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PORT OF KINGSTON

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
Port of Kingston

Kitsap County
January 1, 2014 through December 31, 2014

This schedule presents the status of findings reported in prior audit periods.

Audit Period: Report Ref. No.: Finding Ref. No.:
2014 1016886 2014-001

Finding Caption:
The Port’s internal controls over financial statement preparation are inadequate to ensure
accurate and complete reporting.

Background:
Our audit identified deficiencies in internal controls over financial reporting that affected the
Port’s ability to produce reliable financial statements. The following deficiencies in internal
controls over financial reporting represented a material weakness.
e The Port relied on a Certified Public Accounting firm to prepare its annual financial
reports and notes to the financial statements. Port management did not adequately
review the financial statements and notes to ensure they were prepared correctly.

e Marina operations revenues were reported net of expenses on the financial statements.

Status of Corrective Action: (check one)

< . o .
Fully L1 Partially 1 Not Corrected L] Finding is cons_ldered no
Corrected Corrected longer valid

Corrective Action Taken:

After the Port of Kingston’s 2014 audit, the Port continues to train staff on all generally
accepted Accounting Principles. Our staff, including management, fully review the work of
our CPA firm and make adjustments when applicable. In addition, our CPA firm is aware of
the reporting and processes highlighted in the State Auditor’s Office report.

It is the goal of current management and administrative staff, as well as the Commission that
these financial reporting requirements continue to be strictly followed.
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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

Port of Kingston
Kitsap County
January 1, 2015 through December 31, 2016

Board of Commissioners
Port of Kingston
Kingston, 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
Port of Kingston, Kitsap County, Washington, as of and for the years ended December 31, 2016
and 2015, and the related notes to the financial statements, which collectively comprise the Port’s
financial statements, and have issued our report thereon dated March 15, 2018.

We issued an unmodified opinion on the fair presentation of the Port’s financial statements in
accordance with its regulatory basis of accounting. We issued an adverse opinion on the fair
presentation with regard to accounting principles generally accepted in the United States of
America (GAAP) because the financial statements are prepared by the Port using accounting
practices prescribed by Washington State statutes and the State Auditor’s Budgeting, Accounting
and Reporting System (BARS) manual described in Note 1, which is a basis of accounting other
than GAAP. The effects on the financial statements of the variances between the basis of
accounting described in Note 1 and accounting principles generally accepted in the United States
of America, although not reasonably determinable, are presumed to be material.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audits of the financial statements, we considered the Port’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 Port’s
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internal control. Accordingly, we do not express an opinion on the effectiveness of the Port’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 Port'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
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 Port’s financial statements are free
from material misstatement, we performed tests of the Port’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
Port’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 Port’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.

N 1//&:@,%

Pat McCarthy
State Auditor
Olympia, WA

March 15, 2018
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INDEPENDENT AUDITOR’S REPORT ON

FINANCIAL STATEMENTS

Port of Kingston
Kitsap County
January 1, 2015 through December 31, 2016

Board of Commissioners
Port of Kingston
Kingston, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Port of Kingston, Kitsap County,
Washington, for the years ended December 31, 2016 and 2015, and the related notes to the
financial statements, which collectively comprise the Port’s financial statements, as listed on
page 12.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with the financial reporting provisions of Washington State statutes and the
Budgeting, Accounting and Reporting System (BARS) manual prescribed by the State Auditor
described in Note 1. This includes determining that the basis of accounting is acceptable for the
presentation of the financial statements in the circumstances. Management is also responsible for
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 audits. We
conducted our audits 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.
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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 Port’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 Port’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.

Unmodified Opinion on Regulatory Basis of Accounting (BARS Manual)

As described in Note 1, the Port of Kingston has prepared these financial statements to meet the
financial reporting requirements of Washington State statutes using accounting practices
prescribed by the State Auditor’s Budgeting, Accounting and Reporting System (BARS) manual.
Those accounting practices differ from accounting principles generally accepted in the United
States of America (GAAP). The differences in these accounting practices are also described in
Note 1.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position and results of operations of the Port of Kingston, for the years ended
December 31, 2016 and 2015, on the basis of accounting described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

Auditing standards issued by the American Institute of Certified Public Accountants (AICPA)
require auditors to formally acknowledge when governments do not prepare their financial
statements, intended for general use, in accordance with GAAP. The effects on the financial
statements of the variances between GAAP and the accounting practices the Port used, as described
in Note 1, although not reasonably determinable, are presumed to be material. As a result, we are
required to issue an adverse opinion on whether the financial statements are presented fairly, in all
material respects, in accordance with GAAP.
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Adverse Opinion on U.S. GAAP

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of the Port of Kingston, as of December 31, 2016 and 2015, or the
changes in financial position or cash flows for the years then ended, due to the significance of the
matter discussed in the above “Basis for Adverse Opinion on U.S. GAAP” paragraph.

