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A BILL FOR AN ACT ENTITLED: "AN ACT TRANSFERRING LOCAL
GOVERNMENT AUDIT AND AUDIT REVIEW FUNCTIONS FROM THE
DEPARTMENT OF COMMERCE TO THE OFFICE OF THE LEGISLATIVE
AUDITOR; MCDIFYING LOCAL GOVERNMENTS RECORDS AND REPORTING
REQUIREMENTS; EXPANDING ALLOWABLE EXCEPTIONS TOQ BUDGET
AMENDMENT REQUIREMENTS TO INCLUDE RETIREMENT CREDITS AND
LEAVE BUYOUTS FOR PERSONNEL TRANSFERRED TO AN AGENCY
PURSUANT TO A LEGISLATIVELY AUTHORIZED REORGANIZATION;
AMENDING SECTIONS 2-6-402, 2-6-403, 2-7-501, 2-7-501,
2-7-505, 2-7-506, 2-7-513, 2-7-514, 2-7-515, 2-7-516,
2-7-%17, 2-7-518, 2-7-522, 2-9-702, 2-9-802, 7-2-4906,
7-2-49%11, 7-2-4912, 7-4-2634, 7-6-2114, 7-6-2203, 7-6-2212,
7-6-4111, 7-6-4113, 7-7-123, 7-21-2114, 17-6-103, 17-7-402,
19-18-205, 19-18-206, 20-9-203, 61-2-208, 85-7-1616, AND
85-7-1913, MCA, AND SECTIOK 28, CEAPTER 48%, LAWS OF 14§91;
REPEALING SECTIONS 7-6-210 AND 85-9-611, MCA; AND PROVIDING

EFFECTIVE DATES."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
Section 1. section 2-6-402, MCA, is amended to read:

"2-6-402. Local government records committee -
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creation. (1) There is a local government records committee.
{2) The committee c¢onsists of the feollowing seven
members:
(a) the state archivist;
{b) the state records manager;
(C) the-burean-chief-of-the-tocat--government-—-servieces

bureaw a representative of the department of commerce;

{d) two 1local records <custodians, appointed by the
director of the Montana historical society; and

(e) two additional local records custodians, appointed
by the secretary of state.

{3) Committee members subject to appointment shall held
office for a period of 2 years beginning on January 1 of the
year following their appointment.

{4) Any vacancies must be filled in the same manner
they were filled criginally.

{5) The committee shall elect a presiding officer and a
vice presiding officer.

(6) The committee shall meet twice a year upon the call
of the secretary of state or the presiding cfficer.

{7} Members of the committee not serving as part of
their compensated government employment must be compensated
in accordance with 2-18-501 through 2-18-503 for each day in
committee attendance. Members who serve as part of their

compensated government employment may not receive additional
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compensation, but the employing governméental entity shall
furnish, in accordance with the prevailing per diem rates, a
reasonable allowance for travel and other expenses incurred

in attending committee meetings."

Section 2, section 2-6-403, MCA, is amended to read:

®2-6-403. Duties and responsibilities. (1) The local
government records committee shall approve, modify, or
disapprove proposals for local government records retention
and disposition schedules.

{2} The committee shall appoint a subcommittee, known
as the local government records destruction subcommittee, to
handle requests for disposal of records. The subcommittee
consists of the state archivist and the-burean-chief-of-the

iocal-government-services-burean the representative of the

department of commerce. Unless specifically authorized by
statute, a 1local government public record may not be
destroyed or otherwise disposed of without the unanimous
approval of the subcommittee. When approval is required, a
request for the disposal or destructicn of any local
government records must be submitted to the subcommittee by
the entity concerned.

(3) The 1local government records committee may by
unanimous approval establish categories of records for which
a disposal request is not reguired, providing that those

records are retained for the designated retention period.
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(4) The c¢ommittee shall respond to reguests for
technical advice on matters relating to local government
records.

{S5) The committee shall provide leadership and
coordination in matters affecting the records of multiple

local governments."

Section 3. section 2-7-501, MCA, is amended to read:

"2-7-501. Definitions. Unless the context reguires
otherwise, in this part, the following definitions apply:

(1) “Audit" means a financial audit and includes
financial statement and financial-related audits as defined

by government auditing standards as established by the U.S.

{2) “Board" means the Montana board of public
accountants provided for in 2-15-1866.

(3) "Department" means the department of commerce.

(4) {a) "Financial assistance" means assistance
provided by a federal, state, or local government entity to
a local government entity or subrecipient to carry out a
program., Financial assisténce may be in the form of grants,
contracts, ccoperative agreements, loans, loan guarantees,
property, interest subsidies, insurance, direct
appropriations, or other noncash assistance. Financial
assistance includes awards received directly from federal

and satate agencies or indirectly when subrecipients receive
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funds identified as federal or state funds by recipients.
The granting agency is responsible for identifying the
source of funds awarded to recipients. The recipient is
responsible for identifying the source of funds awarded to
subrecipients.

(b} Financial assistance does not include direct
federal, state, or 1local government cash assistance to
individuals.

{5) “"rinancial report" means a presentation of
schedules that reflect a current financial position and the
operating results for the l-year reporting period.

(6) "Independent auditor" means:

{a)y a federal, state, or local government auditor who
meets the standards specified in the government auditing
standards; or

(b)Y a licensed accountant who meets the standards in
subsection (6){a).

