-term
and long-term information about the district's
overall financial status.

Financial Report

The remaining statements are fund financial
statements that focus on individual parts of the
district, reporting the district's operations in more
detail than the government-wide statements.
Management’s Basic Financial Required
e The govemmental funds statements tell how D'S;unsaslc)sr;:nd IR Sl:ﬁgrer::;irgﬁry
basic services like regular and special
education were financed in the short-term as
well as what remains for future spending.
e The proprietary funds statements provide
information on internal service funds used to
provide services to all other district funds.
e  Fiduciary funds statements provide
information about the financial relationships in
which the district acts solely as a trustee or
agent for the benefit of others. District-wide Fund Financial Notes to
Financial Statements Financial
The financial statements also include notes that Statements Statements
explain some information in the statements and
provide more detailed data.

The statements are followed by a section of
required supplementary information that further
explains and supports the financial statements
with a comparison of the district’s budget to actual
amounts for the year.

Figure A-1 shows how the various parts of this annual report are
arranged and related to one another.

12




BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

Scope

Figure A2

Major Features of Government-Wide and Fund Financial Statements

Government-wide
Statements

Fund Financial Statements

Governmental Funds

Fiduciary Funds

Entire District
(except fiduciary funds)

The activities of the district that are not
proprietary or fiduciary, such as special
education and building maintenance

Instances in which the district administers
resources on behalf of someone else,
such as scholarship programs and student
activities monies.

Required financial
statements

Statement of net position
Statement of activities

Balance Sheet
Statement of revenues, expenditures
and changes in fund balances

Statement of net position
Statement of changes in net position

Accounting basis and
measurement focus

Accrual accounting and
economic resources focus

Modified accrual accounting
and current financial resources focus

Accrual accounting and
economic resources focus

Type of assetliability
information

All asses and liabilities, both
financial and capital, short-
term and long-term

Generally assets expected to be used
up and liabilities that come due during
the year or soon thereafter; no capital

All assets and liabilities, both short-term
and long-term. Funds do not currently
contain capital assets, although they can

assets or long-term liabilities included

Revenues for which cash is received
during or soon after the end of the year,
expenditures when goods or services
have been received and related liability
is due and payable

Type of inflow/outflow
information

All revenues and expenses
during year, regardless of
when cash is received or paid

All additions and deductions during the
year, regardless of when cash is received
or paid

Figure A-2 summarizes the major features of the district’s financial statements, including the portion of the district’s activities they cover
and the types of information they contain. The remainder of this overview section of management’s discussion and analysis highlights
the structure and contents of each of the statements.

Government-wide financial statements One of the most important questions asked about the district's finances is, “Is the
government, as a whole, better off or worse off as a result of the year’s activities?” The Statement of Net Position and the Statement of
Activities (pages 20 and 21) report information about the district as a whole and about its activities in a way that helps answer this
question. These statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting
used by most private-sector companies. All of the current year's revenues and expenses are taken into account regardless of when
cash is received or paid. These two statements report net position and the changes in it. You can think of net position - the difference
between assets and liabilities - as one way to measure the district's financial health, or financial position. Over time, increases or
decreases in net position is an indicator of whether the district’s financial health is improving or deteriorating. You will need to consider
other nonfinancial factors, however, such as changes in the property tax base, economy, enrollment and the State’s funding of
educational costs to assess the district's overall health.

13



BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

Fund financial statements The fund financial statements provide detailed information about the most significant funds—not the district
as a whole. Some funds are required to be established by State law. Also, the governing body establishes many other funds to help it
control and manage money for particular purposes or to meet legal responsibilities for using certain taxes, grants and other money. The
district utilizes the following funds:

Governmental funds—Basic services are reported in governmental funds, which focus on how money flows into and out of those
funds and the balances left at year-end that are available for spending. 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 (pages 22 and 24) provide a detailed short-term view of the general government operations and the
basic services it provides. Governmental fund information helps you determine whether there are more or fewer financial resources
that can be spent in the near future to finance programs. We describe the relationship (or differences) between governmental
activities (reported in the Statement of Net Position and the Statement of Activities) and governmental funds in reconciliations
(pages 23 and 25, respectively).

Proprietary funds—The district maintains one proprietary fund type which contains internal service funds. Internal service funds are
an accounting device used to accumulate and allocate costs internally among the district's various functions. When the 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 three internal service funds (two insurance funds and one purchasing
fund) to account for services provided to the other funds of the district. 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 three internal service funds are combined into a single, aggregated presentation in the proprietary fund financial statements.
The basic proprietary fund financial statements can be found on pages 26, 27 and 29 of this report. The district has no material
business-type activities.

Fiduciary funds—Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary
funds use the accrual basis of accounting. The district excludes these activities from the other financial statements because it
cannot use these assets to finance its operations. The district is responsible for ensuring that the assets are used for their intended
purposes.

THE DISTRICT AS A WHOLE AS OF JUNE 30, 2014

Following are condensed schedules of net position and changes in net position:

NET POSITION: 2014 2013
Current and other assets $ 129,514,619 $ 43,892,529
Capital assets 84,032,780 73,303,773
Total assets 213,547,399 117,196,302
Other liabilities 8,121,210 3,347,271
Long-term liabilities outstanding 150,905,881 60,681,926
Total Liabilities 159,027,091 64,029,197

Net Position:

Netinvestmentin capital assets 52,466,677 55,266,962
Restricted 10,916,571 10,730,765
Unrestricted (8,862,940) (12,830,622)

Total net position 54,520,308 53,167,105
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

CHANGE IN NET POSITION:
Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Taxes
State sources
County sources
Interest
Contributions and donations
Miscellaneous

Total revenues

Expenses:

Instruction

Support services:
Students
Instructional staff
General administration
Administration
Business

Operation and maintenance

Student transportation

Food services

Community services

Extracurricular

Interest on long-term debt

Total expenses

Change in net position
Net position, beginning

Net position, ending

2014 2013
$ 3020685 $ 3,171,626
31,443,773 31,165,921
54,637 139,927
41,926,382 40,099,921
67,013,128 64,237,299
15,809,305 14,978,791
196,214 133,528
1,127,943 995,403
496,534 534,177
161,097,601 155,456,593
96,301,172 92,876,108
12,203,272 11,518,499
8,060,342 7,760,274
1,917,754 1,728,213
10,166,229 9,790,142
2,103,298 2,002,743
12,666,923 12,395,350
5,527,358 5,713,801
5,707,254 5,697,047
14,149 17,822
2,553,595 2,563,371
2,523,052 1,625,782
159,744,398 153,689,152
1,353,203 1,767,441
53,167,105 51,399,664
54,520,308 53,167,105
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The government-wide financial statements provide information about the
activities of the district as a whole and present a longer-term view of the finances. For governmental activities, fund statements tell how
these services were financed in the short term as well as what remains for future spending. Fund financial statements also report the
district’s operations in more detail than the government-wide statements by providing information about the most significant funds. The
remaining statements provide financial information about activities for which the district acts solely as a trustee or agent for the benefit
of those outside of the district.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Our analysis focuses on the district's net position and changes in net position. The 2014 revenues exceeded expenses by $1.4 million.

2014 2013 % Change

Revenues $ 161,097,601 $ 155,456,593 3.63%

Expenses 159,744,398 153,689,152 3.94%
Surplus $ 1,353,203 $ 1,767,441

For the fourth year in a row, revenues exceeded expenses.

In 2014, net position increased $1.4 million. Net position consists of the following:

2014 2013 Change
Net investment in capital assets $ 52,466,677 $ 55,266,962 $ (2,800,285)
Restricted 10,916,571 10,730,765 185,806
Unrestricted (8,862,940) (12,830,622) 3,967,682
Total net position $ 54,520,308 $ 53,167,105 $ 1,353,203

The largest portion of the district’s net position ($52.5 million) is capital assets which include investments in land, buildings, equipment,
and improvements less any outstanding debt used to acquire the assets. Most of these capital assets do not generate revenue and
instead generate future liabilities because of the associated maintenance costs. Under state law the facilities and equipment which are
used to provide services to students and the community can only be sold if the asset is declared to be surplus property. Future funding
to complete the required maintenance of assets and to retire the remaining debt related to acquisition of these assets must be provided
from unreserved amounts from the district's different funding sources. The district issued $80.9 and $14.4 million in voter approved
bonds in FY 2014 and FY 2013 respectively to address a portion of the deferred maintenance costs. Due to these bond related projects
the district will reduce its estimated deferred maintenance costs to approximately $73 million.

The 2014 net position restricted for debt service or other purposes totaling $10.9 million cannot be reallocated to cover other district
expenses.

