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LETTER OF TRANSMITTAL

March 9, 2012

To:  Board of County Commissioners of Cassia County, Idaho
Citizens of Cassia County, Idaho:

Idaho statute requires that all general-purpose local governments with an annual budget that
exceeds two hundred fifty thousand dollars annually submit a complete set of financial statements to the
legislative council. The financial statements presented must conform with Generally Accepted
Accounting Principles (GAAP) and audited in accordance with generally accepted auditing standards by
a firm of licensed certified public accountants. Pursuant to that requirement, we hereby issue the
attached Basic Financial Statements with Management’s Discussion and Analysis of Cassia County,
Idaho, for the fiscal year ended September 30, 2011. Management assumes full responsibility for the
completeness and reliability of the information contained in this report, based upon a comprehensive
framework of internal control that it has established for this purpose. Because the cost of internal
control should not exceed anticipated benefits, the objective is to provide reasonable, rather than
absolute, assurance that the financial statements are free of any material misstatements.

Evans and Poulsen, a firm of licensed certified public accountants, has audited the County's
financial statements. The goal of the independent audit was to provide reasonable assurance that the
financial statements of the County for the fiscal year ended September 30, 2011, are free of material
misstatement. The independent auditor concluded, based upon the audit, that there was a reasonable
basis for rendering an unqualified opinion that the County's financial statements for the fiscal year ended
September 30, 2010, are fairly presented in conformity with GAAP. The independent auditor's report is
presented as the first component of the financial section of this report.

GAAP requires that management provide a narrative introduction, overview, and analysis to
accompany the basic financial statements in the form of Management’s Discussion and Analysis
(MD&A). The MD&A is designed to complement the letter of transmittal and should be read in
conjunction with it. The County’s MD&A can be found immediately following the report of the
independent auditors.

Cassia County Government Profile

Cassia County is located, geographically, in the south central plain of the Snake River, bordered
to the south by the State of Utah and surrounded by Oneida, Power, Blaine, Minidoka, Jerome, and Twin
Falls Counties. It is comprised of 2,565.08 square miles of land. The population base increased 7.2% in
Cassia County from 21,416 in 2000 to 22,952 in 2010. 78.8% of the population of the County were high
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school graduates between 2006 and 2010, nearly 10% higher than that of the entire State of Idaho during
the same time period. There were 1,444 veterans residing in the County during the same time period.
The median household income for that period was $39,866, nearly $7,000 below the average of the State
of Idaho. The largest concentration of the County’s population resides in the county seat of Burley.

A three member elected County Commission with overlapping terms governs the County.
Responsibilities of the County Commissioners include passing ordinances and resolutions, adopting the
budget, and appointing the heads of various departments. Other elected officials within the County are
Clerk/Auditor/Recorder, Assessor, Coroner, Prosecutor, Sheriff, and Treasurer.

The County provides a full range of services under its general governmental functions. These
services include public safety and protection, sanitation services, health and social services, culture and
recreation, road and bridge construction and maintenance, planning and zoning, and general
administrative services. Also included are services related to property assessment, budget development
and administration, financial management, tax collection and investment of County assets, judicial
administration, public records management, elections administration, and jury management. In addition,
sanitation and emergency communications services are provided under an enterprise fund concept, with
user charges providing revenue to pay operating expenses.

The County Commission is required to annually adopt a final budget by no later than the second
Monday in September. This annual budget serves as the foundation for Cassia County’s financial
planning and control. The budget is prepared by fund, department, activity, and object. Each elected
official and department manager submits, for approval, a budget request of operating and capital
expenditure appropriations to the Cassia County Clerk. The Clerk submits to the Board of County
Commissioners such department requests including alternative recommendation as deemed appropriate
to fall within the limits of funding sources. The Board then considers and contrasts or modifies such
budget considerations for public hearing before approval. In addition, the County maintains ongoing
budgetary controls throughout the fiscal year. The objective of these budgetary controls is to ensure
compliance with legal provisions embodied in the annual adopted budget process, Idaho Budget
Statutes, and Federal Regulation. The adopted budget is then integrated with the County’s accounting
system to ensure reasonable and timely management control over spending throughout the year. Final
budget amounts are as originally adopted or as amended either by judicial order or through scheduled
budget hearing procedures for receipt of unanticipated revenues and unexpected expenses as allowed by
Idaho Statute.

During the fiscal year, the Board of County Commissioners may amend the annual appropriated
budget by unanimous resolution in case of an emergency, through the courts, or by the budget hearing
process. The appropriated budget can only be increased by an amount equal to unanticipated revenues.
In no event can property taxes be increased. Management at the departmental level does not have
authority to amend the budget.