Other Matters
Supplementary and Other Information

Our audits were performed for the purpose of forming opinions on the financial statements taken
as a whole. The Schedules of Liabilities are presented for purposes of additional analysis, as
required by the prescribed BARS manual. These schedules are not a required part of the 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 financial
statements. The information has been subjected to the auditing procedures applied in the audit of
the financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other additional procedures in
accordance with 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 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
March 15, 2018 on our consideration of the Port’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
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integral part of an audit performed in accordance with Government Auditing Standards in
considering the Port’s internal control over financial reporting and compliance.

T 1//@{%.%

Pat McCarthy
State Auditor
Olympia, WA

March 15, 2018
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FINANCIAL SECTION

Port of Kingston
Kitsap County
January 1, 2015 through December 31, 2016

FINANCIAL STATEMENTS

Fund Resources and Uses Arising from Cash Transactions — 2016
Fund Resources and Uses Arising from Cash Transactions — 2015
Notes to Financial Statements — 2016
Notes to Financial Statements — 2015

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Liabilities — 2016
Schedule of Liabilities — 2015
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Fund Resources and Uses Arising from Cash Transactions

Beginning Cash and Investments

Port of Kingston

For the Year Ended December 31, 2016

30810 Reserved 2,123,693
30880 Unreserved 255,235
388 /588 Prior Period Adjustments, Net -
Revenues
310 Taxes 192,089
320 Licenses and Permits -
330 Intergovernmental Revenues 3,383
340 Charges for Goods and Services 1,296,345
350 Fines and Penalties -
360 Miscellaneous Revenues 561,124
Total Revenues: 2,052,941
Expenditures
540 Transportation 1,691,123
Total Expenditures: 1,691,123
Excess (Deficiency) Revenues over Expenditures: 361,818
Other Increases in Fund Resources
391-393, 596  Debt Proceeds -
385 Special or Extraordinary Items -
386 /389 Custodial Activities 146,483
381, 395,398 Other Resources -
Total Other Increases in Fund Resources: 146,483
Other Decreases in Fund Resources
594-595 Capital Expenditures 260,493
591-593, 599  Debt Service -
585 Special or Extraordinary Items -
586 / 589 Custodial Activities 179,833
Total Other Decreases in Fund Resources: 440,326
Increase (Decrease) in Cash and Investments: 67,975
Ending Cash and Investments
5081000 Reserved 2,267,907
5088000 Unreserved 178,996
Total Ending Cash and Investments 2,446,903

The accompanying notes are an integral part of this statement.
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Port of Kingston
Fund Resources and Uses Arising from Cash Transactions
For the Year Ended December 31, 2015

Beginning Cash and Investments

30810 Reserved 2,204,505
30880 Unreserved 791,091
388 & 588 Prior Period Adjustments, Net -
Operating Revenues
310 Taxes 191,860
330 Intergovernmental Revenues 408
340 Charges for Goods and 1,358,550
Services
350 Fines and Penalties -
360 Miscellaneous Revenues 477,651
Total Operating Revenues: 2,028,469
Operating Expenditures
540 Transportation 1,480,314
598 Miscellaneous Expenses -
Total Operating Expenditures: 1,480,314
Net Operating Increase (Decrease): 548,155
Nonoperating Revenues
370-380, 395 & 398 Other Financing Sources 150,638
391-393 Debt Proceeds -
Total Nonoperating Revenues: 150,638
Nonoperating Expenditures
580, 596 & 599 Other Financing Uses 201,730
591-593 Debt Service -
594-595 Capital Expenditures 1,113,731
Total Nonoperating Expenditures: 1,315,461
Net Increase (Decrease) in Cash and (616,668)
Investments:
Ending Cash and Investments
5081000 Reserved 2,123,693
5088000 Unreserved 255,235
Total Ending Cash and Investments 2,378,928

The accompanying notes are an integral part of this statement.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Port of Kingston was incorporated in 1919 and operates under the laws of the State of Washington
applicable to a Port district. The Port is a special purpose government and provides marina and related
facilities to the general public, and is supported primarily through user charges.

