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INDEPENDENT AUDITOR'S REPORT

Board of County Commissioners
Garfield County, Colorado

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Garfield County,
Colorado, Colorado (the “County”), as of and for the year ended December 31, 2011, which collectively
comprise the County’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the management of the County. 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 of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Garfield County, Colorado as of December 31, 201 1,
and the respective changes in financial position and cash flows, where applicable, thereof for the year
then ended in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated June 8, 2012
on our consideration of the County’s internal control over financial reporting and on our tests of its
compliance with provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be read in conjunction with this report in considering the
results of our audit.
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To the Board of County Commissioners
Garfield County, Colorado .

U.S. generally accepted accounting principles require that the Management’s Discussion and Analysis in
Section B 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 U.S. generally accepted auditing standards,
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.

The budgetary fund information in section E is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. The budgetary
fund information has been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The introductory section, combining fund financial
statements, individual non-major fund budgetary comparisons, the Local Highway Finance Report, and
the statistical section listed in the accompanying table of contents are presented for purposes of
additional analysis and are not a required part of the County's basic financial statements. The combining
and individual non-major fund financial statements and the Local Highway Finance Report are the
responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to the
auditing pracedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with U.S. generally accepted auditing standards. In our opinion, the
information is fairly stated in all material respects in relation to the financial statements as a whole.
Additionally, the Schedule of Expenditures of Federal Awards included in the Single Audit section is
presented for the purpose of additional analysis, as required by the U.S. Office of Management and
Budget Circular A-133, Audits of Stafes, Local Govemments, and Non-Profit Organizations, and is not a
required part of the County's basic financial statements. Such information been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

/Q&M aond Ffrp. o o 4 Y

McMahan and Associates, L.L.C.
June 8, 2012
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

Management’s Discussion and Analysis

Within this section of Garfield County’s (the County) annual financial report, the County’s management is pleased to provide
this narrative discussion and analysis of the financial activities of the County for the calendar year ended December 31, 2011.
The County’s financial performance is discussed and analyzed within the context of the accompanying financial statements
and disclosures following this section.

FINANCIAL HIGHLIGHTS

As of December 31, 2011, the County’s total assets ($486.0 million) exceeded its total liabilities ($78.8 million) by
$407,200,194 (total net assets) for the calendar year reported. Total net assets increased by $11,441,115 of which
Human Services Fund had a prior period adjustment of $1.1 million (as reported on page D17, Note 4G. Prior Period
Adjustments) or 2.9% over 2010.

Total net assets are comprised of the following:

(1) Capital assets including property and equipment, net of related debt and accumulated depreciation, totaled
$282,986,313.

(2) Net assets of $82,885,831 are restricted by constraints imposed from outside the County such as inventories, debt
covenants, grantors, laws, or regulations.

(3) Unrestricted net assets of $41,328,050 represent the portion available to maintain the County’s continuing
obligations to citizens and creditors.

Total governmental revenues in 2011 were $101.3 million, which compares with 2010 total revenues of $154.4 million.
This represents a 34.4% decrease in revenue. Of this decrease, $28.2 million was from grant revenues received from the
FAA in 2010.

Total governmental expenditures in 2011 were $89.2 million which compares with 2010 total expenditures of $127.0
million. This represents a 29.8% decrease in expenditures.

The County’s governmental funds reported total ending fund balance of $117.8 million this year. This compares to the
prior year ending fund balance of $104.6 million showing an increase of $13.3 million or 12.7% during 2011.

At the end of the current calendar year, fund balance for the General Fund was $36,807,359 or 78.3% of total General
Fund expenditures. This compares to the prior year ending fund balance of $28,100,133 showing an increase of
$8,707,226 or 31.0% during 2011.

Overall, the County continues to maintain a strong financial position. In 2011, revenues declined substantially compared
to 2010. For 2012 through 2016, we are projecting small gains over 2011 until the Oil and Gas Industry recovers from
the recession. Therefore, the County has established a Zero Based Approach towards hiring until the economic
downturn reverses. We are directing discretionary expenditures toward:

@ Infrastructure enhancements to address the backlog caused by the past growth and Oil and Gas activities which
primarily include roads and bridges

@ Studies to analyze the various impacts of growth and possible opportunities for economic development

@ Establishing a budget reserve for 2012 and beyond

The above financial highlights are explained in more detail in the “financial analysis” section of this document.
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

OVERVIEW OF THE FINANCIAL STATEMENTS

This Management Discussion and Analysis document introduces the County’s basic financial statements. The basic financial
statements include:

(1) Government-wide Financial Statements
(2) Fund Financial Statements
(3) Notes to the Basic Financial Statements

The County also includes in this report additional information to supplement the basic financial statements.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The County’s annual report includes two government-wide financial statements. Financial reporting at this level uses a
perspective similar to that found in the private sector with its basis in accrual accounting and elimination or reclassification of
activities between funds.

The first of these government-wide statements is the Statement of Net Assets. This is the government-wide statement of
position presenting information that includes all of the County’s assets and liabilities, with the difference reported as net
assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether the financial position of the
County as a whole is improving or deteriorating. Evaluation of the overall health of the County would extend to other
nonfinancial factors such as diversification of the taxpayer base or the condition of County infrastructure, in addition to the
financial information provided in this report.

