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SCHEDULEOFFINDINGSANDQUESTIONEDCOSTS

CityofPortTownsend
JeffersonCounty

January1, 2017throughDecember31, 2017

SECTIONI – SUMMARYOFAUDITOR’SRESULTS
TheresultsofourauditoftheCityofPortTownsendaresummarizedbelowinaccordancewith
Title2U.S. CodeofFederalRegulations(CFR) Part200, UniformAdministrativeRequirements,  
CostPrinciples, andAuditRequirementsforFederalAwards (UniformGuidance).  

FinancialStatements
WeissuedanunmodifiedopiniononthefairpresentationoftheCity’sfinancialstatementsin
accordancewithitsregulatorybasisofaccounting.  Separately, weissuedanadverseopinionon
thefairpresentationofallfundswithregardtoaccountingprinciplesgenerallyacceptedinthe
UnitedStatesofAmerica (GAAP) becausethefinancialstatementsarepreparedusingabasisof
accountingotherthanGAAP.  

InternalControloverFinancialReporting:  

SignificantDeficiencies: Wereportednodeficienciesinthedesignoroperationofinternal
controloverfinancialreportingthatweconsidertobesignificantdeficiencies. 

MaterialWeaknesses:Weidentifiednodeficienciesthatweconsidertobematerial
weaknesses. 

WenotednoinstancesofnoncompliancethatwerematerialtothefinancialstatementsoftheCity.  

FederalAwards
InternalControloverMajorPrograms:  

SignificantDeficiencies:Wereportednodeficienciesinthedesignoroperationofinternal
controlovermajorfederalprogramsthatweconsidertobesignificantdeficiencies.  

MaterialWeaknesses:Weidentifiednodeficienciesthatweconsidertobematerial
weaknesses. 
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WeissuedanunmodifiedopinionontheCity’scompliancewithrequirementsapplicabletoits
majorfederalprogram.  

Wereportednofindingsthatarerequiredtobedisclosedinaccordancewith2CFR200.516(a).  

IdentificationofMajorFederalPrograms: 
Thefollowingprogramwasselectedasamajorprograminourauditofcomplianceinaccordance
withtheUniformGuidance.    

CFDANo. ProgramorClusterTitle

20.205HighwayPlanningandConstruction

ThedollarthresholdusedtodistinguishbetweenTypeAandTypeBprograms, asprescribedby
theUniformGuidance, was $750,000.  

TheCitydidnotqualifyasalow-riskauditeeundertheUniformGuidance.  

SECTIONII – FINANCIALSTATEMENTFINDINGS
Nonereported.  

SECTIONIII – FEDERALAWARDFINDINGSANDQUESTIONED
COSTS
Nonereported.  
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INDEPENDENTAUDITOR’SREPORTONINTERNALCONTROL
OVERFINANCIALREPORTINGANDONCOMPLIANCEAND

OTHERMATTERSBASEDONANAUDITOFFINANCIAL
STATEMENTSPERFORMEDINACCORDANCEWITH

GOVERNMENTAUDITINGSTANDARDS

CityofPortTownsend
JeffersonCounty

January1, 2017throughDecember31, 2017

MayorandCityCouncil
CityofPortTownsend
PortTownsend, Washington

Wehaveaudited, inaccordancewithauditingstandardsgenerallyacceptedintheUnitedStatesof
AmericaandthestandardsapplicabletofinancialauditscontainedinGovernmentAuditing
Standards, issuedbytheComptrollerGeneraloftheUnitedStates, thefinancialstatementsofthe
CityofPortTownsend,JeffersonCounty, Washington, asofandfortheyearendedDecember31,  
2017, andtherelatednotestothefinancialstatements, whichcollectivelycomprisetheCity’s
financialstatements, andhaveissuedourreportthereondatedJuly27, 2018.  

WeissuedanunmodifiedopiniononthefairpresentationoftheCity’sfinancialstatementsin
accordancewithitsregulatorybasisofaccounting.  Weissuedanadverseopiniononthefair
presentationwithregardtoaccountingprinciplesgenerallyacceptedintheUnitedStatesof
America (GAAP) becausethefinancialstatementsarepreparedbytheCityusingaccounting
practicesprescribedbyWashingtonStatestatutesandtheStateAuditor’sBudgeting, Accounting
andReportingSystem(BARS) manualdescribedinNote1, whichisabasisofaccountingother
thanGAAP.  Theeffectsonthefinancialstatementsofthevariancesbetweenthebasisof
accountingdescribedinNote1andaccountingprinciplesgenerallyacceptedintheUnitedStates
ofAmerica, althoughnotreasonablydeterminable, arepresumedtobematerial. 

INTERNALCONTROLOVERFINANCIALREPORTING
Inplanningandperformingourauditofthefinancialstatements, weconsideredtheCity’sinternal
controloverfinancialreporting (internalcontrol) todeterminetheauditproceduresthatare
appropriateinthecircumstancesforthepurposeofexpressingouropinionsonthefinancial
statements, butnotforthepurposeofexpressinganopinionontheeffectivenessoftheCity’s

WashingtonStateAuditor'sOfficePage6



internalcontrol.  Accordingly, wedonotexpressanopinionontheeffectivenessoftheCity’s
internalcontrol.  

Adeficiencyininternalcontrolexistswhenthedesignoroperationofacontroldoesnotallow
managementoremployees, inthenormalcourseofperformingtheirassignedfunctions, toprevent,  
ordetectandcorrect, misstatementsonatimelybasis.  Amaterialweaknessisadeficiency, ora
combinationofdeficiencies, ininternalcontrolsuchthatthereisareasonablepossibilitythata
materialmisstatementoftheCity'sfinancialstatementswillnotbeprevented, ordetectedand
correctedonatimelybasis.  Asignificantdeficiencyisadeficiency, oracombinationof
deficiencies, ininternalcontrolthatislessseverethanamaterialweakness, yetimportantenough
tomeritattentionbythosechargedwithgovernance.  

Ourconsiderationofinternalcontrolwasforthelimitedpurposedescribedinthefirstparagraph
ofthissectionandwasnotdesignedtoidentifyalldeficienciesininternalcontrolthatmightbe
materialweaknessesorsignificantdeficiencies.  Giventheselimitations, duringourauditwedid
notidentifyanydeficienciesininternalcontrolthatweconsidertobematerialweaknesses.   
However, materialweaknessesmayexistthathavenotbeenidentified. 

COMPLIANCEANDOTHERMATTERS
AspartofobtainingreasonableassuranceaboutwhethertheCity’sfinancialstatementsarefree
frommaterialmisstatement, weperformedtestsoftheCity’scompliancewithcertainprovisions
oflaws, regulations, contractsandgrantagreements, noncompliancewithwhichcouldhavea
directandmaterialeffectonthedeterminationoffinancialstatementamounts.  However,  
providinganopiniononcompliancewiththoseprovisionswasnotanobjectiveofouraudit, and
accordingly, wedonotexpresssuchanopinion.  

Theresultsofourtestsdisclosednoinstancesofnoncomplianceorothermattersthatarerequired
tobereportedunderGovernmentAuditingStandards. 

PURPOSEOFTHISREPORT
Thepurposeofthisreportissolelytodescribethescopeofourtestingofinternalcontroland
complianceandtheresultsofthattesting, andnottoprovideanopinionontheeffectivenessofthe
City’sinternalcontroloroncompliance.  Thisreportisanintegralpartofanauditperformedin
accordancewithGovernmentAuditingStandardsinconsideringtheCity’sinternalcontroland
compliance.  Accordingly, thiscommunicationisnotsuitableforanyotherpurpose.  However,  
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thisreportisamatterofpublicrecordanditsdistributionisnotlimited.  Italsoservesto
disseminateinformationtothepublicasareportingtooltohelpcitizensassessgovernment
operations.  

PatMcCarthy

StateAuditor

Olympia, WA

July27, 2018
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INDEPENDENTAUDITOR’SREPORTONCOMPLIANCEFOR
EACHMAJORFEDERALPROGRAMANDREPORTON

INTERNALCONTROLOVERCOMPLIANCEINACCORDANCE
WITHTHEUNIFORMGUIDANCE

CityofPortTownsend
JeffersonCounty

January1, 2017throughDecember31, 2017

MayorandCityCouncil
CityofPortTownsend
PortTownsend, Washington

REPORTONCOMPLIANCEFOREACHMAJORFEDERAL
PROGRAM
WehaveauditedthecomplianceoftheCityofPortTownsend,JeffersonCounty, Washington,  
withthetypesofcompliancerequirementsdescribedintheU.S. OfficeofManagementandBudget
OMB) ComplianceSupplementthatcouldhaveadirectandmaterialeffectoneachoftheCity’s

majorfederalprogramsfortheyearendedDecember31, 2017.  TheCity’smajorfederalprograms
areidentifiedintheaccompanyingScheduleofFindingsandQuestionedCosts.    

