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Board of Commissioners 

Public Utility District No. 1 of Grays Harbor County 
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Report on Financial Statements 

Please find attached our report on Public Utility District No. 1 of Grays Harbor County’s financial 

statements. 

We are issuing this report in order to provide information on the District’s financial condition. 

Sincerely, 

 
Pat McCarthy 

State Auditor 

Olympia, WA 
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SCHEDULE OF AUDIT FINDINGS AND RESPONSES 

 

Grays Harbor County Public Utility District No. 1 

Grays Harbor County 

January 1, 2016 through December 31, 2016 

 

2016-001 The District’s internal controls over accounting and financial 

reporting were not sufficient to ensure financial statements are 

accurate and complete. 

Background 

The Board of Commissioners, state and federal agencies, and the public rely on the 

information included in financial statements and reports to make decisions. District 

management has the responsibility to design and implement internal controls that 

provide reasonable assurance regarding the reliability of financial reporting. 

Our audit identified a significant deficiency in internal controls that affects the 

District’s ability to produce reliable financial statements. 

Description of Condition 

The Governmental Standards Accounting Board issued Statement No. 45 in 2004, 

which required local governmental employers who provide other postemployment 

benefits (OPEB) to recognize and display OPEB expenses and related liabilities 

(assets), note disclosures and RSI in their financial reports.  This is a multifaceted 

standard that is currently being updated which adds to the complexity of these 

reporting requirements.  

The District lacked an effective preparation and review process to ensure the 

accuracy of the financial statements. Specifically, the District did not accurately 

report Other Post Employment Benefit (OPEB) balances. 

Cause of Condition 

The District lacked adequate understanding over their OPEB reporting to ensure 

balances were accurately presented.   

Effect of Condition 

Our audit identified an error on the original Statement of Net Position. Specifically, 

the District reported a Net OPEB Asset of $12,722,609, which did not exist. 
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This misstatement caused errors throughout the District’s financial statements and 

overstated their net position.   

The District corrected these errors.   

Recommendation 

We recommend the District ensure: 

 Resources are dedicated to training on and research of the correct reporting 

for OPEB balances. 

District’s Response  

The District implemented GASB Statement No. 45 in 2008, in accordance with the 

required implementation date (based on the District’s revenues).  The District had 

consistently handled entries for the OPEB balance in the same manor for eight 

years.  Upon inquiry from the Auditor’s office, the District re-evaluated the original 

Standard, and corrected entries related to the OPEB balances.  The District’s 

OPEB note disclosures in each of the eight years were accurately stated.   

The District agrees that it did not handle the application of the accounting principle 

accurately.  The error resulted in a deferred debit balance on the financial 

statements, which did not affect cash.  Corrections have been made and no further 

corrective action is necessary.    

Auditor’s Remarks 

We appreciate the District’s commitment to resolving the issues identified above. 

We will review the corrective action taken during our next audit. We thank the 

District for its cooperation and assistance during the audit. 

Applicable Laws and Regulations 

RCW 43.09.200 Local government accounting—Uniform system of accounting 

Budgeting Accounting and Reporting System (BARS) Manual – Accounting, 

Accounting Principles and General Procedures, Internal Controls  

Government Auditing Standards, December 2011 Revision, paragraph 4.23  

The American Institute of Certified Public Accountants defines significant 

deficiencies and material weaknesses in its Codification of Statements on Auditing 

Standards, section 265. 
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL 

OVER FINANCIAL REPORTING AND ON COMPLIANCE AND 

OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL 

STATEMENTS PERFORMED IN ACCORDANCE WITH 

GOVERNMENT AUDITING STANDARDS 

 

Public Utility District No. 1 of Grays Harbor County 

January 1, 2016 through December 31, 2016 

 

Board of Commissioners 

Public Utility District No. 1 of Grays Harbor County 

Aberdeen, Washington 

We have audited, in accordance with auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States, the financial statements of 

Public Utility District No. 1 of Grays Harbor County, Washington, as of and for the year ended 

December 31, 2016, and the related notes to the financial statements, which collectively comprise 

the District’s basic financial statements, and have issued our report thereon dated September 27, 

2017.  As discussed in Note 15 to the financial statements, during the year ended December 31, 

2016, the District implemented Governmental Accounting Standards Board Statement No. 72, 

Fair Value Measurement and Application and Statement No. 79, Certain External Investment 

Pools and Pool Participants. 