(7) "Legislative auditor"™ means the office of the

legislative auditor egtablished in 5-13-301,

t#¥(8) (a) "Local government entity" means a county,
city, district, or public corporation that:

(i) has the power to raise revenue for the purpose of
serving the general public;

(ii) is governed by a board, commission, or individual

elected or appointed by the public or representatives of the
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assistance.

local,

{b) Local government

limited to:

state, or federal

entities include

{i} airport authority districts;

(ii) cemetery districts;

{iii) counties;

{iv} county housing authorities;

{v) county road improvement distriets;

{(vi) county sewer districts;

(vii) county water districts;

{viii) county weed control districts;

{ix) drainage districts;

(x) fire department relief associations;

(xi) fire distrigts:

(xii) hospital districts;

(xiiil) incorporated cities or towns;

{xiv) irrigation districts;

{xv) mosquito districts;

but

{xvi) municipal housing authority districts;

{xvii) port aut

horities;

(xviii) refuse disposal districts;

(xix) rural improvement districts;

{xx) school

districts
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extracurricular funds;

(xxi) scil conservation districts;

(xxii) special education or other cooperatives;

(xx111) television districts;

(xxlv) urban transportation districts;

(xxv) volunteer fire departments; and

{xxvi) water conservancy districts.

t83(5) "Revenues" means all receipts of a local
government entity from any scurce excluding the proceeds

from bond issuances.”

Section 4. section 2-7-503, MCA, is amended to read:

*2-7-503. Financial reports and audits of local
government entities. (1) The governing body or managing or
executive officer of a local government entity, other than a
school district or associated cooperative, shall ensure that
a financial report is made every year. A school district or
associated cooperative shall comply with the provisions of
20-9-213, The financial report must cover the preceding
fiscal year, be in a form prescribed by the department, and
be completed within 4 months of the end of the reporting
period. The 1local government entity shall submit the

financial report to the department legisltative auditor for

review. After reviewing the financial report, the

legislative auditor shall transfer the report to the

department.
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(2) The department shall prescribe a uniform reporting
system for all 1lcocal government entities subject to
financial reporting requirements, other than school
districts. The superintendent of public instruection shall
prescribe the reporting reguirements for school districts.

(3) {a) The governing body or managing or executive
officer o©f each local government entity receiving revenues
or financial assistance in the period covered by the
financial report in excess of $200,000 or federal financial
assistance in excess of $25,000 shall cause an audit to be
made at least every 2 years. The audit must cover the
entity's preceding 2 fiscal years. The audit must commence
within % months from the close of the lagt fiscal year of
the audit period. The audit must be completed and submitted

to the department legislative auditor for review within 1

year from the close of the last fiscal year covered by the
audit.

(b} The governing body or managing or executive officer
of a local government entity that does not meet the criteria
established in subsection (3)(a) shall at least once every 4

years, if directed by the department legislative auditor,

or, in the case of a school district, if directed by the

department legislative auditor at the request of the

superintendent of public instruction, cause a financial

review, as defined by department—-rate the legislative
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auditor, to be conducted of the financial statements of the
entity for the preceding fiscal year.

{4) An audit conducted in accordance with this part is
in lieu of any financial or financial and compliance audit
of an individual financial assistance program that a local
government is reguired to conduct under any other state or
federal law or regulation. If an audit conducted pursuant to
this part provides a state agency with the information it
requires to carry out its responsibilities under state or
federal law or regulatiocn, the state agency shall rely upon
and use that information to plan and conduct its own audits
or reviews in order to avoid a duplication of effort.

(s) In addition to the audits required by this section,

the department legislative auditor may at any time conduct

or contract for a special audit or review of the affairs of
any local government entity referred to in this part. The
special audit or review must, to the extent practicable,
build upon audits performed pursuant to this part.

(6) The EFfee for the special audit or review must be a
charge based upon the costs incurred by the department

legislative auditor in relation to the special audit or

review. The audit fee must be paid by the local government

entity to the state treasurer and must be deposited in the

erterprise—fund--to——the--eredit--cf--the--department state

special revenue fund to the credit of the legislative
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auditor."

Section 5. Section 2-7-505, MCA, is amended to read:

"2-7-505. Audit scope and standards. (1) Each audit
must be a comprehensive audit of the affairs of the local
government entity and must be made in accordance with
auditing standards and in accordance with federal

regulations adepted-by-the-department-by-rute as prescribed

by the legislative auditor,

(2) The deparement legislative auditor, with

cooperation from state agencies, shall prepare a local
government compliance supplement that contains state and

federal laws and regulations applicable to local government

entities."

Section 6. section 2-7-506, MCA, is amended to read:
®"2-7-506. Audit by independent auditor. (1) The

department legislative auditor may prepare and maintain a

roster of independent auditors authorized to conduct audits
of local government entities. The roster must be available
to 1local government entities subject to the reporting
requirements of 2-7-503.

{2) The deparement legislative auditor, in consultation

with the board., shall adopt-rutes—governing prescribe the:
(a) criteria for the selection of the independent

auditor;

{b) procedures and qualifications for placing

_10_
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applicants on the roster;

(c) procedures for reviewing the gualifications of
independent auditors on the roster to Jjustify their
continuance on the roster; and

(d) fees payable to the department legislative auditor

for application for placement on the roster.

{3) An audit made by an independent auditor must be
pursuant to a contract entered into by the governing body or
managing or executive officer of the local government. The

department legislative auditor must be a party to the

contract, and the contract may not be executed until it is

signed by the department legislative auditor. All contracts

for conducting audits must be in a form prescribed or

approved by the department legislative auditor.

{4) The department legislative auditor shall notify the

local government entity of a required audit, the date the
report is due, and the requirement that the local government
entity, the independent auditor, and the department

legislative auditor must be partlies to the contract.

(5) If a local government entity fails to present a

signed contract to the department legiglative auditor for

approval within 90 days of receipt of the audit notice, the

department legislative auditor shall designate an

independent auditor to perform the audit. The costs incurred

by the department legislative auditor in arranging the audit

_11—.