Management’sResponsibility

Managementisresponsibleforcompliancewithfederalstatutes, regulations, andthetermsand
conditionsofitsfederalawardsapplicabletoitsfederalprograms.  

Auditor’sResponsibility

OurresponsibilityistoexpressanopiniononcomplianceforeachoftheCity’smajorfederal
programsbasedonourauditofthetypesofcompliancerequirementsreferredtoabove.  We
conductedourauditofcomplianceinaccordancewithauditingstandardsgenerallyacceptedinthe
UnitedStatesofAmerica; thestandardsapplicabletofinancialauditscontainedinGovernment
AuditingStandards, issuedbytheComptrollerGeneraloftheUnitedStates; andtheaudit
requirementsofTitle2U.S. CodeofFederalRegulationsPart200, UniformAdministrative
Requirements, CostPrinciples, andAuditRequirementsforFederalAwards(UniformGuidance).   
ThosestandardsandtheUniformGuidancerequirethatweplanandperformtheaudittoobtain
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reasonableassuranceaboutwhethernoncompliancewiththetypesofcompliancerequirements
referredtoabovethatcouldhaveadirectandmaterialeffectonamajorfederalprogramoccurred.   
Anauditincludesexamining, onatestbasis, evidenceabouttheCity’scompliancewiththose
requirementsandperformingsuchotherproceduresasweconsiderednecessaryinthe
circumstances.    

Webelievethatourauditprovidesareasonablebasisforouropiniononcomplianceforeachmajor
federalprogram.  OurauditdoesnotprovidealegaldeterminationontheCity’scompliance.   

OpiniononEachMajorFederalProgram

Inouropinion, theCitycomplied, inallmaterialrespects, withthetypesofcompliance
requirementsreferredtoabovethatcouldhaveadirectandmaterialeffectoneachofitsmajor
federalprogramsfortheyearendedDecember31, 2017.   

REPORTONINTERNALCONTROLOVERCOMPLIANCE
ManagementoftheCityisresponsibleforestablishingandmaintainingeffectiveinternalcontrol
overcompliancewiththetypesofcompliancerequirementsreferredtoabove.  Inplanningand
performingourauditofcompliance, weconsideredtheCity’sinternalcontrolovercompliance
withthetypesofrequirementsthatcouldhaveadirectandmaterialeffectoneachmajorfederal
programinordertodeterminetheauditingproceduresthatareappropriateinthecircumstances
forthepurposeofexpressinganopiniononcomplianceforeachmajorfederalprogramandtotest
andreportoninternalcontrolovercomplianceinaccordancewiththeUniformGuidance, butnot
forthepurposeofexpressinganopinionontheeffectivenessofinternalcontrolovercompliance.   
Accordingly, wedonotexpressanopinionontheeffectivenessoftheCity'sinternalcontrolover
compliance. 

Adeficiencyininternalcontrolovercomplianceexistswhenthedesignoroperationofacontrol
overcompliancedoesnotallowmanagementoremployees, inthenormalcourseofperforming
theirassignedfunctions, toprevent, ordetectandcorrect, noncompliancewithatypeof
compliancerequirementofafederalprogramonatimelybasis.  Amaterialweaknessininternal
controlovercomplianceisadeficiency, orcombinationofdeficiencies, ininternalcontrolover
compliance, suchthatthereisareasonablepossibilitythatmaterialnoncompliancewithatypeof
compliancerequirementofafederalprogramwillnotbeprevented, ordetectedandcorrected, on
atimelybasis.  Asignificantdeficiencyininternalcontrolovercomplianceisadeficiency, ora
combinationofdeficiencies, ininternalcontrolovercompliancewithatypeofcompliance
requirementofafederalprogramthatislessseverethanamaterialweaknessininternalcontrol
overcompliance, yetimportantenoughtomeritattentionbythosechargedwithgovernance.  
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Ourconsiderationofinternalcontrolovercompliancewasforthelimitedpurposedescribedinthe
firstparagraphofthissectionandwasnotdesignedtoidentifyalldeficienciesininternalcontrol
thatmightbematerialweaknessesorsignificantdeficiencies.  Wedidnotidentifyanydeficiencies
ininternalcontrolovercompliancethatweconsidertobematerialweaknesses.  However, material
weaknessesmayexistthathavenotbeenidentified.  

PurposeofthisReport

Thepurposeofthisreportoninternalcontrolovercomplianceissolelytodescribethescopeof
ourtestingofinternalcontrolovercomplianceandtheresultsofthattestingbasedonthe
requirementsoftheUniformGuidance.  Accordingly, thisreportisnotsuitableforanyother
purpose.  However, thisreportisamatterofpublicrecordanditsdistributionisnotlimited.  It
alsoservestodisseminateinformationtothepublicasareportingtooltohelpcitizensassess
governmentoperations.  

PatMcCarthy

StateAuditor

Olympia, WA

July27, 2018
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INDEPENDENTAUDITOR’SREPORTON
FINANCIALSTATEMENTS

CityofPortTownsend
JeffersonCounty

January1, 2017throughDecember31, 2017

MayorandCityCouncil
CityofPortTownsend
PortTownsend, Washington

REPORTONTHEFINANCIALSTATEMENTS
WehaveauditedtheaccompanyingfinancialstatementsoftheCityofPortTownsend,Jefferson
County, Washington, fortheyearendedDecember31, 2017, andtherelatednotestothefinancial
statements, whichcollectivelycomprisetheCity’sfinancialstatements, aslistedonpage15.    

Management’sResponsibilityfortheFinancialStatements

Managementisresponsibleforthepreparationandfairpresentationofthesefinancialstatements
inaccordancewiththefinancialreportingprovisionsofWashingtonStatestatutesandthe
Budgeting, AccountingandReportingSystem(BARS) manualprescribedbytheStateAuditor
describedinNote1.  Thisincludesdeterminingthatthebasisofaccountingisacceptableforthe
presentationofthefinancialstatementsinthecircumstances.  Managementisalsoresponsiblefor
thedesign, implementationandmaintenanceofinternalcontrolrelevanttothepreparationandfair
presentationoffinancialstatementsthatarefreefrommaterialmisstatement, whetherduetofraud
orerror. 

Auditor’sResponsibility

Ourresponsibilityistoexpressopinionsonthesefinancialstatementsbasedonouraudit.  We
conductedourauditinaccordancewithauditingstandardsgenerallyacceptedintheUnitedStates
ofAmericaandthestandardsapplicabletofinancialauditscontainedinGovernmentAuditing
Standards, issuedbytheComptrollerGeneraloftheUnitedStates.  Thosestandardsrequirethat
weplanandperformtheaudittoobtainreasonableassuranceaboutwhetherthefinancial
statementsarefreefrommaterialmisstatement.     

Anauditinvolvesperformingprocedurestoobtainauditevidenceabouttheamountsand
disclosuresinthefinancialstatements.  Theproceduresselecteddependontheauditor’sjudgment,  
includingtheassessmentoftherisksofmaterialmisstatementofthefinancialstatements, whether
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duetofraudorerror.  Inmakingthoseriskassessments, theauditorconsidersinternalcontrol
relevanttotheCity’spreparationandfairpresentationofthefinancialstatementsinordertodesign
auditproceduresthatareappropriateinthecircumstances, butnotforthepurposeofexpressing
anopinionontheeffectivenessoftheCity’sinternalcontrol.  Accordingly, weexpressnosuch
opinion.  Anauditalsoincludesevaluatingtheappropriatenessofaccountingpoliciesusedandthe
reasonablenessofsignificantaccountingestimatesmadebymanagement, aswellasevaluatingthe
overallpresentationofthefinancialstatements. 

Webelievethattheauditevidencewehaveobtainedissufficientandappropriatetoprovideabasis
forourauditopinions.  

UnmodifiedOpiniononRegulatoryBasisofAccounting (BARSManual) 

AsdescribedinNote1, theCityofPortTownsendhaspreparedthesefinancialstatementstomeet
thefinancialreportingrequirementsofWashingtonStatestatutesusingaccountingpractices
prescribedbytheStateAuditor’sBudgeting, AccountingandReportingSystem(BARS) manual. 
ThoseaccountingpracticesdifferfromaccountingprinciplesgenerallyacceptedintheUnited
StatesofAmerica (GAAP).  Thedifferencesintheseaccountingpracticesarealsodescribedin
Note1. 