The Port of Kingston reports financial activity in accordance with the Cash Basis Budgeting, Accounting and
Reporting System (BARS) manual prescribed by the State Auditor’s Office under the authority of Washington
State law, Chapter 43.09 RCW. This manual prescribes a financial reporting framework that differs from
generally accepted accounting principles (GAAP) in the following manner:

e Financial transactions are recognized on a cash basis of accounting as described below.

e Component units are required to be disclosed, but are not included in the financial statements.

e Government-wide statements, as defined in GAAP, are not presented.

e All funds are presented, rather than a focus on major funds.

e The Schedule of Liabilities is required to be presented with the financial statements as supplementary
information.

e Supplementary information required by GAAP is not presented.

e Ending balances are not presented using the classifications defined in GAAP.

A. Fund Accounting

Financial transactions of the government are reported in individual funds. Each fund uses a separate set of
self-balancing accounts that comprises its cash and investments, revenues, and expenditures. The
government’s resources are allocated to and accounted for in individual funds depending on their intended
purpose. The accounts of the Port are maintained on the basis of funds. For reporting purposes, the
activities of all the Port’s funds are combined.

B. Basis of Accounting and Measurement Focus

Financial statements are prepared using the cash basis of accounting and measurements focus. Revenues are
recognized when cash is received and expenses are recognized when paid.

Purchases of capital assets are expensed during the year of acquisition. There is no capitalization of capital
assets, nor allocation of depreciation expense. Inventory is expensed when purchased. Maintenance, repairs,
and minor renewals are accounted for as expenses when paid.

C. Budgets

The Port of Kingston adopts annual appropriated budgets. These budgets are appropriated at the fund level
(except the general (current expense) fund, where budget is adopted at the department level). The budget
constitutes the legal authority for expenditures at that level. Annual appropriations for these funds lapse at
the fiscal year end.

Annual appropriated budgets are adopted on the same basis of accounting as used for financial reporting.

Budgeted amounts are authorized to be transferred between departments within any fund/object class within
departments; however, any revisions that alter the total expenditures of a fund, or that affect the number of
authorized employee positions, salary ranges, hours, or other conditions of employment must be approved by
the Port of Kingston'’s legislative body.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Cash and Investments
It is the Port’s policy to invest all temporary cash surpluses. The interest on these investments is prorated to
the various funds. The amount is included on the statement of revenues and expenses arising from cash
transactions as cash and investments.
All deposits and certificates of deposits are covered by the Federal Deposit Insurance Corporation and/or
Washington Public Deposit Protection Commission. All investments are insured, registered or held by the
Local Government Investment Pool (LGIP) or its agent in the government’s name.
Investments are reported at original cost. Investments by type at December 31, 2016 are as follows:

Local Government Investment Pool 2,430,794
E. Capital Assets

Capital assets are assets with initial individual cost of more than $5,000 and an estimated useful life in excess
of 1 year. Capital assets and inventory are recorded as capital expenditures when purchased.

F. Compensated Absences

Compensated absences are absences for which employees will be paid, such as vacation and sick leave.
Vacation pay, which may be accumulated up to a maximum of 160 hours (240 hours for those employees
hired before April 1, 2011), is payable upon resignation, termination, retirement, or death. Sick leave has no
limit as to how many hours may be accumulated; however, upon termination of employment, eligible
employees will be compensated for unused sick leave at the current rate of pay for hours up to 360 hours; all
sick leave hours beyond 360 hours will be paid at 25% of the employee’s current hourly rate of compensation.
Payments are recognized as expenditures when paid.

G. Risk Management

The Port of Kingston is @ member of Enduris. Chapter 48.62 RCW provides the exclusive source of local
government entity authority to individually or jointly self-insure risks, jointly purchase insurance or
reinsurance, and to contract for risk management, claims, and administrative services. Enduris was formed
July 10, 1987 pursuant to the provisions of Chapter 48.62 RCW, Chapter 200-100 WAC, and Chapter 39.34
RCW. Two (2) counties and two (2) cities in the State of Washington joined together by signing an interlocal
governmental agreement to fund their self-insured losses and jointly purchase insurance and administrative
services. As of August 31, 2016, there are 524 Enduris members representing a broad array of special
purpose districts throughout the state. Enduris provides property and liability coverage as well as risk
management services and other related administrative services.

