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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

SECTION I - SUMMARY OF AUDITOR’S RESULTS

The results of our audit of North Central Educational Service District No. 171 are summarized
below in accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance).

Financial Statements

We issued a qualified opinion on the fair presentation of the basic financial statements of the
Operating Fund, and an unmodified opinions on each other major fund and the aggregate
remaining fund information in accordance with accounting principles generally accepted in the
United States of America (GAAP).

Internal Control over Financial Reporting:

e Significant Deficiencies: We identified 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
District.

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

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

We reported no findings that are required to be disclosed in accordance with 2 CFR 200.516(a).

Identification of Major Federal Programs:

The following programs were selected as major programs in our audit of compliance in accordance
with the Uniform Guidance.

CEDA No. Program or Cluster Title
84.027 Special Education Cluster — Special Education Grants to States
84.173 Special Education Cluster — Special Education Preschool Grants

The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
the Uniform Guidance, was $750,000.

The District did not qualify as a low-risk auditee under the Uniform Guidance.

SECTION Il — FINANCIAL STATEMENT FINDINGS
See finding 2017-001.

SECTION IlIl - FEDERAL AWARD FINDINGS AND QUESTIONED
COSTS

None reported.
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SCHEDULE OF AUDIT FINDINGS AND RESPONSES

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

2017-001 The District did not report the liabilities related to its other
postemployment benefits in accordance with government
accounting standards.

Background

District board members, state and federal agencies, and the public rely on the
information included in the financial statements and report to make decisions.
District management is responsible for designing and following internal controls
that provide reasonable assurance regarding the reliability of financial reporting.

Our audit identified a significant deficiency in internal controls over financial
reporting that hindered the District’s ability to produce reliable financial
statements.

Description of Condition

The District did not report the liabilities related to other post-employment benefits
in accordance with Governmental Accounting Standards Board (GASB) Statement
No. 45 - Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions.

Cause of Condition

Although current staff were not employed by the District when it converted to
generally accepted accounting principles (GAAP), it’s their understanding that the
District evaluated GASB 45 at that time and determined it was not applicable.
However, the District has not reevaluated its applicability in subsequent years. The
District chose not to restate the financial statements to include other
postemployment benefits for fiscal year 2017.

Effect of Condition

The District did not obtain an actuarial study to determine the amount of liabilities
related to other postemployment benefits. Consequently, the District did not report
this liability or present the note disclosures and other information required by
GAAP.
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Recommendations

We recommend the District:

e Perform necessary research and obtain needed actuarial studies to correctly
report other postemployment benefit liabilities on its financial statements

e Establish a more formalized process for technical review of the financial
statements by a person who understands generally accepted accounting
principles and related reporting requirements to ensure accurate preparation
and reporting of the District’s financial statements

District’s Response

The NCESD agrees with the State Auditors finding that it did not report the liability
related to GASB Statement No. 45 in our annual financial statements. The NCESD
also concurs with their comment that this liability had been historically assessed
and was deemed immaterial by previous NCESD financial officers. The
organization continues to consider this liability as immaterial to the true financial
position of the District and deems the cost of conducting the actuarial study to
identify the value of this single item, estimated at more than $10,000, as not the
best use of NCESD funds.

This particular GASB began implementation in 2006 and has not been deemed
noteworthy by our organization, the other 8 Educational Service Districts and
many various governments throughout Washington State. Until the issuance of
GASB Statement No. 75 even the State Auditors did not identify this value as a
concern. In fact it was the issuance of GASB Statement No. 75 that brought the
lack of reporting of GASB Statement No. 45 to the State Auditors attention.

Prior to this finding the NCESD had already initiated efforts to fully comply with
GASB Statement No. 75 and by association GASB Statement No 45. These have
included working with the other Educational Service Districts to form a
cooperative to help minimize the costs associated with quantifying the liability and
communicating the need for these expenditures to our stakeholders. Even with a
coordinated effort we estimate that it will still cost each Educational Service
District around $10,000 every two years to determine this one value. While we still
feel very uncomfortable expending such significant public resources to generate
the value of a single liability, we also believe it is the NCESD’s role to follow best
practices and set the standard for our regional school districts. Continuing to
receive a finding on our annual statements would not serve this purpose.
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Per the second State Auditor recommendation the NCESD believes it has a quality
formalized process for analyzing, evaluating, and reporting to GASB standards.
However, the District views on compliance and materiality differ on occasion from
those of the State Auditor. Unfortunately drafting these responses are the only
measure available to us to express our perspective.

Auditor’s Remarks

Local governments reporting under the GAAP basis of accounting are responsible
for proper appropriately evaluating and applying accounting standards. We
appreciate the District’s commitment to resolve this finding and thank the District
for its cooperation and assistance during the audit. We will review the corrective
action taken during our next regular audit.