Inouropinion, thefinancialstatementsreferredtoabovepresentfairly, inallmaterialrespects,  
thefinancialpositionandresultsofoperationsoftheCityofPortTownsend, fortheyearended
December31, 2017, onthebasisofaccountingdescribedinNote1.  

BasisforAdverseOpiniononU.S. GAAP

AuditingstandardsissuedbytheAmericanInstituteofCertifiedPublicAccountants (AICPA)  
requireauditorstoformallyacknowledgewhengovernmentsdonotpreparetheirfinancial
statements, intendedforgeneraluse, inaccordancewithGAAP.  Theeffectsonthefinancial
statementsofthevariancesbetweenGAAPandtheaccountingpracticestheCityused, as
describedinNote1, althoughnotreasonablydeterminable, arepresumedtobematerial.  Asa
result, wearerequiredtoissueanadverseopiniononwhetherthefinancialstatementsare
presentedfairly, inallmaterialrespects, inaccordancewithGAAP. 

AdverseOpiniononU.S. GAAP

Thefinancialstatementsreferredtoabovewerenotintendedto, andinouropiniontheydonot,  
presentfairly, inaccordancewithaccountingprinciplesgenerallyacceptedintheUnitedStatesof
America, thefinancialpositionoftheCityofPortTownsend, asofDecember31, 2017, orthe
changesinfinancialpositionorcashflowsfortheyearthenended, duetothesignificanceofthe
matterdiscussedintheabove “BasisforAdverseOpiniononU.S. GAAP” paragraph.  
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OtherMatters

SupplementaryandOtherInformation

Ourauditwasperformedforthepurposeofformingopinionsonthefinancialstatementstakenas
awhole.  TheScheduleofExpendituresofFederalAwardsispresentedforpurposesofadditional
analysisasrequiredbyTitle2U.S. CodeofFederalRegulations(CFR) Part200, Uniform
AdministrativeRequirements, CostPrinciples, andAuditRequirementsforFederalAwards
UniformGuidance).TheScheduleofLiabilitiesispresentedforpurposesofadditionalanalysis,  

asrequiredbytheprescribedBARSmanual. Theseschedulesarenotarequiredpartofthe
financialstatements.  Suchinformationistheresponsibilityofmanagementandwasderivedfrom
andrelatesdirectlytotheunderlyingaccountingandotherrecordsusedtopreparethefinancial
statements.  Theinformationhasbeensubjectedtotheauditingproceduresappliedintheauditof
thefinancialstatementsandcertainadditionalprocedures, includingcomparingandreconciling
suchinformationdirectlytotheunderlyingaccountingandotherrecordsusedtopreparethe
financialstatementsortothefinancialstatementsthemselves, andotheradditionalproceduresin
accordancewithauditingstandardsgenerallyacceptedintheUnitedStatesofAmerica.  Inour
opinion, theinformationisfairlystated, inallmaterialrespects, inrelationtothefinancial
statementstakenasawhole. 

OTHERREPORTINGREQUIREDBYGOVERNMENTAUDITING
STANDARDS
InaccordancewithGovernmentAuditingStandards,wehavealsoissuedourreportdatedJuly27,  
2018onourconsiderationoftheCity’sinternalcontroloverfinancialreportingandonourtests
ofitscompliancewithcertainprovisionsoflaws, regulations, contractsandgrantagreementsand
othermatters.  Thepurposeofthatreportistodescribethescopeofourtestingofinternalcontrol
overfinancialreportingandcomplianceandtheresultsofthattesting, andnottoprovidean
opiniononinternalcontroloverfinancialreportingoroncompliance.  Thatreportisanintegral
partofanauditperformedinaccordancewithGovernmentAuditingStandardsinconsideringthe
City’sinternalcontroloverfinancialreportingandcompliance.  

PatMcCarthy

StateAuditor

Olympia, WA

July27, 2018
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FINANCIALSECTION

CityofPortTownsend
JeffersonCounty

January1, 2017throughDecember31, 2017

FINANCIALSTATEMENTS
FundResourcesandUsesArisingfromCashTransactions – 2017
FiduciaryFundResourcesandUsesArisingfromCashTransactions – 2017
NotestotheFinancialStatements – 2017

SUPPLEMENTARYANDOTHERINFORMATION
ScheduleofLiabilities – 2017
ScheduleofExpendituresofFederalAwards – 2017
NotestotheScheduleofExpendituresofFederalAwards – 2017
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CityofPortTownsend
NotestotheFinancialStatements

FortheYearEndedDecember31, 2017

NOTE1 - SUMMARYOFSIGNIFICANTACCOUNTINGPOLICIES

TheCityofPortTownsendwasincorporatedonJanuary16, 1860andoperatesunderthelawsofthe
Stateof Washington applicable toanon-chartercodecity.  Thecityis ageneralpurposelocal
governmentandprovidespoliceandfireprotection, water, sewer, stormdrainage, wastemanagement,  
aswellasmaintainingparks, streets, andalibraryforusebyitscitizens.  

The CityofPortTownsend reports financial activity inaccordancewith theCashBasisBudgeting,  
AccountingandReportingSystem (BARS) Manual prescribedbytheStateAuditors Office under the
authorityofWashingtonState law, Chapter43.09RCW.  Thismanualprescribesafinancialreporting
frameworkthatdiffersfromgenerallyacceptedaccountingprinciples (GAAP) inthefollowingmanner:  

Financialtransactionsarerecognizedonacashbasisofaccountingasdescribedbelow. 
Componentunitsarerequiredtobedisclosed, butarenotincludedinthefinancialstatements. 
Government-widestatements, asdefinedinGAAP, arenotpresented. 
Allfundsarepresented, ratherthanafocusonmajorfunds. 
TheScheduleofLiabilities isrequiredtobepresentedwiththefinancialstatementsas
supplementaryinformation. 
SupplementaryinformationrequiredbyGAAPisnotpresented. 
EndingbalancesarenotpresentedusingtheclassificationsdefinedinGAAP. 

A.FundAccounting

Financialtransactionsofthegovernmentarereportedinindividualfunds.  Eachfundusesa
separatesetofself-balancingaccountsthatcomprisesitscashandinvestments, revenuesand
expendit
dependingontheirintendedpurpose.  Eachfundisreportedasaseparatecolumninthefinancial
statements.    

Thefollowingfundtypesareused:  

GOVERNMENTALFUNDTYPES:  

GeneralFund (Fund010):  

Thisfundistheprimaryoperatingfundofthecity.  Itaccountsforallfinancialresourcesexcept
thoserequiredorelectedtobeaccountedforinanotherfund.  

SpecialRevenueFunds (Fundsinthe100series):  
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Thesefundsaccountforspecificrevenuesourcesderivedfromspecifictaxes, grantsorother
sources, whicharerestrictedorcommittedtoexpendituresforspecifiedpurposesofthecity.   
Note:   Priorto2014, theCityreporteditsSystemDevelopmentChargeFundinthe100series.    This

fundwasreassignedasaproprietaryfund (400series) becauseitwascreatedtofundwaterand
wastewatercapitalimprovementsandreplacements.)  

DebtServiceFunds (Fundsinthe200series):  

Thesefundsaccountforthefinancialresourcesthatarerestricted, committed, orassignedto
expendituresforprincipal, interestandrelatedcostsongenerallong-termdebt.  

CapitalProjectsFunds (Fundsinthe300series):  

Thesefundsaccountforfinancialresourceswhicharerestricted, committed, orassignedforthe
acquisitionorconstructionofcapitalfacilitiesorothercapitalassets.  

PermanentFunds

Thesefundsaccountforfinancialresourcesthatarelegallyrestrictedtotheextentthatonly
earnings, andnotprincipal, maybeusedforpurposesthatsupportprogramsforthebenefitofthe
governmentoritscitizenry.  

PROPRIETARYFUNDTYPES:  

EnterpriseFunds (Fundsinthe400series):  

Thesefundsaccountforoperationsthatprovidegoodsorservicestothegeneralpublicandare
supportedprimarilythroughusercharges.   

Notes:  
Priorto2014, theCityreporteditsSystemDevelopmentChargeFundinthe100series.    Thisfund
wasreassignedasaproprietaryfund (400series) becauseitwascreatedtofundwaterand
wastewatercapitalimprovementsandreplacements.  

Priorto2016, theCityreporteditsGolfCourseFundasaFiduciaryFund.  Theactivitiesofthisfund
aresupportedbyuserchargestosupportcapitalimprovements, maintenanceandrepairs, and
otheroperatingexpendituresoftheGolfCourseandwasreassignedasanEnterpriseFund.  

InternalServiceFunds (Fundsinthe500series):  

Thesefundsaccountforoperationsthatprovidegoodsorservicestootherdepartmentsorfunds
ofthecityorothergovernmentalunitsonacostreimbursementbasis. 