Members make an annual contribution to fund Enduris and share in the self-insured retention of the jointly
purchased excess and/or reinsurance coverage. The self-insured retention is:

e $1,000,000 deductible on liability loss - the member is responsible for the first $1,000 of the
deductible amount of each claim, while Enduris is responsible for the remaining $999,000 on liability
loss.

e $250,000 deductible on property loss - the member is responsible for the first $1,000 of the
deductible amount of each claim, while Enduris is responsible for the remaining $249,000 on property
loss.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

e Enduris is responsible for the $4,000 deductible on boiler and machinery loss.

Enduris acquires reinsurance from unrelated insurance companies on a “per occurrence” basis to cover all
losses over the deductibles as shown on the policy maximum limits. Liability coverage is for all lines of liability
coverage including Public Official’s Liability. The Property coverage is written on an “all risk,” blanket basis
using current Statement of Values. The Property coverage includes but is not limited to mobile equipment,
boiler and machinery, electronic data processing equipment, business interruption, course of construction and
additions, property in transit, fine arts, and automobile physical damage to insured vehicles. Liability
coverage limit is $20 million per occurrence and property coverage limit is $1 billion per occurrence. Enduris
offers crime coverage up to a limit of $1 million per occurrence.

Since Enduris is a cooperative program, there is a joint liability among the participating members.

The contract requires members to continue membership for a period of not less than one (1) year and must
give notice 60 days before terminating participation. The Master Agreement (Intergovernmental Contract) is
automatically renewed after the initial one (1) full fiscal year commitment. Even after termination, a member
is still responsible for contribution to Enduris for any unresolved, unreported and in-process claims for the
period they were a signatory to the Master Agreement.

Enduris is fully funded by its member participants. Claims are filed by members with Enduris and are
administered in house.

A Board of Directors consisting of seven (7) board members governs Enduris. Its members elect the Board

and the positions are filled on a rotating basis. The Board meets quarterly and is responsible for conducting
the business affairs of Enduris.

NOTE 2 — PROPERTY TAXES

The County Treasurer acts as an agent to collect property taxes levied in the county for all taxing authorities.
Collections are distributed (at/after) the end of each month to the Port by the County Treasurer.

Property tax revenues are recognized when cash is received by Port. Delinquent taxes are considered fully
collectible because a lien affixes to the property after tax is levied.

The Port may levy up to $.45 per $1,000 of assessed valuation for general government services. Washington
State Constitution and Washington State Law, RCW 84.55.010, limit the rate. The Port may also levy taxes at
a lower rate.

Special levies approved by the voters are not subject to the above limitations.

The Port’s regular levy for 2016 was $.223623 per $1,000 on an assessed valuation of $857,325,260 for a
total regular levy of $192,013.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 3 — CONSTRUCTION COMMITMENT

The Port has active construction projects as of December 31, 2016. The projects include: covered moorage
replacement, office expansion and remodel.

At year-end the district’s commitments with contractors are as follows:

Projects Spent to Date | Remaining Commitment
Covered Moorage $ 114,871 $ 885,129
Office Expansion & Remodel 359 169,641
$ 115,230 $ 1,154,770

Of the committed balance of $1,154,770 the Port will be required to raise $1,200,000 in further financing. Kitsap
Bank has approved a limited general obligation bond to the Port up to the amount of $1,200,000, which is to be
drawn upon within the year of construction for the covered moorage. Draw period start date is March 22, 2017.

NOTE 4 — CONTINGENCIES AND LITIGATION

In the opinion of management, the Port (insurance policies and/or self-insurance reserves) are adequate to pay
all known or pending claims.

The Port participates in a number of federal and state assisted programs. These grants are subject to audit by
the grantors or their representatives. Such audits could result in requests for reimbursement to grantor agencies
for expenditures disallowed under the terms of the grant. Port management believes that such disallowances, if
any, will be immaterial.

The passenger only ferry operations were discontinued on September 28, 2012. Two ferries were purchased
using Federal Transportation Agency (FTA) Funds. Under the terms of the agreement, the Port is obligated to
pay the FTA if the ferries are not used in a mass transit capacity either by the Port or a FTA assignee. One of the
ferries was transferred to a FTA assignee, King County, on March 25, 2013. However, as of the date of this
report, the Port has been unable to find a qualified assignee for one of the ferries, the “Express”. The Port is
obligated to pay FTA approximately $468,000 for the Express unless the FTA grants additional time to find an
assignee. Vessel is currently listed with commercial broker, Pinnicle Yacht Brokers, for $400,000.