Local Economy

Cassia County is an agriculture based economy with dairy and dry farm operations as well as
waterway and deep well irrigation crop farms. Production crops include potatoes, sugar beets, beans,
alfalfa, wheat, and barley. Some industrial development has occurred with many having a direct
relationship to agricultural production. Ethanol production and wind power generation are part of the
local economy as well. Though construction has decreased with local and national economic
suppression, the prospects are good for increases in domestic and business propositions as the economy
improves. Recreational draws include the activities associated with the Snake River, a ski resort,
mountain streams and lakes, the City of Rocks National Reserve, camping, hiking and hunting.
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Cassia County
Management’s Discussion and Analysis
Fiscal Year Ended September 30, 2012

The management of Cassia County offers this narrative overview, analysis, and
accompanying financial statements for the fiscal year ended September 30, 2012. Included are
financial performance and activities of the governmental services of Cassia County from October
1, 2011, through September 30, 2012. The County implemented the reporting model as adopted
by the Governmental Accounting Standards Board (GASB) in their statement. Please read this
statement in conjunction with the County’s financial statement which immediately follows this
section.

Elected Officials

A political subdivision of the State of Idaho, Cassia County consisted of the following
elected Officials at fiscal year ended September 30, 2012:

Board of County Commissioners: Dennis Crane (Chairman), Paul Christensen, and Bob
Kunau.

The Board of County Commissioners is the chief executive officers and the governing
body of the County. As such, they carry out county legislative duties, set general county policy,
and establish terms and conditions of county employment and administrative responsibilities.

Clerk of the District Court. Joseph W. Larsen

The Clerk of the District Court serves also as ex-officio Auditor, ex-officio Recorder,
Chief Elections Officer, and Clerk of the Board of County Commissioners.

Assessor: Dwight Davis

The Assessor determines property valuations, administers the property taxation system,
and provides vehicle registration.

Treasurer: Patty Justesen

The Treasurer is the County Tax Collector and ex-officio public administrator.

Prosecuting Attorney: Alfred E. Barrus

The Prosecuting Attorney prosecutes crimes and is counsel to the county government.

Sheriff: Randy Kidd

The Sheriff is the Chief law enforcement officer of the county

Coroner: Craig Rinehart

The Coroner determines and certifies the manner and cause of death

Goals

It is the goal of each elected official, each department head, and every employee of
Cassia County to provide the best possible service to every member of the public, in a courteous,
equitable, efficient, effective way. Further, it is the goal of the County to utilize the revenues of
the County in the most efficient way to allow each elected official to fulfill their respective duties
as prescribed in the Idaho Code. Further, it is the objective of every elected official to collect
revenues as allowed by law, including taxes, fees, and fines. They are to be used in the most
effective way to help pay for the cost of all services rendered to the public. The County is
accountable to the taxpayers and citizens of Cassia County and all members of the public.
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The goal of our county to provide the best possible service with the revenues available continues
to be a challenge. There remains substantial fiscal issues in the global, the Federal, the State, and
with municipalities. The trickle-down effect is present with continuing low interest rates on
savings, consistently high unemployment, legislative exemptions, declining federally funded
local programs, diminished financial support to state, skyrocketing healthcare costs, increased
property insurance rates, increased indigent medical costs, and unfunded State and Federal
mandates.

In particular, with the looming implementation of the Affordable Care Act, commonly
called Obamacare, as a Federal requirement for all employers for their employees, financial
ramifications will need to be factored into county budgeting. Successful implementation and
integration with Cassia County’s current hybrid self-insurance plan will require careful
consideration and prudent comparative.

The funding and construction of the new Cassia County Judicial Center has been critical
for the required security of administering justice on behalf of court personnel, the legal
community, and the citizens and the community at large. Prudence and sensitivity towards the
taxpayer with the funding of this venture and a goal for the least amount of financial impact to
other ongoing functions of the County is paramount.

Cassia County Judicial Center

Elimination of expenditures for the housing of County services currently operating
outside the present courthouse remains an important goal by moving those services to the
courthouse. Said services include the office of the Prosecuting Attorney, Public Defender, and
the University of Idaho Extension Office.

Economic Conditions and Outlook

Located in South Central Idaho on the Snake River Plain, Cassia County is primarily an
agricultural, livestock, and residential area. Retail and service industries are important secondary
sources of employment and tax revenue. Urban development and construction has only improved
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slightly in recent years despite recruiting efforts of local municipalities for economic expansion.
Additionally, there have been renewed and concerted efforts of commerce and industry
advocates to reduce substantially or even eliminate personal property taxation in the State of
Idaho to theoretically entice the conducting of business within the State. The impact of that
consideration could result in a significant tax shift to small business owners and homeowners.