(=)

L

10
11
12
13
14
15

16

17
18
19
20
21
22
23
24

25

LC 0027/01

must be paid by the 1local government entity to the

department legislative auditor in the manner of other claims

against the local government entity."”

Section 7. Section 2-7-513, MCA, is amended to read:

*2-7-513. Content of audit report and financial report.
{1) The audit reports shei% must comply with the reporting
regquirements of government auditing standards issued by the
U.8., comptrolier general and federal regulations adoﬁted—by

department-ruie as prescribed by the legislative auditor.

(2) The department shall prescribe general methods and
details of accounting for the financial report for local
government entities other than schools. The financial report
must be submitted in a form reaquired by the department. The
superintendent of public instruction shall prescribe the
general methods and details of accounting for financial

reports for schools."”
Section 8. section 2-7-514, MCA, is amended to read:
"2-7-514. Plling of audit report and fimancial report.
(1) Completed audit reports must be filed with the

department legislative auditor. Completed financial reports

must be filed with the depamtment legislative augditor as

provided in 2-7-503(1). The state superintendent of public
instruction shall file with the department legislative
auditor a list of school districts subject to audit under

2-7-503(3). The 1list must be filed with the department
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legislative auditor within 6 months after the close of the

fiscal year.
(2} At the time the financial report is filed or, in
the case of a school district, when the audie—-report--is

filed--with——-the-department list of school districts subject

to audit is filed, the local government entity shall pay to

the department legislative auditor a filing fee. The

department legislative auditor shall charge a filing fee to

any local government entity required to have an audit under
2-7-5037-whieh. The fee must be based wupon the costs

incurred by the department legislative auditor in the

administration of this part. Notwithstanding the provisions
of 20-9-343, the filing fees for school distriets required
by this section must be paid by the superintendent of public

instruction from the state equalization aid account. The

department legislative auditor shall adopt prescribe the fee-

schedule by-ruie based upon the local government entities’
revenue amounts.
{3) Copies of the completed audit and financial reports

must be made available by the Jlegislative auditor, the

department, and the local government entity for public

inspection during regular office hours.
t43--Phe——department--is--auehorized-—under—this-part-to

charge-b——surchsrge—-cn——the--éiiing-—Eee——te-—generate—-the

necessary--revenue-—to--repay-—the--general-fund-toan-over-a
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S-year--perteds--tSubspetion-——t4j-—--terminates---June--—-38y
159F-—-seer-3t7-Ehv-4B97-b+-199%73"
Section 9. section 2-7-515, MCA, is amended to read:
®2-7-515. MActions by governing bodies. (1) Upon receipt
of the audit report, the governing bodies of each audited
local government entity shall review the contents and within

30 days shall notify in writing the department independent

auditor who conducted the audit #n-writing as to what action

they---pian it plans to take on any deficiencies or
recommendations contained in the audit report. If no
deficiencies or recommendations appéar in the audit report,
notification is not required.

t2¥--Notifrcation-to--che--department-—shati--ineiunde--a
statement—by-the-geverning-bodies-that-noted-deficienctes-or
recammendationa--£for--improvement-—have--been—-acted-upon-by
adoption-as--recommendedy-—-adeption--with-—-mediftcationy—-or
rejectionT

+3) The local government entity shall adopt measures to
correct the report findings and submit a copy of the

corrective action plan to the depazemene legislative auditor

and, if the local government entity is a school district,
shall also send a copy to the superintendent of public
instruction. The-department shati-notify-the-entiey—-cf-—-the
acceptance—of-the-corrective-measures;-if-the-department-and

the--iocal--government~~entity--fati--to-agreer-a-conference

-14~-
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between--the——parties—-muat--be-—hetds—-Patiuvre--co--vescive
findinga-or-impiement-corrective-measures--shati--resute-—in
the--withhotding——ef-financiat-assistance-in-accordance—with
ruies—--adopted--by—~the--deparement--pending—-ressitutten——-or
eempiiances

t4¥(2) In cases where in which a viclation of law or
nonperformance of duty is found on the part of an officer,
employee, or board, the officer, employee, or board must be
proceeded against by the attorney general or county, city,
or town attorney as provided by law. If a written request to

do so is received from the department legislative auditor,

the county, city, or town attorney shall report the
proceedings instituted or to be instituted, relating to the
violations of law and nonperformance of duty, to the

department legislakive auditor within 30 days after

receiving the request. If the county, city, or town attorney
fails or refuses to prosecute the case, the department

legisiative auditor may refer the case to the attorney

general to prosecute the case at the expense of the local
government entity."
Section 10. Section 2-7-516, MCA, is amended to read:
"2-7-516. Audit fees. (1) The compensation to the
independent auditor for conducting an audit must be agreed
upon by the governing body or managing or executive officer

of the local government entity and the independent auditor
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and must be paid in the manner that other claims against the
local government entity are paid.
(2) The compensation for an audit conducted by the

department legislative auditor must be paid by the local

government entity to the state treasurer and be deposited in
an-enterprise-fund-eo~the-eredit-of-the-department the state

special revenue fund to the credit of the legislative

auditor."
Section 11. sSection 2-7-517, MCA, is amended to read:
"2-7-517. Penalty. (1) When a local government entity
has failed to file a report as reguired by 2-7-503(1),
unless an extension has been granted by the department

legislacive auditor for good cause shown, or to make the

payment required by 2-7-514(2) within 60 days, the

department legislative auditor may tssue-an--order--secopping

payment-—-of-~any-—-state--£financial--assistance--to-the-tocat
government-entity-or-may charge a late payment penalty as

adopted prescribed by e#umie the legislative auditor and shall

report the failure to report Lto the governor. Upon

directions from the governor to the state auditor, further

warrants may not be issued to the local government entity

until the report is received or the filing fee is paid. Upon

receipt of the report or payment of the filing fee, all
financial assistance that was withheld under this section

must be released and paid to the local government entity.