Applicable Laws and Regulations

Governmental Accounting Standards Board Statement No. 45

Government Auditing Standards, December 2011 Revision, paragraph 4.23
establishes reporting requirements related to significant deficiencies or material
weaknesses in internal control, instances of fraud or abuse, and noncompliance with
provisions of law, regulations, contracts, or grant agreements.

The American Institute of Certified Public Accountants defines significant
deficiencies and material weaknesses in its Codification of Statements on Auditing
Standards, section 265, Communicating Internal Control Related Matters Identified
in an Audit, paragraph 7.
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

North Central Educational Service District
Chelan County
September 1, 2016 through August 31, 2017

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

Audit Period: Report Ref. No.: Finding Ref. No.:
September 1, 2015 through August 31, 2016 | 1019185 2016-001

Finding Caption:

The District’s controls over financial statement preparation were inadequate to ensure accurate
financial reporting.

Background:

Our audit identified a material weakness in controls over financial statement reporting.
Although management has a process for reviewing the prepared financial statements, this
review did not identify the omission of a liability in the Compensated Absences Fund.
Management reported all assets for the Compensated Absences Fund but did not report an
offsetting liability of $2,664,636. As a result, the Fund’s financial statement did not balance.

We recommend the District ensure designed internal controls are effectively and consistently
applied to the financial statement preparation and review processes.

Status of Corrective Action: (check one)

Fully O Partially 1 Not Corrected O Flndlng_ is considered no
Corrected Corrected longer valid

Corrective Action Taken:
The District corrected the omitted number identified above immediately upon receiving

notification and refiled corrected financial statements with the Office of the Superintendent of
Public Instruction. The issue had to do with data transfer from the District’s financial
accounting software to the hand-entered Excel spreadsheet we are required to use to file our
year-end financial statements. Since this occurred measures have been implemented, including
informing the appropriate staff of the issues and adjusting existing process by implementing
additional levels of internal review and consulting external industry professionals to ensure
such errors do not recur.

For further information please refer to the “District’s Response” section in the Schedule of
Audit Findings and Responses portion of the financial audit report.
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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

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

Board of Directors
North Central Educational Service District No. 171
Wenatchee, 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 each
major fund and the aggregate remaining fund information of North Central Educational Service
District No. 171, Chelan County, Washington, as of and for the year ended August 31, 2017, and
the related notes to the financial statements, which collectively comprise the District’s basic
financial statements, and have issued our report thereon dated May 3, 2018.

The District did not report a liability resulting from postemployment benefits as of August 31,
2017. Accordingly, our report was modified to reflect a qualified opinion on the fair presentation
of the financial statements of the Operating Fund for this departure from accounting principles
generally accepted in the United States of America.

The District has omitted the management’s discussion and analysis information that governmental
accounting principles generally accepted in the United States of America has determined is
necessary to supplement, although not be a required part of, the basic financial statements. Our
opinion on the basic financial statements is not affected by this missing information.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the District’s
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the District’s
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internal control. Accordingly, we do not express an opinion on the effectiveness of the District’s
internal control.

Our consideration of internal control was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as described in the accompanying
Schedule of Audit Findings and Responses, we identified certain deficiencies in internal control
that we consider to be significant deficiencies.

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 District's financial statements will not be prevented, or detected and
corrected, on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance. We consider the deficiencies described in
the accompanying Schedule of Audit Findings and Responses as Finding 2017-001 to be
significant deficiencies.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the District’s financial statements are free
from material misstatement, we performed tests of the District’s compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion.

The results of our tests disclosed no instances of noncompliance or other matters that are required
to be reported under Government Auditing Standards.

DISTRICT’S RESPONSE TO FINDINGS

The District’s response to the findings identified in our audit is described in the accompanying
Schedule of Audit Findings and Responses. The District’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express
no opinion on the response.
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PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
District’s internal control or on compliance. This report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the District’s internal control
and compliance. Accordingly, thiscommunication 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.

%t

Pat McCarthy
State Auditor
Olympia, WA

May 3, 2018
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND REPORT ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE UNIFORM GUIDANCE

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

Superintendent and Board of Directors
North Central Educational Service District No. 171
Wenatchee, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of North Central Educational Service District No. 171, Chelan
County, Washington, with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Compliance Supplement that could have a direct and material
effect on each of the District’s major federal programs for the year ended August 31, 2017. The
District’s major federal programs are identified in the accompanying Schedule of Findings and
Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the District’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 the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).
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Those standards and the Uniform Guidance 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 District’s compliance 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 District’s compliance.

Opinion on Each Major Federal Program

In our opinion, the District 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 August 31, 2017.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the District 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 District’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 the Uniform
Guidance, 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 District'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.
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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 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 the Uniform Guidance. 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.

