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FEDERAL SUMMARY

City of Shelton
Mason County
January 1, 2014 through December 31, 2014

The results of our audit of the City of Shelton are summarized below in accordance with U.S.
Office of Management and Budget Circular A-133.

Financial Statements

An unmodified opinion was issued on the financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information.

Internal Control Over Financial Reporting:

e Significant Deficiencies: We reported no deficiencies in the design or operation of
internal control over financial reporting that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We noted no instances of noncompliance that were material to the financial statements of the
City.

Federal Awards

Internal Control Over Major Programs:

e Significant Deficiencies: We reported no deficiencies in the design or operation of
internal control over major federal programs that we consider to be significant
deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We issued an unmodified opinion on the City’s compliance with requirements applicable to each
of its major federal programs.

We reported no findings that are required to be disclosed under section 510(a) of OMB Circular
A-133.
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Identification of Major Programs:

The following were major programs during the period under audit:

CFDA No. Program Title

10.718 Water and Waste Program Cluster - ARRA Water and Waste Disposal
Systems for Rural Communities
20.205 Highway Planning and Construction Cluster - Highway Planning and

Construction

The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
OMB Circular A-133, was $300,000.

The City qualified as a low-risk auditee under OMB Circular A-133.
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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

City of Shelton
Mason County
January 1, 2014 through December 31, 2014

Mayor and City Commissioners
City of Shelton
Shelton, 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 the
governmental activities, the business-type activities, each major fund and the aggregate
remaining fund information of the City of Shelton, Mason County, Washington, as of and for the
year ended December 31, 2014, and the related notes to the financial statements, which
collectively comprise the City’s basic financial statements, and have issued our report thereon
dated August 17, 2015.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the City’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 opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City’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 the City's financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
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combination of 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. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the City’s financial statements are free
from material misstatement, we performed tests of the City’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.

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 City’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 City’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose. However,
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.

\ /w 777 %/4;5&(_;

JAN M. JUTTE, CPA, CGFM
ACTING STATE AUDITOR
OLYMPIA, WA

August 17, 2015
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND ON INTERNAL

CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-133

City of Shelton
Mason County
January 1, 2014 through December 31, 2014

Mayor and City Commissioners
City of Shelton
Shelton, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of the City of Shelton, Mason County, Washington, with the
types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that could have a direct and material effect on
each of its major federal programs for the year ended December 31, 2014. The City’s major
federal programs are identified in the accompanying Federal Summary.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts
and grants applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the City’s major federal
programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the City’s compliance
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with those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each
major federal program. Our audit does not provide a legal determination on the City’s
compliance.

Opinion on Each Major Federal Program

In our opinion, the City complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended December 31, 2014.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the City is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and
performing our audit of compliance, we considered the City’s internal control over compliance
with the types of requirements that could have a direct and material effect on each major federal
program in order to determine the auditing procedures that are appropriate in the circumstances
for the purpose of expressing an opinion on compliance for each major federal program and to
test and report on internal control over compliance in accordance with OMB Circular A-133, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the City's
internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance 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. We did not identify any
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deficiencies in internal control over compliance that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

PURPOSE OF THIS REPORT

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of OMB Circular A-133. Accordingly, this report is not suitable for any other
purpose. However, 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.

\ o 771 \pute.

JAN M. JUTTE, CPA, CGFM
ACTING STATE AUDITOR
OLYMPIA, WA

August 17, 2015
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
City of Shelton

Mason County
January 1, 2014 through December 31, 2014

Mayor and City Commissioners
City of Shelton
Shelton, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of the
City of Shelton, Mason County, Washington, as of and for the year ended December 31, 2014,
and the related notes to the financial statements, which collectively comprise the City’s basic
financial statements as listed on page 14.

Management’s Responsibility for the Financial Statements

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 opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free 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

Washington Sate Auditor's Office Page 11



statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the City’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 expressing an opinion on the effectiveness of the City’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 opinions.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of the City of Shelton, as of
December 31, 2014, and the respective changes in financial position and, where applicable, cash
flows thereof, for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

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 15 through 31, budgetary comparison
information on page 81 and information on postemployment benefits other than pensions and
pension trust fund information on pages 82 through 84 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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Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations. This schedule is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the basic financial statements or to the basic financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements taken as a whole.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
August 17, 2015 on our consideration of the City’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 City’s internal control over financial reporting and compliance.