The Port of Kingston was involved in a lawsuit that related to a tenant whose moorage agreements were
terminated but the tenant refused to leave. A Writ of Restitution was awarded to the Port in a lower court but
the tenant filed an appeal. The Washington State Court of Appeals upheld the lower court’s decision, but
remanded the case back to the lower court for determination of liability as to defendant, personally, or
defendant’s LLC. The Superior Court of County of Kitsap and the newly assigned Case No. 14-2-01280-4 was
settled with $36,220.70 paid to the Port of Kingston, with $31,220.70 paid by the defendant’s LLC and $5,000
paid by the defendant, personally. The check was received on July 28, 2016. This case is now closed.

The Port of Kingston is currently the defendant in three lawsuits involving violations of the Public Records Act.
Two of these lawsuits are pending in the Superior Court of the County of Kitsap, Case No. 16-2-00060-8 and No.
16-2-00060-8. These cases are currently awaiting hearing in November 2017. The third Case No. 152-2-01482-1
was settled on February 17, 2017 and a judgement of $166,426.15 given to the plaintiff, $75,000 to the
defendant and $91,426.15 to the plaintiff’s attorney.

The Port of Kingston terminated an employee in September 2015 for misconduct in the course of employment. A
lawsuit was filed in April 2016 with Case No. 16-2-00669-0, as of the date of this report, this case is currently in
the discovery phase.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2016

NOTE 5 — SUBSEQUENT EVENTS

On March 22, 2017 the Port Commission approved to authorize a $1.2 million draw for a Limited General
Obligation Bond through Kitsap Bank for the Covered Moorage Roof Repair Project. The closing date for the
draw was March 31, 2017.

NOTE 6 — POLLUTION REMEDIATION OBLIGATION AND MARINA REHABILITATION FUND

In November 2006, the Government Accounting Standards Board issued GASB No. 49, Accounting and Financial
Reporting for Pollution Remediation Obligations. This Statement addresses accounting and financial reporting
standards for pollution (including contamination) remediation obligations, which are obligations to address the
current or potential detrimental effects of existing pollution by participating in pollution remediation activities
such as site assessments and cleanups. The provisions of this Statement are effective for fiscal periods beginning
after December 15, 2007.

The Port’s property has known underground contaminants resulting from the presence of a former underground
fuel storage tank. The site is listed by the Department of Ecology as a Voluntary Cleanup Site. The
governmental agencies having jurisdiction over the property are not requiring remediation of the site or removal
of contaminated soil at this time, but such action will likely be required in the future if the property is developed
further. The Port has established a fund named Marina Rehabilitation/Mitigation Reserve Fund and funded
$87,000 on April 24, 2012, to cover those estimated costs.

The Port established a designated investment fund to cover the cost of marina replacement in the future. The
fund was initially established at $1,500,000 and $210,000 per year is required to be transferred into the account
annually. At December 31, 2016, the balance of the fund was $2,267,907 and is included in Port investments
discussed in Note 1. The balance includes $87,000 discussed above.

NOTE 7 — PENSION PLANS

Substantially all Port’s full-time and qualifying part-time employees participate in the following statewide
retirement systems administered by the Washington State Department of Retirement Systems (DRS), under cost-
sharing, multiple-employer public employee defined benefit and defined contribution retirement plans 1, 2, and 3.

The State Legislature establishes, and amends, laws pertaining to the creation and administration of all public
retirement systems.

The Department of Retirement Systems, a department within the primary government of the State of
Washington, issues a publicly available comprehensive annual financial report (CAFR) that includes financial
statements and required supplementary information for each plan. The DRS CAFR may be obtained by writing
to:

Department of Retirement Systems
Communications Unit

P.O. Box 48380

Olympia, WA 98504-8380

Also, the DRS CAFR may be downloaded from the DRS website at www.drs.wa.gov.

At June 30, 2016 (the measurement date of the plans), the Port’s proportionate share of the collective net
pension liabilities, as reported on Schedule 09, was as follows:

Allocation % Liability (Asset)
PERS 1 .003269% $175,561
PERS 2/3 .004184% $210,661
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Port of Kingston was incorporated in 1919 and operates under the laws of the State of Washington
applicable to a Port district. The Port is a special purpose government and provides marina and related
facilities to the general public, and is supported primarily through user charges.

The Port of Kingston reports financial activity in accordance with the Cash Basis Budgeting, Accounting and
Reporting System (BARS) manual prescribed by the State Auditor’s Office under the authority of Washington
State law, Chapter 43.09 RCW. This manual prescribes a financial reporting framework that differs from
generally accepted accounting principles (GAAP) in the following manner:

e Financial transactions are recognized on a cash basis of accounting as described below.

e Component units are required to be disclosed, but are not included in the financial statements.