The second government-wide statement is the Statement of Activities, which reports how the County’s net assets changed
during the current calendar year. All current year revenues and expenses are included regardless of when cash is received or
paid. An important purpose of the design of the statement of activities is to show the financial reliance of the County's
distinct activities or functions on revenues provided by the County's taxpayers.

Both government-wide financial statements distinguish governmental activities of the County that are principally supported
by property and sales taxes and from business-type activities that are intended to recover all or a significant portion of their
costs through user fees and charges. Governmental activities include general government; public safety; health and welfare;
culture and recreation; and maintenance and improvement of transportation, infrastructure, buildings, grounds, and public
works. Business-type activities include the solid waste operations (landfill) and the County’s motor pool.

The government-wide financial statements are presented on pages C1 and C2 of this report.

FUND FINANCIAL STATEMENTS

A fund is an accountability unit used to maintain control over resources segregated for specific activities or objectives. The
County uses funds to ensure and demonstrate compliance with finance-related laws and regulations. Within the basic
financial statements, fund financial statements focus on the County’s most significant funds (“major funds”) rather than the
County as a whole. Major funds are separately reported while all others are combined into a single, aggregated presentation.
Individual fund data for non-major funds is provided in the form of combining statements in a later section of this report.

The County has three kinds of funds:

Governmental funds are reported in the fund financial statements and encompass the same functions reported as
governmental activities in the government-wide financial statements. However, the focus is very different with fund
statements providing a distinctive view of the County’s governmental funds. These statements report short-term calendar
accountability focusing on the use of spendable resources and balances of spendable resources available at the end of the
year. They are useful in evaluating annual financing requirements of governmental programs and the commitment of
spendable resources for the near-term.
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

Since the government-wide focus includes the long-term view, comparisons between these two perspectives may provide
insight into the long-term impact of short-term financing decisions. Both the governmental fund balance sheet and the
governmental fund operating statement provide a reconciliation to assist in understanding the differences between these two
perspectives.

Garfield County governmental funds are comprised of the General Fund and 12 special revenue funds. The basic
governmental fund financial statements are presented on pages C3 through C6 of this report. Individual fund information for
non-major governmental funds is found in combining statements in a later section of this report.

Proprietary funds are reported in the fund financial statements and generally report services for which the County charges
customers a fee. The two County proprietary funds are the Solid Waste Fund (an enterprise fund) and the Motor Pool Fund
(an internal services fund). These funds essentially encompass the same functions reported as business-type activities in the
government-wide statements. The basic proprietary fund financial statements are presented on pages C7 through C9 of this
report.

Fiduciary funds account for funds held in a trustee or agency for another party or entity. These funds do not “belong” to the
County; therefore, only balance sheet accounts (assets and liability) accounts are used (not expenditure or revenue accounts).
The County has no trustee funds. The County agency fund information is presented on pages C10 and F15 of this report.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The accompanying notes to the financial statements provide information essential to a full understanding of the government-
wide and fund financial statements. The notes to the financial statements begin on page D1 of this report.

OTHER SUPPLEMENTARY INFORMATION

In addition to the basic financial statements and accompanying notes, this report also presents certain supplementary data
including information concerning the County's budget presentations. Budgetary comparison statements are included as
“Required Supplementary Information” for the Major Funds: General Fund, the Road and Bridge Fund, the Human Services
Fund, the Capital Expenditures Fund, and the Qil and Gas Mitigation Fund (pages E1 — E5). Budgetary comparison
schedules for all other governmental funds (Non-Major Funds) can be found in the Supplementary Information section of this
report (pages F5 through F12). The Proprietary Fund budgetary comparison schedules are on pages F13 and F14. These
statements and schedules demonstrate compliance with the County’s adopted and final revised budget. As discussed, the
County reports major funds in the basic financial statements. Combining and individual statements and schedules for non-
major funds are presented in a subsequent section of this report beginning on pages F1 through F12 of this report.
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

FINANCIAL ANALYSIS OF THE COUNTY AS A WHOLE

The County implemented the new financial reporting model used in this report beginning with the calendar year ended
December 31, 2003. Over time, as year-to-year financial information is accumulated on a consistent basis, changes in net
assets may be observed and used to discuss the changing financial position of the County as a whole.

Assets: Total Assets for the County on December 31, 2011 were $485,978,108 and Total Liabilities were $78,777,914. The
County’s Net Assets at calendar year-end are $407,200,194 with a 2.9% increase over December 31, 2010. The following
provides a summary of the County’s Net Assets (as presented on page C1):

SUMMARY OF NET ASSETS

Governmental Activities Business-type Activities TOTAL

2011 2010 2011 2010 2011 2010
Assets:
Current assets $ 180,104,797 $ 162,214,234 $ 5,130,190 $ 4,817,721 $ 185,234,987 $ 167,031,955
Restricted assets 1,715,852 1,715,949 - - 1,715,852 1,715,949
Non-current assets 480,956 543,558 - - 480,956 543,558
Capital assets 296,398,459 299,231,057 2,147,854 2,449,485 298,546,313 301,680,542
Total Assets 478,700,064 463,704,798 7,278,044 7,267,206 485,978,108 470,972,004
Liabilities:
Current liabilities 60,504,551 57,447,971 122,954 118,942 60,627,505 57,566,913
Non-current liabilities 17,452,730 16,902,394 697,679 743,618 18,150,409 17,646,012
Total Liabilities 77,957,281 74,350,365 820,633 862,560 78,777,914 75,212,925
Net Assets:
Invested in capital
assets, net of debt 280,838,459 283,156,057 2,147,854 2,449,485 282,986,313 285,605,542
Restricted 82,885,831 58,337,205 - - 82,885,831 58,337,205
Unrestricted 37,018,493 47,861,171 4,309,557 3,955,161 41,328,050 51,816,332
Total Net Assets $ 400,742,783 $ 389,354,433 $ 6,457,411 $ 6,404,646 $ 407,200,194 $ 395,759,079