—~

Y ()
\_ jwo 777 %/me_;

JAN M. JUTTE, CPA, CGFM
ACTING STATE AUDITOR

OLYMPIA, WA

August 17, 2015
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FINANCIAL SECTION

City of Shelton
Mason County
January 1, 2014 through December 31, 2014

REQUIRED SUPPLEMENTARY INFORMATION

Management’s Discussion and Analysis — 2014

BASIC FINANCIAL STATEMENTS

Statement of Net Position — 2014

Statement of Activities — 2014

Balance Sheet — Governmental Funds — 2014

Statement of Revenues, Expenditures and Changes in Fund Balances — Governmental
Funds — 2014

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund
Balances of Governmental Funds to the Statement of Activities — 2014

Statement of Net Position — Proprietary Funds — 2014

Statement of Revenues, Expenses and Changes in Fund Net Position — Proprietary Funds
-2014

Statement of Cash Flows — Proprietary Funds — 2014

Statement of Fiduciary Net Position — Fiduciary Funds — 2014

Statement of Changes in Fiduciary Net Position — Fiduciary Funds — 2014

Notes to Financial Statements — 2014

REQUIRED SUPPLEMENTARY INFORMATION

Schedule of Statements of Revenues, Expenditures and Changes in Fund Balances —
Budget to Actual — General Fund — 2014

Information on Postemployment Benefits Other Than Pensions — Pension Trust Fund —
2014

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Expenditures of Federal Awards — 2014
Notes to the Schedule of Expenditures of Federal Awards — 2014
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CITY OF SHELTON, WASHINGTON
STATEMENT OF NET POSITION
December 31, 2014

Government Business-type
Activities Activities Total
ASSETS
Cash and Equivalents $ 2988910 $ 2,376,526 $ 5,365,436
Petty Cash 3,500 0 3,500
Investments 415,000 306,261 721,261
Unamortized Premiums (Discounts) on Investments 712 80,370 81,082
Receivables:
Taxes 184,549 0 184,549
Accounts Receivable 144,067 1,328,845 1,472,912
Interest Receivable 743 1,961 2,704
Due from Other Governmental Units 211,301 503,680 714,981
Inventories 6,176 375,068 381,244
Restricted Assets:
Cash - Program, Capital Projects & Debt Service 494,330 3,431,110 3,925,440
Investments - Projects and Programs 80,000 500,000 580,000
Investments - Nonspendable Fund 100,000 0 100,000
Investments - Bond and Loan Reserves 0 968,739 968,739
Deposits 0 500 500
Capital Assets, Net of Accumulated Depreciation:
Land 1,791,100 2,379,868 4,170,968
Easements & Other Rights 0 540,527 540,527
Buildings 9,148,178 3,503,103 12,651,281
Improvements Other than Buildings 17,560,767 49,191,498 66,752,265
Machinery and Equipment 1,593,126 15,557,710 17,150,836
Construction in Progress 981,503 29,624,147 30,605,650
TOTAL ASSETS 35,703,962 110,669,913 146,373,875
DEFERRED OUTFLOWS of RESOURCES 0 0 0
LIABILITIES
Accounts Payable 141,677 376,899 518,576
Interest Payable 34,137 350,006 384,143
Taxes Payable 0 6,879 6,879
Unamortized Bond Premium (Discount) 33,070 (677) 32,393
Noncurrent Liabilities:
Due within one year 753,070 1,824,600 2,577,670
Due in more than one year 5,114,820 43,365,387 48,480,207
TOTAL LIABILITIES 6,076,774 45,923,094 51,999,868
DEFERRED INFLOWS of RESOURCES 0 2,150,971 2,150,971
NET POSITION
Net Investment in Capital Assets 26,121,241 57,511,716 83,632,957
Restricted for:
Projects and Programs 604,367 964,517 1,568,884
Debt Service 6,008 0 6,008
Library Purposes:
Nonspendable 100,000 0 100,000
Expendable 11,423 0 11,423
Unrestricted 2,784,149 4,119,615 6,903,764
TOTAL NET POSITION 29,627,188 62,595,848 92,223,036
The accompanying notes are an integral part of this statement.
Washington State Auditor's Office Page 32



CITY OF SHELTON, WASHINGTON
STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2014

Program Revenues

Operating Capital
Charges for Grants and Grants and

Functions/Programs Expenses Services Contributions Contributions
Governmental Activities:

General Government $ 2,150,180 $ 361,681 $ 32,847 $ 0

Public Safety 4,489,307 92,540 312,842 0

Transportation 1,651,622 3,340 206,189 7,038,586

Natural and Economic Environment 1,068,536 119,311 537,786

Mental and Physical Health 2,147 0 0

Culture and Recreation 513,892 74,865 2,621

Interest on Long-term Debt 170,504 0 0
Total Governmental Activities 10,046,188 651,737 1,092,285 7,038,586
Business-type Activities:

Water Utility 1,614,880 1,730,852 0 460,587

Sewer Utility 4,166,047 4,398,112 0 2,057,823

Solid Waste Utility 1,457,636 1,330,259 55,379 0

Storm Drainage 517,385 755,825 0 435,970
Total Business-type Activities 7,755,948 8,215,048 55,379 2,954,380
Total Government Activities $ 17,802,136 $ 8,866,785 $ 1,147,664 $ 9,992,966

General Revenues:
Property Taxes
Retail Sales and Use Taxes
Business Taxes
Excise Taxes
Tax Penalties and Interest
Grants & Contributions not restricted to specific programs
Investment earnings
Miscellaneous
Gain (Loss) on capital asset disposition
Transfers
Total General Revenues, Special Items and Transfers
Change in Net Position
Net Position - Beginning
Net Position - Ending

The notes to the financial statements are an integral part of this statement.
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Net (Expense) Revenue and
Changes in Net Assets

Governmental Business-type
Activities Activities Total

$ (1,755,652) $ 0 $ (1,755,652)
(4,083,925) 0 (4,083,925)
5,596,493 0 5,596,493
(411,439) 0 (411,439)
(2,147) 0 (2,147)
(436,406) 0 (436,406)
(170,504) 0 (170,504)
(1,263,580) 0 (1,263,580)
0 576,559 576,559

0 2,289,888 2,289,888

0 (71,998) (71,998)

0 674,410 674,410

0 3,468,859 3,468,859
(1,263,580) 3,468,859 2,205,279
2,429,934 0 2,429,934
2,178,384 0 2,178,384
2,243,981 0 2,243,981
311,924 0 311,924
3,686 0 3,686
70,701 0 70,701
18,367 6,414 24,781
7,348 0 7,348
(13,882) (96,980) (110,862)

0 600 600

7,250,443 (89,966) 7,160,477
5,986,863 3,378,893 9,365,756
23,640,325 59,216,955 82,857,280

$ 29,627,188 $ 62,595,848 $ 92,223,036

The notes to the financial statements are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
BALANCE SHEET
GOVERNMENTAL FUNDS
December 31, 2014

Other Total
Capital Governmental Governmental
General Improvement Funds Funds
ASSETS and DEFERRED OUTFLOWS of RESOURCES
Cash and Equivalents $ 2,752,262 $ 240,674 $ 158,223 $ 3,151,159
Petty Cash 3,500 0 0 3,500
Investments 0 0 180,000 180,000
Receivables:
Taxes 160,758 3,555 20,236 184,549
Accounts Receivable 144,067 0 0 144,067
Interest Receivable 612 0 41 653
Due from other Governmental Units 35,236 176,065 0 211,301
Total Assets 3,096,435 420,294 358,500 3,875,229
Deferred Outflows of Resources 0 0 0 0
TOTAL ASSETS and DEFERRED OUTFLOWS of RESOURCES 3,096,435 420,294 358,500 3,875,229
LIABILITIES, DEFERRED INFLOWS of RESOURCES and FUND BALANCES
Liabilities
Account Payable 7,811 133,866 0 141,677
Total Liabilities 7,811 133,866 0 141,677
Deferred Inflows of Resources
Property Taxes Levied 146,939 0 18,563 165,502
Total Deferred Inflows of Resources 146,939 0 18,563 165,502
Fund Balances
Nonspendable:
Endowment Principal 0 0 100,000 100,000
Restricted for:
Projects and Programs 95,433 286,428 11,423 393,284
Debt Service 0 0 6,008 6,008
Tourism Promotion/Operation 0 0 106,192 106,192
Parks & Recreation Operation 0 0 116,314 116,314
Committed to:
Cash Flow Reserve 602,985 0 0 602,985
Strategic Reserve 788,518 0 0 788,518
Assigned to:
Projects, Equipment & Operations 732,200 0 0 732,200
Street Repairs 368,943 0 0 368,943
Unassigned: 353,606 0 0 353,606
Total Fund Balances 2,941,685 286,428 339,937 3,568,050
TOTAL LIABILITIES, DEFERRED INFLOWS of RESOURCES
and FUND BALANCES $ 3,096,435 $ 420,294 $ 358,500 $ 3,875,229
Amounts reported for governmental activities in the statement of net assets are different because: Balance in gov't funds 3,568,050
Capital assets used in governmental activities are not financial resources and, therefore, Land & CIP 2,772,603
are not reported in the funds. Depreciable Assets 27,578,027
Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the funds. Deferred Inflows of Resources 165,502
Internal service funds are used by management to charge the costs of certain activities, such as
fleet management and insurance, to individual funds. The assets and liabilities of the internal
service funds are included in governmental activities in the statement of net assets. Internal Service Funds 1,468,011
Long-term liabilities, including bonds payable, are not due and payable in the current period Interest Payable (34,137)
and therefore are not reported in the funds. Long-term Liabilities (5,890,868)
Net assets of governmental activities $ 29,627,188