A

Pat McCarthy
State Auditor
Olympia, WA

May 3, 2018
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
North Central Educational Service District No. 171

Chelan County
September 1, 2016 through August 31, 2017

Superintendent and Board of Directors
North Central Educational Service District No. 171
Wenatchee, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of each major fund and the aggregate
remaining fund information of North Central Educational Service District No. 171, Chelan County,
Washington, as of and for the year ended August 31, 2017, and the related notes to the financial
statements, which collectively comprise the District’s basic financial statements as listed on
page 20.

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,
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including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the District’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the District’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

Basis for Qualified Opinion on the Operating Fund

The District reported total liabilities of $12,737,510 on the Statement of Net Position as of
August 31, 2017. The District did not report liabilities resulting from postemployment benefits
provided to its employees in accordance with Governmental Accounting Standards Board
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits
Other Than Pensions. Presentation of, and disclosures for, such liabilities is required by
accounting principles generally accepted in the United States of America.

We were unable to obtain sufficient appropriate audit evidence about the liabilities as of
August 31, 2017, because the District has not performed an actuarial study to calculate its liabilities
resulting from these postemployment benefits. Consequently, the amounts by which this departure
would affect the liabilities and net position amounts have not been determined.

Qualified Opinion on the Operating Fund

In our opinion, except for the effects of the matter described in the “Basis for Qualified Opinion
on the Operating Fund” paragraph, the financial statements referred to above present fairly, in all
material respects, the financial position of the Operating Fund of the District as of August 31,
2017, and the changes in financial position and cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Unmodified Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of each of the other major funds and the aggregate remaining fund
information of the District, as of August 31, 2017, 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.
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Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the required
supplementary information listed on page 20 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 (GASB) 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.

Management has omitted the management’s discussion and analysis information that
governmental accounting principles generally accepted in the United States of America require to
be presented to supplement the financial statements. Such missing information, although not a
part of the basic financial statements, is required by GASB who considers it to be an essential part
of the financial reporting for placing the financial statements in an appropriate operational,
economic or historical context. Our opinion on the basic financial statements are not affected by
this missing information.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the District’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by
Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). 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
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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 May 3,
2018 on our consideration of the District’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an
opinion on internal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards in considering the
District’s internal control over financial reporting and compliance.

i

Pat McCarthy
State Auditor
Olympia, WA

May 3, 2018
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FINANCIAL SECTION

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

BASIC FINANCIAL STATEMENTS

Statement of Net Position — All Funds— 2017

Statement of Revenues, Expenses and Changes in Fund Net Position — 2017
Statement of Cash Flows — 2017

Statement of Fiduciary Net Position — Agency Funds — 2017

Notes to the Financial Statements — 2017

REQUIRED SUPPLEMENTARY INFORMATION

Schedule of the District’s Proportionate Share of the Net Pension Liability — PERS 1,
SERS 2/3, TRS1, TRS 2/3 - 2017

Schedule of District Contributions — PERS 1, SERS 2/3, TRS1, TRS 2/3 - 2017

Worker’s Compensation Fund — Ten-Year Claims Development Information — 2017

Worker’s Compensation Fund — Changes in Claims Liability — 2017

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Expenditures of Federal Awards — 2017
Notes to the Schedule of Expenditures of Federal Awards — 2017
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OPERATING REVENUES

Local Sources

State Sources

Allotment

Federal Sources

Cooperative Programs

Other Programs

Member Assessments/Contributions
TOTAL OPERATING REVENUE

OPERATING EXPENSES
General Operations and Administration
Instructional Support Programs
Non Instructional Support Programs
Incurred Loss/Loss Adjustment Expenses
Paid on Current Losses
Change in Loss Reserves
Unallocated Loss Adjustment Expenses
Change in Unallocated Loss Reserves
Excess/Reinsurance Premiums
Professional Fees
Labor & Industries Assessments
Depreciation/Depletion
Other Operating Expenses
Pension Expense from change in Net Pension Liability
TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)
NONOPERATING REVENUES (EXPENSES)
Interest and Investment Income
Interest Expense and Related Charges
Lease Income
Change in Joint Venture
Other Nonoperating Expenses
TOTAL NONOPERATING REVENUES (EXPENSES)
INCOME (LOSS)
INCREASE (DECREASE) IN NET POSITION
NET POSITION - BEGINNING BALANCE

NET POSITION - ENDING BALANCE

Educational Service District #171
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
FOR THE YEAR ENDED AUGUST 31, 2017