The County continues to maintain a high current ratio. The current ratio compares current assets to current liabilities (for this
calculation “Due within one year” is included in non-current liabilities) and is an indication of the ability to pay current
obligations (debt over the next 12 months). The current ratio for governmental activities is 3:1 and 42:1 for business-type
activities. For the County overall, the current ratio is 3:1 (assets are three times liabilities). These ratios are very strong.

The County reported positive balances in net assets for both governmental and business-type activities. Net assets increased
$11.4 million for governmental activities and increased by $53 thousand for business-type activities. The County's overall
financial position improved during calendar year 2011 by $11.4 million.

Note that approximately 70.1% of the governmental activities’ net assets are invested in capital. Capital assets are tangible
property used in the operation of the County such as land, roads and bridges, buildings, machinery, furnishings and
equipment. The County uses these capital assets to provide services to its citizens. For business-type activities, the County
has spent approximately 33.3% of its net assets on capital. These assets generate revenues for the Solid Waste Fund.
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

Changes in Net Assets:  Governmental activities and business-type activities increased the County’s net assets by
$11,441,115 or 2.9%. This increase included two prior period adjustments: 1) Human Services Fund reclassified certain
accrued expenses and deferred revenues to assigned and restricted equity due to GASB 54. This prior period adjustment
totaled $1,119,552; and 2) Traveler’s Highland PID was determined to be a blended component unit of the county which had
a $27,535 prior period adjustment (both of these prior period adjustments are located on D17, Note 4G. Prior Period
Adjustment). The following table provides a summary of the County’s changes in net assets for governmental and business-
type activities in 2011 and 2010:

SUMMARY OF CHANGES IN NET ASSETS
Governmental Business-type
Activities Activities Total
2011 2010 2011 2010 2011 2010

Revenues:

Program:

Charges for services $ 5776902 ($ 7,122,764 |$ 1295525 |$ 1,308,440 ($ 7,072,427 | $ 8,431,204
Operating grants 24,503,184 25,110,324 30,508 7,862 24,533,692 25,118,186
Capital grants and

contributions 5,420,767 31,779,071 - - 5,420,767 31,779,071

General:

Taxes 60,278,224 81,248,448 - - 60,278,224 81,248,448
Other 840,967 805,113 - - 840,967 805,113
Total Revenues 96,820,044 146,065,720 1,326,033 1,316,302 98,146,077 147,382,022
Program Expenses:

General government 22,744,858 21,528,329 - - 22,744,858 21,528,329

Public safety 21,947,452 21,446,288 - - 21,947,452 21,446,288

Public works 18,576,728 19,661,900 - - 18,576,728 19,661,900
Health and welfare 21,315,277 20,864,969 - - 21,315,277 20,864,969
Culture and recreation 1,194,341 1,275,899 - - 1,194,341 1,275,899

Interest 757,738 764,954 - - 757,738 764,954
Solid waste - - 1,315,655 1,593,812 1,315,655 1,593,812
Total Expenses 86,536,394 85,542,339 1,315,655 1,593,812 87,852,049 87,136,151
Excess (Deficiency) 10,283,650 60,523,381 10,378 (277,510) 10,294,028 60,245,871
Transfers (42,387) (25,000) 42,387 25,000 - -
Change in Net Assets 10,241,263 60,498,381 52,765 (252,510) 10,294,028 60,245,871
Beginning Net Assets 389,354,433 328,856,052 6,404,646 6,657,156 395,759,079 335,513,208
Prior Period Adjustment 1,147,087 1,147,087
Beg. Net Assets (Restated) 390,501,520 328,856,052 6,404,646 6,657,156 396,906,166 335,513,208
Ending Net Assets $ 400,742,783 | $ 389,354,433 [ $ 6,457,411 | $ 6,404,646 | $ 407,200,194 | $ 395,759,079
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

GOVERNMENTAL REVENUES

The County is heavily reliant on intergovernmental revenue, property taxes, and sales taxes to support governmental
operations and capital. Total governmental revenue for 2011 was $101.3 million compared with $154.4 million in 2010.

Property taxes are the largest revenue source with about $47.8 million of revenues or 47.2% of total revenues. Sales Taxes
are the third largest revenue source of governmental revenues with about $7.9 million or 7.8% of total revenues. Starting in
2011, Sales Taxes are presented to include pass through revenue to other entities. Had this change been reflected in 2010
additional sales tax revenue of $4.3 million and an equivalent amount of expense would have been reflected.

Intergovernmental revenue of $28.4 million provided 28.0% of the County’s total governmental revenues. Of this revenue,
$16.3 million relates to human services programs, $3.4 million relates to Road and Bridge receiving funds from the State
Highway Users Tax Fund, $2.1 million relates to Oil and Gas severance taxes, and $2.9 million relates to a grant received
from the FAA for the runway upgrade.