The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
For the Year Ended December 31, 2014

Other Total
Capital Governmental Governmental
General Improvement Funds Funds
REVENUES
Taxes $ 6,349,565 $ 145,378 $ 565,039 $ 7,059,982
Licenses and Permits 190,817 0 0 190,817
Intergovernmental Revenue 1,277,935 419,650 0 1,697,585
Charges for Services 2,223,981 12,620 0 2,236,601
Fines and Penalties 111,985 0 0 111,985
Miscellaneous Revenue 125,364 0 891 126,255
TOTAL REVENUES 10,279,647 577,648 565,930 11,423,225
EXPENDITURES
Current:
General Government Services 3,535,041 0 0 3,535,041
Public Safety 4,056,332 0 0 4,056,332
Transportation 734,619 0 0 734,619
Natural and Economic Environment 1,068,304 0 0 1,068,304
Mental and Physical Health 2,147 0 0 2,147
Culture and Recreation 404,895 0 375,929 780,824
Debt Service:
Principal Retirement 14,264 0 335,431 349,695
Interest and Other Debt Service Costs 7,362 0 174,243 181,605
Capital Outlay 24,148 552,522 0 576,670
TOTAL EXPENDITURES 9,847,112 552,522 885,603 11,285,237
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES 432,535 25,126 (319,673) 137,988
OTHER FINANCING SOURCES (USES)
Transfers In 0 94,045 280,924 374,969
Transfers Out (430,925) (30,000) 0 (460,925)
Sale of Capital Assets, Net of Costs 5,000 0 0 5,000
Compensation for Loss of Capital Assets 2,002 0 0 2,002
Insurance Recoveries-NonCapital 1,304 0 0 1,304
TOTAL OTHER FINANCING SOURCES AND USES (422,619) 64,045 280,924 (77,650)
NET CHANGE IN FUND BALANCES 9,916 89,171 (38,749) 60,338
FUND BALANCES, BEGINNING 2,931,769 197,257 378,686 3,507,712
FUND BALANCE, ENDING $ 2941685 $ 286,428 $ 339,937 $ 3,568,050

The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2014

Amounts reported for governmental activities in the statement of activities are different because:
Net change in fund balances - total governmental funds $ 60,338
Governmental funds report capital outlays as expenditures. However, in the statement

of activities the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which depreciation expense

exceeded capital outlays in the current period. (929,339)
Capital Outlays 576,670
Depreciation Expense (1,506,009)
The net effect of various miscellaneous transactions involving capital assets (sales and donations)
is to increase net position. 6,587,434
Capital Asset Donations 6,606,316
Loss on disposal of Capital Assets (18,882)

The repayment of the principal of long-term debt consumes the current financial resources
of governmental funds, however has no effect on net position. 349,695

Some revenues or expenses reported in the statement of activities are not yet available or expensed
and, therefore, are not reported as revenue or expenditures in governmental funds. (806,070)

Revenue and Expenditures related to prior periods. 603,237
Internal service funds are used by management to charge the costs of fleet management

and insurance to individual funds. The net revenue of internal service funds is reported
with governmental funds. 121,568