OPERATING WORKERS UNEMPLOYMENT TOTAL ALL FUNDS
COMPENSATION FUND FUND
$ 794,050.44 $ 794,050.44
$ 1,926,676.95 $ 1,926,676.95
$ 516,759.95 $ 516,759.95
$ 1,987,925.37 $ 1,987,925.37
$ 2,192,465.89 $ 2,192,465.89
$ 8,329,360.15 $ 8,329,360.15
$ 4,346,303.27 $ 433,280.58 $ 4,779,583.85
5 15,747,238.75 S 4,346,303.27 S 433,280.58 S 20,526,822.60
$ 1,620,101.34 $ 1,620,101.34
$ 10,355,199.54 $ 10,355,199.54
$ 3,889,365.45 $ 3,889,365.45
$ 1,667,451.36 $ 102,819.05 $ 1,770,270.41
$ 55,853.00 $ (41,469.57) $ 14,383.43
$ 9,000.00 $ 9,000.00
$ 135,943.00 $ 135,943.00
$ 200,357.05 $ 40,791.42 S 241,148.47
$ 1,081,003.57 $ 1,081,003.57
$ 198,942.00 $ 198,942.00
$ 394,791.57 $ 73,82931 $ 468,620.88
$ (583,200.00) $ (583,200.00)
S 15,480,408.33 S 3,544,399.55 17597021 S 19,200,778.09
3 266,830.42 S 801,903.72 $ 257,31037 $ 1,326,044.51
$ 23,551.83 $ 59,476.99 $ 9,404.25 $ 92,433.07
$ (115,704.04) $ (115,704.04)
$ 21,010.56 $ 21,010.56
$ 215,162.00 $ 215,162.00
$ 13,855.34 $ 13,855.34
S 157,875.69 S 59,476.99 S 9,404.25 S 226,756.93
3 424,706.11 S 861,380.71 S 266,714.62 S 1,552,801.44
B 424,706.11 S 861,380.71 S 266,714.62 S 1,552,801.44
$ (793,621.81) $ 5,583,965.88 $ 1,283,573.26 $ 6,073,917.33
B (368,915.70) S 6,445,346.59 S 1,550,287.88 S 7,626,718.77

The accompanying notes are an integral part of the financial statements.
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CASH FLOW FROM OPERATING ACTIVITIES
Cash Received from Customers
Cash Received from State and Federal Sources
Cash Received from Members
Payments to Suppliers for Goods and Services
Payments to Employees for Services
Cash Paid for Benefits/Claims
Cash Paid for Reinsurance
Cash Paid for Labor and Industries Assessments
Cash Paid for Professional Services
Cash Paid for Other Operating Expense

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES
Principal and Interest Paid on Capital Debt

Lease Income
NET CASH PROVIDED (USED) BY CAPITAL AND RELATED

FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest and Dividends Received
NET CASH PROVIDED (USED) BY INVESTING ACTIVITIES

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS - BEGINNING
CASH AND CASH EQUIVALENTS - ENDING

Educational Service District #171
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED AUGUST 31, 2017

RECONCILIATION OF OPERATING INCOME TO NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES

OPERATING NET INCOME
Adjustment to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities
Depreciation Expense
Change in Assets and Liabilities
Receivables, Net
Prepaids
Accounts and Other Payables
Accrued Expenses
Unearned Revenue
Other Changes
Change in Deferred Outflows
Change in Deferred Inflows
Change in Net Pension Liability
Claims Reserve-Current
Claims Reserve-Prior Year
IBNR-Current
IBNR-Prior Year
Future L&l Assessments
Provision for Unallocated Loss Adjustment

NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES
NONCASH INVESTING, CAPITAL, AND FINANCING ACTIVITIES:

Joint Venture Change (WSIPC)