Unrestricted net position can be used to finance day-to-day operations without constraints established by debt covenants, legislative
restrictions, or other legal requirements. The current unrestricted balance is a deficit of $8.9 million and represents unfunded estimated
future pension related liabilities. This deficit decreased by $4 million, or 30.9%, in 2014 primarily due to amortization related to the
service credit and termination pay benefits plan, compensated absences, and other postemployment benefits (See Note 4). The district
expects this deficit to increase in future years unless the district begins funding these plans. The district historically has maintained a
policy of pay-as-you-go for the service credit, termination pay benefits, compensated absences and other postemployment benefits.
The district budgeted $2.3 million to cover the estimated current costs in 2014. This obligation will be met using cash balances from
different funding sources.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

The district’'s unfunded liability for the service credit and termination pay benefits plan, compensated absences and other
postemployment benefits (OPEB) in FY2014 was $35.4 million. The liability is funded on a pay-as-you-go basis rather than an actuarial
basis with the reasonable expectation that projected benefits disbursements will increase substantially. The financial statement
amortization of this liability disregards the average number of years before retirement of the district's employees. The district's
retirement plans may be unsustainable at current benefit levels. The district will need to address the sustainability of these benefits
programs.

FUND FINANCIAL STATEMENTS

The fund financial statements provide detailed information about the most significant sources of funds. To be reported as a major fund,
total assets, liabilities, revenues, or expenditures of an individual fund must contribute at least 10 percent of the corresponding total
(assets, liabilities, etc.) for all funds. Individual funds are generally allocated or designated for special purposes and in some instances
have a mix of restricted, committed, assigned and unassigned fund balances. The fund balances for FY2013 were $34 million, while
FY2014 totals were $115.6 million. The major funds were the general and elementary building funds. The general fund balance
increased by $2.35 million due to significant budget savings achieved by the district and the elementary building fund balance increased
by $76.7 million mainly due to 2014 bond proceeds. :

The combined balance for all funds increased by $81.7 million in FY2014. This is due to bond proceeds to be spent on new
construction and deferred maintenance. The bond proceeds are spent on projects proposed when the voters approved the issuance.
The unrestricted portion of these fund balances are generally an indicator of resources available for spending in the next fiscal year.
The Board of Trustees and management set a procedure to maintain a minimum general fund reserve of 5% of budgeted general fund
expenditures. The district reserves have increased 1.33% in the Elementary District to 6% in FY2014 and 2.17% in the High School
District to 6.33%. All General Subfunds revenues increased by $3.1 million in FY14 due to an increase in state funding as a result of
student enroliment increases and tuition collections.

Budgeted expenditures must be adopted by the Board of Trustees prior to the expenditure of governmental funds. If budgeted
expenditures are not recognized during the fiscal year, authorization for the expenditure of unused funds lapses at the end of the fiscal
year. If projected expenditures are insufficient to meet district requirements, the Board can adopt a budget amendment after a public
hearing that can be held at any time during the fiscal year. The Board did not adopt any budget amendments for FY2014.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

GENERAL FUND BUDGETARY HIGHLIGHTS

The general fund is always reported as a major fund (See Note 1). This fund reported a total fund balance of $6.85 million, an increase
of $1.90 million over the prior year.

The table below summarizes actual general fund revenues and expenditures for FY2014 and FY2013. Revenue increased by 4% due
primarily to state aid and property taxes.

Expenditures were increased by 2.9% primarily due to increases in instruction and support services.

2014 2013 Change
Revenues:
Property taxes $ 33357543 $ 32,307,421 $ 1,050,122
State aid 60,037,050 56,692,190 3,344,860
State other 15,342,726 15,518,175 (175,449)
Tuition 215,980 243,312 (27,332)
Interest 19,098 9,632 9,466
Total revenues $ 108,972,397 $ 104,770,730 $ 4,201,667
Expenditures
Instruction $ 68,011,115 $ 66,777,286 $ 1,233,829
Support Services
Students 6,992,701 6,850,794 141,907
Instructional staff 6,063,526 5,865,148 198,378
General administration 1,562,697 1,419,132 143,565
School administration 8,095,258 7,435,562 659,696
Business services 1,786,921 1,692,700 94,221
Operation and maintenance 11,146,363 10,820,835 325,528
Student transportation 34,874 26,459 8,415
Extracurricular 2,124,122 2,133,334 (9,212)
Capital outlay 676,220 475,317 200,903
Debt service 124,426 166,963 (42,537)
Total expenditures $ 106,618,223 $ 103,663,530 $ 2,954,693

The Schedule of Revenues, Expenditures, and Changes in Fund Balances-Budget and Actual General Fund table shows a slight
variance between the original budget revenue and the final budget revenue due to anticipated enroliment revenue included in the
original budget was less than realized.

A variance of $2.1 million in the final amended budget and actual amounts incurred in instructional expenditures as a result of fewer
retirements than expected, budgetary savings and vacant positions.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets - The district's 2014 capital project budget was used to complete the projects funded by the general fund and bond funds

authorized by the voters. Construction in progress as of June 30, 2014 of $11.8 million consists primarily of projects funded by bond
proceeds.

The following schedule presents capital asset balances net of depreciation for the fiscal years ended June 30, 2014 and 2013. The
district had $84 million invested in a broad range of capital assets, including technology, equipment and school buildings. Additional
information on the district’s capital assets can be found in Note 3 of this report.

2014 2013 Change
Land $ 4,859,721 $ 4,377,961 $ 481,760
Construction in progress 11,812,913 8,555,361 3,257,552
Improvements other than buildings 853,354 896,652 (43,298)
Buildings and improvements 65,312,479 58,272,260 7,040,219
Machinery and equipment 1,194,313 1,201,539 (7,226)
Total $ 84,032,780 $ 73,303,773 $ 10,729,007

Debt Administration — A summary of the district's outstanding long-term debt for the years ended June 30, 2014 and 2013 is presented
below:

2014 2013 Change

General obligation bonds $ 107,044502 $ 26,144,502 $ 80,900,000
Limited obligation bonds 337,000 421,250 (84,250)
Premium 8,158,788 - 8,158,788
Total bonds 115,540,290 26,565,752 88,974,538
Notes payable 39,977 (39,977)
Compensated absences 11,178,434 11,253,395 (74,961)
Service credit and term pay benefits 11,536,157 11,229,802 306,355
Other post-employment benefits 12,651,000 11,593,000 1,058,000

Total $ 150,905,881 $ 60,681,926 $ 90,223,955

At year end, the district had $151 million in outstanding long-term debt/liabilities. The current portion which is due within one year is

was equal to $2.6 million. The total long-term liability increased $90.2 million, or 149%. The change is due to the issuance of the 2014
general obligation bonds.

Under current state statutes, a district’'s general obligation bonded debt issuances are subject to a legal limitation based on taxable
value. As of June 30, 2014 the district’s total debt outstanding was well below the legal limit of $386 million. The district has a AA-
rating from Standard & Poor’s Ratings Services for general obligation debt and a Aa3 from Moody’s Investor Service.

Additional information on the district’s long-term debt can be found in Note 3 of this report.

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 Chief Financial Officer, Leo Hudetz, at Billings Public Schools, 415 North 30" Street, Billings, Montana,
59101.
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BILLINGS PUBLIC SCHOOLS
STATEMENT OF NET POSITION
June 30, 2014

ASSETS
Cash and cash equivalents
Receivables:
Property taxes, net
Governments
Other
Prepaids
Capital assets not being depreciated-land and
construction in progress
Capital assets, net of accumulated depreciation

Total assets

LIABILITIES
Accounts payable and accrued expenses
Accrued interest payable
Unearned revenue
Noncurrent liabilities:
Due within one year:
Bonds
Compensated absences
Due in more than one year:
Bonds
Compensated absences

Service credit and.termination pay benefits payable

Other postemployment benefits
Total liabilities

NET POSITION
Net investment in capital assets
Restricted for:
Instruction
Support services:
Students
School administration
Operation and maintenance
Student transportation
Food services
Debt service
Unrestricted

Total net position

See notes to basic financial statements.