Change in net position of governmental activities. $ 5,986,863

The accompanying notes are an integral part of this statement.
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Governmental
Business-Type Activities - Enterprise Funds Activities
Internal
Solid Storm Service
\Water Sewer Waste Drainage Total Funds
ASSETS
Current Assets:
Cash and Equivalents $ 1,700,458 $ 98,677 $ 216,090 $ 361,301 2,376,526 $ 332,081
Investments 4,098 302,163 0 0 306,261 415,000
Unamortized Premiums (Discounts) on Investment 23,043 57,327 0 0 80,370 712
Accounts Receivable 275,705 737,753 203,514 111,873 1,328,845 0
Interest Receivable 554 1,407 0 0 1,961 90
Due from Other Governmental Units 0 454,450 16,256 32,974 503,680 0
Inventories 80,004 276,186 0 18,878 375,068 6,176
Total Current Assets 2,083,862 1,927,963 435,860 525,026 4,972,711 754,059
Noncurrent Assets:
Restricted Assets:
Cash - Capital Projects 315,622 3,115,488 0 0 3,431,110 0
Investments - Capital Projects 500,000 0 0 0 500,000 0
Investments - Bond and Loan Reserves 275,902 692,837 0 0 968,739 0
Deposits 0 500 0 0 500 0
Capital Assets, net of accumulated depreciation:
Land 917,072 1,462,796 0 0 2,379,868 0
Easements & Other Rights 115,608 423,881 0 1,038 540,527 0
Buildings 168,429 3,334,674 0 0 3,503,103 0
Improvements Other than Buildings 12,209,692 32,157,184 0 4,824,622 49,191,498 131
Machinery and Equipment 530,241 14,423,314 593,917 10,238 15,557,710 723,913
Construction in Progress 1,975,499 27,211,584 0 437,064 29,624,147 0
Total Capital Assets 15,916,541 79,013,433 593,917 5,272,962 100,796,853 724,044
Total Noncurrent Assets 17,008,065 82,822,258 593,917 5,272,962 105,697,202 724,044
TOTAL ASSETS 19,091,927 84,750,221 1,029,777 5,797,988 110,669,913 1,478,103
DEFERRED OUTFLOWS of RESOURCES 0 0 0 0 0 0
LIABILITIES
Current Liabilities:
Accounts Payable 63,490 275,080 3,196 35,133 376,899 0
Interest Payable 9,816 340,190 0 0 350,006 0
Taxes Payable 0 0 6,879 0 6,879 0
Compensated Absences 34,917 28,729 19,571 9,518 92,735 8,208
Bonds Payable 125,000 483,600 0 0 608,600 0
Due to Other Governmental Units 0 1,123,265 0 0 1,123,265 0
Total Current Liabilities 233,223 2,250,864 29,646 44,651 2,558,384 8,208
Noncurrent Liabilities:
Bonds/BAN Payable 2,930,000 27,044,496 0 0 29,974,496 0
Unamortized Bond Premium (Discount) (7,332) 6,655 0 0 (677) 0
Compensated Absences 12,161 3,691 11,225 0 27,077 1,884
Due to Other Governmental Units 0 13,363,814 0 0 13,363,814 0
Total Noncurrent Liabilites 2,934,829 40,418,656 11,225 0 43,364,710 1,884
TOTAL LIABILITIES 3,168,052 42,669,520 40,871 44,651 45,923,094 10,092
DEFERRED INFLOWS of RESOURCES
Grant Paid in Advance 0 2,150,971 0 0 2,150,971 0
NET POSITION
Net Investment in Capital Assets 13,960,397 37,684,440 593,917 5,272,962 57,511,716 724,044
Restricted for Capital Projects 0 964,517 0 0 964,517 0
Unrestricted 1,963,478 1,280,773 394,989 480,375 4,119,615 743,967
TOTAL NET POSITION 15,923,875 39,929,730 988,906 5,753,337 62,595,848 1,468,011
The accompanying notes are an integral part of this statement.
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS

CITY OF SHELTON, WASHINGTON

For the Fiscal Year Ended December 31, 2014

Interest Revenue

AND TRANSFERS

Capital Contributions
Transfers In
Transfers Out

Governmental
Business-Type Activities - Enterprise Funds Activities
Internal
Solid Storm Service
Water Sewer Waste Drainage Total Funds
OPERATING REVENUES
Charges for Services $ 1,690,056 $ 4,398,112 $ 1,322,052 $ 754,794 $ 8,165,014 $ 774,987
0 0 0 0 0 375
Other Operating Revenue 39,771 0 63,450 20 103,241 239
TOTAL OPERATING REVENUES 1,729,827 4,398,112 1,385,502 754,814 8,268,255 775,601
OPERATING EXPENSES
Operations, Maintenance and Administration 1,140,694 1,637,681 1,341,204 387,487 4,507,066 615,956
Depreciation/Amortization/Depletion 406,486 1,599,259 96,602 118,619 2,220,966 123,646
Property, Excise and B&O Taxes 67,195 102,239 19,830 11,279 200,543 0
TOTAL OPERATING EXPENSES 1,614,375 3,339,179 1,457,636 517,385 6,928,575 739,602
OPERATING INCOME (LOSS) 115,452 1,058,933 (72,134) 237,429 1,339,680 35,999
NONOPERATING REVENUE (EXPENSES)
Interest and Investment Revenue 2,646 3,632 136 0 6,414 213
Miscellaneous Revenue 1,025 0 136 1,011 2,172 0
Gains (Losses) on Capital Asset Disposition (3,534) (91,420) 0 (2,026) (96,980) 0
Interest Expense and Related Charges (505) (826,868) 0 0 (827,373) 0
TOTAL NONOPERATING REVENUES(EXPENSES) (368) (914,656) 272 (1,015) (915,767) 213
INCOME (LOSS) BEFORE CONTRIBUTIONS
115,084 144,277 (71,862) 236,414 423,913 36,212
460,587 2,057,823 0 435,970 2,954,380 0
1,574 0 600 0 2,174 85,956
0 0 (1,574) 0 (1,574) (600)
CHANGE IN NET POSITION 577,245 2,202,100 (72,836) 672,384 3,378,893 121,568
TOTAL NET POSITION - BEGINNING 15,346,630 37,727,630 1,061,742 5,080,953 59,216,955 1,346,443
TOTAL NET POSITION - ENDING $ 15923875 $ 39,929,730 $ 988,906 $ 5,753,337 $ 62,595,848 $ 1,468,011
The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended December 31, 2014

Transfer In
Operating Grants

EQUIVALENTS

Governmental
Business-Type Activities - Enterprise Funds Activities
Internal
Solid Storm Service
Water Sewer Waste Drainage Totals Funds
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash Received from Customers $ 1,720,609 $ 4325372 $ 1,376,434 $ 750,972 $ 8,173,387 $ 861,182
Cash Payments to Suppliers for Goods and Services (863,327) (1,386,543)  (1,136,373) (288,711) (3,674,954) (516,763)
Cash Payments to Employees for Services (351,069) (355,824) (272,943) (120,283) (1,100,119) (101,456)
NET CASH PROVIDED BY OPERATING ACTIVITIES 506,213 2,583,005 (32,882) 341,978 3,398,314 242,963
CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES:
0 0 600 0 600 0
0 0 50,252 0 50,252 0
NET CASH PROVIDED BY NONCAPITAL
FINANCING ACTIVITIES 0 0 50,852 0 50,852 0
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES:
Proceeds from Capital Debt 0 3,964,413 0 0 3,964,413 0
Acquisition and Construction of Capital Assets (1,544,178) (2,184,694) (1,574) (408,007) (4,138,453) (30,602)
Principal Paid on Capital Debt (125,000) (4,868,341) 0 0 (4,993,341) 0
Interest Paid on Capital Debt and other Debt Costs (255) (800,430) 0 0 (800,685) 0
Proceeds from Sale of Equipment, etc. 1,574 0 0 0 1,574 0
Capital Contributed by State/Federal/Local 0 3,793,250 0 39,810 3,833,060 0
Capital Contributed by Customers 7,000 9,327 0 0 16,327 0
Compensation for Loss of Capital Assets 0 0 0 1,011 1,011 0
NET CASH USED FOR CAPITAL FINANCING ACTIVITIES  (1,660,859) (86,475) (1,574) (367,186)  (2,116,094) (30,602)
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the Sale of Investment Securities 2,677,626 584,469 100,000 0 3,362,095 248,809
Purchase of Investment Securities (1,605,255) (1,057,819) 0 0 (2,663,074) (415,000)
Interest and Dividends on Investments 2,580 2,655 136 0 5,371 (214)
Interest Received on Extension and Service Contracts 0 782 0 0 782 0
NET CASH PROVIDED BY INVESTING ACTIVITIES 1,074,951 (469,913) 100,136 0 705,174 (166,405)
NET INCREASE (DECREASE) IN CASH AND
(79,695) 2,026,617 116,532 (25,208) 2,038,246 45,956
CASH AND EQUIVALENTS, BEGINNING OF YEAR 2,095,775 1,187,548 99,558 386,509 3,769,390 286,125
CASH AND EQUIVALENTS, END OF YEAR $ 2,016,080 $ 3,214,165 $ 216,090 $ 361,301 $ 5,807,636 $ 332,081
The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
For the Fiscal Year Ended December 31, 2014