OPERATING WORKERS UNEMPLOYMENT FUND  TOTAL ALL FUNDS
COMPENSATION FUND
$  10,941,380.53 $ 10,941,380.53
$ 4,451,502.92 $ 4,451,502.92
$ 4,527,804.80 $ 429,054.11 $ 4,956,858.91
$  (5314,110.52) $ (5,314,110.52)
$  (5837,815.31) $ (5,837,815.31)
$  (4,868,509.96) $ (1,739,881.25) $ (123,964.72) $ (6,732,355.93)
$ (135,943.00) $ (135,943.00)
$ (1,081,648.23) $ (1,081,648.23)
$ (189,821.64) $ (17,913.25) $ (207,734.89)
$ (316,161.88) $ (61,566.58) $ (377,728.46)
$ (627,552.34) $ 1,064,348.80 $ 225,609.56 $ 662,406.02
$ (330,495.35) $ (330,495.35)
$ 21,010.56
$ (309,484.79) $ -8 -8 (330,495.35)
$ 23,551.83 $ 59,476.99 $ 9,404.25 $ 92,433.07
S 23,551.83 S 59,476.99 S 9,404.25 $ 92,433.07
$ (913,485.30) $ 1,123,825.79 $ 235,013.81 $ 424,343.74
$ 3,130,154.95 $ 8,856,857.29 $ 1,389,780.82 $ 13,376,793.06
3 2,216,669.65 S 9,980,683.08 $ 1,624,794.63 S 13,801,136.80
$ 266,830.42 $ 801,903.72 $ 257,31037 $ 1,326,044.51
$ 198,942.00 $ 198,942.00
$ (658,249.27) $ (2,386.20) $ (4,226.47) $ (664,861.94)
$ (98,316.77) $ 10,603.71 $ (87,713.06)
$ 225,073.46 $ 189,374.57 $ 13,995.23 $ 428,443.26
$ 22,624.00 $ 22,624.00
$ (1,256.18) $ (1,256.18)
$ 349,563.00 $ 349,563.00
$ 781,253.00 $ 781,253.00
$  (1,714,016.00) $ (1,714,016.00)
$ (52,076.00) $ (52,076.00)
$ 190,882.00 $ 190,882.00
$ 17,348.00 $ (41,469.57) $ (24,121.57)
$ (94,844.00) $ (94,844.00)
$ (5,457.00) $ (5,457.00)
$ 9,000.00 $ 9,000.00
$ (627,552.34) $ 1,064,348.80 $ 225,609.56 $ 662,406.02
3 215,162.00 3 215,162.00

The accompanying notes are an integral part of the financial statements.
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Educational Service District #171

STATEMENT OF FIDUCIARY NET POSITION - AGENCY FUNDS
August 31, 2017

COMPENSATED
ABSENCES

ASSETS

Cash and Cash Equivalents $ 5,524.65

Investments $ 2,770,618.27

Accounts Receivable $ 35,639.89
TOTAL ASSETS $ 2,811,782.81
LIABILITIES

Accounts Payable $ 588,604.25

Deposits (from school districts) $ 2,223,178.56
TOTAL LIABILITIES $ 2,811,782.81

The accompanying notes are an integral part of the financial statements.
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EDUCATIONAL SERVICE DISTRICT NO. 171
NOTES TO THE FINANCIAL STATEMENTS
SEPTEMBER 1, 2016 THROUGH AUGUST 31, 2017

NOTES TO THE FINANCIAL STATEMENTS

Note 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Educational Service District No. 171 (“the District”) were developed
under authority of the Office of Superintendent of Public Instruction. Except where noted as
exceptions, the rules of generally accepted accounting principles (GAAP) are the basis for
accounting and financial reporting in the District. The following summary of the more significant
accounting policies is presented to assist the reader in interpreting the financial statements and
other data in this report. These policies should be viewed as an integral part of the
accompanying financial statements.

Reporting Entity

Educational Service District No. 171 is one of nine municipal corporations of the State of
Washington organized pursuant to Title 28A Revised Code of Washington (RCW) for the
purpose of (1) providing cooperative and informational services to local school districts; (2)
assisting the state superintendent of public instruction and the state board of education in
the performance of their respective statutory or constitutional duties; and (3) providing
services to school districts to assure equal educational opportunities.

As required by generally accepted accounting principles, management has considered all
potential component units in defining the reporting entity. Based on the standards set by
Governmental Accounting Standards Board (GASB) Statement 14, there were no
component units of ESD 171. The District is a separate legal entity and is fiscally
independent from all other units of government.

The District serves 29 school districts in Chelan, Douglas, Grant and Okanogan counties.
Oversight responsibility for the District's operations is vested with the Board of Directors who
are elected by the school directors of the educational service district, one from each of
seven educational service district board-member districts. Management of the District is
appointed by and accountable to the Board of Directors. Fiscal responsibility, including
budget authority, the power to operate cooperatives, set fees for services and issue debt
consistent with the provisions of state statutes, rests with the Board. For financial reporting
purposes, the District’s financial statements include all fund entities that are controlled by
the District's Board of Directors and managed by the administrative staff, unless noted
hereafter.

Basis of Accounting and Reporting

The District’s accounting policies, as reflected in the accompanying financial statements,
conform to the Accounting Manual for Educational Service Districts, prescribed by the Office
of Superintendent of Public Instruction (OSPI). This manual allows for a practice that differs
from generally accepted accounting principles in the following manner: (1) The
Management Discussion and Analysis is not required.
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The financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Under this method, revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants and similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been met.

The District reports the following major proprietary funds:

The General Expense fund is the ESD’s primary fund. It accounts for all financial resources
of the ESD that are not reported in the following funds.

The Unemployment Compensation fund accounts for the collection of premium from
members of the fund and the related payment of associated claims and expenses.