-16~



;@ o~ o>

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

25

LC 0027/01

(2) When a local government entity has failed to make
payment as required by 2-7-516(l) within 60 days of
receiving a bill for an audit, the department legislative
auditor may--issue--an--order—stopping-payment—of-any-state
financial-atd-to-the—tocat-governmene——-entity shall report

the failure to pay to the governor. Upon directions from the

governor to the state auditor, further warrants may not be

isgued to the local government entity until the payment is

made. Upon payment for the audit, all financial aid that was

withheld because of failure to make payment must be released

and paid to the local government entity."

Section 12. section 2-7-518, MCA, is amended to read:

"2-7-518. Deposit of fees. (1) All fees received from

local government entities after-dune-367-1398%7 that relate

to the department's duties under this part shait must be
deposgited in the enterprise fund to the credit of the
department eof--eemmeree for administration of Pieie--25

chapter-?r-pare-5 the department's duties under this part.

{2) All fees received by the legislative auditor from

local government entities must be deposited in the state

special revenue fund to the credit of the legislative

auditor for the adminigtration of the legislative auditeor's

duties under this part."

Section 13. section 2-7-522, MCA, is amended to read:

¥2-7-522. Report review. (l) The department legislative

‘l'?_

[=- TS )

10
11
12
13
14
15
16
17
i8
19
20
21
22
23
24

25

LC 0027/01

auditor shall determine whether the provisions of this part
have been complied with by the independent auditor.
{2) Upon receipt of the audit report from the local

government entity, the department legislative auditor shall

review the report, If the department legislative auditor

determines the reporting reguirements have not been met, the

department legislative auditor shall notify the local

government entity and the independent auditor submitting the
repcrt of the significant issues of noncompliance. The
notification must include issuance of a statement of

deficiencies by the department legislative auditor. The

department legislative auditor shall allow the independent

auditor 60 days to correct the identified deficiencies.
{3) If the corrections are not made within 60 days of

the departmentis legislative auditer's notice, the

department legislative auditor shall notify the local

government entity that the report has not been received.
Failure to submit a report shail must result in the
withholding of payment of the audit fee pending resolution
of the identified deficiencies or receipt of a corrected
report.

(4) Upon review of the report, if the department

legislative auditor determines the independent auditor has

issued a report that fails to meet the auditing standards

referred to in 2-7-513 or contains false or misleading

-18-
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information, the deparement legislative auditor shall notify

the board.

(5) The &epartment legislative auditor shall review the

audit report findings and the response of the governing body
or executive or managing officer of the local government
entity submitted under 2-7-515. When the findings concern

financial assistance, the department legislative auditor

shall notify the state agency that 1is responsible for
disbursing the state or federal funding.

{6} The department legislative auditor must have access

in tes the legislative auditor's office to the working

papers of the independent auditor.”

Section 14. section 2-9-702, MCA, is amended tc read:

“2-9-702. Amount. +*3¥ The amount for which a county
cfficer or employee shaii-be is bonded shatt must be based
on the amount of money or property handled and the
opportunity for defalcation.

t23--Fhe-amount-for-which-a-county-sfficer--or--empioyer
er-group-cf-efficers-or-empioyees-shati-be-bonded-ita-subitect
to--the--supervision——-of--the-department-of-commerces—if-the
department-af-commerce—determines-that-~the--ameunt--of--the
bond—-is--inadequate;-—it-—-may--require--the-board-sf-county
commissioners-to-purchase-an-adequate-bond="

Section 15. section 2-9-802, MCA, is amended to read:

"2-9-802. Bonds -— amcunt. ¢} All elected or appeointed
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city or town officers and employees shai: must be bonded in
syeh sums as the ordinance may require. The amount for which
a city or town officer or employee shati-be is bonded shali
must be based on the amount of money or property handled and
the opportunity for defalcation.

t24-—-Phe-amount-fer-which-a--city-—or—-sown—-cfficer——ae
empioyee—-or-—group-of-cfficers-or-emploveas—arall-be-bonded
is-subject-to-the-supervision-of-the-department-of-~ecommerees
If-the-deparcment-of-commerce-determines—that-che-amount——of
the-—bond-—its--inadegquate;——itt-—may-require-tha-citty-or-town
codncii-or-commission-to-purchase-an-adeguate—bonds"

Section 16. Ssection 7-2-4906, MCA, is amended to read:

"7-2-4908& sufficient vote to disincorporate.
{l) In case the canvass reveals that 60% or more cof all the
votes cast were in favor of disincorporation, the county
commissioners shally-under-thetr-hamdsy make and file in
their office and cause to be entered upcon their proceedings
an ¢rder that the petition for disincorporation be granted
and declaring that the city or town is disincorporated. The
order takes effect within 60 days following the date of the

order.

{2) A The county commissioners shall send a certified

copy of the order shaii-be-sent to the secretary of state,
and the head of the department of commerce, and the

legislative guditor.™

_20_



11
12
13
14
15
16
17

i8

19
20
21
22
23
24

25

LC 0027/01

Section 17. section 7-2-4911, MCA, is amended to read:

"7-2-4911. Certification of financial condition. (1)
Upon receiving a certified copy of the order of
digincorporation, the directer-cf-the-department-of-commerce

legislative auditor or the legislative auditor's designee

shall certify a current statement of the financial condition
of the disincorporating ¢ity or town to the bvard of county
commissioners.,

{2) The statement shatt must include but is not be
limited to:

{(a) a determination of all assets of the city or town,
including any current or delinguent utility accounts andfer
and taxes receivable; and

(b) a statement of all city or town indebtedness,
including any revenue or general obligation bonds, special
improvement district obligations outstanding, contracts
payable, all other obligations of the city, and a schedule

for the repayment of indebtedness."
Section 1B. section 7-2-4912, MCA, is amended to read:
"7-2-4912. Management of unencumbered cash. (1) Under
the supervision of the director--of--the--department—-of

eommerce legislative auditor or his the 1legislative

auditor's agent designee, the city treasurer ©r town clerk

shall draw a treasurer's check for the amount of

unencumbered cash in the city or town treasury. The check
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shat® must be made payable to and delivered to the county
treasurer of the county in which the disincorporating city
or town 1s situated.