Governmental
Business-Type Activities - Enterprise Funds Activities
Internal
Solid Storm Service
Water Sewer Waste Drainage Totals Funds
RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES:
Net Operating Income (Loss) $ 115452 $ 1,058,933 $  (72,134) $ 237,429 $ 1,339,680 $ 35,999
Adjustments to Reconcile Operating Income to
Net Cash Provided (Used) by Operating Activities:
Depreciation 406,486 1,599,259 96,602 118,619 2,220,966 123,646
Operating Grant/InsRecovery Revenue 1,025 0 (55,243) 0 (54,218) 0
Decrease due to Operating Interest Revenue 0 0 0 0 0 (375)
Increase (Decrease) due to Operating Transfer 0 0 0 0 0 85,356
Changes in Assets and Liabilities:
Decrease (Increase) in Accounts Receivable (10,243) (72,740) (207) (3,842) (87,032) 0
Decrease (Increase) in Inventory (2,295) 0 0 (6,682) (8,977) 2,275
Increase (Decrease) in Accounts Payable (4,212) (2,447) (1,900) (3,546) (12,105) (3,938)
TOTAL ADJUSTMENTS 390,761 1,524,072 39,252 104,549 2,058,634 206,964
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 506,213 $ 2,583,005 $  (32,882) $ 341,978 $ 3,398,314 $ 242,963

Noncash financing, capital and investing activities:
In the year 2014, capital assets of $386,243 were contributed by public developers and $70,909 were contributed by private developers to the Water Fund,
$91,168 were contributed by private developers to the Sewer Fund, $1,038 were contributed by public developers, and $181,010 and $197,613 were

contributed to the Storm Drain Fund from the City’s Basin 5 Sewer Project and Wastewater Treatment Plant Upgrade Project respectively.

The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
STATEMENT OF FIDUCIARY NET POSITION
FIDUCIARY FUNDS
December 31, 2014

Firemen's Agency
Pension Funds
ASSETS
Cash and Equivalents $ 77,861 $ 481,276
Investments 210,000 0
Unamortized Premiums (Discounts) on Investments 921 0
Receivables:
Taxes - Property 11,576 0
Interest Receivable 155 0
TOTAL ASSETS 300,513 481,276
DEFERRED OUTFLOWS of RESOURCES 0 0
LIABILITIES
Custodial Accounts Payable 0 481,276
TOTAL LIABILITIES 0 481,276
DEFERRED INFLOWS of RESOURCES
Property Tax Levied 10,571 0
NET POSITION
Held in trust for pension benefits and other purposes $ 289,942 $ 0

The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
FIDUCIARY FUNDS
For The Year Ended December 31, 2014

Firemen's Pension

ADDITIONS
Contributions

Employer Contributions $ 140,516

State Contributions:

Fire Insurance Premium Tax 6,205
Total Contributions 146,721
Investment Earnings:

Interest 400
TOTAL ADDITIONS 147,121
DEDUCTIONS

Pension Administration 8,521
Pension Benefits 34,132
Funeral Benefit 500

Medical Benefits 60,325
TOTAL DEDUCTIONS 103,478
CHANGE IN NET POSITION 43,643
NET POSITION - BEGINNING 246,299
NET POSITION - ENDING $ 289,942

The accompanying notes are an integral part of this statement.
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CITY OF SHELTON, WASHINGTON
SCHEDULE OF STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
BUDGET TO ACTUAL
GENERAL FUND
For the Year Ended December 31, 2014