Because of the County’s healthy financial position, we have been able to earn $0.8 million in interest earnings to support
governmental activities. Also, note that program revenues cover 41.3% of governmental operating expenditures. This is a
very high percentage and again relates to the social services grants and other grants mentioned above. This means that the
government’s taxpayers and the County’s other general governmental revenues fund 58.7% of the governmental activities.
As a result, the general economy and the County businesses have a major impact on the County’s revenue streams.

Revenues by Source — Governmental Activities — year ended December 31, 2011.

Taxes $58,345,702
Intergovernmental 28,387,941
Charges for Services 6,126,498
Contributions 1,632,376
Investment Income 840,965
Interfund Transfers 4,368,469
Other Revenue 1,572,647
TOTAL $101,274,598

2011 Governmental Revenues

Investment Inc Interfund Transfers
Contributions 0.8% 4.3%
1.6%

Other
1.7%

Charges for Srvcs
6.0%

Inter-governmental
28.0%

B9



MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
December 31, 2011

GOVERNMENTAL EXPENDITURES

Total Governmental Expenditures by Classification

Total governmental expenditures for 2011 were $89.2 million compared with $127.0 million in 2010. Expenditures for 2011
are broken down by classification as follows:

7
2011 Governmental Expenditures h
R&B Prop
Wages & Benefits $32,870,926 Tax Dist & Other
Professional & Tec Svcs. 10,380,870 Treas Fees, Expenses,
Capital Assets 9,032,339 2.1% 5.5% \
Supplies 4,498,027
Purchased Services 4,864,178 Grants, 3.5%
Interfund Transfers 4,410,856 Wages_ &
District Atty Fees 2,105,866 District| | s : Benefits,
Grants 3,101,471 Al S6.9%
R&B Prop Tax Dist & Treas Fees 1,808,928 ET;;
DHS Other Expenditures 11,173,702 ' _
Other Expenditures 4,904,916 v 1 Prof & Tec
TOTAL EXPENDITURES $89,152,079 Capital Assets, | Svcs., 11.6%
Interfund 10.1%
Transf,
4.9%
Purch
Services, 5.5%

Supplies, 5.0%

\.

Governmental Functional Expenses

The general government, public safety, public works, and health and welfare functions make up most of the total
governmental activities expenses (97.8%). On a percentage basis of these four functions, public safety brings in the smallest
amount of program revenues with $20.3 million paid for with taxpayer dollars.

This table presents the cost of each of the County’s programs, including the net costs (total cost of service less revenues
generated by the activities). The net costs illustrate the financial burden placed on the County’s taxpayers by each of these
functions.

Government-wide Expenses
Total Cost % of Net Cost % of
Function of Services Total of Services Total
General government $ 22,744,858 26.3% $ 16,131,361 31.7%
Public safety 21,947,452 25.4% 20,313,714 40.0%
Public works 18,576,728 21.5% 9,240,842 18.2%
Health and welfare 21,315,277 24.6% 3,866,642 7.6%
Culture and recreation 1,194,341 1.4% 525,244 1.0%
Interest 757,738 0.8% 757,738 1.5%
Total $86,536,394 $50,835,541

Total net cost of services ($50.8 million) is 58.7% of total costs of services ($86.5 million). This means 58.7% of these
services are paid for with taxpayer dollars and 41.3% are funded with charges/fees for services, grants and contributions

(program revenues).
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MANAGEMENT'S DISCUSSION AND ANALYSIS Garfield County, Colorado
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BUSINESS-TYPE ACTIVITIES
Revenues vs. Costs

The only enterprise fund is the County’s solid waste management program (landfill). Operating revenues were $1,326,032
and operating expenses were $1,315,654 resulting in a change of net assets of $10,378. Per the landfill design capacity study,
it was determined that the landfill life was changed from 2062 to 2074 due to revision of 2010 data. This change had a
positive effect on the annual landfill closure and post-closure amortization accrual costs.

Revenues were primarily from tipping fees (94.7%); the remainder (2.2%) was from recycled goods and (3.1%) for a
transfer-in. Total expenditures were categorized as follows: 55.9% for wages and benefits and the remaining 44.1% were for
operating costs. The Landfill’s Fund Balance increase is primarily due to lower personnel ($148k) and capital costs ($519K)
compared to 2010.

BRIEF ANALYSIS OF THE COUNTY’S GOVERNMENTAL FUNDS

The Governmental Funds with Garfield County are:

Major: Non-Major:
General Fund | Airport Fund Retirement Fund
Road and Bridge Fund | Conservation Trust Fund Traveler’s Highland PID Fund
Human Services Fund | Grant Fund Public Health Fund
Capital Expenditures Fund | Clerk and Recorder EFTF Fund
Oil and Gas Mitigation Fund | Traffic Study Fund

As discussed, governmental funds are reported in the fund statements with a short-term, inflow and outflow of spendable
resources focus. This information is useful in assessing resources available at the end of the year in comparison with
upcoming financing requirements. Governmental funds reported total ending net assets of $400.7 million. Of this year-end
total, $37,018,493 is unrestricted indicating availability for continuing County service requirements. Legally restricted fund
balances (i.e., the reserved fund balances) primarily includes: $3,168,434 committed to emergencies; $1,715,136 for COPS
principal and interest payments; and $78,002,261 for other purposes.

The total ending net assets of governmental funds showed an increase of $11,388,350 over 2011 or a 2.9% increase. This
increase included two prior period adjustments for $1,147,087 (discussed on page D17, Note 4G. Prior Period Adjustment).