$ 123,941,132

3,970,665
693,330
801,644
107,848

16,672,634

67,360,146

213,547,399

6,607,734
1,497,320
16,156

1,474,250
1,117,843

114,066,040
10,060,591
11,536,157

12,651,000

159,027,091

52,466,677
5,850,669

3,141
304,217
489,693

1,027,118
205,030
3,036,703

(8,862,940)

8 54520308
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BILLINGS PUBLIC SCHOOLS
STATEMENT OF ACTIVITIES
For the Year Ended June 30, 2014

Program Revenues

Net (Expense)
Operating Capital Grants  Revenue and
Charges for Grants and and Changes in Net
Functions/Programs Expenses Services Contributions  Contributions Position
Instruction $ 96,301,172 $ 745180 $ 20,169,423 $ - $ (75,386,569)
Support services:
Students 12,203,272 - 4,251,240 - (7,952,032)
Instructional staff 8,060,342 - 269,260 - (7,791,082)
General administration 1,917,754 - 5,350 - (1,912,404)
School administration 10,166,229 - 546,294 - (9,619,935)
Business services 2,103,298 - 4,922 - (2,098,376)
Operation and maintenance 12,666,923 64,694 36,425 - (12,565,804)
Student transportation 5,527,358 34,550 1,628,664 - (3,864,144)
Food services 5,707,254 2,185,261 3,487,250 - (34,743)
Community services 14,149 - - - (14,149)
Extracurricular 2,553,595 - 31,765 54,637 (2,467,193)
Interest 2,523,052 - 1,013,180 - (1,509,872)
Total 159,744,398 3,029,685 31,443,773 54,637 (125,216,303)
General revenues:
Property taxes 41,926,382
Intergovernmental:
State aid 60,768,215
State other 6,244,913
County 15,809,305
Interest 196,214
Contributions and donations 1,127,943
Miscellaneous 496,534
Total general revenues 126,569,506
Change in net position 1,353,203
Net position - beginning 53,167,105
Net position - ending $ 54,520,308

See notes to basic financial statements.
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BILLINGS PUBLIC SCHOOLS
BALANCE SHEET

GOVERNMENTAL FUNDS

June 30, 2014

Total
Elementary  Total Nonmajor ~ Governmental
General Building Funds Funds
ASSETS
Cash and cash equivalents $ 8,378,159 $ 88,810,168 $ 20,282,314 $ 117,470,641
Receivables:
Property taxes, net 3,188,123 - 782,542 3,970,665
Governments - - 693,330 693,330
Other 185,079 11,113 256,544 452,736
Total assets $ 11,751,361 $ 88,821,281 $ 22,014,730 $ 122,587,372
LIABILITIES
Accounts payable $ 2,056,750 $ 2,081,312 $ 985,834 $ 5,123,896
Unearned revenue 151,786 2,612 12,433 166,831
Total liabilities 2,208,536 2,083,924 998,267 5,290,727
DEFERRED INFLOWS OF RESOURCES
Unavailable revenue-property taxes 1,433,129 - 247,453 1,680,582
Total deferred inflows of resources 1,433,129 - 247,453 1,680,582
FUND BALANCES
Restricted - 86,737,357 12,271,770 99,009,127
Committed - - 3,209,175 3,209,175
Assigned 1,261,432 - 5,288,065 6,549,497
Unassigned 6,848,264 - - 6,848,264
Total fund balances 8,109,696 86,737,357 20,769,010 115,616,063
Total liabilities, deferred inflows of
resources and fund balances $ 11,751,361 $ 88,821,281 $ 22,014,730 $ 122,587,372

See notes to basic financial statements.



BILLINGS PUBLIC SCHOOLS
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS TO THE STATEMENT OF NET POSITION
June 30, 2014

Amounts reported for governmental activities in the statement of net position are different because:
Total fund balances, governmental funds $ 115,616,063

Capital assets used in governmental activities are not financial resources and, therefore, are not
reported in the funds. 84,032,780

Other long-term assets are not available to pay current period expenditures and, therefore, are
reported as unavailable revenue in the funds. 1,834,980

Internal service funds are used by management to charge the cost of certain activities to
individual funds. The assets and liabilities of the internal service funds are included in
governmental activities in the statement of net position. (7,267,581)

Long-term liabilities, including notes and bonds payable, compensated absences, and service
credit and termination pay benefits are not due and payable in the current period and, therefore,
are not reported in the funds. The details of these balances follows:

General obligation bonds (107,044,502)
Issuance premium (to be amortized over life of debt) (8,158,788)
Limited obligation bonds (337,000)
Compensated absences (11,122,167)
Accrued interest payable (1,497,320)
Service credit and termination pay benefits (11,536,157)
Net position of governmental activities $ 54,520,308

See notes to basic financial statements. 23



BILLINGS PUBLIC SCHOOLS

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

GOVERNMENTAL FUNDS
For the Year Ended June 30, 2014

REVENUES
Property taxes
Intergovernmental:

County
State aid
State other
Federal
Tuition
Charge for services
Interest
Miscellaneous

Total revenues

EXPENDITURES
Current:
Instruction
Support services:
Students
Instructional staff
General administration
School administration
Business services
Operation and maintenance
Student transportation
Food services
Community services
Extracurricular
Capital outlay
Debt service:
Principal
Interest and other charges

Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER FINANCING SOURCES (USES)
Long-term debt issued
Premium on long-term debt issued
Total other financing sources (uses)
Net change in fund balances

Fund balances - beginning

Fund balances - ending

See notes to basic financial statements.

Total
Elementary  Total Nonmajor  Governmental

General Building Funds Funds
$ 33,357,543 $ - $ 9,160,907 $ 42,518,450
- - 16,621,981 16,621,981
60,037,050 - 731,165 60,768,215
15,342,726 - 6,956,829 22,299,555
- - 14,576,455 14,576,455
215,980 - - 215,980
- 26,226 2,792,493 2,818,719
19,098 69,155 79,788 168,041
- 31,636 1,592,841 1,624,477
108,972,397 127,017 52,512,459 161,611,873
68,011,115 - 24,955,087 92,966,202
6,992,701 - 4,975,863 11,968,564
6,063,526 - 1,867,840 7,931,366
1,562,697 2,453 331,979 1,897,129
8,095,258 - 2,129,108 10,224,366
1,786,921 1,299 266,333 2,054,553
11,146,363 64,663 1,264,507 12,475,533
34,289 : - 5,476,959 5,611,248
- - 5,606,418 5,606,418
585 - 13,564 14,149
2,124,122 - 300,228 2,424,350
676,220 12,056,951 1,484,763 14,217,934
124,227 - - 124,227
199 568,573 1,199,124 1,767,896
106,618,223 12,693,939 49,871,773 169,183,935
2,354,174 (12,566,922) 2,640,686 (7,572,062)
- 80,900,000 - 80,900,000
- 8,332,379 - 8,332,379
- 89,232,379 - 89,232,379
2,354,174 76,665,457 2,640,686 81,660,317
5,755,522 10,071,900 18,128,324 33,955,746
$ 8,109,696 $ 86,737,357 $ 20,769,010 $ 115,616,063
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BILLINGS PUBLIC SCHOOLS

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, 2014

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

Net change in fund balances - total governmental funds

Governmental funds report capital outlays as expenditures. However, in the statement of activities,
the cost of these assets is allocated over their estimated useful lives and reported as depreciation
expense.

This is the amount by which capital outlay ($14,217,934) exceeded depreciation ($3,543,564) in the
current period.

The net effect of various transactions involving capital assets (i.e., sales and donations) is to increase
net assets.

Revenues in the statement of activities that do not provide current financial resources are not reported
as revenue in the funds.

The issuance of long-term debt (e.g., bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt consumes the current
financial resources of governmental funds. Neither transaction, however, has any effect on net
position. The details of these transactions follows:

Issuance of long-term debt

Premium on long-term debt issued

Amortization of premium on long-term debt issued
Repayment of principal on long-term debt

Some expenses reported in the statement of activities do not require the use of current financial
resources and, therefore, are not reported as expenditures in the governmental funds:

Accrued interest

Service credit and termination pay benefits
Compensated absences

The internal service funds are used by management to charge the costs of certain activities to
individual funds. The net revenue of certain activities of the internal service funds is reported with the
governmental activities.

Change in net position of governmental activities

See notes to basic financial statements.

$ 81,660,317

10,674,370

54,637

(597,082)

(80,900,000)

(8,332,379)
173,591
124,227

(1,497,320)
(306,355)
72,554

226,643

$ 1,353,203
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BILLINGS PUBLIC SCHOOLS

STATEMENT OF NET POSITION
PROPRIETARY FUNDS
June 30, 2014

ASSETS

Current assets:
Cash and cash equivalents
Accounts receivable, net
Prepaid items

Total current assets
LIABILITIES
Current liabilities:
Accounts payable
Unearned revenue
Compensated absences
Total current liabilities
Noncurrent liabilities:
Compensated absences
Other postemployment benefits

Total noncurrent liabilities

Total liabilities

NET POSITION (DEFICIT)
Unrestricted

Total net position (deficit)

See notes to basic financial statements.