 

INTERNAL CONTROL OVER FINANCIAL REPORTING 

In planning and performing our audit of the financial statements, we considered the District’s 

internal control over financial reporting (internal control) to determine the audit procedures that 

are appropriate in the circumstances for the purpose of expressing our opinion on the financial 

statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s 

internal control.  Accordingly, we do not express an opinion on the effectiveness of the District’s 

internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow 

management or employees, in the normal course of performing their assigned functions, to prevent, 

or detect and correct, misstatements on a timely basis.  A material weakness is a deficiency, or a 

combination of deficiencies, in internal control such that there is a reasonable possibility that a 

material misstatement of District's financial statements will not be prevented, or detected and 

corrected on a timely basis.  A significant deficiency is a deficiency, or a combination of 
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deficiencies, in internal control that is less severe than a material weakness, yet important enough 

to merit attention by those charged with governance. 

Our consideration of internal control was for the limited purpose described in the first paragraph 

of this section and was not designed to identify all deficiencies in internal control that might be 

material weaknesses or significant deficiencies and therefore, material weaknesses or significant 

deficiencies may exist that were not identified.  Given these limitations, during our audit we did 

not identify any deficiencies in internal control that we consider to be material weaknesses. We 

did identify certain deficiencies in internal control, described in the accompanying Schedule of 

Audit Findings and Responses as Finding 2016-001 that we consider to be significant deficiencies. 

 

COMPLIANCE AND OTHER MATTERS 

As part of obtaining reasonable assurance about whether the District’s financial statements are free 

from material misstatement, we performed tests of the District’s compliance with certain 

provisions of laws, regulations, contracts and grant agreements, noncompliance with which could 

have a direct and material effect on the determination of financial statement amounts.  However, 

providing an opinion on compliance with those provisions was not an objective of our audit, and 

accordingly, we do not express such an opinion. 

The results of our tests disclosed no instances of noncompliance or other matters that are required 

to be reported under Government Auditing Standards.   

 

DISTRICT’S RESPONSE TO FINDINGS 

The District’s response to the findings identified in our audit is described in the accompanying 

Schedule of Audit Findings and Responses.  The District’s response was not subjected to the 

auditing procedures applied in the audit of the financial statements and, accordingly, we express 

no opinion on the response. 

 

PURPOSE OF THIS REPORT 

The purpose of this report is solely to describe the scope of our testing of internal control and 

compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 

District’s internal control or on compliance.  This report is an integral part of an audit performed 

in accordance with Government Auditing Standards in considering the District’s internal control 

and compliance.  Accordingly, this communication is not suitable for any other purpose.  However,  
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this report is a matter of public record and its distribution is not limited.  It also serves to 

disseminate information to the public as a reporting tool to help citizens assess government 

operations. 

 
Pat McCarthy 

State Auditor 

Olympia, WA 

 

September 27, 2017 
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INDEPENDENT AUDITOR’S REPORT ON  

FINANCIAL STATEMENTS 

 

Public Utility District No. 1 of Grays Harbor County 

January 1, 2016 through December 31, 2016 

 

Board of Commissioners 

Public Utility District No. 1 of Grays Harbor County 

Aberdeen, Washington 

REPORT ON THE FINANCIAL STATEMENTS 

We have audited the accompanying financial statements of Public Utility District No. 1 of Grays 

Harbor County, Washington, as of and for the year ended December 31, 2016, and the related notes 

to the financial statements, which collectively comprise the District’s basic financial statements as 

listed on page 12.  