MAJOR GOVERNMENTAL FUNDS
General Fund

The General Fund is the County’s primary operating fund and the largest source of day-to-day service delivery. In 2011, due
to GASB #54, four smaller special revenue funds without a restricted or committed revenue source were combined with the
General Fund for reporting purposes. These funds included Fair Board, Emergency Reserve, Livestock Auction, and the
Commissary Funds. The General Fund’s fund balance increased by over $8.7 million, or 31.0%. Total revenues increased by
3.3% over 2010. This increase resulted mainly from Qil and Gas 2009 revenues ad valorem property taxes being paid two
years in arrears.

Total revenues for the General Fund in 2011 were $55.7 million. Taxes generated more than half this revenue, followed by
charges and fees for services and interfund transfers. The following represents total General Fund revenues by classification:

4 N
General Fund 2011 Revenues
Taxes $44,494,527
Charges for Services 5,603,345 Investment Interfund
Earnings, 1.3% Transfers, 3.5%

Intergovernmental 1,446,963 Other Revenue,
Investment Earnings 737,277 ntergovern- —— 2.7%
Contributions 717,925 mental, 2.6%
Interfund Transfers 1,973,469
Other Revenue 753,986 Charges for
TOTAL REVENUES $55,727,492 Services, 10.1%

\. v

B1l1



MANAGEMENT'S DISCUSSION AND ANALYSIS

December 31, 2011

Garfield County, Colorado

Total expenditures for the General Fund in 2011 (including interfund transfers to other funds) were $47.0 million, a 1.2%

increase over 2010 due to increased costs of goods and services.

changed by these amounts:

General government:

Public safety:
Public works:
Health and welfare:

Culture and recreation:

$4,844,730 (29.7%) increase
$290,889 (2.3%) increase
($15,626) (8.9%) decrease
($89,997) (13.1%) decrease

($141,749) (13.2%) decrease

From 2010 to 2011, the functional costs in this fund

This fund contains a total of 18 Departments and Elected Official offices. Wages and Benefits made up 45.4% of total
expenditures while services provided for the County (professional and technical services, and purchased services) comprised
17.8% of the total. The following presents the total General Fund expenditures by classification:

[ N
General Fund 2011 Expenditures
Wages & Benefits $21,354,787
Prof & Tech Svcs. 3,586,468
Interfund Other Exp, Purchased Svcs. 4,791,681
Transfers, 23.3% Wages & Supplies 2,344,765
1.9% [ Benefits, Capital Assets 273,997
oot = 45.4% Interfund Transfers 3,732,887
Assei‘g' 0.6% ; o E— Other Expenses 10,935,681
Supplies, Sves. 7.6% TOTAL
5.0% Purchased : EXPENDITURES $47.020.266
Services,
10.2%
. y
General Fund Budgetary Highlights
The General Fund revenues were 2.5% under what was budgeted:
REVENUES
2011 Adopted | 2011 Amended
Budget Budget 2011 Actuals Over/(Under) | % Over/(Under)
Taxes 45,844,717 45,844,717 44,494 527 (1,350,190) -2.95%
Charges for Services 5,404,817 5,418,317 5,603,345 185,028 3.41%
Intergovernmental 1,103,057 1,341,560 1,446,963 105,403 7.86%
Investment Income 1,130,015 1,130,015 737,277 (392,738) -34.76%
Interfund Transfers 1,245,000 1,822,969 1,973,469 150,500 8.26%
Other Revenue 1,590,072 1,618,822 1,471,911 (146,911) -9.08%
Totals 56,317,678 57,176,400 55,727,492 (1,448,908) -2.53%
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On the expenditure side, the General Fund came in at 14.16% under the budgeted amount as shown below:

EXPENDITURES

2011 Adopted | 2011 Amended
Budget Budget 2011 Actuals Over/(Under) | % Over/(Under)

Wages & Benefits 24,467,932 24,672,874 21,354,787 (3,318,087) -13.45%
Professional & Technical Services 5,137,816 4,546,732 3,586,468 (960,264) -21.12%
Purchased Services 5,479,150 5,645,914 4,791,681 (854,233) -15.13%
Supplies 2,542,191 2,607,455 2,344,765 (262,690) -10.07%
Property & Capital Assets 448,840 438,240 273,997 (164,243) -37.48%
Interfund Transfers 3,640,000 3,742,500 3,732,887 (9,613) -0.26%
Other Expenditures 12,933,514 13,124,483 10,935,681 (2,188,802) -16.68%

Totals 54,649,443 54,778,198 47,020,266 (7,757,932) -14.16%

During the year, there was a $129 thousand increase in appropriations between the adopted and amended budgets, an increase
of 0.24% with no major factors contributing to the increase.

Actual expenditures were $7.8 million under budget, which is the normal trend the County has experienced in previous years.
Several key components influenced this under budget situation. Lower wages & benefits were primarily due to lower wages
of $2.2 million caused by vacancies and lower health insurance cost of $619 thousand. Purchased services are less than
budget due in part to lower custodial costs of $213 thousand. Other expenditures less than budget are mostly due to two
situations: 1) there were no incidents that could be expensed from the Sheriff’s Office fire contingency of $0.5 million; and
2) sales tax distribution was less than budget by $1.0 million due to refunds and lower sales tax revenues collected. The
remaining amount under budget is comprised of a multitude of smaller cost savings in many departments and offices.