¢ Government-wide statements, as defined in GAAP, are not presented.

e All funds are presented, rather than a focus on major funds.

e The Schedule of Liabilities is required to be presented with the financial statements as supplementary
information.

e Supplementary information required by GAAP is not presented.

e Ending balances are not presented using the classifications defined in GAAP.

A. Fund Accounting

Financial transactions of the government are reported in individual funds. Each fund uses a separate set of
self-balancing accounts that comprises its cash and investments, revenues, and expenditures. The
government’s resources are allocated to and accounted for in individual funds depending on their intended
purpose. The accounts of the Port are maintained on the basis of funds. For reporting purposes, the
activities of all the Port’s funds are combined.

B. Basis of Accounting and Measurement Focus

Financial statements are prepared using the cash basis of accounting and measurements focus. Revenues are
recognized when cash is received and expenses are recognized when paid.

Purchases of capital assets are expensed during the year of acquisition. There is no capitalization of capital
assets, nor allocation of depreciation expense. Inventory is expensed when purchased. Maintenance, repairs,
and minor renewals are accounted for as expenses when paid.

C. Budgets

The Port of Kingston adopts annual appropriated budgets. These budgets are appropriated at the fund level
(except the general (current expense) fund, where budget is adopted at the department level). The budget
constitutes the legal authority for expenditures at that level. Annual appropriations for these funds lapse at
the fiscal year end.

Annual appropriated budgets are adopted on the same basis of accounting as used for financial reporting.

Budgeted amounts are authorized to be transferred between departments within any fund/object class within
departments; however, any revisions that alter the total expenditures of a fund, or that affect the number of
authorized employee positions, salary ranges, hours, or other conditions of employment must be approved by
the Port of Kingston'’s legislative body.

Washington State Auditor's Office Page 20



PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

D. Cash and Investments
It is the Port’s policy to invest all temporary cash surpluses. The interest on these investments is prorated to
the various funds. The amount is included on the statement of revenues and expenses arising from cash
transactions as cash and investments.
All deposits and certificates of deposits are covered by the Federal Deposit Insurance Corporation and/or
Washington Public Deposit Protection Commission. All investments are insured, registered or held by the
Local Government Investment Pool (LGIP) or its agent in the government’s name.
Investments are reported at original cost. Investments by type at December 31, 2015 are as follows:

Local Government Investment Pool 2,284,7
E. Capital Assets

Capital assets are assets with initial individual cost of more than $5,000 and an estimated useful life in excess
of 1 year. Capital assets and inventory are recorded as capital expenditures when purchased.

F. Compensated Absences

Compensated absences are absences for which employees will be paid, such as vacation and sick leave.
Vacation pay, which may be accumulated up to a maximum of 160 hours (240 hours for those employees
hired before April 1, 2011), is payable upon resignation, termination, retirement, or death. Sick leave has no
limit as to how many hours may be accumulated; however, upon termination of employment, eligible
employees will be compensated for unused sick leave at the current rate of pay for hours up to 360 hours; all
sick leave hours beyond 360 hours will be paid at 25% of the employee’s current hourly rate of compensation.
Payments are recognized as expenditures when paid.

G. Risk Management

The Port of Kingston is @ member of Enduris. Chapter 48.62 RCW provides the exclusive source of local
government entity authority to individually or jointly self-insure risks, jointly purchase insurance or
reinsurance, and to contract for risk management, claims, and administrative services. Enduris was formed
July 10, 1987 pursuant to the provisions of Chapter 48.62 RCW, Chapter 200-100 WAC, and Chapter 39.34
RCW. Two (2) counties and two (2) cities in the State of Washington joined together by signing an Interlocal
Governmental Agreement to fund their self-insured losses and jointly purchase insurance and administrative
services. As of August 31, 2015, there are 507 Enduris members representing a broad array of special
purpose districts throughout the state. Enduris provides property and liability coverage as well as risk
management services and other related administrative services.

Members make an annual contribution to fund Enduris and share in the self-insured retention of the jointly
purchased excess and/or reinsurance coverage. The self-insured retention is:

e $1,000,000 deductible on liability loss - the member is responsible for the first $1,000 of the
deductible amount of each claim, while Enduris is responsible for the remaining $999,000 on liability
loss.

e $250,000 deductible on property loss - the member is responsible for the first $1,000 of the
deductible amount of each claim, while Enduris is responsible for the remaining $249,000 on property
loss.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

e Enduris is responsible for the $4,000 deductible on boiler and machinery loss.