During the audit of the 2012-13 fiscal year the Washington State Auditor’s Office provided a
recommendation and guidance in the Unemployment Compensation fund financial reporting
guidelines. From the 2012-13 fiscal year through the 2014-15 fiscal year, the Unemployment
Compensation fund was reported on the Statement of Net Position reflecting only total fund
assets and an offsetting liability. This reporting method was due to the Unemployment
Compensation fund being operated as a banking model pool as opposed to a true risk pool.
Also, the amount held in trust for the ESD was reported as an asset in the Operating Fund
on the Statement of Net Position.

At the beginning of the 2015-16 fiscal year, the Unemployment Compensation fund was
changed from a banking model to a true risk pool. This change in program structure resulted
in a change in financial reporting. The Unemployment Compensation fund is now reported
on the Statement of Net Position as a true risk pool and is following accounting and financial
principles accordingly.

The Workers’ Compensation fund accounts for workers’ compensation payroll taxes
collected from members, and the payment of associated claims, assessments and
expenses.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with a proprietary fund’s principle ongoing operations.
Operating expenses for proprietary funds include the cost of providing services,
administrative expenses, depreciation on capital assets, and gain/loss on sale of assets.
Grants used to finance operations and expenses not related to the provision of District
services are reported as non-operating revenues and expenses.

In addition, the District reports the following fund types:
The Compensated Absences Pool Fund accounts for assets held by the district to provide a
funding mechanism for members to pay for the cash-out of liabilities for compensated

absences when employees of member districts leave service or retire.

Trust or agency funds are used to account for assets held by the district in a trustee or
agency capacity.
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The District has prepared an annual program report to OSPI in a format issued separately.
These reports require specific information and are not prepared on the basis of generally
accepted accounting principles.

Assets, Liabilities, and Equity

Cash and Cash Equivalents

The Chelan County Treasurer is the ex-officio treasurer for the District. In this capacity, the
county treasurer receives daily deposits and transacts investments on behalf of the District.
On August 31, 2017, the treasurer was holding $835,614 in the Operating and other
proprietary funds and $5,525 for the Agency fund in short-term residual investments of
surplus cash. These amounts are classified on the statement of net position and the
statement of fiduciary net position as cash and cash equivalents.

For the purposes of the statement of cash flows, the District considers all highly liquid
investments (including restricted assets) with a maturity of three months or less when
purchased to be cash and cash equivalents.

Deposits and Investments — See Note 2

Receivables

For the operating fund, accounts and contracts receivable represent the value of goods and
services provided and invoiced to clients at fiscal year-end. For remaining proprietary and
agency funds, the amounts represent balances due from clients within thirty days of payroll
dates.

Prepaid Items
Certain payments to vendors reflect costs applicable to future accounting periods and are

recorded as prepaid items in the financial statements.

Inventory
The District does not maintain material amounts of inventory.

Capital Assets and Depreciation — See Note 3

Compensated Absences
Employees earn vacation leave at varying rates in accordance with District policy. Vacation
is payable upon termination.

Employees earn sick leave at a rate of 12 days per year and may accumulate an unlimited
sick leave balance. Under the provisions of Chapter 28A.400.210 RCW, sick leave
accumulated by District employees is reimbursed at death or retirement at the rate of 1 day
for each 4 days of accrued leave, limited to 180 accrued days. This chapter also provides for
an annual buy-back of an amount up to the maximum annual accumulations of 12 days. For
buy-back purposes, employees may accumulate such leave to a maximum of 192 days,
including annual accumulation, as of December 31 of each year.

See Note 9 for additional information regarding Compensated Absences Liability Pool.
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Other Accrued Liabilities
These accounts consist of accrued wages and accrued employee benefits.

Long Term Debt — See Note 4

Deferred Outflows and Deferred Inflows

The District adopted GASB 68 in the year ended August 31, 2015. GASB 68 requires the
District to recognize as deferred outflows or inflows on the Statement of Net Position their
proportionate share of the State Department of Retirement System'’s deferred income or
expenses items that will be recognized over a number of years. These items are presented
on the Statement of Net Position and will impact the future calculations of the retirement
system’s pension funding status.

Note 2: DEPOSITS AND INVESTMENTS

All of the District’s bank balances are insured by the Federal Depository Insurance Corporation
(FDIC) or by collateral held in a multiple financial institution collateral pool administered by the
Washington Public Deposit Protection Commission (PDPC).

Statutes authorize the District to invest in (1) securities, certificates, notes, bonds, short-term
securities, or other obligations of the United States, and (2) deposits in any state bank or trust
company, national banking association, stock savings bank, mutual savings bank, savings and
loan association, and any branch bank engaged in banking in the state in accordance with RCW
30.04.300 if the institution has been approved by the Public Deposit Protection Commission to
hold public deposits and has segregated eligible collateral having a value of not less than its
maximum liability.