  

Management’s Responsibility for the Financial Sta tements 

Management is responsible for the preparation and fair presentation of these financial statements 

in accordance with accounting principles generally accepted in the United States of America; this 

includes the design, implementation, and maintenance of internal control relevant to the 

preparation and fair presentation of financial statements that are free from material misstatement, 

whether due to fraud or error. 

 

Auditor’s Responsibility  

Our responsibility is to express an opinion on these financial statements based on our audit.  We 

conducted our audit in accordance with auditing standards generally accepted in the United States 

of America and the standards applicable to financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States.  Those standards require that 

we plan and perform the audit to obtain reasonable assurance about whether the financial 

statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and 

disclosures in the financial statements.  The procedures selected depend on the auditor’s judgment, 

including the assessment of the risks of material misstatement of the financial statements, whether 

due to fraud or error.  In making those risk assessments, the auditor considers internal control 

relevant to the District’s preparation and fair presentation of the financial statements in order to 

design audit procedures that are appropriate in the circumstances, but not for the purpose of 
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expressing an opinion on the effectiveness of the District’s internal control.  Accordingly, we 

express no such opinion.  An audit also includes evaluating the appropriateness of accounting 

policies used and the reasonableness of significant accounting estimates made by management, as 

well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 

for our audit opinion. 

 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, 

the financial position of Public Utility District No. 1 of Grays Harbor County, as of December 31, 

2016, and the changes in financial position and cash flows thereof for the year then ended in 

accordance with accounting principles generally accepted in the United States of America. 

 

Matters of Emphasis 

As discussed in Note 15 to the financial statements, in 2016, the District adopted new accounting 

guidance, Governmental Accounting Standards Board Statement No. 72, Fair Value Measurement 

and Application and Statement No. 79, Certain External Investment Pools and Pool Participants.  

Our opinion is not modified with respect to this matter. 

 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 

management’s discussion and analysis on pages 13 through 15, pension plan information on pages 

42 through 45 and information on postemployment benefits other than pensions on page 46 be 

presented to supplement the basic financial statements.  Such information, although not a part of 

the basic financial statements, is required by the Governmental Accounting Standards Board who 

considers it to be an essential part of financial reporting for placing the basic financial statements 

in an appropriate operational, economic or historical context.  We have applied certain limited 

procedures to the required supplementary information in accordance with auditing standards 

generally accepted in the United States of America, which consisted of inquiries of management 

about the methods of preparing the information and comparing the information for consistency 

with management’s responses to our inquiries, the basic financial statements, and other knowledge 

we obtained during our audit of the basic financial statements.  We do not express an opinion or 

provide any assurance on the information because the limited procedures do not provide us with 

sufficient evidence to express an opinion or provide any assurance.  
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OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING 

STANDARDS 

In accordance with Government Auditing Standards, we have also issued our report dated 

September 27, 2017 on our consideration of the District’s internal control over financial reporting 

and on our tests of its compliance with certain provisions of laws, regulations, contracts and grant 

agreements and other matters.  The purpose of that report is to describe the scope of our testing of 

internal control over financial reporting and compliance and the results of that testing, and not to 

provide an opinion on internal control over financial reporting or on compliance.  That report is an 

integral part of an audit performed in accordance with Government Auditing Standards in 

considering the District’s internal control over financial reporting and compliance. 