Enduris acquires reinsurance from unrelated insurance companies on a “per occurrence” basis to cover all
losses over the deductibles as shown on the policy maximum limits. Liability coverage is for all lines of liability
coverage including Public Official’s Liability. The Property coverage is written on an “all risk,” blanket basis
using current Statement of Values. The Property coverage includes but is not limited to mobile equipment,
boiler and machinery, electronic data processing equipment, business interruption, course of construction and
additions, property in transit, fine arts, and automobile physical damage to insured vehicles. Liability
coverage limit is $10 million per occurrence and property coverage limit is $1 billion per occurrence. Enduris
offers crime coverage up to a limit of $1,000,000 per occurrence.

Since Enduris is a cooperative program, there is a joint liability among the participating members.

The contract requires members to continue membership for a period of not less than one (1) year and must
give notice 60 days before terminating participation. The Master Agreement (Intergovernmental Contract) is
automatically renewed after the initial one (1) full fiscal year commitment. Even after termination, a member
is still responsible for contribution to Enduris for any unresolved, unreported and in-process claims for the
period they were a signatory to the Master Agreement.

Enduris is fully funded by its member participants. Claims are filed by members with Enduris and are
administered in house.

A Board of Directors consisting of seven (7) board members governs Enduris. Its members elect the Board

and the positions are filled on a rotating basis. The Board meets quarterly and is responsible for conducting
the business affairs of Enduris.

NOTE 2 — PROPERTY TAXES

The County Treasurer acts as an agent to collect property taxes levied in the county for all taxing authorities.
Collections are distributed each month to the Port by the County Treasurer. A revaluation of all property is
required every four years.

Property tax revenues are recognized when cash is received by Port. Delinquent taxes are considered fully
collectible because a lien affixes to the property after tax is levied.

The Port may levy up to $.45 per $1,000 of assessed valuation for general government services. Washington
State Constitution and Washington State Law, RCW 84.55.010, limit the rate. The Port may also levy taxes at
a lower rate.

Special levies approved by the voters are not subject to the above limitations.

The Port’s regular levy for 2015 was $.228704 per $1,000 on an assessed valuation of $821,875,747 for a
total regular levy of $187,967.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

NOTE 3 — CONTINGENCIES AND LITIGATION

In the opinion of management, the Port (insurance policies and/or self-insurance reserves) are adequate to pay
all known or pending claims.

The Port participates in a number of federal and state assisted programs. These grants are subject to audit by
the grantors or their representatives. Such audits could result in requests for reimbursement to grantor agencies
for expenditures disallowed under the terms of the grant. Port management believes that such disallowances, if
any, will be immaterial.

The passenger only ferry operations were discontinued on September 28, 2012. Two ferries were purchased
using Federal Transportation Agency (FTA) Funds. Under the terms of the agreement, the Port is obligated to
pay the FTA if the ferries are not used in a mass transit capacity either by the Port or a FTA assignee. One of the
ferries was transferred to a FTA assignee, King County, on March 25, 2013. However, as of the date of this
report, the Port has been unable to find a qualified assignee for one of the ferries, the “Express”. The Port is
obligated to pay FTA approximately $468,000 for the Express unless the FTA grants additional time to find an
assignee.

The Port of Kingston is currently involved in a lawsuit that was heard before the Washington State Court of
Appeals, Case Number 46571-0-11. This case relates to a tenant whose moorage agreements were terminated
but the tenant refused to leave. A Writ of Restitution was awarded to the Port in a lower court but the tenant
filed an appeal. The Washington State Court of Appeals upheld the lower court’s decision, but remanded the
case back to the lower court for determination of liability as to defendant, personally, or defendant’s LLC. There
is currently held in bond with the Court of Appeals the amount of $36,220.70, $31,220.70 paid by the
defendant’s LLC and $5,000 paid by the defendant, personally. The case is currently back in Superior Court of
County of Kitsap, Case No. 14-2-01280-4 for determination of liability.

The Port of Kingston is currently the defendant in three lawsuits involving violations of the Public Records Act.
These three lawsuits are all pending in the Superior Court of the County of Kitsap, Case No. 15-2-01482-1, No.
15-2-01373-6, and No. 16-2-00060-8. These cases are currently in the discovery phase. There is a fourth
lawsuit involving violations of the Public Records Act that was served on the Port in 2015, but has yet to be filed
at the Court.