FIDUCIARYFUNDTYPES:  

Fiduciaryfundsaccountforassetsheldbythegovernmentinatrusteecapacityorasanagenton
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behalfofothers.  

Pension (andOtherEmployeeBenefit) TrustFunds (Fund610):  

ThisfundisusedtoaccountforfinancialresourcestopayretireebenefitsrelatedtotheFire

PrivatePurposeTrust (Fund621):  

TheMemorialFundwasestablishedtoaccountforassetsdonatedtothecity.  Fundscominginto
thememorialfundmaybeashallbeacceptedandmanagedinaccordwithanyconditionsand
termsimposedbythedonormakingthegift.  

AgencyFunds (Funds613 699):  

Thesefundsareusedtoaccountforassetsthatthecityholdsonbehalfofothersinacustodial
capacity.  

B.BasisofAccountingandMeasurementFocus

Financialstatementsarepreparedusingthecashbasisofaccountingandmeasurementfocus.   
Revenuesarerecognizedwhencashisreceivedandexpendituresarerecognizedwhenpaid,  
includingthoseproperlychargeableagainsttheprioryear(s) budgetappropriationsasrequiredby
statelaw.  

Inaccordancewithstatelawthecityalsorecognizesexpenditurespaidduringtwentydaysafter
thecloseofthefiscalyearforclaimsincurredduringthepreviousperiod.  

Purchasesofcapitalassetsareexpensedduringtheyearofacquisition.  Thereisnocapitalization
ofcapitalassets, norallocationofdepreciationexpense.  Inventoryisexpensedwhenpurchased.  

C.Budgets

Thecityadoptsannualappropriatedbudgetsforallfunds.  Thesebudgetsareappropriatedatthe
fundlevel. Thebudgetconstitutesthelegalauthorityforexpendituresatthatlevel.  Annual
appropriationsforthesefundslapseatthefiscalyearend.  

Annualappropriatedbudgetsareadoptedonthesamebasisofaccountingasusedforfinancial
reporting.  

Theappropriatedandactualexpendituresforthelegallyadoptedbudgetswereasfollow:  
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FISCALYEAR2017

FinalAppropriatedActual
AmountsExpendituresVariance

General$        8,560,864$        8,362,152$         198,712
Street$      865,941$      808,415$      57,526

Library$        1,036,496$        1,013,963$      22,533
RealEstateExciseTaxFund$      606,000$      606,000$      - 

LodgingTax$      480,000$      433,614$      46,386
Fire & EMSService$        2,317,194$        2,307,427$        9,767

AffordableHousingFund$        40,000$        40,000$      - 
CommunityDevelopmentBlockGrants$        15,245$         -$      15,245

CommunityServices$        1,925,969$        1,913,599$      12,370

GODebtService$        4,987,702$        4,987,597$      105

CapitalImprovement$        5,442,057$        4,196,893$      1,245,164

Water/SewerUtilityOperations$        5,753,353$        5,365,310$         388,044
SystemDevelopmentCharges$      687,000$      687,000$      - 

UtilityConstructionFund$        5,901,617$        4,775,142$      1,126,475
TranslineReplacement$      589,764$      589,764$      - 

1978WaterSewerRevBond$        22,000$        22,000$      - 
WaterCapitalDebtReserve$      795,369$      651,857$         143,512

StormwaterOperations$      478,005$      467,419$      10,586
StormwaterCapitalFund$      640,000$      311,786$         328,214

EquipmentRental$      982,600$      953,982$      28,618

PublicWork & Admin$      530,119$      504,554$      25,565
EngineeringServiceFund$        1,003,088$      969,311$      33,777

UnemploymentSelfInsurance$        30,640$        30,637$          3

Firemen'sPension$        31,487$        30,559$      928

CourtAgencyFunds$         -$      111,806$       ( 111,806) 
GolfCourseFund$          9,698$          4,884$        4,814

TOTAL$      43,732,208$      40,145,673$      3,586,536

Budgetedamountsareauthorizedtobetransferred withinanyfund/objectclasseswithin
departments; however, anyrevisionsthatalterthetotalexpendituresofafund, orimpactthe
numberofauthorizedemployeepositions, salaryranges, hours, orotherconditionsofemployment
mustbeapprovedbythecitycouncil.  

D.CashandInvestments

investmentsis
proratedtothevariousfundsbasedonfundbalance.  

AlldepositsarecoveredbytheFederalDepositInsuranceCorporationand/orbycollateralheldin
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amultiplefinancialinstitutionpooladministeredbytheWashingtonPublicDepositProtection
Commission.    

theWashingtonStateTreasurer
savingsandloaninstitutions.  

Investmentsarereportedatfairvalue.  InvestmentactivityfortheyearendingDecember31, 2017
islistedbelow:  

CityofPortTownsend
StateofWashington
LocalGovernmentInvestmentPool

1/1/2017BeginningBalance$  6,485,230

GrossInvestmentEarnings
63,168AdministrativeFees( 486) 

NetInvestmentEarnings
62,681

Deposits
Withdrawals

12/31/2017EndingBalance (MarketValue)6,547,911$    

E.CapitalAssets

Thecityisresponsibleforstewardshipofpublicresourcesandassuch, haspoliciesandprocedures
inplacetotrack, demonstrateaccountability, andinsuresecurityofallassets.    

Operatingunderacashbasis, capitalassetsandinventoryarerecordedascapitalexpenditures
whenpurchased; becausetheentireexpenditureisrecognizedintheperiodwhenthecashoutflow
occurs, thereportingofdepreciationaccountsisnotappropriate.  

CapitalImprovementsaredefinedasprojectstocreate, expand, ormodifyacapitalfacility.  The
projectmayincludedesignpermitting, environmentalanalysis, landacquisition, construction,  
landscaping, siteimprovements, initialfurnishings, andequipment.  Theprojectcostmustexceed
5,000andhaveausefullifeofoneyearormore.  
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F.CompensatedAbsences

Vacationleavemaybeaccumulatedupto240hoursforregularemployeesand360hoursfor
departmentheads.   Vacationleaveispayableuponseparationorretirement.  Sickleavemaybe
accumulatedupto1,440hours. Uponseparationorretirementemployeesdonotreceivepayment
forunusedsickleave.  Expendituresrelatedtoleavearerecognizedwhenpaid.    
Thecompensatedabsencebalancesincreasedby $55,855from2016to2017, endingat $511,399
fortheyear.   

G.Long-TermDebt

SeeNote4.  

H.OtherFinancingSourcesorUses

The OtherFinancingSourcesorUsesconsistofoperatingtransfers-in, operatingtransfers- 
out, specialassessmentbondproceeds, andproceedsfromrefundingbonds.  

I.RiskManagement

SeeNote6.  

J.ReservedPortionofEndingCashandInvestments

BeginningandEndingCashandInvestmentsisreportedasreservedwhenitissubjectto
restrictionsonuseimposedbyexternalpartiesorduetointernalcommitmentsestablishedbythe
CityCouncilthroughaformalaction (e.g. ordinanceorresolution).  Whenexpendituresthatmeet
theserestrictionsareincurred, thecity intendstousereservedresourcesfirstbeforeusing
unreservedamounts.  

ReservationsofEndingCashandInvestmentsconsistasofDecember31, 2017are $1,786,451.  
ThesefundswerereservedbyTrustin1956forsystemreplacementorimprovementsrelatedto
theOlympicGravityWaterSystemPipeline (Ordinance1321).  

NOTE2 PROPERTYTAXES

TheJeffersonCountyTreasureractsasagenttocollectpropertytaxesleviedinthecountyforalltaxing
authorities.  Collectionsaredistributedafterthetotalcollectedsurpasses $10,000; withanybalance
leftoverdistributedatmonth-end.  

Propertytaxrevenuesarerecognizedwhencashiscollected.  Delinquenttaxesareconsideredfully
collectiblebecausealienaffixestothepropertywhentaxesarelevied.  

2017was $1.55334per $1,000onassessedvaluationof $1,441,602,061for
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atotalregularlevyof $2,239,304.  

ALibraryLIDliftwasapprovedbyvotersin2008tobephasedinover2009-2011.  For2017thelibrary
levywas $0.72217per $1,000foratotalof $1,041,085.  

VotersapprovedaFireLIDliftin2012.  For2017theFireLIDliftwas $0.47694per $1,000foratax
amountof $687,562.  

ThecityalsohasaspeciallevyforEmergencyMedicalServices (EMS).  TheEMSlevyratewasvoter
approvedin2010to $0 .50per $1,000foratotallevyof $720,801in2017.  