{2) The c¢ounty treasurer shall immediately place satad
the money in a special fund, to be drawn upon as provided in
this partc."

Section 19. section 7-4-2634, MCA, is amended to read:

"7-4-2634. Fees to be noted on recorded documents. On

each instrument delivered to him the c¢ounty clerk for

recording, the county clerk shall endcrse en—-it all charges

made for each service, and the endorsement shei} must be

recorded as a part of the instrument in his the county
clerk's office in-order-that-the-department-of-commerece—may

verify to document that the charges ané-may--see-—-that--they

have been property entered on the fee book or reception

record in the county clerk's office."

Section 20. section 7-6-2114, MCA, is amended to read:

"7-6-2114. Inspection of treasurer’'s books and records.
(1) The booka, accounts, and vouchers of the treasurer are
at all times subject to the inspection and examination of
the board of county commissioners and the grand jury.

(2) The treasurer munat shall permit the department--of

cemmerce legislative auditor, the legislative auditor's

designee, =and the county clerk, or the board of county

commigasioners to examine his the treasurer's books and count
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the money in the treasury when any of them wants to make an
examination or counting.”

Section 21. sSection 7-6-2203, MCA, is amended to read:

*7-6-2203. Annual financial gstatement. (1) Within 120
days after the close of each fiscal year, the county clerk
shall make-—-out prepare and present to the board of county
commissioners and the deparement-—-of--ecommeree legislative
auditor a compiete statement of the financial condition of

the county as required by 2-7-503. The statement must show:

{a) a detailed description of a1l of the resources and
liabilities of the county and the book value of them the

resources and liabilities;

{b) the amount of money received, showing the source of
that revenue;

{c} the amount of money disbursed, with the purpose of
disbursement;

(@) the operation of each of the cash and warrant
accounts, showing the balance at the beginning of the year,
the credits, the debits, and the balance at the end of the
year;

(e) the assessed valuation of the real and personal
property of the county;

(f) the rate of taxation and the amount of taxes
delinguent for the preceding years: and

{(g) sueh other items as that the department of commerce
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may prescribe.

(2) The statement shatr myst be made out on the a form
designated approved by the department of commerce.”

Section 22, section 7-6-2212, MCA, is amended to read:

"7-6-2212. BAuthorization to maintain petty cash fungd.
{l) The board of county commissioners;-with~the-approvai--of
the--department-of-commerce; may set aside a sum of not less
than $100 or more than $1,000 out of the general fund, which
shatt must be known as a petty cash fund, for the purpose of
paying incidental expenses, such as freight, express,
postage, and other similar items, whieh that must be paid
for in cash at the time of delivery.

{2) ({a) In counties having a county auditor, the county
auditor is responsible for expenditures from the petty cash
fund.

(b) In counties not having a county auditor, the county
clerk is responsible for expenditures from the petty cash

fund. "
Section 23. Section 7-6-4111, MCA, is amended to read:
*7—-6—4111. Annual financial statement. (1) Within 120
days after the close of each fiscal year, the city or town
clerk of each city and town must-make-cut shall prepare, in
duplicate, a complete statement of the financial condition

of the city or town for that figcal vyear, as required by

2-7-503, showing:
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{a) the indebtedness of the city or town, funded and
floating; the amount of each class of indebtedness; and the
amount of money in the treasury subject to the payment of
each class of indebtedness;

(b) the amount of money received from taxes upon real
and personal property;

{c) the amount of money received from fines, penalties,
and forfeitures;

(d) the amount of money received from licenses;

(e) the amount of money received from all other
sources, each source and the amount received from it being
shown separately;

(f) for each fund, the amcunt of monrey, if any, on hand
at the beginning of the fiscal year, the amount received,
and the amount paid out during the fiscal year;

{g) a concise description of all property ocwned by the
city or town, with an approximate estimate of the value of
t¢ the property;

(h) the rates of taxation and purposes for which taxes
were levied during the fiscal year;

{i) other information which that may be required by the
department of commerce.

{2) The ferms form on which the statement shaii must be

made shaii must be preseribed approved by the department.”

Section 24. Section 7-6-4113, MCA, is amended to read:
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"7-6-4113. Piling of annual financial statement. t%%
The city or town clerk muse shall, within 120 days following
the close of each fiscal year, transmit one copy of the

statement required by 2-7-503 to the department-of-commerce

legiglative auditor and muse shall present the other copy to

the city or town council or commission.

t2y-~Ff-a-eiby-or-town-cterk—faila-to-file-a-copy-of-the
atatemane-with-the-department-within-the-time-specifieds;—the
deparement7-withent-delayr-shaii-examine-the-booksy;-recordsr
and-accounta-cf-the-citty-or-towns-Fhe-deparement-shaii-—-make
from—-its-examination-a-statement—of-the-€inanciat-condteton
of-the-eity-er-tewn-for-the-preceding--fiscai--year-—-in--the
manner—-it--shoutd-have-been-made-by-the-city-or-town-cierks
Phe-axaminacion-shati-be-considered-a-—speciat--andit--under
the--provisiens--ef--subseections-t53-and-t&y-cf-2-7-5837y-and
att-of-the-provistens-of-subseections-+5y-and-{6}-o0f-——-2-7-5083
appiy-to-tes"