Variance with

Budgeted Amounts Final Budget -
Actual Positive
Original Final Amounts (Negative)
REVENUES
Taxes $ 6,162,212 $ 6,162,212 $ 6,352,750 $ 190,538
Licenses and Permits 226,250 226,250 190,242 (36,008)
Intergovernmental Revenue 965,964 965,964 1,332,715 366,751
Charges for Services 2,709,748 2,709,748 2,209,066 (500,682)
Fines and Penalties 111,855 111,855 111,985 130
Miscellaneous Revenue 95,769 95,769 122,648 26,879
TOTAL REVENUES 10,271,798 10,271,798 10,319,406 47,608
EXPENDITURES
Current:
General Government Services 3,853,408 3,863,597 3,538,549 325,048
Public Safety 4,053,296 4,133,609 4,071,152 62,457
Transportation 796,676 795,043 747,200 47,843
Natural and Economic Environment 864,411 1,380,271 1,067,478 312,793
Mental and Physical Health 2,011 2,011 1,836 175
Culture and Recreation 481,718 481,718 406,029 75,689
Debt Service:
Principal Retirement 14,264 14,264 14,264 0
Interest and Other Debt Service Costs 7,830 7,830 7,230 600
Capital Outlay 262,649 277,578 25,543 252,035
TOTAL EXPENDITURES 10,336,263 10,955,921 9,879,281 1,076,640
EXCESS (DEFICIENCY) OF REVENUES OVER
EXPENDITURES (64,465) (684,123) 440,125 1,124,248
OTHER FINANCING SOURCES (USES)
Proceeds of General Long-Term Debt 0 0 0 0
Transfers - Out (978,876) (990,309) (430,925) 559,384
Sale of Capital Assets, Net of Costs 100,000 100,000 5,000 (95,000)
Compensation for Loss of Capital Assets 0 0 2,002 2,002
Insurance Recoveries-NonCaital 0 0 1,304 1,304
TOTAL OTHER FINANCING SOURCES AND USE  (878,876) (890,309) (422,619) 467,690
NET CHANGE IN FUND BALANCE (943,341) (1,574,432) 17,506 1,591,938
FUND BALANCE, BEGINNING 2,532,685 2,532,685 2,931,769 399,084
FUND BALANCE, ENDING $ 1589344 3 958,253 2,949,275 $ 1,991,022
ADJUSTMENTS TO CONFORM WITH GENERALLY
ACCEPTED ACCOUNTING PRINCIPLES:
Decrease in Revenues (39,759)
Decrease in Expenditures 32,169
FUND BALANCE, DECEMBER 31 (GAAP BASIS) $ 2,941,685

The accompanying notes are an integral part of this statement.
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NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NOTE 1
BASIS OF ACCOUNTING

This schedule is prepared on the same basis of accounting as the city's financial statements. The city uses
the full accrual basis of accounting in the government-wide financial statements, and in the proprietary and
fiduciary fund financial statements, and the modified accrual basis of accounting in all governmental fund
financial statements.
NOTE 2
PROGRAM COSTS

The amounts shown as current year expenditures represent only the state or federal grant portion of the
program costs. Entire program costs, including the city's portion, may be more than shown.

NOTE 3
FEDERAL LOANS

(a) The city was approved by USDA-RD to receive a loan totaling $7,546,000 for upgrades to the sewer
collection system and related improvements. This loan is funded by ARRA. The amount listed for this loan
includes the loan proceeds earned during the year. A $3,358,000 bond was issued to USDA-RD in 2014 to
pay a portion of the sewer collection system upgrade project costs including repayment of the bond
anticipation note and interest.

(b) The city was approved by the State Department of Ecology to receive a loan totaling $439,400 for
design of the Sewer Basin 3 infrastructure improvements. The U.S. Environmental Protection Agency is
providing $366,155 of these monies. The amount listed for this loan includes the federal proceeds received
during the year.

NOTE 4
AMOUNTS AWARDED TO SUBRECIPIENTS

Included in the total amount expended for this program is $515,860 that was passed through to a
subrecipient that administered its own project.
NOTE 5
AMERICAN RECOVERY AND REINVESTMENT ACT (ARRA) OF 2009

Expenditures for this program were funded by ARRA.
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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

Deputy Director for Communications | Thomas Shapley
Thomas.Shapley@sao.wa.gov

(360) 902-0367

Public Records requests | (360) 725-5617

Main telephone | (360) 902-0370

Toll-free Citizen Hotline | (866) 902-3900

Website | www.sao.wa.qov
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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
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