Considering the aforementioned factors, the prospects of improvement in the future is
uncertain at best and will likely have adverse effects and impact funding to counties with
existing levying limitations, decreased tax revenues, reduction in Federal payments in lieu of
taxes (PILT) for BLM and U.S. Forest Service lands, increased statutory requirements for
services to citizens, and the continual increase in costs for administering justice.

Government-wide Financial Statements
The government-wide financial statements are designed to provide readers with a broad
overview of the County’s finances, in a manner similar to a private-sector business.

Taxation and Finance: Counties, as political subdivisions of the State of Idaho, but with closer
relationships with the people, have a right and a responsibility to raise the necessary revenues in
order to finance critical, basic public services of a wide variety, many of which are federally or
state mandated.

Property Taxes raise a substantial amount of money and are in fact, the largest single source of
county tax revenue. The assessment of property is completed on a timely basis utilizing the most
accurate procedures and in accordance with the standards of the International Association of
Assessing Officers. Property tax revenues continue to be insufficient to support all the functions
of local government and the supplementary payments from the Federal government in lieu of
taxes will experience reductions.

The collection of property taxes is administered and completed by the County Treasurer.

Fund Financial Statements

Fund financial statements are accounting devices that the County uses to track sources of
funding and spending for specific programs and to demonstrate compliance with various
regulatory requirements. Fund financial statements generally report operation in more detail
than the government-wide statements. This statement focuses on its most significant or “major”
funds and not on the County as a whole.

County Funds

The taxing funds listed below have their own levy limits which are set by the Idaho State
Legislature and cannot be intermingled. Those levy funds are derived from property tax
revenues. The Major Funds listed reflect the 2012 County Tax Levy for each dollar of Assessed
Market Value for FY2012.
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2012 CASSIA COUNTY
FUND PROPORTION OF OVERALL LEVY

_— Indigent

) | \ 2%
Community - Hlstor|ca| / v v Bl District Court

College 0% 0% \ 0%
3% Weed & Pest

Fair 4%
3%

2012 County Levy Rate:

003622930

Cassia County Revenue Funds or Fee Collection Funds

Solid Waste Collection Sheriff Drug Enforcement 911 Emergency Services
Snowmobile Waterways Industrial Property Litigation
Domestic Abuse EMS Noxious Weed Support
Cigarette Tax Grants Disaster Services Support
Forest Service Interlock Fund Court Facilities

Juvenile Justice Lottery Tax

Revenues for Major Funds are:
Cash Forward (referred to as Fund Balance)
Revenue other:

State Sales Tax
State Liquor Allocation
State Sales Tax

Misdemeanor Probation Fund
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Federal Payment in Lieu of Taxes

State Licenses & Fees

County Licenses & Fees

Interest on Investments

Gross Elected Tax

Federal Reimbursements
Receipts
Agricultural Equipment Property Tax Replacement
Property Tax Levy

Financial Information

Accounting System and Budgetary Control: In developing and evaluating the County’s
accounting system, consideration is given to the adequacy of internal accounting controls.
Internal control is a process affected by the County’s governing board, elected officials,
administration, department heads, and staff. It is designed to provide reasonable, but not
absolute, assurance regarding the achievements of objectives in the following categories:

1) the effectiveness and efficiency of operations

2) reliability of financial reporting

3) compliance with applicable laws and regulations.

The concept of reasonable assurance recognizes that the cost of control should not exceed
the benefit likely to be derived and that the evaluation of costs and benefits require estimates and
judgments by management.

Budgetary control is maintained by the issuance of monthly financial statements which
reflect current and year to date expenditures and encumbrances, in comparison to budgeted
amounts. The portion of the year gone is compared to the portion of the budget amount expended
when presented to the Board for authorization of payment. Anticipated expenditures are
reviewed to determine that sufficient funds will be available prior to issuance of purchase
approval or other commitments.

The financial statements meet requirements as set forth by the Governmental Accounting
Standards Board (GASB) and with Generally Accepted Accounting Principles (GAAP) as
applied to government units.

COUNTY FUNDS FINANCIAL ANALYSIS

Major Funds — The major funds are the maintenance and operation funds for the County.
The two largest funds that contain the main operations of the major departments of the county,
including employees, salaries, benefits and operations are Current Expense (General) Fund and
Justice Fund.

Here are some comparisons that give a picture of the County’s financial status.