Section 25. Section 7-7-123, MCA, is amended tc read:

*7-7-123. Investment of sinking funds of local
governments. (1) (a) Except as provided in 7-7-124 and
whenever outstanding bonds cannot be purchased pursuant to
7-7-2270 or 7-7-4270, the board of ccunty commissioners of a
county and the council or commission of a city or town shall
invest so much of the band sinking funds of the county,

city, or town as is not needed for the payment of bonds or
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interest coupons in general obligation bonds or securities
of the United States; state bonds or securitieg; time or
savings deposits; county., city, or school district bonds;
county or city warrants; or other bonds or securities whieh
that are supported by general taxation, except irrigation
districe bonds and special improvement district or
maintenance district bonds or warrants. Att-—--those
investmenta—-must--first——-be-—-approved--by-the-departmert—of
eommerces

(b} All those bonds, securities, or time or savings
deposits must be due and payablie at least 60 days before the
obligations for the payment of which the sinking fund was
established are due and payable.

{2} The honds, securities, and any time or savings
deposits in which any sinking funds are invested shait must
be kept in the custody of the county or c¢ity treasurer or
town c¢lerk and held by-him for the benefit of the county,
city, or town. The treasurer shall properly protect the
bonds, securities, and any time or savings deposits by
insurance, the use of safety deposit boxes, or other means,
the expense of which is a proper charge against the county,
city, or town,

(3) All money derived from interest on sinking fund
investments as authorized by this section sha*} must be

credited by the treasurer of the county or city or the town
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clerk to the sinking fund for which the investment was

made."

Section 26. section 7-21-2114, MCA, is amended to read:

*7-21-2114. Investigation of possible licensing
violations, ft-shaii-be-the-duty-cf-the The board of county
commissioners sr-the-department-saf-commereey-when--examining
the--treaswreris-reporty;-to shall investigate if whether any
persons are doing business in the county without a license
or if the amount of the their license is sufficient
insufficient. In either event, the treasurer sha*t must be

officially notified.”

Section 27. section 17-6-103, MCA, is amended to read:

"17-6-1082. Secucrity for deposits of public funds. The.
following kinds of securities may be pledged or guarantees
may be issued to secure deposits of public funds:

{l1) direct obligations of the United States;

(2) securities as to which the payment of principal and
interest is guaranteed by the United States;

(3) securities 1issued or Ffully guaranteed by the
following agencies of the United States or their successors,
whether or not guaranteed by the United States:

(a) commodity credit corporation;

{by federal intermediate credit banks:

(c) federal land bank:

(d) bank for cocperatives;
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{e} federal home loan banks;

{£) federal national mortgage association;

(g) government national mortgage association;

(h) small business administration;

(i) federal housing administration; and

(j) federal nome loan mortgage corporation;

(4) securities of or other interests in an open-end or
closed-end management type invegtment company Or investment
trust registered under the Investment Company Act of 1940
(15 U.S.C. 80a-1 through B0a-64), as amended, if:

{a} the portfolio of the investment company or
investment trust is limited to United States government
obligations and repurchase agreements fully collateralized
by United States government obligations; and

(b} the investment company or investment trust takes
delivery of the collateral for any repurchase agreement,
either directly or through an authorized custodian:

{S) general obligation bonds of the state or of any
county, city, school district, or other political
subdivision of the state;

{6} revenue bonds of any county, city, or other
political subdivision of the state, when backed by the [full
faith and credit of the subdivision or when the revenues
revenue pledged to the éayment of the bonds are is derived

from a water or sewer system and the issuer has covenanted
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to establish and maintain rates and charges for the system
in an amount sufficient to produce revenues revenue egual to
at least 125% cf the average annual principal and interest
due on all bonds payable from the revenues revenue during
the ocutstanding term of the bonds;

{?) interest-bearing warrants of the state or of any
county, city, school district, or other political
subdivision of the state issued in evidence of claims in an
amount whiech that, with all other claims on the same fund,
de does not exceed the amount validly appropriated in the
current budget for expenditure from the fund in the year in
which they are issued;

(8) obligations of housing authorities of the state
secured by a pledge of annual contributions or by a 1loan
agreement made by the United States or any agency thereof of

the United States providing for contributions or a loan

sufficient with other funds pledged to pay the principal of
and interest on the obligations when due. Subject-to-ruies
prescribed-by-the-department-of-commercey-the The bonds and
other obligations made eligible for investment in
32-1-424(3)(a) and 7-15-4505 may be used as security for all
deposits of public funds or cbligations for which depository
bonds or any kind of bonds or other securities are required
or may by law be deposited as security.

(9) general obligation bonds of other states and of
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municipalities, counties, and school districts of other
states;

(10} undertaking or gquarantees issued by a surety
company authorized to do business in the state;

(11) first mortgages and trust indentures on real
property. The depository shall, on a gquarterly basis,
certify to the state treasurer that sufficient £first
mortgages and tyrust indentures on real property are
available and segregated to secure deposits of publiec funds.
The board of investments shall determine the amount of
security required.

{12) bonds issued pursuant to Title 7, chapter 12, parts
21, 41, and 42;

{13) bonds issued pursuant to Title 50, chapter 6, part

{14) revenue honds issued by any unit of the university
system of the state of Montana: and

{15) advance refunded bonds secured by direct
obligations of the United States treasury held in

irrevocable escrow.”
Section 28. Section 19-18-205, MCA, is amended to read:

»319-18-205. Annual report of secretary and treasurer to

association, legislative auditor, and state auditor. The

secretary and treasurer of the association shall annually

prepare a report of its receipts and expenditures for the
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preceding year in accordance with 2-7-503, showing to whom
and for what purposes money has been expended. They shall
file the report with the association, the department-of

ecommeree legislative auditor, and the state auditor. Money

may not be paid to the treasurer of the association until
the report is filed."
Section 29. section 19-18-206, MCA, is amended to read:
*19-18-206. Authority of department---ef--—-commerce

legislative auditor -- mishandling of funds. (1) All of the

financial books and accounts of the association are subject
at all times to examination by the department--of--commerce

legislative auditor or the legislative auditor's designee.