 
Pat McCarthy 

State Auditor 

Olympia, WA 

 

September 27, 2017 
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FINANCIAL SECTION 

 

Public Utility District No. 1 of Grays Harbor County 

January 1, 2016 through December 31, 2016 

 

 

REQUIRED SUPPLEMENTARY INFORMATION 

Management’s Discussion and Analysis – 2016 

 

 

BASIC FINANCIAL STATEMENTS 

Statement of Net Position – 2016 

Statement of Revenues, Expenses and Changes in Net Position – 2016 

Statement of Cash Flows – 2016 

Notes to Financial Statements – 2016 

 

 

REQUIRED SUPPLEMENTARY INFORMATION 

Schedule of Proportionate Share of Net Pension Liability – PERS 1, PERS 2/3 – 2016 

Schedule of Employer Contributions – PERS 1, PERS 2/3 – 2016 

Schedule of Other Post-Employment Benefits – 2016 
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PUBLIC UTILITY DISTRICT No. 1 of GRAYS HARBOR COUNTY 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
DECEMBER 31, 2016 
 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
This section provides an overview and analysis of key data presented in the basic financial statements for the year ended 
December 31, 2016, with additional comparative data for 2015 and 2014.  Information within this section should be used in 
conjunction with the basic financial statements and accompanying notes. 

OVERVIEW OF THE FINANCIAL STATEMENTS 
Public Utility District No. 1 of Grays Harbor County (District) accounts for its financial activities within a single proprietary fund.  
The District’s financial activities are comprised of purchase, generation, transmission, distribution and sale of electric energy, as 
well as the sale of wholesale telecommunication services.  In accordance with the requirements set forth by the Governmental 
Account Standards Board, the District’s financial statements employ the accrual basis of accounting in recognizing increases and 
decreases in economic resources.  Accrual accounting recognizes all revenues when earned and expenses when incurred during 
the year, regardless of when cash is received or paid.  The basic financial statements are comprised of: 
 
Statement of Net Position: The District presents its statement of net position using the balance sheet format.  The Statement 
reflects assets, liabilities, and net position (equity) of the District at year-end.  The net position section of the statements is 
separated into three categories: net investment in capital assets; restricted net position; and unrestricted net position.  The 
District’s accumulated gains and losses in fair value from hedging activities are considered deferred inflows and deferred outflows 
and have been classified as such on the Statement of Net Position. 
 
Statement of Revenues, Expenses and Changes in Net Position: This statement reflects the transactions and events that have 
increased or decreased the District’s total economic resources during the period.  Revenues are presented net of allowances and 
are summarized by major source.  Revenues and expenses are classified as operating or non-operating based on the nature of 
the transaction. 
 
Statement of Cash Flows: The Statement of Cash Flows provides information about the District’s cash receipts and payments for 
operations, as well as funds provided and used in investing and financing activities. 
 
The notes to the financial statements presented at the end of the basic financial statements are considered an integral part of 
the District’s presentation of financial position, results of operations and changes in cash flow. 
 
FINANCIAL ANALYSIS 
The following analysis focuses on the District’s Net Position and Changes in Net Assets during the year. The District’s total assets 
and deferred outflows exceeded the liabilities and deferred inflows by $93.8 million at the close of calendar year 2016. 
   

 Statement of Net Position 2016 2015 
2015 to 2016 

Change 2014 
Current Assets  * $28,066,215  $37,616,553  -25.39% $54,055,246  
Noncurrent Assets * 7,309,126 17,436,633 -58.08% 5,269,144 
Capital Assets and Work in Progress 388,224,900 378,145,948 2.67% 361,873,184 
Accumulated Depreciation -153,953,208 -144,046,693 6.88% -134,164,261 
Deferred Outflow of Resources 8,433,872 6,208,527 35.84% 1,047,173 
Total Assets and Deferred Outflows $278,080,905  $295,360,968  -5.85% $288,080,486  

       
Long-Term Liabilities 161,017,465 159,099,807 1.21% 137,770,230 
Other Liabilities 18,819,047 18,311,354 2.77% 14,129,433 
Deferred Inflows of Resources 4,433,680 6,732,041 -34.14% 3,965,283 
Total Liabilities and Deferred Inflows 184,270,192 184,143,202 0.07% 155,864,946 
       