Remaining Cash Balance:

FY Ending 9-30-11 FY Ending 9-30-12 $ Change % Change
Current Expense: $1,032,044.21 $1,084,125.10 $52,080.89 +5.05%
Justice: $1,161,569.21 $562,470.72 ($562,465.67) -51.58%
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This gives an indication that the measures imposed by management in Fiscal Year 2012
had a positive impact with carryover balances in the Current Expense Fund. However, it should
be noted that the actual dollar amount increase in the Current Expense Fund also reflects proper
management of department budgets even in light of the receipt of unanticipated revenues and
unspent budgeted amounts.

Over the years, the Justice Fund remaining balances have steadily decreased, largely due
to increased court-related costs, an increase in crime-related court cases, escalating law
enforcement activity and incarceration costs. It is important to note that the Jail Bond payments
were completed in 2006, but elevated costs for security, maintenance, and personnel at the
Criminal Justice Center, along with law enforcement and court costs, continue to press funding
closer and closer to levy limits with the Justice Fund. It should also be noted that $98,773.45 in
Justice Funds for Fiscal Year 2012 were actually receipted following the end of the 2012 Fiscal
Year. Also, budgeted revenue for Fiscal Year 2012 for receipt of taxes, lottery proceeds, sales
tax, grants, and the County’s law enforcement agreement with the City of Burley netted
$340,572.04 less than in Fiscal Year 2011. The critical issues remain that the levy limit for
Justice Fund is looming closer each year and costs to administer Justice are escalating upward.
Measures will need to be taken by management to adjust spending in the Justice Fund to reflect
those facts.

The contract negotiated each year by the City of Burley with Cassia County for providing
law enforcement services has undeniably provided financial advantages to both entities. Mutual
benefits come by the minimizing of duplicated service, through reduction in costs of operating
expenditures, and from the benefits derived from overall economy of scales. However, each of
the past two years the difference between identifiable costs related to providing increased needs
for contracted services by the County to the City of Burley and the disproportionate contractual
revenues derived from that agreement have likely increased the burden on County taxpayers
outside of the City of Burley. FY2013 is the final year of a Cops Grant in the amount of $30,000
received by the County to fund an officer that has been used as a benefit to the City of Burley to
decrease their contractually agreed to amount to the County. The costs related to funding that
officer will be an additional burden not offset in the future by the culmination of that grant. With
safety a fundamental priority to all of Cassia County’s citizens, the costs of affording that
protection continues to escalate as the volume and seriousness of criminal activity intensifies.
That in turn presents additional financial demands from the criminal justice system with
incarcerations as well as escalating costs for administrating juvenile, magistrate, district and
problem-solving courts. Critical is the inching closer to the levy limits to fund these mandated
expenditures.

The overall analysis is that the expenditures in the Current Expense Fund and the Justice
Fund have increased dramatically. This is reflective on the increase in costs to provide all
normal, basic services to the citizens of Cassia County. With Cassia County currently
undertaking the construction of the new Judicial Center to accomplish security concerns and with
the decrease in available funding, it is increasingly important that auditing scrutiny and more
thorough review of expenditure authorizations from department heads and the Board of County
Commissioners continue going forward.
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It is the feeling of the budget officer that current economic and financial situations not
only warrant but may require reductions in expenditures in all feasible areas of non-required or
mandated services and personnel. The fund balances for the Current Expense Fund and the
Justice Fund are projected to experience even further decreases for the fiscal year ending
September 30, 2013.

The expenditures for indigent medical costs have increased due to ever escalating costs of
healthcare. There remains tremendous uncertainty as to the status of current Indigent statutes and
procedures with the passage of the Affordable Care Act that will be implemented during 2014.
The State of Idaho will decide during 2013 whether or not to adopt a State-run exchange and
Medicaid expansion. All of which could easily result in a massive statutory overhaul for how
indigency is handled by counties.

My observation is that the County Commissioners need to continue taking necessary
steps to scrutinize spending as the authorizing body. Decreased funding that is anticipated in the
future from both the Federal and State Government should require all optional services and
personnel expenses to be seriously evaluated for elimination prior to a financial dilemma rather
than as a result of one. Prudent spending is mandatory to insure deliverance of required County
services and to minimize potential necessary workforce reductions.

In the past, the receipt of fully funded PILT has been a tremendous boost to the fund
balances to allow response to emergencies that may occur during the year. However, proposed
federal funding cuts will undoubtedly cause up to a 15% decrease in PILT funds that the County
receives. Loss of funding could compromise a healthy fund balance and could potentially put the
County at risk in making budget adjustments during the year. It is more paramount than ever that
the Board of County Commissioners makes a continued concentrated effort in establishing as
well as holding to the confines of a realistic approved budget. Department heads need to monitor
spending and be frugal with purchases of items that are not operationally essential, which will
assist in bringing the County closer to a sounder fund balance.