In2015, votersapprovedataxlevyforimprovementstotheMountainViewCommons.    Thetaxlevy
paysforthedebtserviceonthebondsissuedtomaketheseimprovements.    Thelevyratefor2017
was $0.10607per $1,000ofassessedpropertyvalueforatotallevyof $149,999.  

NOTE3 LONGTERMDEBT

TheaccompanyingscheduleofLongTermLiabilities (Schedule09) providesalistingoftheoutstanding
nsactionsforCalendarYear2017.  

Thedebtservicepaymentsfortheyearbeingreportedandfuturepaymentrequirements, including
interest, arelistedinthetablebelow.  Schedule9alsoincludesliabilitiesforcompensatedabsences
seeNote1) andpensionliabilities (seenote5).  

DEBTSERVICESCHEDULE
Revenue

G.O. Bond Bond
AnticipationAnticipation Revenue TotalDebt

YearG.O. BondsLineofCreditLineofCreditBondsOtherDebtService

2017$ 1,578,619$ 0$ 30,753$22,000$989,732$2,621,105

2018$ 1,642,655$ 0$ 1,719,409$21,000$978,128$4,361,192

2019$ 1,643,405$ 0$ 0$0$1,529,990$3,173,395

2020$ 1,642,893$ 0$ 0$0$1,317,532$2,960,425

2021$ 1,639,243$ 0$ 0$0$1,308,591$2,947,834

2022-2026$8,124,768$ 0$ 0$0$5,768,585$13,893,353

2027-2031$8,095,800$ 0$ 0$0$5,340,527$13,436,327

2032-2036$5,278,400$ 0$ 0$0$3,112,968$8,391,368

2037-2039$ 0$ 0$ 0$0$775,610$775,610

Total$29,645,783$ 0$ 1,750,162$43,000$21,121,662$52,560,607
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A.Bonds

TheCityofPortTownsendissuesgeneralobligationandrevenuebondstofinancetheconstructionand
improvementofcapitalassets.  Bondedindebtednesshasalsobeenusedtoadvancerefundrevenue
bonds.  Generalobligationbondshavebeenissuedforbothgeneralgovernmentandbusiness-type
activitiesandarebeingrepaidfromtheapplicableresources.  Therevenuebondsarebeingrepaidby
proprietaryfundrevenues.  

In2008theCityissued $7,500,000inLimitedGeneralObligationBondstofinanceroadandsidewalk
improvements, aswellastourism, infrastructure, andwaterfrontaccessimprovements.  In2017, the
Cityissued $9,155,000OfLimitedTaxGeneralObligationandRefundingBonds (Series2017ABank
Qualified/TaxExempt) and $1,105,000LimitedTaxGeneralObligationBonds (Series2017BTaxable).     
TheproceedsoftheBondsrefundedapproximately $7,800,000ofthe2008GeneralObligationBonds
atasignificantlylowerinterestrate, producinganetpresentvaluesavingsof $980,000or13.1%.   The
Citytookadvantageofthesavingsandlowinterestrateenvironmenttoobtainanadditional $3,200,000
inproceeds.    Theseproceedsfundsidewalkimprovements, WaterStreetrepavingproject, capital
improvementsattheCarnegieLibraryandothercapitalitems.   TheAll-inTotalInterestCostofthe
bondswas3.29%.    TheBondswereauthorizedpursuanttoOrdinance3165, passedonFebruary6,  
2017.  Twoseriesofbondswerestructuredwherethetaxable (higherinterestrate) series (2017B)  
maturesfirstcallableonorafterJune1, 2022, followedbythelowercosttax-exemptbonds (2017A),  
callableonorafterJune1, 2026.  Asacashbasisentity, thecityonlyrecordedthenetcashproceeds.   
ThiscausedavariancebetweencashproceedsontheGLvs. theDebtPrincipaltotalsrecordedon
Schedule09.  TheCityappliedtoS&PGlobalRatings (S&P) foraratingonthebonds.   TheCityManager
andFinanceDirectorparticipatedinaratingcallwithS&Panalystscoveringthelocaleconomy, city
policiesandpractices, managementandfinances.   BasedontheoverallstrengthoftheCity, S&P

In2010theCityissuedanadditional $3,740,000inbondsforsidewalks, utilitiesandstreet
improvements, aswellasfundingfortheCarnegieLibraryseismicretrofit.  In2012theCityrefunded
thebalanceofthe1999GeneralObligationBondsandthe2005GeneralObligationBonds.  Aspartof
thesamefinancing, $1,505,000ofthe2003Bondswereadvancerefundedaswellas $2,500,000ofthe
2002Bonds.    

In2014, theCityCouncilauthorizedaLimitedGeneralObligationBondAnticipationNote (BAN) for
1,500,000.  TheBANlineofcreditinterestrateisavariableratetiedtotheLIBOR (LondonInterbank

OfferedRate) andiscalculatedas65% ofthe3monthLIBORrateplus1.05%.  Thecitydidnotinitiate
anydrawsonthislineofcreditin2017.  ThematuritydateofthelineofcreditwasDecember1, 2017,  
andwasamendedwithOrdinance3186toextendthematuritytoMay31, 2019.   Theinterestrateand
othertermsremainthesame.  Theinterestrateforthiscreditlinewas2.01% asofDecember31, 2017.  

In2015, theCityissued $3,385,000invoterapprovedUnlimitedTaxGeneralObligationbondsto
financeenergyretrofits, buildingimprovementsatcityfacilitieslocatedatMountainViewCommons,  
whichhousesmunicipalservicesandsocialandpublicserviceorganizations, andothergeneralcapital
projectcosts.  ThebondisbeingrepaidbyavotedpropertytaxassessmentandotherCitytaxreceipts.  

In2016, thecitycouncilapprovedauthorizedalineofcreditprovidingfortheissuanceandsaleofa
WaterandSewerRevenueBondAnticipationNotewithanaggregateprincipalamountnottoexceed
3,000,000.  Thislineofcreditwasestablished

sprimerateminus2.25% andcannotbe
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lessthan1.25%.  Asoftheendof2017, thecityhadanoutstandingdrawonthelineofcreditof
1,7000,000, andtheinterestratewas2.0%.  ThematuritydateofthelineofcreditisMarch1, 2018.   

ThelineofcreditwillallowtheCitytopayconstructioninvoicespercontracttermswhileawaiting
reimbursementfromstateandfederalprograms.      

ProprietaryLong-TermDebtcurrentlyoutstandingasofDecember31, 2017isasfollows: 
PROPRIETARYLONGTERMDEBT

Issue Debt
YearPurposeOriginalIssueInterestRateMaturityDateOutstanding

Water/SewerRevenue
BondsforWaterandSewer

1978Improvements$ 395,0005.00% 12/1/2018$ 20,000
UtilityCapitalRevenue Primerateminus

BondAnticipationNoteLine 2.25% interestrate;  
ofCreditforWater/ Sewer cannotbelessthan

2016improvements$ 1,700,0001.25% 3/1/2018$ 1,700,000
DOE - WastewaterFacility -  

2017OutfallProject$ 2,1002.00%6/30/2018$ 2,100
Total$1,722,100

GeneralObligationDebtcurrentlyoutstandingasofDecember31,2017isasfollows: 
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G.O. LONGTERMOUTSTANDINGDEBT
Issue Debt
YearPurposeOriginalIssueInterestRateMaturityDateOutstanding

LimitedG.O. Bondsfor
constructionfundsforcivic

2008andstreetimprovements$ 7,500,0004.15% - 5.00% 12/1/2038$ 0
LimitedG.O. Bondsfor

street, sidewalk, utilities
2010andhistoricdistrict$ 3,740,0002.30% - 5.00% 12/1/2030$ 3,355,000

LimitedG.O. Bondsfor
refundingof1999Bonds, a

portionofthe2002G.O.  
Bonds, andaportionofthe

20122005G.O. Bonds$ 5,530,000. 50% - 4.25% 12/1/2025$ 3,165,000
LimitedG.O. Bond

AnticipationNote (Lineof Variableratetied
Credit) forcapital toLiborindex (65%  

improvmentsatthe of3monthLibor
MountainViewcampusand plus1.05%, rateas

othergeneralcapital of12/31/2017 -  
2014projectcosts$ 1,500,0001.267133% 12/1/2017$ 0

VotedUnlimitedG.O. Bonds
forenergyretrofitsand

capitalimprovmentsatthe
MountainViewcampusand

othergeneralcapital
2015projects$3,385,0002.0% - 4.0% 12/1/2031$ 3,205,000

LimitedG.O. TaxableBonds
forLibraryRenovations,  
Streets & VisitorCenter

Frontage & Othergeneral
2017CapitalProjects$ 1,150,0001.2% - 3.2% 12/1/2025$ 1,060,000

LimitedG.O. Bondsfor
LibraryRetrofit, Streets &  
VisitorCenterFrontage &  

othergeneralcapital
2017projects$ 9,155,0004.00% 12/1/2035$ 9,155,000

Total$19,940,000
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B.PublicWorksTrustFundLoansandStateRevolvingFundLoans

StateofWashingtonPublicWorksTrustFunds (PWTF) Loansareintergovernmentalloansfromthe
PublicWorksBoardtoundertakelocalpublicworksprojects.  Theseloansareadirectresponsibilityof
theCityofPortTownsend.  TheCitycurrentlyhaseightsuchloans.  