Internal

Service Funds

$ 6,470,491
348,908

107,848

6,927,247

1,483,838
3,723
5,627

1,493,188

50,640

12,651,000
12,701,640

14,194,828

(7,267,581)

$ (7,267,581)
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BILLINGS PUBLIC SCHOOLS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

PROPRIETARY FUNDS

For the Year Ended June 30, 2014

OPERATING REVENUES
Charges for services

Total operating revenues
OPERATING EXPENSES

Personal services - salaries
Personal services - benefits
Purchased property services
Other purchased services
Supplies and materials
Insurance claims and expenses
Other postemployment benefits

Total operating expenses

Operating income

NONOPERATING REVENUES
Interest revenue

Total nonoperating revenues
Change in net position
Net position (deficit) - beginning

Net position (deficit) - ending

See notes to basic financial statements.

Internal

Service Funds
$ 18,122,645

18,122,645

254,231
52,930
104,334
1,527,546
88,097
14,839,037

1,058,000
17,924,175

198,470

28,173
28,173

226,643

(7,494,224)

$ (7,267,581)
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BILLINGS PUBLIC SCHOOLS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

For the Year Ended June 30, 2014

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from health insurance premiums
Cash received from interfund services
Medical claims paid
Cash paid to employees health insurance services
Cash paid to employees interfund services
Cash paid to suppliers for goods and services health insurance services
Cash paid to suppliers for goods and services interfund services

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest received

Net cash provided by investing activities
Change in cash and cash equivalents

Cash and cash equivalents - beginning

Cash and cash equivalents - ending

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED BY
OPERATING ACTIVITIES:
Operating income
Adjustment to reconcile operating income to net cash provided by operating
activities:
Other postemployment benefits
Decrease in accounts receivable
Decrease in prepaid items
Decrease in accounts payable
Increase in unearned revenue
Decrease in compensated absences

Net cash provided by operating activities

See notes to basic financial statements.

Internal

Service Funds

$ 17,864,998
379,026
(14,843,373)
(102,020)
(207,540)
(1,547,518)

(178,125)
1,365,448

28,173
28,173

1,393,621

5,076,870
$ 6,470,491

$ 198,470

1,058,000
117,656
836
(10,830)
3,723

(2,407)
$ 1,365,448



BILLINGS PUBLIC SCHOOLS

STATEMENT OF NET POSITION
FIDUCIARY FUNDS

June 30, 2014

ASSETS
Cash and cash equivalents

Total assets

LIABILITIES
Accounts payable

Total liabilities

NET POSITION
Net position held in trust

See notes to basic financial statements.

Private
Purpose Trust
Fund- Agency
Extracurricular Funds
$ 2,454,869 $ 592,705
2,454,869 592,705
60,508 592,705
60,508 592,705
$ 2,394,361 $ -
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BILLINGS PUBLIC SCHOOLS
STATEMENT OF CHANGES IN NET POSITION
FIDUCIARY FUND

For the Year Ended June 30, 2014

Private
Purpose Trust

Fund-
Extracurricular

ADDITIONS
Contributions:

Student extracurricular activities $ 2,927,659
Total contributions 2,927,659

Investment earnings:

Interest 11,474

Total net investment earnings 11,474

Total additions 2,939,133
DEDUCTIONS

Student extracurricular activities 2,888,173

Total deductions 2,888,173

Change in net position 50,960

Net position - beginning 2,343,401

Net position - ending $ 2,394,361

See notes to basic finanacial statements.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the district are prepared in accordance with generally accepted accounting principles (GAAP) as applied to
local governmental units. The Governmental Accounting Standards Board (GASB) is responsible for establishing GAAP for state and
local governments through its pronouncements (statements and interpretations).

The government's significant accounting policies are described below.

Reporting Entity
The district was established under Montana law to provide educational services below the college and university level to residents of

the district. The district consists of two legally separate entities: an elementary district and a high school district. Both are managed by
a central Board of Trustees and by a central administration appointed by and responsible to the Board.

Yellowstone County (the “County”) provides substantial services to the district; tax billing, cash collections, debt payments and warrant
redemption. The County also maintains the district's cash and invests available funds at the direction of the district. The County
Commissioners have a legal obligation to set levy amounts and to approve the budget adopted by the district. However, despite the
degree of services provided, the district does not qualify as a component unit of the County.

Although the district consists of two separate statutory entities, it is managed and operated as a single primary government. These
financial statements present, as a single reporting entity, all activities of the primary government. A primary government is defined as
having a separately elected governing body, being legally separate, and fiscally independent.

Government-wide and Fund Financial Statements

The government-wide financial statements (the statement of net position and the statement of activities) report information on all of the
nonfiduciary activities of the district. For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities are supported by taxes and intergovernmental revenues. Internal service fund activity is eliminated to avoid
“doubling up” revenues and expenses. Fiduciary funds are excluded from the government-wide financial statements.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment is offset by program
revenues. Direct expenses are those that are clearly identifiable with a specific function or identifiable activity. Program revenues
include 1) charges for service which report fees and other charges provided by a given function or identifiable activity 2) operating
grants and contributions and 3) capital grants. Taxes and other items not properly included among program revenues are reported
instead as general revenues.

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

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 fund and fiduciary fund financial statements (fiduciary fund financial statements include agency
funds, which have no measurement focus). 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 provider have been
met. As a general rule the effect of interfund activity has been eliminated from the government-wide financial statements.

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 under accrual accounting. However, debt service expenditures, as
well as expenditures related to compensated absences and claims and judgments, are recorded only when payment is due. Property
taxes and interest associated with the current fiscal period are all considered to be susceptible to accrual and so have been recognized
as revenues of the current fiscal period. Expenditure-driven grants are recognized as revenue when the qualifying expenditures have
been incurred and all other grant requirements have been met. Entittlements and shared revenues are recorded at the time of receipt or
earlier if the susceptible to accrual criteria are met. All other revenue items are considered to be measurable and available only when
cash is received by the district.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods in connection with the internal service fund’'s principal ongoing
operations. Operating revenues are charges for sales and services. Operating expenses include the cost of sales and services,
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

The district reports the following major governmental funds:

The general fund is the district's primary operating fund. It accounts for all financial resources of the general government,
except those required to be accounted for in another fund.

The elementary building fund accounts for bond or insurance proceeds, federal funds or property sold by the district for
building or construction projects. The building fund is a non-budgeted fund.

Additionally, the district reports the following fund types:
Internal service funds account for the financing of services provided by one department or agency to other departments or
agencies on a cost reimbursement basis. The internal service funds account for the activities of the health insurance fund,

the insurance deductible fund and the purchasing/printing fund.

Agency funds are custodial in nature and are used to account for assets that the district holds for others in an agency
capacity. The agency funds account for the payroll and claims clearing funds.

The district has a private-purpose trust fund, the student extracurricular fund, which accounts for the extracurricular student
activities.

Assets, Liabilities, Deferred Outflows/Inflows and Net Position/Fund Balance

Cash and Investments

Cash and investments, except amounts in the extracurricular funds, the flexible benefits fund and petty cash accounts, are held by the
County Treasurer. The County Treasurer invests the district's cash at the direction of the government as required by state statute.
Allowable investments include direct obligations of the United States Government, repurchase agreements, savings or time deposits in
a state or national bank, building and loan associations, savings and loan associations, or credit unions insured by the FDIC, FSLIC, or
NCUA and the State Short Term Investment Pool (STIP). STIP is classified as a 2a7-like pool, under the Investment Company Act of
1940, and as such, uses amortized cost to report unit values.

Investments are reported at fair market value. Fair market value is determined annually, based on fiscal year-end market values.
Short-term investments are reported at cost, which approximates fair market value. Cash on hand, demand, savings and time deposits,
STIP and short-term investments with original maturities of three months or less from the date of acquisition are considered cash
equivalents.

Receivables

All property tax receivables are shown net of an allowance for uncollectibles. The property tax receivable allowance is equal to 6
percent of the outstanding balance at June 30, 2014. The allowance at June 30, 2014, was $253,449.

Most property taxes are levied in September of each fiscal year, based on assessments as of the prior January 1. Real property taxes
are billed as of November 1 and are payable in two payments, November 30 and May 31. Unpaid taxes are considered delinquent on
December 1 and June 1, at which time the applicable property is subject to lien, and penalties and interest are assessed. Most
personal property taxes are due and payable on January 1 and become delinquent February 1. Property taxes are maintained and
collected by the County Treasurer.

Inventories and Prepaid ltems

Inventory items purchased are recorded as expenditures/expenses at the time of purchase. Inventory at year-end was not material and
therefore not recorded. Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as prepaid
items using the purchases method in both the government-wide and fund financial statements.