Road and Bridge Fund

The Road and Bridge Fund performs construction, maintenance, and snow removal for all County roads and bridges. The
fund balance decreased by $1.2 million in 2011 but has an overall strong fund balance of $20.9 million to be used for future
road and bridge construction and maintenance. Total revenues in this fund ($12.2 million) decreased by 47.3% over 2010
and total expenditures ($13.4 million) decreased by 5.8% over 2010. In 2011, the County was significantly lower in revenues
compared to 2010 and this is mostly due to a lower percentage of property taxes being allocated to the Road and Bridge
Fund.

All expenditures in the Road and Bridge Fund are a Public Works function. Expenditures by classification were as follows:

’
Road & Bridge Fund 2011 Expenditures
Wages & Benefits $3,181,348 Other T
Prof & Tech Svcs. 3,383,138 Experlses, Ber?efits,
Purchased Svcs. 739,464 53% [ 23.7%
Supplies 1,784,402 el
i Capital Assets, - |
Capital Assets 3,624,091 apgg'o o/isets A oo & Tech
Other Expenditures 717,422 —H Sves., 25.2%
TOTAL EXPENDITURES $13,429,865 ‘
Suppl(i)es, Purchased
13.3% Sves., 5.5%
\,
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Human Services Fund

The Human Services Fund (DHS) provides and coordinates a variety of State mandated social services including public
assistance, child support, and family service programs. This fund balance grew from $7.5 million in 2010 to $8.7 million in
2011 which included a prior period adjustment of $1.1 million (see page D17, Note 4G. Prior Period Adjustment). Total
revenues increased by $90 thousand and total expenditures increased by $433 thousand compared with 2010. A large portion
of this increase occurred in the Food Assistance Benefits program ($1.1 million) due to Oil and Gas downturn, lower wages
(%101 thousand), and fewer capital purchases ($249 thousand) compared to 2010.

All expenditures in the Human Services Fund are a Health and Welfare function. Expenditures by classification were as
follows:

Wages & Benefits $5,243,795 F ~

Prof & Tech Svcs. 1,143,277 . .

Purchased Sves. 308,273 Human Services Fund 2011 Expenditures

Supplies 151,656 Wages &

Capital Assets 59,497 Benefits,

Other BExpenses 11,173,702 EXOpg:]esres 29.0%

TOTAL 61.8%

EXPENDITURES $18,100,200 Prof & Tech
Svcs., 6.3%

*Of the $11.2 million for Other Expenses, $1.4 million Capital Supplies, Purchased

was related to the Child Welfare Block Grant, Assets, 0.3% 0.8% Svcs., 1.8%

$7.8 million for Food Benefits Assistance, $578

thousand for Child Care Assistance, and $759

thousand for the Old Age Pension program. \ J

Oil and Gas Mitigation Fund

The Oil and Gas Mitigation Fund was established by the BOCC in 2006 for the purpose of the receipt and expenditure of
specifically designated monies to be used to mitigate adverse property, social, and environmental impacts of oil and gas
related activities. The fund balance increased by $1.5 million in 2011 and has a strong fund balance of $22.7 million to be
used for future oil and gas related activities. Total revenues in this fund ($2.1 million) decreased by 43.8% over 2010,
primarily due to Federal Mineral Leasing funds being diverted to a newly formed Federal Mineral Leasing District. In 2011,
there were no expenditures except for two interfund expenditures for $618 thousand that occurred for oil and gas related
activities: 1) $100 thousand to Public Health Fund for Battlement Mesa Health Impact Study and 2) $518 thousand to the
General Fund for reimbursement of Federal Mineral Leasing expenditures per resolution No. 11-72.

Revenues by classification were as follows:

7
Oil & Gas Mitigation Fund 2011 Revenues
el R Fed Rev Sharing -
€ ev - .
Sharing - Mineral Leas_lng $0
Mineral State Rev Sharing -
Leasing, 0.0% Mineral Severance 2,079,304
State Rev
Sharing -
Mineral TOTAL REVENUES $2,079,304
Severance, -
100.0%
\
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Capital Expenditures Fund

The Capital Expenditures fund balance decreased from $22.4 million in 2010 to $20.1 million in 2011, or a 10.6% decrease.
The $20.1 million represents a strong Capital Expenditure fund balance in order to acquire or construct new buildings and
capital projects that are a result of oil and gas impacts and overall growth of the County.

Total revenues in this fund were $1,673,175. Included in this total are $236 thousand dollars from Property Taxes and $695
thousand from a SCAAP Grant for the Sheriffs Office’s jail central control board to be installed in 2012. Intergovernmental
($335 thousand) and Contributions ($310 thousand) were reimbursement grants for projects mentioned below (i.e., $300
thousand contributions from Oil and Gas companies for the West Parachute Interchange; $215 thousand intergovernmental
revenues for LOVA Bike Trail; and $82.5 thousand intergovernmental revenues for Fairgrounds Indoor Arena Solar Panels).