As of August 31, 2017, the District had the following investments:

Investment Maturity Fair Value
Local Government Investment Pool $15,757,151
Total Investments $15,757,151
Credit Risk

The Local Government Investment Pool (LGIP) is considered extremely low risk. The pool is
operated in a manner generally consistent with the Securities and Exchange Commission’s
Rule 2a-7 of the Investment Company Act of 1940. Rule 2a-7 funds are limited to high
guality obligations with limited maximum and average maturities, the effect of which is to
minimize both market and credit risk. The pool’s portfolio is made up of high quality, highly
liquid securities, and its relatively short average maturity reduces the pool’s price sensitivity
to market interest rate fluctuations. The pool also has a strong degree of asset
diversification to minimize risk and maintain adequate rates of return.

The pool is not insured or guaranteed by any government; therefore, maintenance of
principal is not fully insured. The LGIP does not have a credit rating.

The pool is managed and operated by the Office of the State Treasurer for the State of
Washington. The LGIP publishes an annual report, which is on the Internet at the
Treasurer's Web site (http://tre.wa.gov). As of the most recent report date, fair value equaled
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amortized cost. It is the policy of the LGIP to permit participants to withdraw their
investments on a daily basis; therefore, the District’s investment balance in the pool is equal

to fair value.

Note 3: CAPITAL ASSETS

Capital assets, which include property, facilities, and large equipment, are capitalized at total
acquisition cost, provided such cost exceeds $50,000 and has an expected useful life of more
than five years. Property, facilities, and large equipment that are purchased using Federal
money are subject to capitalization if the acquisition cost is over $5,000. Depreciation is
recorded on all depreciable capital assets on a straight-line basis over the following estimated

useful lives:
Asset Years
Vehicles 5-10
Equipment 5-20
Buildings and structures 10-40
Land improvements 5-40

Major expenses for capital assets, including capital leases and major repairs that extend the
useful life of an asset are capitalized. Assets under the capitalization threshold, maintenance,
repairs, and minor renewals are accounted for as expenses when incurred.

Capital assets activity for the fiscal year ended August 31, 2017, was as follows:

Beginning Ending
Balance Increases | Decreases Balance
9/1/2016 8/31/2017
Capital assets not being
depreciated:
Land $1,277,756 $ $ $1,277,756
Construction in Progress
Total capital assets not being
depreciated $1,277,756 $1,277,756
Depreciable capital assets:
Buildings $3,978,840 $3,978,840
Improvements other than
buildings
Equipment
Other
Total depreciable capital assets $3,978,840 $3,978,840
Less accumulated depreciation for:
Buildings $1,924,223 $198,942 $2,123,165
Improvements other than
buildings
Equipment
Other
Total accumulated depreciation $1,924,223 $198,942 $2,123,165
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Total depreciable assets, net

$2,054,617

$1,855,675

Total assets, net

$3,332,373

$198,942

$3,133,431

Note 4: LONG-TERM DEBT, LIABILITIES AND LEASES

Long-Term Debt

The District issued general obligation bonds and other debt instruments to finance the
purchase of ESD property. The following is a summary of long-term debt instruments of the
District for the fiscal year ended August 31, 2017:

Maturity Interest | Original Amount of
Purpose Range Rate Amount Installments
ESD Property 15 Years 3.55% | 3,827,340 207,365

The annual debt service requirements to maturity for general obligation bonds are as

follows:
Zﬁgﬁgt\(gf 7 1Emeling Principal Interest
2018 $214,792 $115,704
2019 $222,486 $108,012
2020 $230,455 $100,044
2021 $238,709 $91,791
2022 — 2029 $2,405,580 $402,277

Operating Lease(s)

The District is committed under various leases for space and equipment. All leases are
considered operating leases for accounting purposes because the District does not acquire
interests in the property. Lease expenses for the year ended August 31, 2017, totaled
$116,557. Future minimum rental commitments for these leases are as follows:

Fiscal Year Ending Amount
August 31

2018 $120,113
2019 $77,850
2020 $36,248
2021 $0

2022 $0
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Changes in Long-Term Liabilities

During the fiscal year ended August 31, 2017, the following changes occurred in long-term

liabilities:
Beginning Ending o
Balance Additions Reductions | Balance %ervyf'égp
9/1/2016 8/31/2017
Bonds Payable $3,519,387 | $0 $207,365 $3,312,022 | $214,792
Compensated
Absences $468,219 $24,354 $492,573 $98,883
Net Pension $1,578,083 | $0 $218,000 $1,360,084 | $0
Liability TRS 1
Net Pension $656,713 $0 $232,849 $423,864 $0
Liability TRS 2/3
Net Pension $1,658,284 | $0 $701,435 $956,849 $0
Liability SERS 2/3
Net Pension $2,052,199 | $0 $561,732 $1,490,467 | $0
Liability PERS 1
Total Long-Term $9,932,885 | $24,354 $1,921,381 | $8,035,859 | $313,675