Capital Assets

Capital assets, which include land, construction in progress, buildings, improvements other than buildings and machinery and
equipment, are reported in the government-wide financial statements. Capital assets are defined by the district as assets with an initial,
individual cost of more than $5,000 and an estimated useful life in excess of one year. Such assets are recorded at historical cost or
estimated historical cost if purchased or constructed. Contributed capital assets are recorded at estimated fair market value at the date
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

of donation. The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend assets lives are
not capitalized. Depreciation on capital assets is calculated on the straight-line basis over the following estimated useful lives:

Assets Years
Land improvements 20
Buildings 10-60
Machinery and equipment 5-20

Collections Not Capitalized

Certain collections of historic artifacts and works of art are not reported in the accompanying financial statements. These assets have
not been capitalized because they meet all of the conditions that qualify them as collections that are not required to be capitalized.
These conditions are that the collections are held for public exhibition or education in the furtherance of public service; not held for
financial gain; the collections are protected, kept unencumbered, cared for, and preserved; and, any sale proceeds are expected to be
used to acquire other items for the collections.

Compensated Absences

Liabilities associated with accumulated vacation and sick leave is accrued when incurred in the government-wide and proprietary fund
financial statements. A liability for these amounts is reported in the governmental funds only if they have matured, for example, as a
result of employee resignations or retirements.

Classified employees (non-teaching) earn vacation leave ranging from 15 to 24 days per year depending on the individual's years of
service. Accumulated vacation is restricted under state statute to a maximum accumulation of two times the amount earned annually.
Vacation leave is absorbed by time off from work, or, with certain limitations, may be payable to the employee upon termination.

Sick leave is accumulated for classified and certified employees at the rate of 12 days per year with no limit on the carry over amount.
Upon retirement or resignation, classified and certified employees are eligible for sick leave compensation at one fourth of the
accumulated amount.

Long-Term Obligations

Long-term debt and other long-term obligations are reported as liabilities in the statement of net position. Bond issuance costs are
recognized as an expense in the period incurred. Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as bond issuance costs,
during the current period. The face amount of debt issued is reported as other financing sources. Premiums received on debt
issuances are reported as other financing sources while discounts on debt issuances are reported as other financing uses. Issuance
costs, whether or not withheld from the actual debt proceeds received, are reported as debt service expenditures.

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for deferred outflows of resources. This
separate financial statement element, deferred outflows of resources, represents a consumption of net position that applies to a future
period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until then. The district only has one item that
qualifies for reporting in this category. It is the deferred charge on refunding reported in the government-wide statement of net position.
A deferred charge on refunding results from the difference in the carrying value of refunded debt and its reacquisition price. This
amount is deferred and amortized over the shorter of the life of the refunded or refunding debt.

In addition to liabilities, the statement of net position will sometimes report a separate section for deferred inflows of resources. This
separate financial statement element, deferred inflows of resources, represents an acquisition of net position that applies to a future
period(s) and so will not be recognized as an inflow of resources (revenue) until that time. The government has only one type of item,
which arises only under a modified accrual basis of accounting that qualifies for reporting in this category. Accordingly, the item,
unavailable revenue, is reported only in the governmental funds balance sheet. The governmental funds report unavailable revenues
from two sources: property taxes and special assessments. These amounts are deferred and recognized as an inflow of resources in
the period that the amounts become available.

It is the government’s policy to consider restricted - net position to have been depleted before unrestricted - net position is applied.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

Net Position

In the government-wide statements, equity is classified as net position and displayed in three components:

Net Investment in capital assets - consists of capital assets (net of accumulated depreciation), plus capital-related deferred outflows of resources,
less capital-related borrowings and deferred inflows of resources.

Restricted - consists of net position with constraints placed on the use either by (1) external groups such as creditors, grantors, contributors, or laws
or regulations of other governments; or (2) law through constitutional provisions or enabling legislation.

Unrestricted — any portion of net position that does not meet the definition of “net investment in capital assets” or “restricted.”
Proprietary fund equity is classified the same as in the government-wide statements.
Fund Balance

In the fund statements, governmental fund equity is classified as fund balance. The following classifications describe the relative
strength of the spending constraints:

Nonspendable - amounts that cannot be spent either because they are in nonspendable form or because they are legally or contractually required to
be maintained intact.

Restricted - amounts that can be spent only for specific purposes because of constitutional provisions or enabling legislation or because of
constraints that are externally imposed by creditors, grantors, contributors, or the laws or regulations of other governments.

Committed fund balance - amounts constrained to specific purposes by the government itself, using its highest level of decision-making authority
(i.e., governing body). The government establishes (and modifies or rescinds) fund balance commitments by passage of a resolution. To be
reported as committed, amounts cannot be used for any other purpose unless the government takes the same highest level action to remove or
change the constraint.

Assigned fund balance - amounts the government intends to use for a specific purpose. Intent can be expressed by the governing body or by an
official or body to which the governing body delegates the authority.

Unassigned fund balance - amounts that are available for any purpose. Positive amounts are reported only in the general fund.

The district establishes (and modifies or rescinds) fund balance commitments by passage of a resolution. This is typically done through
adoption or amendment of the budget. Assigned fund balance in the general fund represents amounts available to fund the subsequent
year's budget and to cover payroll and operating expenditures due to the timing of tax receipts. The Board of Trustees has adopted
policy 7000, Financial Management and annually adopts procedure 7000-P3 Fund Balance Resources for Special Revenue Funds to
comply with GASB 54.

When an expenditure is incurred for purposes for which both restricted and unrestricted fund balance is available, the district considers
restricted funds to have been spent first. When an expenditure is incurred for which committed, assigned, or unassigned fund balances
are available, the district considers amounts to have been spent first out of committed funds, then assigned funds, and finally
unassigned funds, as needed, unless the governing body has provided otherwise in its commitment or assignment actions.

Miscellaneous Revenue

Miscellaneous revenue includes other revenue from local sources which is not classified elsewhere.
Estimates

The preparation of financial statements, in conformity with GAAP, requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

NOTE 2. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Deficit Fund Equity

The health insurance fund, an internal service fund, had a deficit net position of $7,332,373 as of June 30, 2014. The deficit exists in
the health insurance fund because of the unfunded liability for other postemployment benefits. The district is in the process of
reviewing the funding of the health insurance fund in order to reduce or eliminate the deficit.
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BILLINGS PUBLIC SCHOOLS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 3. DETAILED NOTES ON ALL FUNDS

Equity in Pooled Cash and Investments

As discussed in Note 1, the district participates in the County’s investment pool. The pooled cash is invested by the County Treasurer
in accordance with State statute. Interest earnings are distributed to the district based on average daily balances. The County
Treasurer withdraws funds as needed to pay warrants. Investment risk related to the district's share of the pool is not determinable.
Information related to the pool can be obtained from the County. Demand and savings accounts held outside of the County pool were
covered by FDIC insurance. The uninsured portion was covered by collateral held by financial institutions or by their departments or
agents, but not in the district's name. The amount of collateral held for the district's deposits as of June 30, 2014, exceeded the amount
required by State statute. The County has not provided nor obtained any legally binding guarantees during the fiscal year ended June
30, 2014 to support the value of shares in the pool. The district does not currently have a policy on custodial credit risk. Along with
limitations placed on investments by state law, the County minimizes custodial risk by restrictions set forth by County policy. The
County maintains a listing of financial institutions which are approved for investment purposes.

The County’s investment policy addresses the soundness of financial institutions in which the County will deposit funds, types of
investment instruments as permitted by State statute, and the percentage of the portfolio which may be invested in certain instruments
with longer terms to maturity. The objectives of the policy, in order of priority, are safety, liquidity, and yield. The County has
established an oversight committee, comprised of various County officials and representatives of other local governments with large
cash balances, to monitor and review the management of public funds maintained in the investment pool in accordance with Title 7,
Chapter 6, Part 2 of the Montana Code Annotated and as qualified by Attorney General Opinion Vol. 42, No. 25. The Treasurer
prepares and submits a comprehensive investment report to the members of the oversight committee and the investment pool
participants every month. The report covers the type of investments in the pool, maturity dates, par value, actual cost, and fair value.