StateRevolvingFund (SRF) LoansareStateofWashingtonDepartmentofEcologylowinterestloans
forprojectsthatprotectandimprovewaterquality.  TheCityofPortTownsendhasoneSRFloan.  

DrinkingWaterStateRevolvingFund (DWSRF) LoansarelowinterestStateofWashingtonloansfor
infrastructureconstructionandimprovementsfordrinkingwatersystemsthatincreasepublichealth
andcomplywithdrinkingwaterregulations.  Insomecases, partialloanforgivenessisoffered.  The
Citycurrentlyhasthreeoftheseloans.    

AsofDecember31, 2017, thelong-termdebtpayableforPWTFandSRFloansconsistedofthe
following:  
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PUBLICWORKSANDSTATEREVOLVINGFUNDLOANSCHEDULE
Issue Maturity Debt
YearPurposeOriginalIssueInterestRateDateOutstanding

PWTFLoan:  CTPipeline Tri-Area
WaterStorage, Tri-AreaWell

1998Upgrades$ 2,172,0551.00% 7/1/2018$ 44,718
PWTFLoan:  GainesStreetLift

1999Station; SanJuanStreetTrunkLine$ 1,434,3651.00% 7/1/2019$ 119,190
PWTFLoan:  Wastewater
TreatmentOutfallExpansion;  

2001TrunkSewerLineReplacement$ 1,153,3500.50% 7/1/2021$ 221,106
PWTFLoan:  MorganHillWater

2002SystemImprovements$ 1,263,4530.50% 7/1/2022$ 333,509
SRFLoan:  DeptofEcologyLoan:   
WastewaterConveyanceStorm
andSewerSeparation; Gains
StreetLiftStationPhaseII; Trunk

2005SewerLineReplacement$ 856,8031.50%10/31/2023$ 337,127
2012PWTFLoan:  CityLakeRepair$ 1,000,0000.50% 6/1/2031$ 736,842

PWTFLoan:  MandatedLT2Water
2012TreatmentFacility$ 1,896,0000.50% 6/1/2031$ 1,566,899

DWSRFLoan:  LT2Federally
MandatedWaterTreatment

2012Facility$ 3,071,5211.50%10/1/2036$ 2,917,945
PWTFLoan:  5MGReservoir

2013Replacement$ 1,236,4420.50% 6/1/2032$ 1,103,985

2013PWTFLoan:  UVDisinfection$ 3,688,2780.50% 6/1/2032$ 3,442,963
DWSRFLoan:  Replacementfor
Primary5MGReservoirwith

2014Booste$ 5,588,8901.00%10/1/2038$ 5,588,890
DWSRFLoan:  MandatedLT2Water

2015TreatmentFacility$ 5,053,2501.00%10/1/2038$4,240,773
Total$20,653,946
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NOTE4 PENSIONPLANS

A.StateSponsoredPlans

Substantiallyallcityfull-timeandqualifyingpart- 

ionandReliefFundadministeredby
WashingtonStateDepartmentofRetirementSystems (DRS), undercost-sharingmultiple-employer
publicemployeedefinedbenefitanddefinedcontributionemployeeretirementplans.  Contributions
tothesystemsbybothemployeeandemployerarebasedupongrosswagescoveredbytheplan.    

TheStateLegislatureestablishes, andamends, lawspertainingtothecreationandadministrationof
allpublicretirementsystems.  

TheDepartmentofRetirementSystems, adepartmentwithintheprimarygovernmentoftheStateof
Washington, issuesapubliclyavailablecomprehensiveannualfinancialreport (CAFR) thatincludes
financialstatementsandrequiredsupplementaryinformationforeachplan.  TheDRSCAFRmaybe
obtainedbywritingto:  

DepartmentofRetirementSystems
CommunicationUnit

POBox48380
Olympia, WA98504-8380

Also, theDRSCAFRmaybedownloadedfromtheDRSwebsiteatwww.drs.wa.gov.  

AtJune30, 2017 rtionateshareofthecollective
netpensionliabilities, asreportedonSchedule09,   
netpensionassetswasasfollows:  

Allocation % Liability (Asset)  
PERS1 0.000000% $ 0.00

PERS1UAAL 0.039986% $ 2,147,436.53
PERS2 / 3 0.051237% $ 2,579,742.47

TotalNetPensionLiability (Sch09) $ 4,727,179.01
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Allocation %Liability (Asset) 
PERS10.000000%$0.00
PERS1UAAL0.039926%$1,894,519.84
PERS2 / 30.051355%$1,784,340.77

TotalNetPensionLiability (Sch09)$ 3,678,860.62

LEOFF10.011893%-$180,442.97
LEOFF20.040411%-$560,773.75

NetpensionAssets-$ 741,216.72

LEOFFPlan1
ThecityalsoparticipatesinLEOFFPlan1.  TheLEOFFPlan1isfullyfundedandnofurtheremployer
contributionshavebeenrequiredsinceJune2000.  Iftheplanbecomesunderfunded, fundingofthe
remainingliabilitywillrequirenewlegislation.  StartingonJuly1, 2000, employersandemployees
contributezeropercent.  

LEOFFPlan2
ThecityalsoparticipatesintheLEOFFPlan2.  TheLegislature, bymeansofaspecialfunding
arrangement, appropriatesmoneyfromthestategeneralfundtosupplementthecurrentservice
liabilityandfundthepriorservicecostsofPlan2inaccordancewiththerecommendationofthe
PensionFundingCouncilandtheLEOFFPlan2RetirementBoard.  Thisspecialfundingsituationisnot
mandatedbythestateconstitutionandcouldbechangedbystatute.  

B.LocalGovernmentPensionPlans

TheCityofPortTown
Pension.  ThesystemisshownasatrustfundinthefinancialstatementsoftheCityofPortTownsend.   
AsofDecember31, 2017, therewereatotalofthreeindividualscoveredanddrawingbenefitsunder
thissystem.   NoneoftheseindividualswereemployedbytheCityin2017.    

AsofDecember31, 2017, thefundbalanceofthistrustfundwas $231,925.  

NOTE5 RISKMANAGEMENT

TheCityofPortTownsendisamemberoftheWashingtonCitiesInsuranceAuthority (WCIA). Utilizing
Chapter48.62RCW (self-insuranceregulation) andChapter39.34RCW (InterlocalCooperationAct),  
ninecitiesoriginallyformedWCIAonJanuary1, 1981.  WCIAwascreatedtoprovidingapooling
mechanismforjointlypurchasinginsurance, jointlyself-insuring, and / orjointlycontractingforrisk
managementservices.  WCIAhasatotalof168Members.  

Newmembersinitiallycontractforathree-yearterm, andthereafterautomaticallyrenewonanannual
basis.  Aone-yearwithdrawalnoticeisrequiredbeforemembershipcanbeterminated.  Termination
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doesnotrelieveaformermemberfromitsunresolvedlosshistoryincurredduringmembership.  

Liabilitycoverageiswrittenonanoccurrencebasis, withoutdeductibles.  Coverageincludesgeneral,  
automobile, police, errorsoromissions, stopgap, employmentpracticesandemployeebenefits
liability.  Limitsare $4millionperoccurrenceintheself-insuredlayer, and $21millioninlimitsabove
theself-insuredlayerisprovidedbyreinsurance.  Totallimitsare $25millionperoccurrencesubjectto
aggregatesandsub-limits.  TheBoardofDirectorsdeterminesthelimitsandtermsofcoverage
annually.  

Insuranceforproperty, automobilephysicaldamage, fidelity, inlandmarine, andboilerandmachinery
coveragearepurchasedonagroupbasis. Variousdeductiblesapplybytypeofcoverage. Property
coverageisself- floodand
earthquake, andinsuredabovethatto $300millionperoccurrencesubjecttoaggregatesandsub- 
limits. Automobilephysicaldamagecoverageisself- 
andinsuredabovethatto $100millionperoccurrencesubjecttoaggregatesandsub-limits.   