{2} When a complaint is made to the department—of

commerce legislative auditor that any money paid to the

treasurer of the association has been cor is being spent for
an unauthorized purpose and, upon examination, the money 1is
found to have been spent contrary to the authority given,

the department legislative auditor shall so report to the

governor, upon whose directions to the state auditor ne
further warrants may not be issued to the association
treasurer until the misspent money has been returned.”
Section 30. sSection 20-9-203, MCA, is amended to read:
"20-9-203. Examination of district accounting records.
The accounting records of all first—, second-, and

third-class school districts must be audited in accordance
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with 2-7-503, The trustees of the district shall file a copy
of the completed audit report with the department—-of

commeree legisiative auditor, the superintendent o©f public

instruction, and the county superintendent.”

Section 31. Section 61-2-208, MCA, is amended Lo read:

"61-2-208, Equipment safety commission funds. (1)
Pursuant to * Article VI(1) of the compact, the vehicle
équipment safety commission shall submit its budgets to the
state budget director,

{2) Pursuant to Article VI(5) of the compact, the

department-~-of~--commerce legislative auditor is hereby

empevered-and authorized to inspect the accounts of the
vehicle equipment safety commission."

Section 32. section B5-7-1616, MCA, is amended to read:

*85-7-1616. Required records and audits. (1) ¥t-shail
be-the-duty-of-the The board of control +¢e shall keep or
cause to be kept, in the form prescribed by the department
of commerce, a full and complete book and record of the
accounts, records, contracts, securities, minutes of
meetings, and other matters of every kind pertaining to or
belonging to the joint operation of the irrigation
districts.

{2) #t-is-hereby-made-the-duey-of-the The department of
commerce te shall prescribe sueh forms for the use of the

board of control and-to-examine-the-same-as-provided-by-taw
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for-the-examination-of-the-atfairas-of-county-offices.

{3) The accounting records of a board of control must

be audited in accordance with 2-7-503."

Section 33. Section 85-7-1513, MCA, is amended to read:

*g5-7-1913. Board to maintain records. (1) The board of
commissioners shall keep a complete book and record of the
accounts, records, contracts, securities, minutes of
meetings, and other matters of every kind pertaining to or
belonging to the irrigation distriet in the form prescribed
by the department of commerce. The department of commerce
shall prescribe forme for the use of irrigation districts
and--examine--them-as-provided-by-taw-for-the-examination-of
the-affairs-of-county-officers. The books and records shaii
must be open to the inspection of any landowner of the
district the same as octher public records.

{2) The department--of--commerce--shati-—-notify-——the
secretartes-—-of-—the-distrieks-cf-thae-time-cf-presenting—the
boocks-and-records—at-the-ssurthouse—-for--gnaminarian bocks

and records of irrigation digtricts are subject to audit in

accordance with 2-7-503.

{3y I1f a district is appointed fiscal agent of the
United States or is authorized by the United States to make
collections for or on behalf of the United States in
connection with a federal irrigation proiect, the board of

commissioners or its secretary shall at any time allow any

-34-



11

12

13
14
15
16
17
18
19
20
21
22
23
24

25

LC 0027/01

officer or employee of the United States, when acting under
the orders of the secretary of the interior, to have access
toe all books, records, and vouchers of the district whteh
that are in possession or control of the secretary or board.

{4) The failure of the board of commissioners to comply
with this section or 85-7-1914 is grounds for removal from
office, and the county attorney of any county in which the
irrigation district 1is situated shall prosecute ouster
proceedings against any commissioner or commissioners. The
cost ©of the proceedings is a charge against the irrigation
district and shai} must be paid as are other bills against

the distriectas district.”

Section 34. section 17-7-402, MCA, is amended to read:
"17-7-402. Budget amendment reguirements. (1)} Except as
provided in subsection (6), a budget amendment may not be
approved:
fa) by the approving authority, except a budget
amendment to gspend additional federal revenue, additicnal
tuition collected by the Montana university system,
additional revenue deposited in the internal service funds
within the department or the office of the commissioner of
higher education as a result of increased service demands by
state agencies, Montana historical society enterprise
revenue resulting from sales to the public, additiocnal

revenue deposited in funds, other than the general fund,
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from the sale of fuel for those agencies participating in
the Montana public wvehicle fueling program established by
Executive Order 22-91, or a new source of revenue that was
not available for legislative consideration during the most
recent legislative session open to that matter, or funds for

retirement credit or leave buyouts for personnel

transferring to an agency and subseguently retiring or

terminated prior to the next fiscal biennium, pursuant to a

legislatively authorized reorganization;

(b) by the approving authority, which contains any
significant ascertainable commitment for any present or
future increased general fund support;

{¢) by the approving authoritv, for the ex
money in the state special revenue fund unless an emergency
justifies the expenditure;

(d} by the approving authority, unless it will provide
additional services;

(e} by the approving authority, for any matter of which
the requesting agency had knowledge at a time when the
proposal could have been presented to an appropriation
subcommittee,_ the house appropriations committee, or the
senate finance and <claims committee of the most recent
legislative session open to that matter; or

(£) to extend beyond June 30 of the last year of any

biennium.
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(2) All budget amendments must itemize planned
expenditures by fiscal year.

(3) Each budget amendment must be submitted by the
approving authority to the budget director and the office of
the legislative fiscal analyst.