The Port of Kingston terminated an employee in September 2015 for misconduct in the course of employment.
Said employee filed for unemployment benefits and was denied these benefits. Said employee filed an appeal to
the State of Washington Employment Security Department and an Administrative Law Judge hearing took place
on December 18, 2015. The denial of unemployment benefits was reversed by the Administrative Law Judge. As
of December 31, 2015, the Port was anticipating a lawsuit would be forthcoming for wrongful termination.

NOTE 4 — SUBSEQUENT EVENTS

On March 22, 2017 the Port Commission approved to authorize a $1.2 million draw for a Limited General
Obligation Bond through Kitsap Bank for the Covered Moorage Roof Repair Project. The closing date for the
draw was March 31, 2017.
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PORT OF KINGSTON
NOTES TO FINANCIAL STATEMENTS
December 31, 2015

NOTE 5 — POLLUTION REMEDIATION OBLIGATION AND MARINA REHABILITATION FUND

In November 2006, the Government Accounting Standards Board issued GASB No. 49, Accounting and Financial
Reporting for Pollution Remediation Obligations. This Statement addresses accounting and financial reporting
standards for pollution (including contamination) remediation obligations, which are obligations to address the
current or potential detrimental effects of existing pollution by participating in pollution remediation activities
such as site assessments and cleanups. The provisions of this Statement are effective for fiscal periods beginning
after December 15, 2007.

The Port’s property has known underground contaminants resulting from the presence of a former underground
fuel storage tank. The site is listed by the Department of Ecology as a Voluntary Cleanup Site. The
governmental agencies having jurisdiction over the property are not requiring remediation of the site or removal
of contaminated soil at this time, but such action will likely be required in the future if the property is developed
further. The Port has established a fund named Marina Rehabilitation/Mitigation Reserve Fund and funded
$87,000 on April 24, 2012, to cover those estimated costs.

The Port established a designated investment fund to cover the cost of marina replacement in the future. The
fund was initially established at $1,500,000 and $210,000 per year is required to be transferred into the account
annually. At December 31, 2015, the balance of the fund was $2,123,693 and is included in Port investments
discussed in Note 1. The balance includes $87,000 discussed above.

NOTE 6 — PENSION PLANS

Substantially all Port’s full-time and qualifying part-time employees participate in the following statewide
retirement systems administered by the Washington State Department of Retirement Systems (DRS), under cost-
sharing, multiple-employer public employee defined benefit and defined contribution retirement plans 1, 2, and 3.

The State Legislature establishes, and amends, laws pertaining to the creation and administration of all public
retirement systems.

The Department of Retirement Systems, a department within the primary government of the State of
Washington, issues a publicly available comprehensive annual financial report (CAFR) that includes financial
statements and required supplementary information for each plan. The DRS CAFR may be obtained by writing
to:

Department of Retirement Systems
Communications Unit

P.O. Box 48380

Olympia, WA 98504-8380

Also, the DRS CAFR may be downloaded from the DRS website at www.drs.wa.gov.

At June 30, 2015 (the measurement date of the plans), the Port's proportionate share of the collective net
pension liabilities, as reported on Schedule 09, was as follows:

Allocation % Liability (Asset)
PERS 1 .003397% $177,695
PERS 2/3 .004362% $155,857
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Port of Kingston
Schedule of Liabilities
For the Year Ended December 31, 2016

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
Revenue and Other (non G.0.) Debt/Liabilities
263.97 Environmental Liabilities 87,000 - - 87,000
264.30 Pension Liabilities 333,552 52,670 - 386,222
259.12 Compensated Absences 34,530 15,081 - 49,611
Total Revenue and Other (non G.O.) 455,082 67,751 - 522,833
Debt/Liabilities:
Total Liabilities: 455,082 67,751 - 522,833
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Port of Kingston
Schedule of Liabilities
For the Year Ended December 31, 2015

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
Revenue and Other (non G.0.) Debt/Liabilities
263.97 Environmental Liabilities 87,000 - - 87,000
264.30 Pension Liabilities - 333,552 - 333,552
259.12 Compensated Absences 50,734 - 16,204 34,530
Total Revenue and Other (non G.O.) 137,734 333,552 16,204 455,082
Debt/Liabilities:
Total Liabilities: 137,734 333,552 16,204 455,082
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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.sa0.wa.qov

Washington State Auditor's Office Page 27


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

	1020981
	financials
	1020981