In-houseservicesincluderiskmanagementconsultation, losscontrolfieldservices, andclaimsand
litigationadministration.  WCIAcontractsforcertainclaimsinvestigations, consultantsforpersonnel
andlanduseissues, insurancebrokerage, actuarial, andlobbyistservices.  

WCIAisfullyfundedbyitsmembers, whomakeannualassessmentsonaprospectivelyratedbasis, as
determinedbyanoutside, independentactuary.  Theassessmentcoversloss, lossadjustment, and
administrativeexpenses.  Asoutlinedintheinterlocal, WCIAretainstherighttoadditionallyassessthe
membershipforanyfundingshortfall.  

Aninvestmentcommittee, usinginvestmentbrokers, producesadditionalrevenuebyinvestmentof
WCI

ABoardofDirectorsgovernsWCIA, whichiscomprisedofonedesignatedrepresentativefromeach
member.  TheBoardelectsanExecutiveCommitteeandappointsaTreasurertoprovidegeneralpolicy
directionfortheorganization.  TheWCIAExecutiveDirectorreportstotheExecutiveCommitteeandis
responsibleforconductingthedaytodayoperationsofWCIA.  

NOTE6 CONTINGENCIESANDLITIGATION

Intheopinionofmanagement, theCity( seeNote6) andself-insurancefund (see
Note11) areadequatetopayallknownorpendingclaims.  

NOTE7 INTERFUNDLOANS

InNovember2015, theCityCouncilauthorizedaninterfundloanfromtheTransmissionLine
ReplacementFundtotheStreetCapitalFundtoprovidethematchingfundsnecessaryforgrantsfrom
theTransportationImprovementBoard (TIB), WashingtonStateDepartmentofTransportationSurface
TransportationProgram (WSDOTSTP), andCommunityEconomicRevitalizationBoard (CERB).  Loan
financingof $320,000wasforgrantmatchingfundsfortheHowardStreetExtensionProjectandthe
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constructionofLandesStreet & SheridanStreetsidewalkprojects.  Inthesameresolution, theCity
Councilauthorizedaninter fundloan intheamountof $180,000 fromtheTransmissionLine
ReplacementFundtotheGeneralCapitalFundforfinancingenergysavingsimprovements, equipment
andsoftwareforvariouscitybuildings.    TheseloanswerescheduledtoberepaidbyJanuary31, 2018
butwerepaidoffonMarch31, 2017aspartoftheadvancerefunding/refinancingofthe2008Limited
GeneralObligationBonds (seeNote16SubsequentEvents).  

In2017, theCityCouncilauthorized, throughResolution17-053onNovember13, 2017. aninterfund
loanfromtheTransmissionLineReplacementFundtotheGeneralFundregardingresolution17-019
onApril24, 2017authorizingaloanformtheCitytoHomewardBound, aWashingtonnon-profit
corporationforanaffordablehousingproject.  Thisinterfundloanwillberepaidthroughapermanent
financingplantobeidentifiedbytheCityin2018 (seesubsequenteventsnote).    This $250,000loan
istheonlyoutstandinginterfundloanasof12/31/2017.  

2017Balance
LoanReferenceBorrowingFundLendingFundBalance1/1/17RepaymentsNewLoans12/31/2017
Landes &  
SheridanStreet StreetCapital Transmission
Sidewalks( 305) Line (417) $ 205,000$ 205,000$ 0$ 0
HowardStreet StreetCapital Transmission
Extension( 305) Line (417) $ 115,000$ 115,000$ 0$ 0
HoneywellEnergy GeneralCapital Transmission
Project( 301) Line (417) $ 180,000$ 180,000$ 0$ 0

Transmission
HomewardBound GeneralFund Line (417) $ 0$ 0$ 250,000$250,000

TOTAL$500,000$500,000$250,000$250,000

NOTE8 SELFINSURANCE

TheCityofPortTownsendself- 
EmploymentSecurityDepartment.  Whenaformeremployeefilesforandobtainsunemployment
coveragewiththeStateofWashington, theCityofPortTownsendisdirect-billedtheirportionofthe
unemploymentbenefitcosts.  

In2013, theCityofPortTownsendestablishedanUnemploymentSelfInsuranceFund.  AsofDecember
31, 2017, thefundhadabalanceof $24,832ascomparedtotheprioryearendingFundbalanceof
24,732.  

NOTE9 MANAGEMENTFUNDS

foraccountingpurposes.  Themanagementfundactivitiesarerolledintoonefundforreporting
purposes.  
Thefollowingfundsincludemanagerialfundactivitythatisreportedinonefund:  

WaterandSewerUtilityFund
StormUtilityFund
GeneralGovernmentCapitalImprovementProjectFund
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NOTE10 POSTEMPLOYMENTBENEFITS

TheCityofPortTownsendhasacommitmenttopayforpost-employmentbenefitsforemployeesthat
belongtoLEOFF1retirementsystem.  Thesebenefitsincludemedicalinsurancepremiums, out-of- 
pocketmedicalcosts, anddentalandvisioncare.  SixpoliceretireesandthreeFire/EMSretireesand/or
spousesreceivedthesebenefitsduringtheyearand $58,899waspaidoutforthosebenefits. 

NOTE11 CONSTRUCTIONCOMMITMENT

TheCityofPortTownsendhasfouractiveconstructionprojectsasofDecember31, 2017.  Total
constructioncommitmentasoftheendoftheyeartotaled $3,219,687. Asummarytableofthose
commitmentsisbelow:  

TABLEOFCONSTRUCTIONCOMMITMENTS - 2017

PROJECT CONTRACTOR PROJECTPHASE CONTRACT PAIDTODATE REMAINING
AMOUNT CONTRACT

Water HDREngineering Design
Treatment2,870,656 2,830,767 39,889

PhaseII
RainierRegional AHBL Design

Storm 148,838 63,700 85,138
BigQuil HDREngineering Design

Diversion 278,385 112,636 165,749
WtrTrmtFacility StellerJ Construction

5MG 14,211,666 14,186,285 25,381
Reservoir

GolfCourse HoltServices Construction
278,385 112,636 165,749

WaterStreet SheaCarrJewell Design /  
Overlay Construction 461,345 295,922 165,423

WaterStreet Interwest Construction
Overlay Construction 2,340,920 -   2,340,920

7thStreet SheaCarrJewell Design
14,889 2,517 12,372

SR20Pedestrian PNDENG Design
Walkway 120,000 31,024 88,976

MountainView Rollunda Design
Architect 172,882 140,935 31,947

Library Rollunda Design
Architect 110,203 87,304 22,899

MountainView Terrapin Construction
61,400 3,185 58,215

Library Terrapin Construction
20,400 3,373 17,027

TOTAL $ 21,089,969 $ 17,870,282 $ 3,219,687
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NOTE12 HEALTH & WELFARE

TheCityofPortTownsendisamemberoftheAssociationofWashingtonCitiesEmployeeBenefitTrust
HealthCareProgram (AWCTrustHCP). Chapter48.62RCWprovidesthattwoormorelocalgovernment
entitiesmay, byInterlocalagreementunderChapter39.34RCW, formtogetherorjoinapoolor
organizationforthejointpurchasingofinsurance, and/orjointself-insurance, tothesameextentthat
theymayindividuallypurchaseinsurance, orself-insure.  

AnagreementtoformapoolingarrangementwasmadepursuanttotheprovisionsofChapter39.34
RCW, theInterlocalCooperationAct. TheAWCTrustHCPwasformedonJanuary1, 2014when
participatingcities, towns, andnon-cityentitiesoftheAWCEmployeeBenefitTrustintheStateof
WashingtonjoinedtogetherbysigninganInterlocalGovernmentalAgreementtojointlyself-insure
certainhealthbenefitplansandprogramsforparticipatingemployees, theircovereddependentsand
otherbeneficiariesthroughadesignatedaccountwithintheTrust.  AsofDecember31, 2017, 261
cities/towns/non-cityentitiesparticipateintheAWCTrustHCP.  

TheAWCTrustHCPallowsmemberstoestablishaprogramofjointinsuranceandprovideshealthand
welfareservicestoallparticipatingmembers. TheAWCTrustHCPpoolsclaimswithoutregardto
individualmemberexperience. Thepoolisactuariallyratedeachyearwiththeassumptionofprojected
claimsrun-outforallcurrentmembers. TheAWCTrustHCPincludesmedical, dentalandvision
insurancethroughthefollowingcarriers: KaiserFoundationHealthPlanofWashington, Kaiser
FoundationHealthPlanofWashingtonOptions, Inc., RegenceBlueShield, AsurisNorthwestHealth, Delta
DentalofWashington, andVisionServicePlan. Eligiblemembersarecitiesandtownswithinthestateof
Washington. Non-CityEntities (publicagency, publiccorporation, intergovernmentalagency, orpolitical
subdivisionwithinthestateofWashington) areeligibletoapplyforcoverageintotheAWCTrustHCP,  
submittingapplicationtotheBoardofTrusteesforreviewasrequiredintheTrustAgreement.  