Disaggregation of Payable Balances

Payables as of June 30, 2014, were as follows:

Salaries and Claims incurred

Vendors Benefits but not reported Total
General $ 1608394 $ 448356 $ - $ 2,056,750
Elementary building 2,076,660 4,652 - 2,081,312
Internal service funds 28,472 8,908 1,446,458 1,483,838
Nonmajor governmental funds 794,516 191,318 - 985,834

$ 4508042 § 653234 § 1,446,458 $ 6,607,734
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Capital Assets

Capital asset activity for the year ended June 30, 2014, was as follows:

Capital assets, not being depreciated:
Land
Construction in progress

Total capital assets, not being depreciated

Capital assets, being depreciated:
Buildings/improvements
Improvements other than buildings
Machinery and equipment

Total capital assets, being depreciated

Less accumulated depreciation for:
Buildings/improvements
Improvements other than buildings
Machinery and equipment

Total accumulated depreciation

Total capital assets, being depreciated, net

Total capital assets, net

Depreciation expense was charged to district activities as follows:

Balance Balance

July 1, 2013 Additions Deletions June 30, 2014

$ 4,377,961 $ 481,760 $ - $ 4,859,721

8,555,361 9,541,062 (6,283,510) 11,812,913

12,933,322 10,022,822 (6,283,510) 16,672,634

99,326,009 10,177,737 - 109,503,746

1,176,686 16,207 - 1,192,893

9,135,218 339,315 (34,100) 9,440,433

109,637,913 10,533,259 (34,100) 120,137,072

(41,053,749) (3,137,518) - (44,191,267)

(280,034) (59,505) - (339,539)

(7,933,679) (346,541) 34,100 (8,246,120)

(49,267,462) (3,543,564) 34,100 (52,776,926)

60,370,451 6,989,695 - 67,360,146

$ 73,303,773 $ 17,012,517 $ (6,283,5610) $ 84,032,780
Instruction $ 2,673,877
Support services-students 237,416
Support services-instructional staff 151,732
Support services-general administration 14,977
Support services-administration 44,261
Support services-business 22,297
Operation and maintenance 153,461
Student transportation 20,438
Food services 98,929
Extracurricular 126,176
$ 3,543,564
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Long-Term Debt

During the year ended June 30, 2014, the following changes occurred in long-term debt:

Balance Balance Due Within
July 1, 2013 Additions Retirements June 30, 2014 One Year
Bonds payable:

General obligation bonds $ 26,144,502 $ 80,900,000 $ - $ 107,044,502 $ 1,390,000
Limited obligation bonds 421,250 - (84,250) 337,000 84,250
Premium - 8,332,379 (173,591) 8,158,788 -
Total bonds payable 26,565,752 89,232,379 (257,841) 115,540,290 1,474,250
Notes payable 39,977 - (39,977) - -
Compensated absences 11,253,395 7,782,125 (7,857,086) 11,178,434 1,117,843

Service credit and termination
pay benefits 11,229,802 3,445,493 (3,139,138) 11,536,157 -
Other post employment benefits 11,593,000 1,972,000 (914,000) 12,651,000 -
Total $ 60,681,926 $ 102,431,997 $ (12,208,042) $ 150,905,881 $ 2,592,093

A substantial portion of compensated absences and the service credit and termination pay benefits are paid from the General Fund.
The OPEB obligation is paid from the health insurance fund, an internal service fund.

General Obligation Bonds

On December 29, 2010, the district issued general obligation school building bonds in the amount of $12,000,000. General obligation
bonds are direct obligations and pledge the full faith and credit of the district. The bonds were designated as Qualified School
Construction Bonds (QSCB) and Qualified Zone Academy Bonds (QZAB). As such, the district is entitled to receive payments from the
United States Treasury Department equal to 100% of the interest payments. The proceeds from these general obligation bonds will be
used for the purpose of rehabilitating or improving various school facilities within the district. The bonds bear interest at 5.4% per
annum and will be paid back through sixteen annual sinking fund deposits. The sinking fund deposits, along with earnings on those
deposits, will be used to retire the bonds on June 15, 2027. The district will reduce the annual bond payment by the amount of interest
earnings from the sinking fund. The elementary and high school debt service funds will be servicing 100% of the general obligation
debt payments.

On July 26, 2012, the district issued general obligation school building bonds in the amount of $4,540,000. General obligation bonds
are direct obligations and pledge the full faith and credit of the district. The bonds were designated as Qualified Zone Academy Bonds
(QZAB). As such, the district is entitled to receive payments from the United States Treasury Department equal to 100% of the interest
payments. The proceeds from these general obligation bonds will be used for the purpose of rehabilitating or improving various school
facilities within the district. The bonds bear interest at 4.25% per annum and will be paid back through twenty annual sinking fund
deposits. The sinking fund deposits, along with earnings on those deposits, will be used to retire the bonds on June 15, 2032. The
district will reduce the annual bond payment by the amount of interest earnings from the sinking fund. The elementary debt service
fund will be servicing 100% of the general obligation debt payments.

On July 26, 2012, the district issued general obligation school building bonds in the amount of $1,271,000. General obligation bonds
are direct obligations and pledge the full faith and credit of the district. The bonds were designated as Qualified Zone Academy Bonds
(QZAB). As such, the owners of the tax credit bonds are allowed a credit against their federal income tax liability. The proceeds from
these general obligation bonds will be used for the purpose of rehabilitating or improving various school facilities within the district. The
applicable tax credit rate was 4.25%. The bonds will be paid back through ten annual sinking fund deposits. The sinking fund deposits,
along with earnings on those deposits, will be used to retire the bonds on June 15, 2032. The district will reduce the annual bond
payment by the amount of interest earnings from the sinking fund. The elementary debt service fund will be servicing 100% of the
general obligation debt payments.

On July 26, 2012, the district issued general obligation school building bonds in the amount of $8,333,502. General obligation bonds
are direct obligations and pledge the full faith and credit of the district. The bonds were designated as Qualified Energy Conservation
Bonds (QECB). As such, the district is entitled to receive payments from the United States Treasury Department equal to 70% of the
interest payments. The proceeds from these general obligation bonds will be used for the purpose of rehabilitating or improving various
school facilities within the district. The bonds bear interest at 4.25% per annum and will be paid back through twenty annual sinking
fund deposits. The sinking fund deposits, along with earnings on those deposits, will be used to retire the bonds on June 15, 2032.
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The district will reduce the annual bond payment by the amount of interest earnings from the sinking fund. The elementary and high
school debt service funds will be servicing 100% of the general obligation debt payments.

On January 30, 2014, the district issued general obligation school building bonds in the amount of $80,900,000. General obligation
bonds are direct obligations and pledge the full faith and credit of the district. The proceeds from these general obligation bonds will be
used for the purpose of providing funds to pay a portion of the costs of building or improving schools in accordance with the district's
facilities master plan. Interest rates range from 2.125% to 5.000% payable semiannually on December 15 and June 15. The bonds
can be redeemed at par on June 15, 2025 or any date thereafter. The bonds mature beginning June 15, 2015 through 2034. The
elementary debt service fund will be servicing 100% of the general obligation debt payments.

Limited Obligation Bonds

On December 29, 2008, the district issued limited obligation school building bonds in the amount of $773,250. The proceeds from these
limited obligation bonds was used to improve, repair, or rehabilitate existing facilities at Beartooth Elementary School, Riverside Middle
School and Ponderosa Elementary School. The bonds bear interest at 0% per annum and will be paid back through ten annual sinking
fund deposits. The sinking fund deposits, along with earnings on those deposits, will be used to retire the bonds on June 15, 2018.
The district will reduce the annual bond payment by the amount of interest earnings from the sinking fund. The elementary general
fund services 100% of the limited obligation debt payments.

Annual debt service requirements to maturity for the bonds payable are as follows:

Year ending General Obligation Bonds Limited Obligation Bonds

June 30, Principal Interest Principal Interest
2015 $ 1,390,000 $ 5,972,937 $ 84,250 -
2016 2,785,000 4,575,574 84,250 -
2017 2,870,000 4,492,024 84,250 -
2018 2,955,000 4,405,924 84,250 -
2019 3,075,000 4,287,724 - -
2020-2024 17,665,000 19,139,820 - -
2025-2029 34,135,000 13,379,020 - -
2030-2034 42,169,502 4,831,922 - -

$ 107,044,502 $ 61,084,945 $ 337,000 $ -
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Fund Balances

As of June 30, 2014, fund balances are comprised of the following:

Elementary Total Total
General Building Nonmajor Governmental
Fund Fund Funds Funds
Restricted:
Instruction $ - 8 - $ 5767876 $ 5,767,876
Support services:
Students - - 3,141 3,141
School administration - - 304,217 304,217
Operation and maintenance - - 487,081 487,081
Student transportation - - 880,803 880,803
Food services - - 205,030 205,030
Capital projects - 83,866,243 107,944 83,974,187
Debt service - - 4,515,678 4,515,678
Committed: -
Instruction - - 1,290,503 1,290,503
Support services:
Students - - 1,874,277 1,874,277
Operation and maintenance - - 201 201
Commumity services - - 44,194 44,194
Assigned:
Instruction 172,669 - 2,063,550 2,236,219
Support services:
Students 565 - 839,327 839,892
Instructional staff - 2,165 896,663 898,828
General administration - - 294,123 294,123
School administration 651,623 - 143,106 794,729
Business services - 4,494 297,899 302,393
Operation and maintenance 110,771 2,864,455 753,397 3,728,623
Capital projects 325,804 - - 325,804
Unassigned 6,848,264 - - 6,848,264