Net Investment in Capital Assets * 103,501,393 100,889,167 2.59% 100,109,143 
Restricted  7,078,535 5,714,911 23.86% 5,144,635 
Unrestricted * -16,769,215 4,613,688 -463.47% 26,961,762 
Total Net Position 93,810,713 111,217,766 -15.65% 132,215,540 
Total Liabilities & Net Position $278,080,905  $295,360,968  -5.85% $288,080,486  
* Certain prior year amounts have been reclassified to conform to the current year presentation.     
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PUBLIC UTILITY DISTRICT No. 1 of GRAYS HARBOR COUNTY 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
DECEMBER 31, 2016 
 
2016 saw a decrease to total assets of $17.2 million. Current Assets accounted for $9.5 million of the change, which was due to 
the following notable transactions: A $1.5 million increase in the bond reserve fund, transferred from unrestricted cash;   a $2.2 
million reduction to derivative assets based on fewer hedged transactions outstanding at the close of the year; and the current 
year operating loss. Noncurrent assets were reduced by $10.1 million, primarily due to a prior period adjustment for the post-
employment benefit obligation as outlined in Note 16.  Deferred outflow of resources increased by $2.3 million.  This change was 
primarily due to a $1.6 million increase to the GASB 68 Pension liability, and a $.7 million increase in the fair value of hedging 
derivatives. 
  
Capital Assets  
2016 saw an overall increase of approximately $11.4 million in Capital Assets and Work in Progress, which is primarily a result of 
the improvements to the Transmission and Distribution system as well as closing capital projects that were previously in 
construction in progress.  The following is a summary of the major projects in 2016:  
 

 Over 600 new poles were replaced on the Transmission and Distribution systems as a result of the District pole 
treatment and testing program. 

 New substation transformer. 
 High voltage circuit breaker replacement at the Highland Substation. 
 Several other projects were completed throughout the service territory as the District strives to increase safety and 

reliability for its employees and customer owners. 
 
See Note 4 for more information regarding capital asset activity for 2016. 
 
Long-Term Liabilities 
In 2016, long-term liabilities increased by $1.9 million primarily due to increases in Pension and OPEB liabilities.  Long term debt 
was reduced by $.3 million over the prior year. The District refinanced the balance of the 2006 revenue bonds, with no new 
proceeds received. See Note 6 for more information regarding debt activity for 2016. 
 
Changes in the District’s net assets can be determined by reviewing the following condensed Statement of Revenues, Expenses, 
and Changes in Net Assets for the year.   
 

Statement of Revenues, Expenses and Changes in Net Position 

  2016 2015 
2015 to 2016 

Change 2014 

Operating Revenues:      
  Retail Energy Sales $85,181,351  $80,888,912  5.31% $81,801,022  
  Sales for Resale 17,568,141 20,615,742 -14.78% 22,794,813 
  Other* 13,680,005 13,925,977 -1.77% 13,027,958 
Total Operating Revenue $116,429,497  $115,430,631  0.87% $117,623,793  
Nonoperating Revenue* $369,085  $2,719,941  -86.43% $461,375  

Total Revenues $116,798,582  $118,150,572  -1.14% $118,085,168  

       
Operating Expenses:      
  Power Supply $73,770,183  $70,563,510  4.54% $69,742,484  
  Operations and Maintenance 25,827,439 26,346,748 -1.97% 20,610,547 
  Conservation 1,526,558 1,520,890 0.37% 1,785,455 
  Taxes & Depreciation 18,327,871 18,338,251 -0.06% 19,674,767 

Total Operating Expenses $119,452,051  $116,769,399  2.30% $111,813,253  
Nonoperating Expenses $3,284,995  $9,327,991  -64.78% $8,058,127  

Total Expenses $122,737,046  $126,097,390  -2.66% $119,871,380  

       
Change in Net Position ($5,938,464) ($7,946,818) -25.27% ($1,786,212) 

Beginning Net Position $111,217,766  $132,215,540  -15.88% $134,001,752  
Cumulative Effect of Restatement 0 -13,050,956 -100.00% 0 
Prior Period Adjustment (Note 16) -11,468,589 0 100.00% 250,211 
Ending Net Position $93,810,713  $111,217,766  -15.65% $132,465,751  

* Certain prior year amounts have been reclassified to conform to the current year presentation.   
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PUBLIC UTILITY DISTRICT No. 1 of GRAYS HARBOR COUNTY 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
DECEMBER 31, 2016 

Financial Analysis 
During 2016, the District’s overall financial position and results of operations decreased from the prior year.  The District’s net 
position decreased $ 5.9 million from Operations.  The following narrative is an analysis of the change in net position by major 
components of income, with a primary focus on changes between 2016 and 2015. 