ParticipatingemployerspaymonthlypremiumstotheAWCTrustHCP. TheAWCTrustHCPis
responsibleforpaymentofallcoveredclaims. In2017, theAWCTrustHCPpurchasedstoploss
insuranceforRegence/AsurisplansatanIndividualStopLoss (ISL) of $1.5millionthroughLifeMap, and
KaiserISLat $1millionwithCompanionLifethroughASGRiskManagement. Theaggregatepolicyisfor
200% ofexpectedmedicalclaims.  

ParticipatingemployerscontracttoremainintheAWCHCPforaminimumofthreeyears. Participating
employerswithover250employeesmustprovidewrittennoticeofterminationofallcoveragea
minimumof12monthsinadvanceoftheterminationdate, andparticipatingemployerswithunder250
employeesmustprovidewrittennoticeofterminationofallcoverageaminimumof6monthsin
advanceofterminationdate. Whenallcoverageisbeingterminated, terminationwillonlyoccuron
December31. ParticipatingemployersterminatingagrouporlineofcoveragemustnotifytheHCPa
minimumof60dayspriortoterminati
membertopastdebts, orfurthercontributionstotheHCP. Similarly, theterminatingmemberforfeitsall
rightsandinteresttotheHCPAccount.  

TheoperationsoftheHealthCareProgramaremanagedbytheBoardofTrusteesoritsdelegates. The
BoardofTrusteesiscomprisedoffourregionallyelectedofficialsfromTrustmembercitiesortowns, the
EmployeeBenefitAdvisoryCommitteeChairandViceChair, andtwoappointedindividualsfromthe
AWCBoardofDirectors, whoarefromTrustmembercitiesortowns.  
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TheTrusteesoritsappointeddelegatesreviewandanalyzeHealthCareProgramrelatedmattersand
makeoperationaldecisionsregardingpremiumcontributions, reserves, planoptionsandbenefitsin
compliancewithChapter48.62RCW. TheBoardofTrusteeshasdecisionauthorityconsistentwiththe
TrustAgreement, HealthCareProgrampolicies, Chapter48.62RCWandChapter200-110-WAC.  

TheaccountingrecordsoftheTrustHCParemaintainedinaccordancewithmethodsprescribedbythe

end
financialreportingisdoneonanaccrualbasisandsubmittedtotheOfficeoftheStateAuditoras
requiredbyChapter200-110WAC. TheauditreportfortheAWCTrustHCPisavailablefromthe

NOTE13 SUBSEQUENTEVENTS

OnApril20, 2017, theCityCouncilauthorizedresolution17-019relatedtoAffordableHousingatthe

executeanagreementwithHomewardBound (doingbusinessasOlympicHousingTrust) andfurther
authorizedaloantothisnon-profitorganization.     Theresolutionauthorizedalineofcreditnotto
exceed $250,000toHomewardBoundtoexpeditethepurchase, moveanddeliveryofafour-plex
buildingthat
andHomewardBoundwillallowtheorganizationtoobtaintheaforementionedbuildingwhileworking
tosecurepermanentinstitutionalandprivatefundingfortheproject.    Thelineofcreditwasscheduled
tomatureonDecember26, 2017witha2.5% interestrate, howevertheCityCouncilauthorized
resolution17-053toextendthematuritydateoftheloan.   AninterfundloanfromtheTransmission
LineFundtotheGeneralFundintheamountof $250,000wasauthorizeduntilHomewardBoundcan
identifypermanentfinancing.  TheloanistoberepaidnolaterthanDecember26, 2018.  

In2009, thisCherryStreetpropertywasidentifiedbytheCityCouncilasoneofseveralproperties
suitableforuseforaffordablehousing.    TheCityheldapublichearingonMay8, 2017todeclarethe

property
andauthorizethesaleofthispropertytoHomewardBound.   Theorganizationwillagreetorentthe
propertytoveryloworlowincomehouseholdsforaperiodofnotlessthan40years.  

TheCityisworkingwithHomewardBoundtoidentifypermanentfinancingsolutionsforthecompletion
ofthefourplexandtheadditionoffouradditionalunitsattachedtothebuilding.    Costsassociated
withthisprojectincludetherepaymentoftheinitial $250,000loan, foundationandsiteworkcostsand
constructionoftheadditionalunits.  InMay2018, Ordinance3201wasapproved.   Thisordinance
providedfortheissuanceandsaleofatwentyyearLimitedTaxGeneralObligationBondwithaprincipal
amountof $834,000throughKitsapBank.   ThesaleofthisbondoccurredinlateMay2018.    TheCity
isworkingwithHomewardBoundtoexecutearepaymentagreementinthetotalamountof $925,000
overaperiodoffortyyears.   TherelatedagreementswithHomewardBoundaretargetedtobe
completedinJuly2018.  

NOTE14 OTHERFINANCIALINFORMATION

TheFortWordenPublicDevelopmentAuthority (TheAuthority) wasestablishedbyOrdinance3108

itthepowertomanage, promote, develop, securefunding, andenhancetheFortWordenStatePark
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includingundertaking, assistingwith, andotherwisefacilitatingtheimplementationofaLifelong
LearningCenteratthePark.  

TheAuthorityisapubliccorporationauthorizedundertheprovisionsofRCW35.21.735 35.21.759.  
ItisaseparatelegalentitythatisindependentfromtheCity.  RCW35.21.750providesthat

fromtheassetsandpropertiesofsuchpubliccorporation, commission, orauthorityandnocreditoror
otherpersonshallhaveanyrightofactionagainstthecity, town, orcountycreatingsuchcorporation,  
commissionorauthorityonaccountofanydebts, obligations, orliabilitiesofsuchpubliccorporation,  

TheAuthorityisgovernedbyaBoardofDirectors. AnominatingcommitteeoftheAuthoritysolicits,  
reviewsandrecommendsBoardMembers. AstheCharteringAgency, theCityappointsBoard
Members. TheCityCouncilalsocanremoveBoardmembersbyresolution.   TheAuthoritymaintains
independentfinancialreports.    FinancialreportsareprovidedannuallytotheCityManagerandCity
Councilandanindependentauditisrequiredannually.  

In2017, theCityprovided $30,000ofsupporttotheAuthorityfromtheLodgingTaxFund (approved
bytheLodgingTaxAdvisoryCommitteeandtheCityManager) tofundjointmarketingoftheFort
WordenLifelongLearningCenterandtheCityofPortTownsend.    
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ABOUTTHESTATEAUDITOR’SOFFICE

TheStateAuditor'sOfficeisestablishedinthestate'sConstitutionandispartoftheexecutive
branchofstategovernment. TheStateAuditoriselectedbythecitizensofWashingtonandserves
four-yearterms. 

Weworkwithourauditclientsandcitizenstoachieveourvisionofgovernmentthatworksfor
citizens, byhelpinggovernmentsworkbetter, costless, deliverhighervalue, andearngreater
publictrust.  

Infulfillingourmissiontoholdstateandlocalgovernmentsaccountablefortheuseofpublic
resources, wealsoholdourselvesaccountablebycontinuallyimprovingourauditqualityand
operationalefficiencyanddevelopinghighlyengagedandcommittedemployees.  

Asanelectedagency, theStateAuditor'sOfficehastheindependencenecessarytoobjectively
performauditsandinvestigations. Ourauditsaredesignedtocomplywithprofessionalstandards
aswellastosatisfytherequirementsoffederal, state, andlocallaws. 

Ourauditslookatfinancialinformationandcompliancewithstate, federalandlocallawsonthe
partofalllocalgovernments, includingschools, andallstateagencies, includinginstitutionsof
highereducation. Inaddition, weconductperformanceauditsofstateagenciesandlocal

investigations.   governmentsaswellasfraud, statewhistleblowerandcitizenhotline

Theresultsofourworkarewidelydistributedthroughavarietyofreports, whichareavailableon
ourwebsiteandthroughourfree, electronicsubscriptionservice.  

Wetakeourroleaspartnersinaccountabilityseriously, andprovidetrainingandtechnical
assistancetogovernments, andhaveanextensivequalityassuranceprogram. 

ContactinformationfortheStateAuditor’sOffice

PublicRecordsrequestsPublicRecords@sao.wa.gov

Maintelephone(360)902-0370

Toll-freeCitizenHotline(866)902-3900

Websitewww.sao.wa.gov
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