$ 8,109,696 $ 86,737,357 $ 20,769,010 $ 115,616,063

NOTE 4. OTHER INFORMATION

Risk Management

The district is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; professional liability (i.e.,
errors and omissions); workers compensation (i.e., employee injuries); medical insurance costs; and environmental damages. A variety
of methods is used to provide insurance for these risks. Commercial policies, transferring all risks of loss, except for relatively small
deductible amounts, are purchased for theft, damage or destruction of assets, professional liabilities and employee medical costs. The
district participates in the Montana Schools Group's Workers' Compensation Risk Retention Program, a state-wide public risk pool
currently operating as a common risk management and insurance program for the member school districts. The district pays quarterly
premiums for its employee injury insurance coverage. The agreement for formation of the pool provides that it will be self-sustaining
through member premiums. There are no deductibles or maximum coverage limits in the plan. Given lack of coverage available, the
district has no coverage for potential losses from environmental damages. Coverage limits and the deductibles on the commercial
policies have remained relatively constant for the last several years. Settled claims resulting from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.

Self-Insurance

During the year ended June 30, 2014, employees of the district were covered by a medical self-insurance plan (the "plan”). The district
contributed approximately $670 per month per employee to the plan and employees, at their option, authorized payroll withholdings to
pay contributions for dependents. In spring of 2013 the district opened two in house clinics to manage health care cost. Claims were
paid by a third party administrator acting on behalf of the district.
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The administrative contract between the district and the third party administrator is renewable annually and administrative fees and
stop-loss premiums are included in the contractual provisions. The district was protected against unanticipated catastrophic individual
and aggregate loss by stop-loss coverage through Union Labor Life. Stop-loss coverage was in effect for individual claims exceeding
$160,000.

The costs associated with the medical self-insurance plan are reported as interfund transactions. Accordingly, they are treated as
operating revenues in the internal service fund and as operating expenditures in the governmental funds. The liability as of June 30,
2014, is based on the requirements of GASB Statement 10, which requires that a liability for claims be reported if information prior to
the issuance of the financial statements indicates that it is probable that a liability has been incurred at the date of the financial
statements and the amount of the loss can be reasonably estimated. The liability includes an amount for claims that have been
incurred but not reported. Because actual claims liabilities depend on such complex factors as inflation, changes in legal doctrines and
damage awards, the process used in computing claims liability does not result in an exact amount.

Changes in the claims liability amount during fiscal year 2014 and 2013 were:

Curent Year

Claims and
Liability Changes in Claims Liability
July 1, Estimates Payments June 30,
2012-13 $ 1,134,000 $ 14,370,231 $ (14,057,773) $ 1,446,458
2013-14 1,446,458 14,839,037 (14,839,037) 1,446,458

Subsequent Events

The district has evaluated subsequent events through December 8, 2014 the date which the financial statements were available to be
issued. On November 5, 2013 the voters in the elementary district approved a $122.3 million general obligation bond to fund projects
identified in the facilities master plan completed by the district. The first issue of these bonds in the amount of $80.9 million was sold in
January 2014. The second issue of $41.4 million is anticipated to be sold in FY16.

Commitments and Contingencies

At year-end, the district had commitments outstanding, in the form of purchase orders, of approximately $470,172, primarily for
construction projects, equipment and supplies. The following schedule displays general fund encumbrances and nonmajor funds in the
aggregate.

Nonmajor Total
General Governmental Governmental
Fund Funds Funds
Restricted:
Instruction $ - $ 2398 $ 2,398
Support services:
Operation and maintenance - 6,020 6,020
Capital outlay - 14,200 14,200
Assigned:
Instruction 10,414 - 10,414
Support services:
Students 565 - 565
Operation and maintenance 110,771 . 110,771
Capital outlay 325,804 - 325,804

$ 447,554 $ 22,618 § 470,172

Amounts received or receivable from grant agencies are subject to audit and adjustment by grantor agencies, principally the federal
government. Any disallowed claims, including amounts already collected, may constitute a liability of the applicable funds. The
amount, if any, of expenditures that may be disallowed by the grantor cannot be determined at this time, although the district expects
such amounts, if any, to be immaterial.
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Presently there are no significant outstanding lawsuits. In the opinion of the district's counsel the resolution of these matters will not
have a material adverse effect on the financial condition of the district.

Retirement Plans

Teachers’ Retirement System and Public Employee Retirement System Plans

The district participates in two statewide mandatory cost-sharing multiple employer defined benefit retirement plans which cover all
employees, except certain substitute teachers and part-time, non-teaching employees. The Teachers' Retirement System (TRS)
covers teaching employees, including principals and superintendents. The Public Employees Retirement System (PERS-DBRP)
covers non-teaching employees. The plans are established under State law and are administered by the State of Montana. The plans
provide retirement, disability, and death benefits to plan members and beneficiaries.

The plans issue a publicly available financial report that includes financial statements and required supplementary information. The
reports may be obtained from the Public Employees’ Retirement Board, 100 North Park, P.O. Box 200131, Helena, Montana 59620-
0131, (406) 444-3154.

Contribution rates for the plans are required and determined by State law. The contribution rates, expressed as a percentage of
covered payroll, were as follows:

Employer Employee Total
TRS:
Tier 1 member 8.470% 8.150% 16.620%
Tier 2 member 8.470% 8.150% 16.620%
PERS 7.800% 7.900% 15.700%

TRS:

A “tier 1 member” is a person who became a member before July 1, 2013 and who has not withdrawn his/her account balance. A “tier 2
member” is a person who became a member on or after July 1, 2013 or who, after withdrawing his/her account balance, became a
member again on or after July 1, 2013. Effective July 1, 2013, the Tier 1 member supplemental contribution may be decreased, and a
Tier 2 member may be required to contribute a supplemental contribution, under circumstances described in Section 19-20-608, MCA.
Also, the employer supplemental contribution may be decreased under circumstances described in Section 19-20-609, MCA.

PERS:

On January 1 following an actuarial valuation, the employee contribution rate will be reduced to 6.9%, and the additional contributions
by the employer (1%) and the State of Montana will terminate, if the actuarial valuation determines that these reductions and
terminations would not cause the amortization period to exceed 25 years. Effective July 1, 2013, retired members who return to active
service are subject to the above employee, employer, and state contributions. For retired members who return to work in a covered
position, but who have not become active members, the employer and state shall contribute the amounts specified in Sections 19-3-316
and 319. (MCA 19-3-1113)

The State of Montana contributes 0.37% and 2.49% per year to the PERS and TRS plans, respectively, on behalf of the employer.
Contributions made by the State of Montana were $47,038 to PERS and $1,850,680 to TRS. These amounts have been recorded in
the financial statements.

The amounts contributed to the plans during the years ended June 30, 2014, 2013 and 2012, were equal to the required contributions
for each year. The amounts contributed by both the district and its employees (including additional voluntary contributions by
employees as permitted by State law) were as follows:

2014 2013 2012
TRS-regular $ 12,583,002 $ 10942218 $ 10,932,215
TRS-termination 3,593,382 3,219,235 3,553,042
Total TRS $ 16,176,384 $ 14,161,453 $§ 14,485,257
PERS $ 2,018,005 $ 1,754,760  $ 1,765,454
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Service Credit and Termination Pay Benefit Plan

The Billings Public Schools Service Credit and Termination Pay Benefit Plan (the “Plan”) is a single-employer, defined-benefit plan
covering employees that belong to the following unions or groups; Billings Education Association (BEA), Billings Classified Employees
Association (BCEA), Montana Public Employees Association (MPEA), Administrators and Administrative Support. The Plan was
established by the Board of Trustees through union agreements and agreements with other employee groups. The Plan does not
issue a separate report. Billings Public Schools does not prefund the Plan but finances it on a pay-as—you-go basis.

Following is a summary of Plan benefit provisions:

Service Credit

Eligibility 10 years of service with Billings Public Schools

Benefit A single amount is payable upon termination or retirement. The amount is
dependent on the employee group; the number of years of service credit and the
rate of pay.