Total expenditures were $4,047,370. Major capital expenditures during 2011 included the following:

Land Improvements:
GWS Removal of two Houses and put in a Parking Lot $326,170
Rifle Fairgrounds Landscaping & Parking Lot Lighting 72,644
Building Improvements:
Rifle Fairgrds Indoor Arena Solar Panels & Lighting Upgrade 97,291

GWS Remaodel Treasurer's Office for Improved Efficiency 85,996

CIP: GWS CH Energy Performance Enhancements 717,060

CIP: GWS S.O. Energy Performance Enhancements 63,253

CIP: GWS CH & Admin Bldg Generators 189,373
Other Building and Land Improvements 135,281
Infrastructure:

CIP: W. Parachute Interchange - Engineering 796,874

CIP: LOVA Bike Trail Phase #2 Completion 80,829
Computer Hardware:

IT Network System Upgrades & Document Storage 91,398

VOIP in Rifle carryover from last year 26,179

Add'l Computer Equipment 16,425
Computer Software:

BOCC purchased Granicus Video Audio Software 28,125

B&P installed Laser-Fiche Scanning Software 35,865
Furnishings: GWS Patrol Room Remodel 17,397
Rolling Stock: Rifle Fairgrounds Bobcat Buy Back 3,431
Vehicle: DHS Dodge Caravan for Senior Program 21,279
Service and Treasurer Fees 15,204
Certificate of Participation Principal and Interest Payments 1,227,296
TOTAL $4,047,370
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CAPITAL ASSETS AND LONG-TERM LEASES
Capital Assets

The County's investment in capital assets, net of accumulated depreciation, for Governmental (i.e., including the motor pool
fund) and Business-type activities as of December 31, 2011, was $296,398,459 and $2,147,854 respectively. In 2011,
Governmental activities major capital included a number of Road and Bridge projects: 1) completion of the Satank Bridge
rehabilitation in Carbondale for $651 thousand; 2) flood mitigation work on four separate roads for $1.4 million; 3) CR300
and 6 & 24 Intersection Improvements west of Parachute for $934 thousand; 4) engineering on the first phase of a two year
$14.8 million intergovernmental West Parachute Interchange project; 5) completion of phase #2 of the LOVA South Canyon
bike trail for $752 thousand. Other Governmental activities major capital included two Glenwood Springs projects: 1) energy
performance contract work being done on the courthouse and Sheriff’s Office jail for $780 thousand and 2) the demolition of
two houses on Pitkin Avenue and installation of a parking lot for $326 thousand. Business-type activities showed a 12.3%
decrease primarily due to slower economy and less need for cell construction. The overall decrease was 1.0% for the County
as a whole. See “Note 3D Capital Assets” (pages D9 and D10) for additional information about changes in capital assets
during the calendar year and outstanding at the end of the year. The following table provides a summary of capital asset
activity:

CAPITAL ASSETS

Gowernmental Activities Business-type Activities Total
2011 2010 2011 2010 2011 2010
Non-depreciable assets:
Construction in progress $ 4,623,897 $ 3,595,448 $ - $ - $ 4,623,897 $ 3,595,448
Land 11,382,190 11,375,247 300,000 300,000 11,682,190 11,675,247

Total non-depreciable assets $ 16,006,087 $ 14,970,695 $ 300,000 $ 300000 $ 16,306,087 $ 15,270,695

Depreciable assets:

Land improvements 51,578,062 49,921,155 1,307,754 1,152,128 52,885,816 51,073,283
Buildings 52,888,476 53,615,244 768,258 768,258 53,656,734 54,383,502
Building improvements 3,657,099 3,415,120 20,388 20,388 3,677,487 3,435,508
Machinery and equipment 22,621,828 22,474,633 1,974,097 1,991,040 24,595,925 24,465,673
Infrastructure 275,724,561 272,771,216 - - 275,724,561 272,771,216
Total depreciable assets 406,470,026 402,197,368 4,070,497 3,931,814 410,540,523 406,129,182
Less accumulated depreciation 126,077,654 117,937,006 2,222,643 1,782,329 128,300,297 119,719,335
Book value - depreciable assets 280,392,372 284,260,362 1,847,854 2,149,485 282,240,226 286,409,847
Percentage depreciated 31% 29% 55% 45% 31% 29%
Book value - all assets $ 296,398,459 $ 299,231,057 $ 2,147,854 $ 2,449,485 $ 298,546,313 $ 301,680,542

At December 31, 2011, the depreciable capital assets for governmental activities were 31% depreciated. This compares with
29% at December 31, 2010. With the County’s Business-type activities, 55% of the asset values were depreciated by
December 31, 2011 compared to 45% at December 31, 2010. During the calendar year 2011, the County continues to
replace its capital assets at a constant level and has accumulated another year’s worth of depreciation on those capital assets.
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Long-term Leases (Certificates of Deposit)

During 2011, the County retired $515,000 in certificates of participation.

Outstanding Borrowings

Governmental Business-type
Activities Activities Totals
2011 2010 2011 2010 2011 2010

Certificates of participation $ 15,560,000  $ 16,075,000 $ $ $ 15,560,000 $ 16,075,000
Landfill closure and

postclosure care - - 666,100 722,454 666,100 722,454
Compensated absences 1,836,530 1,789,859 31,579 28,219 1,868,109 1,818,078
Total $ 17,396,530  $ 17,864,859 $ 697,679 $ 750,673 $ 18,094,209 $ 18,615,532

See “Note 3G. Long-term Debt” (pages D12 and D13) for additional information about the County’s long-term debt. We
discuss the landfill closure and post-closure care liability in Note 3F. (page D12).

2012 BUDGET CONSIDERATIONS

The following factors could have a significant effect on the County’s financial position or results of operations and were

taken into account in developing the 2012 budget.