Cassia County does not have a fixed salary scale with grades and steps although the
budget officer still would recommend such. At the request of the Board of County
Commissioners, the Auditor’s Office will continue to research and propose for consideration for
a grade and step method for employee compensation equity. During this fiscal year, employee
compensation experienced an approved relatively small increase that was based on subjective
department head evaluations. The County has a superior partially self-funded benefits package.
Increased employee participation has been necessitated by the ever-increasing costs to insure and
for astronomical healthcare costs. Additionally, the reserve fund balance to meet those County
obligations has been dangerously compromised by increased claims from health plan
participants. In light of those financial concerns, it is recommended that there be a willingness of
the Board of County Commissioners to place all options on the table with the services and
workforce of the County, as is the case with State and Federal government, to decrease costs and
for appropriate accountability to the taxpayers of Cassia County.

Idaho Law allows counties to levy for 3% over the highest of the last 3 years non-exempt
property tax budget; plus New Construction roll values times the previous year’s non-exempt tax
levy; plus value of property newly annexed in the previous year times the previous year’s non-
exempt levy; plus any recaptured foregone amount; minus agricultural equipment exemption
replacement and property tax relief monies.
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The non-property tax portion of the budget has no percentage limit; however, it is limited
to the anticipated increase of the other revenues.

The Board of County Commissioners continue with increased diligence in requiring
justification from any department requesting increases in personnel costs and operating
expenditures.

The County functioned much the same in 2012 as it did in previous years. I did observe
some appreciable increase in expenditures over revenues. Grant funding in each area had
decreased to some degree and PILT fund balances have dramatically dropped amid the prospects
of decreased federal funding which could indisputably present a huge impact on the day-to-day
functionality of Cassia County. A focus for FY2013 will be a concentration on random internal
auditing of certain functions of many departments, verification of all contracted obligations of
the county, required documentation of all expenditures relating to petty cash and credit cards,
and timely response from all department heads to accomplish this. The Auditor’s Office
procedures will be for appropriately applying relevant accounting principles and standards as
well as to refine applicable tax rule compliance.

Cassia County has purchasing procedures enumerated by the Personnel Policy Handbook
which functions very well. Inventory procedures with the Auditor’s office have improved
appreciably with more precise reporting and a more accurate record of the inventory of each
department. Each department head conducts an annual inventory of the department property and
returns the completed inventory listing, including any changes of that listing to the Auditor’s
Office. There is also an inventory update sheet which is used for additions, deletions, retired and
moved inventory items. These inventory lists and updated sheets are kept as a permanent record
of County property and that property’s attendant expenditures. This is in compliance with the
requirements of GASB-34 and procedures are, and will continue to be implemented, to make this
a better process.

The Board of County Commissioners, as it pertains to financial issues for the future, will
be looking at providing superior service to the public, providing employee retention incentives,
and continuing to evaluate and act upon courthouse security measures for both employees and
patrons. Other considerations are for appropriate further improvement of our GIS system and the
County E-911 telephone system.

The County relies considerably on the payment of property taxes and consistently
receives in excess of a 90% tax collection. This is imperative to the funding of legitimate County
expenditures and to the elected officials and employees who continue to do their best to provide
a superior service to the public. The Assessor’s Office has been required to resolve only a small
number of Protests of Valuation of Property Tax Assessments during the annual Board of
Equalization hearing period. The Board of County Commissioners hears appeals during the
Board of Equalization hearing period which has experienced minimal requirements of the Board.
Cassia County appraisers continue with the challenge with revaluation of properties to a fair
value relative to the market. The challenge continues to be that there are people who have
occupied the same property for long periods of time, possibly on fixed incomes, who continue to
have property tax increases even with the homeowner's exemptions and circuit breaker benefits.
Personal property taxation will continue to be a major item of discussion and potential legislation
during the 2013 State legislative session which has included the prospects of elimination of all or
some portions of personal property taxes.
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This financial report is designed to provide our citizens, taxpayers, customers, investors,
and creditors with a general overview of the County’s finances. Any questions or request for

additional information should be directed to the Cassia County Clerk.

Respectfully Submitted,

Joseph W. Larsen

Cassia County Clerk
ex-officio Auditor

1459 Overland Avenue
Burley, Idaho, 83318

(208) 878-5231
cassiaclerk@cassiacounty.org
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