BEA and Administrators; $100 per year of service prior to June 30, 1986 plus 2 1/2
days of pay for each full year of service after July 1, 1986. No service credit is paid
to any teacher or administrator with more than 35 years of service.

BCEA, MPEA and Administrative Support: 2 1/2 days of pay for each full year of

service.

Rate of Pay BEA and Administrators: Highest daily rate. BCEA, MPEA and Administrative
Support: Most recent daily rate.

Form of Benefit Lump sum upon termination

Death Benefit Full value of the service credit benefit as if the date of death had been the

employee's date of termination.

TRS Option 1 Benefit

Eligibility Employees who are eligible for retirement with TRS at 25 years of service or age 60
and 5 years of service for Normal Retirement, or age 50 and 5 years of service for
Early Retirement.

Benefit TRS Employees may increase their monthly retirement benefit by including their
Termination Pay (service credit, sick leave, and vacation leave) in the calculation of
their Average Final Compensation. This option is also available to beneficiaries of
eligible TRS employees who had not yet retired.

As of October 1, 2011, administrators' vacation pay was frozen for the purpose of
payment within the district's severance package. As of July 1, 2011, no newly
employed administrator is entitled to include vacation pay in the severance

payment.
Employee Cost Termination Pay x Employee Rate x Total years of Creditable Service
Employer Cost Termination Pay x Employer Rate x Total years of Creditable Service
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Billings Public School’s annual pension cost and net pension obligation to the Plan for the current year were as follows:

Annual required contribution $ 3,314,479
Interest on net pension obligation 505,341
Adjustment to annual required contribution (374,327)
Annual pension cost 3,445,493
Contributions made (3,139,138)
Change in net pension obligation 306,355
Net pension obligation-beginning of year 11,229,802
Net pension obligation-end of year $ 11,536,157

The annual required contribution (ARC) for the current year was determined as part of the June 30, 2013 actuarial valuation using the
entry age actuarial cost method. This report was updated for 2014 with new population information; however, a full report will
be generated again in 2015. Under this method, the actuarial present value of the projected benefits of each individual included in
the valuation is allocated as a level percentage of the individual's projected compensation between entry age and assumed exit. The
actuarial computations assumed a 3.5% inflation factor in computing future salaries and a discount rate of 4.5% in determining present
value of projected benefits. The portion of this actuarial present value allocated to a valuation year is called the normal cost. The
normal cost was first calculated for each individual employee. The normal cost rate is defined to equal the total of the individual normal
costs, divided by the total pay rate.

The portion of this actuarial present value not provided for at a valuation date by the Actuarial Present Value of future Normal Costs is
called the Actuarial Accrued Liability (AAL). The excess of the AAL over the actuarial value of the assets, if any, is called the Unfunded
Actuarial Accrued Liability (UAAL). The UAAL is amortized as a level percentage of the projected salaries of present and future
employees covered by the Plan. The amortization of the UAAL assumes that contributions are made as a level percentage of pay for a
period of years. In accordance with GASB Statement 27 guidelines, the maximum amortization period for the UAAL is 40 years for the
first ten years following the effective date of the Statement, June 15, 1997. For the Billings Public Schools the ten year period ended
June 30, 2006. Effective fiscal year 2007, the maximum amortization period for GASB Statement 27 purposes is 30 years on an open
basis. The benefits from both the service credit benefit plan and the TRS Option 1 benefit plan are computed separately, but reported
as one cost rate for purposes of determining the ARC.

The actuarial assumptions included a 4.5% annual rate increase in general wage levels, an annual discount rate of 4.5% per year and
that 90% of TRS employees will elect TRS Option 1.

Three year trend information is as follows:

Annual Contribution as Net Pension
Year Ending  Pension Cost  a Percentage of Obligation
June 30, (APC) APC (NPO)

2012 $ 3,436,339 70% $ 11,042,001
2013 3,428,060 95% 11,229,802
2014 3,445,493 91% 11,536,157

Following is the Schedule of Funding Progress:
Actuarial valuation date June 30, 2014

Actuarial value of assets -
Actuarial value of liabilities 36,238,928
Unfunded actuarial accrued liabilities (UAAL) $ 36,238,928

©“ N

Funded ratio 0%
Covered payroll $ 82,059,626
UAAL as a percentage of covered payroll 44%

Funded Status and Funding Progress. As of June 30, 2014, the Plan was 0% funded. The actuarial accrued liability for benefits was
$36,238,928, and the actuarial value of assets is $0 resulting in an unfunded actuarial accrued liability (UAAL) of $36,238,928.
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Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future. Examples include assumptions about future employment, mortality, and other trends. Amounts
determined regarding the funded status of the plan and the annual required contributions of the employer are subject to continual
revision as actual results are compared with past expectations and new estimates are made about the future. The schedule of funding
progress, presented as required supplementary information following the notes to the financial statements, presents multiyear trend
information about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued
liabilities for benefits.

Postemployment Benefits Other Than Pensions

Plan Descriptions. The Billings Public Schools postemployment benefit plan is a single employer defined benefit plan that is self-funded
for pre Medicare medical / prescription drug benefits and insures for Medicare supplement benefits and retiree life insurance.

Funding Policy. The required contribution is based on pay-as-you-go financing requirements.

Annual OPEB Cost and Net OPEB Obligation. The Billings Public Schools’ annual other postemployment benefit (OPEB) cost
(expense) is calculated based on the annual required contribution of the employer (ARC), an amount actuarially determined in
accordance with the parameters of GASB Statement 45. The ARC represents a level of funding that, if paid on an ongoing basis, is
projected to cover the normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over a period not to
exceed 30 years. The following table shows the components of the Billings Public Schools’ annual OPEB cost for the year, the amount
actually contributed to the plan, and the changes on the Billings Public Schools’ net OPEB obligation to the postemployment benefit
plan:

Annual required contribution $ 1,893,000
Interest on net OPEB obligation 522,000
Adjustment to annual required contribution (443,000)
Annual OPEB cost (expense) 1,972,000
Contributions made (914,000)
Increase in net OPEB obligation 1,058,000
Net OPEB obligation - beginning of year 11,593,000
Net OPEB obligation - end of year $ 12,651,000

The Billings Public Schools’ annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB
obligation for fiscal year 2014 and the two preceding years are as follows:

Annual Percentage of Net OPEB
Year Ending OPEB Cost Annual AOC Obligation
June 30, (AOC) Contributed (NOO)
2012 $ 2,265,000 45% $ 10,522,000
2013 2,378,000 55% 11,593,000
2014 1,972,000 46% 12,651,000

Funded Status and Funding Progress. As of June 30, 2014, the Plan was 0% funded. The actuarial accrued liability for benefits was
$23,555,000, and the actuarial value of assets is $0 resulting in an unfunded actuarial accrued liability (UAAL) of $23,555,000. The
covered payroll (annual payroll of active employees covered by the plan) was $77,606,000 and the ratio of the UAAL to the covered
payroll was 30.4%.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future. Examples include assumptions about future employment, mortality, and the healthcare cost
trend. Amounts determined regarding the funded status of the plan and the annual required contributions of the employer are subject to
continual revision as actual results are compared with past expectations and new estimates are made about the future. The schedule of
funding progress, presented as required supplementary information following the notes to the financial statements, presents multiyear
trend information about whether the actuarial value of plan assets is increasing or decreasing over time relative to the actuarial accrued
liabilities for benefits.
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Actuarial Methods and Assumptions. Projections of benefits for financial reporting purposes are based on the substantive plan (the plan
as understood by the employer and the plan members) and included the types of benefits provided at the time of each valuation and the
historical pattern of sharing of benefit costs between the employer and plan members to that point.

In the July 1, 2014 actuarial valuation (the most recent valuation), the projected unit credit method was used. The actuarial assumptions
included a 4.5% investment rate of return which is based on the expected long term investment return of the employer's own
investments used to pay plan benefits and an annual healthcare cost trend rate of 9% reduced by decrements of .5% to an ultimate rate
of 5%. The UAAL is being amortized as a level percentage of projected payroll on an open basis. The amortization of UAAL is done
over a period of 30 years. The plan does not issue a separate report.
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BILLINGS PUBLIC SCHOOLS

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES-BUDGET AND ACTUAL

GENERAL FUND

For the Year Ended June 30, 2014

REVENUES
Property taxes
Intergovernmental:

State aid

State other
Tuition
Interest

Total revenues

EXPENDITURES
Current:
Instructional
Support services:
Students
Instructional staff
General administration
Administration
Business
Operation and maintenance
Student transportation
Community services
Extracurricular
Debt Service:
Principal
Interest and other charges
Capital Outlay

Total expenditures

Excess (deficiency) of revenues over

expenditures
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