The 2011 budget was prepared in one of the most challenging years in Garfield County history. A significant decline
in revenues meant the County took aggressive steps to close the gap between revenues and expenditures. In 2012
revenues are expected to stabilize and although the economic environment continues to be challenging and recovery
is forecast to remain sluggish at best, the 2012 budget will continue to meet the needs of the County, while
maintaining its financial health. The budget contains sufficient resources to continue current levels of operations,
enhance services as needed, maintain and replace current capital assets as needed, utilize all current forms of
revenue generation available to the County, and it contains an emergency reserve equal to at last three percent of

fiscal year spending, excluding bond service, as required by State Constitution.

The 2012 budget estimates $112.8 million in revenues (net of interfund transfers) and expenditures of $115.8
million (net of interfund transfers). Shortfalls between revenue and expenditures exist as a result of sales tax refunds
(see below for detail) which affect both revenues and expenditures. However, with adjustments made to cover these
extraordinary items from fund balance, the County will have a balanced budget in 2012.

The 2012 budgeted expenditures have increased approximately $10.5 million or 10% over the 2011 Adopted
Budget. This increase is more than accounted for by an infrastructure project of $12.3 million, $12 million of which
is paid through intergovernmental grants. Fund balance is projected to decrease by 3% to $104.6 million.

Road and Bridge anticipates doing some catch-up road maintenance (due to the temporary decline in gas drilling in
the County) for $7.2 million in 2012. The Road and Bridge capital budget of $8.4 million includes a bridge
replacement for $2.5 million, an intersection reconstruction for $3.2 million and road and bridge realignment design
for another $1.4 million. Other capital items are Battlement Mesa drainage improvements for $400,000 and

$830,000 of heavy equipment purchases.

In 2012, the capital fund has budgeted expenditures for $15.6 million that includes $12.3 million of a $15 million
project for a West Parachute Interchange to be completed in fall of 2012. GWS Jail has in their budget a new
Central Control Board for $835,334 and Video Arraignment for $35,000. A 2011 carry forward project of $168,722
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provides for GWS Courthouse and Administrative generators project to be completed. IT has budgeted $405,000 of
capital projects for 2012.

Construction of the new Elected Officials building in Glenwood Springs has been postponed until 2015 due to the
economic times. This building will house the elected officials, and they will no longer reside in the courthouse. The
courts are growing, and they need the extra space in the Glenwood Springs courthouse.

In 2012, the Solid Waste Disposal Fund has capital budget to do Methane Monitoring and Mitigation at the landfill
for $250,000, dirt moving for $500,000 and to rebuild North/South Septic Ponds for $200,000.

The 2012 Certificates of Participation principal and interest payments will be approximately $1.6 million.

On the operating side, the personnel budget of $37 million will decrease by 1.13% from 2011. This is despite a
projected increase in healthcare costs of 10%, which will take effect in the middle of the year. Total personnel
budget accounts for 31% of the County’s 2012 budgeted expenditures, below the target set of 33%. No pay
increases are budgeted for 2012. However, $700,000 has been set aside for potential use for this purpose. Its use is
subject to separate review and approval by the BOCC and is entirely at their discretion.

In 2012, a contribution of $650,000 to support the RFTA transit service between Rifle and Glenwood Springs will
be made. That contribution represents the County’s fair share of the costs associated with the service.

In the area of human service contributions, Garfield County will direct $469,000 to various human service
organizations in the area. This is the same amount as 2011.

The Airport Runway Realignment Upgrade 3-year project of $42 million was completed in 2011. In 2012, the
Airport will complete a ten-year master plan for $330,000. This plan will analyze how best to make use of the new
upgrade which has positioned the Garfield County Regional Airport as a significant general aviation jet center. The
airport will augment the economic vitality that currently exists in the western part of the County.

In 2006, a new special revenue fund named “Oil and Gas Mitigation Fund” was set-up to deal with the impacts of a
future downturn in oil and gas activities in the County. At the end of 2011, the Oil and Gas Mitigation fund balance
was $22.7 million. In 2012, there is no budgeted activity in the Oil and Gas Mitigation Fund. In order to meet
emergency obligations, avoid interruptions in cash flow, generate interest income, and maintain a sound bond rating,
the County has determined it will maintain an unassigned fund balance in its General Fund and its Qil and Gas
Mitigation Fund that is at least one third of the County’s total General Fund expenditures.

The County assiduously works to maintain a strong, diverse revenue base, recognizing that a dependence upon any
individual revenue source would cause revenues to become more vulnerable to economic cycles. Revenues are
conservatively projected using trend analysis, estimates based on known assumptions, evaluation of the local
economy and the primary drivers of that economy, and estimates from other governments (i.e., state and federal).

Despite the reduction in revenues, the 2012 budget accomplishes a number of important initiatives and, because a balanced
budget was achieved, the financial health of the County is not compromised. Furthermore, Garfield County aims to maintain
total balances of at least $100 million in its various operating and capital funds. A healthy fund balance assures stable and
quality levels of services to our customers, stable employment for our staff, and assures there is no need to return to taxpayers
for tax or fee increases.

CONTACTING THE COUNTY’S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the County’s finances, comply with finance-related laws
and regulations, and demonstrate the County’s commitment to public accountability. If you have questions about this report
or would like to request additional information please contact:

Ann Driggers

Garfield County Senior Finance Administrator
108 8" Street, Suite 201

Glenwood Springs, Colorado, 81601
970/945-7284 ext. #5
adriggers@garfield-county.com
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