{4) Money from nonstate or nonfederal sources that
would be deposited in the state special revenue fund and
that is restricted by law or by the terms of a written
agreement, such as a contract, trust agreement, or donation,
is subject to the review process provided in 17-7-114 and is
exempt from the requirements of this part.

{(5) An appropriation that would usually be the subject
of a budgei amendment that is submitted to the legislature
for apptoval during a legislative session may not include
authority to spend money beyond the first fiscal year of the
next biennium.

(6) A budget amendment to spend state funds, other than
from the general fund, required for matching funds in order
to receive a grant is exempt from the provisions of

subsection (1)."

NEW SECTION. Section 35. Punction transfer. (1) [This
act] is subject to the provisions of 2-15-131, 2-1%-132, and
2-15-134 through 2-15-136.

{2) [This aect] is not subject to the provisions of

2-2-201(1).
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Section 36. sSection 28, Chapter 489, Laws of 1991, is
amended to read:

"Section 28. iInterfund--lean--frem--the-—generak---fund

Payment of implementation c¢osts. Costs incurred by the
department of commerce during the fiscal year ending June
30, 1992, in adopting rules to implement [this act] and in
preparing for the implementation of [this act], up to the
approved appropriation for this purpose, are to be funded by
an——interfund-toan from the general fund that-must-be-repaid
ovar-a-5-year-period-from-the-revenues-from-the-£iting--fees
provided-for-in-ftehis-aced."

NEW SECTIOM. Section 37. Local government audit
cantracts. Any contract entered into by the department of
commerce may not apply to auditing services to local
governments that are performed by or at the direction of the

legislative auditor.

NEW SECTION. Section 38. Repealer. Sections 7-6-210
and 85-9-611, MCA, are repealed.

NEW SECTION. Section 39. effective dates. (1)

[Sections 1 through 36, 38, and this section] are effective

July 1, 1994,
{2) {Section 37} is effective on passage and approval.

-End~
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STATE OF MONTANA - FISCAL NOTE
Form BD-15
In compliance with a written request, there is hereby submitted a Fiecal Note for HBOO0E3, as_introduced,

DESCRIPTION OF PROPOSED LEGISLATION: An act transferring local government audit and audit review functions from the
Department of Commerce to the Legislative Auditor; modifying local governments records and reporting requirements; expanding
allowable exceptions to the budget amendment requirements to include retirement credits and leave buy cuts for personnel
transferred to an agency pursuant to a legislatively authorized reorganization; amending and repealing certain MCA sections;
and providing effective dates.

ASSUMPTIONS:

1. Transfer effective date is July 1, 1994.

2. From the existing 29.00 FTE in the Department of Commerce, 16.50 FTE will be transferred to the Legislative Auditor;
3.50 FTE will remain with the Department of Cocmmerce to provide accounting system services to local governments; and
9.00 FTE will be eliminated. A reduction in the number of local government audits completed by the state allows for the
reduction in audit FTE.

3. The $146,068 general fund appropriation will remain with the Department of Commerce in FY95 to support the local
accounting systems preogram and the unfunded liability (early retirement buyouts and employee unused benefits).

4. The Legislative Auditor’'s Office will increase the size of the review function and complete more reviews to ensure the
quality of the audits completed by local auditors.

5. The database currently maintained in the Department of Commerce by the review function will not be transferred to the
Legislative Auditor’s Office software until FY96 to allow for appropriate conversiomn.

6. The 16.50 FTE transferred to the Legislative Auditor will not move from their current physical locations this biennium.

7. The audit and audit review functions will be accounted for in the Legislative Auditor’s special revenue fund, not a
proprietary account.

FISCAL, IMPACT:

FY ‘954 FY ’'95

Department of Commerce CQurrent Law Propoged Law Difference Current Law Propoged Law Difference
Expenditures:
FTE 29.00 29.00 0 29.00 3.50 (25.50)
Pergonal Services 946,831 946,831 0 963,411 163,381 {800,030)
3,381 Operating Expense 335,800 335,800 0 346,231 147,414 (198,817)
Equipment 9,321 9,321 0 9,420 0 (9,420)
Transfers 150,620 150,620 o 151,140 146,068 (5.072)

Total 1,442,572 1,442,572 0 1,470,202 456,863 {1,013,339)

(continued on next page)
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DAVE LEWIS, BUDGET DIRECTOR DATE RAY BRANDEWIE, PRIMARY SPONSOR DATE
Office of Budget and Program Planning Fiscal Note for HBOO063, as introduced HB é3




Fiscal Note Request ,HB(QO0G3,

as_introduced

Form BD-15 page 2
{continued)

Funding:
General Fund
Proprietary

Legiglative Auditor

Expenditures:
FTE

Perscnal Services
Operating Expenses
Equipment

Total

Revenues;
Audit Fees
Audit Review Roster Fee
Report Filing Fee
Total

Net Impact:
FTE
Expenditures
General Fund
State Special
Proprietary

EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES:
minimal. However, some local government entities may experience an increase in audit costs if the state no

their audit.

144,918
1,297,654

oo ocoo

oo oo

O oo

o o0

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION:

coneolidate the remaining audit staff in Helena.
entities of having the state complete their audit.

144,918
1,297,654
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146,068
1,324,124
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1,324,134

The impact on county or other local expenditures

The Legislative Auditor intends to phase out most of the audit
This will eliminate the option currently available to the

146,068
310,795

16.50
570,272
198,817

9,420

778,509

545,000
2,850

235,000
782,850

20.00
1,235,372
146,068
778,509
310,795
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TECHNICAL NOTES: The proposed legislation requires the Legislative Auditor to account for the activities of the audit and
contains a contingency

audit review functions in its special revenue account.
clause establishing appropriation authority in a proprietary account.

bill.

House Bill 2,

as transmitted to the Senate,
This should be amended to reflect the language of th