Operating Revenues 
In 2016, revenues by source are shown below.  Retail sales to customers (residential, commercial, industrial and street lighting) 
increased by $4.3 million. This was a result of increased load due to a slightly colder winter than the prior year, and a rate 
increase.  Revenues from Sales for Resale decreased by about $3 million, as a result of reduced market prices and a below 
average water year for the Federal Hydro System. 

Operating Expenses 
Total Operating expenses increased approximately $ 2.7 million in 2016.  Power supply and transmission costs were up $3.2 
million, while operating & maintenance costs were down $.5 million due to overall cost saving measures and redirection of 
labor to capital projects. 

Non-operating Expenses 
Non-operating expenses decreased by approximately $6.0 million in 2016.  This is due in part to completion of the District’s 
clean-up efforts at the former Harbor Paper site in 2015, a reduction of $3.2 million.  Additionally, interest expense was lower 
in 2016 by $2.5 million.   

REQUESTS FOR INFORMATION 
The basic financial statements, notes and management discussion and analysis are designed to provide a general overview of the 
District’s finances.  Questions concerning any of the information provided in this report should be directed to Grays Harbor PUD 
at PO Box 480, Aberdeen, WA 98520, or by calling (360) 532-4220. 

Sincerely, 

Kathryn Skolrood 
Finance Director/CFO 

40.8%
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ABOUT THE STATE AUDITOR’S OFFICE  

The State Auditor's Office is established in the state's Constitution and is part of the executive 

branch of state government. The State Auditor is elected by the citizens of Washington and serves 

four-year terms. 

We work with our audit clients and citizens to achieve our vision of government that works for 

citizens, by helping governments work better, cost less, deliver higher value, and earn greater 

public trust. 

In fulfilling our mission to hold state and local governments accountable for the use of public 

resources, we also hold ourselves accountable by continually improving our audit quality and 

operational efficiency and developing highly engaged and committed employees. 

As an elected agency, the State Auditor's Office has the independence necessary to objectively 

perform audits and investigations. Our audits are designed to comply with professional standards 

as well as to satisfy the requirements of federal, state, and local laws. 

Our audits look at financial information and compliance with state, federal and local laws on the 

part of all local governments, including schools, and all state agencies, including institutions of 

higher education. In addition, we conduct performance audits of state agencies and local 

governments as well as fraud, state whistleblower and citizen hotline investigations.  

The results of our work are widely distributed through a variety of reports, which are available on 

our website and through our free, electronic subscription service.  

We take our role as partners in accountability seriously, and provide training and technical 

assistance to governments, and have an extensive quality assurance program. 

Contact information for the State Auditor’s Office  

Public Records requests PublicRecords@sao.wa.gov  

Main telephone (360) 902-0370 

Toll-free Citizen Hotline (866) 902-3900 

Website www.sao.wa.gov 
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http://www.sao.wa.gov/investigations/Pages/FraudProgram.aspx
http://www.sao.wa.gov/investigations/Pages/Whistleblower.aspx
http://www.sao.wa.gov/investigations/Pages/CitizenHotline.aspx
http://www.sao.wa.gov/Pages/default.aspx
https://portal.sao.wa.gov/saoportal/Login.aspx
mailto:PublicRecords@sao.wa.gov
file:///C:/Users/cameronl/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.Outlook/P7TI2Y9E/www.sao.wa.gov