Liabilities

Note 5: PENSION PLANS

General Information

The Washington State Department of Retirement Systems (DRS), a department within the
primary government of the state of Washington, prepares a stand-alone comprehensive annual
financial report (CAFR) that includes financial statements and required supplementary
information for each pension plan. The pension plan’s basic financial statement is accounted for
using the accrual basis of accounting. The measurement date of the pension plans is June 30.
Benefit payments (including refunds of employee contributions) are recognized when due and
payable in accordance with the benefit terms. Investments are reported at fair value.

For the purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of pension plans administered by DRS and additions to/deductions from
the plans’ net position have been determined on the same basis as they are reported by the

plans.

Detailed information about the pension plans’ fiduciary net position is available in the separately
issued DRS CAFR. Copies of the report may be obtained by contacting the Washington State
Department of Retirement Systems, P.O. Box 48380, Olympia, WA 98504-8380; or online at

http://www.drs.wa.gov./administrations/annual-report.

Membership Participation
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Substantially all district full-time and qualifying part-time employees participate in one of the
following three contributory, multi-employer, cost-sharing statewide retirement systems
managed by DRS: Teachers’ Retirement System (TRS), Public Employees’ Retirement System
(PERS) and School Employees’ Retirement System (SERS).

Membership participation by retirement plan as of June 30, 2017, was as follows:

Retirees and Inactive Plan
Plan L Members Entitled to .

Beneficiaries L Active Plan Members

L . but not yet Receiving
Receiving Benefits :
Benefits

PERS 1 48,268 663 2,593
SERS 2 8,229 5,880 27,011
SERS 3 7,735 8,330 33,890
TRS 1 34,225 188 697
TRS 2 5,076 2,532 19,133
TRS 3 10,289 8,568 54,487

Membership & Plan Benefits

Certificated employees are members of TRS. Classified employees are members of PERS (if
Plan 1) or SERS. Plan 1 under the TRS and PERS programs are defined benefit pension plans
whose members joined the system on or before September 30, 1977. TRS 1 and PERS 1 are
closed to new entrants.

TRS is a cost-sharing multiple-employer retirement system comprised of three separate plans
for membership purposes: Plans 1 and 2 are defined benefit plans and Plan 3 is a defined
benefit plan with a defined contribution component. TRS eligibility for membership requires
service as a certificated public school employee working in an instructional, administrative or
supervisory capacity.

TRS is comprised of three separate plans for accounting purposes: Plan 1, Plan 2/3, and Plan
3. Plan 1 accounts for the defined benefits of Plan 1 members. Plan 2/3 accounts for the defined
benefits of Plan 2 members and the defined benefit portion of benefits for Plan 3 members. Plan
3 accounts for the defined contribution portion of benefits for Plan 3 members. Although
members can only be a member of either Plan 2 or Plan 3, the defined benefit portions of Plan 2
and Plan 3 are accounted for in the same pension trust fund. All assets of this Plan 2/3 defined
benefit plan may legally be used to pay the defined benefits of any of the Plan 2 or Plan 3
members or beneficiaries, as defined by the terms of the plan. Therefore, Plan 2/3 is considered
to be a single plan for accounting purposes.

TRS Plan 1 provides retirement, disability and death benefits. TRS 1 members were vested
after the completion of five years of eligible service. Retirement benefits are determined as two
percent of the average final compensation (AFC), for each year of service credit, up to a
maximum of 60 percent, divided by twelve. The AFC is the total earnable compensation for the
two consecutive highest-paid fiscal years, divided by two. Members are eligible for retirement at
any age after 30 years of service, or at the age of 60 with five years of service, or at the age of
55 with 25 years of service. Other benefits include temporary and permanent disability
payments, an optional cost-of-living adjustment (COLA), and a one-time duty-related death
benefit, if found eligible by the Department of Labor and Industries.
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TRS Plan 2/3 provides retirement, disability and death benefits. Retirement benefits are
determined as two percent of the average final compensation (AFC) per year of service for Plan
2 members and one percent of AFC for Plan 3 members. The AFC is the monthly average of
the 60 consecutive highest-paid service credit months. There is no cap on years of service
credit. Members are eligible for normal retirement at the age of 65 with at least five years of
service credit. Retirement before age 65 is considered an early retirement. TRS Plan 2/3
members, who have at least 20 years of service credit and are 55 years of age or older, are
eligible for early retirement with a reduced benefit.

The benefit is reduced by a factor that varies according to age, for each year before age 65.
TRS Plan 2/3 members who have 30 or more years of service credit, were hired prior to May 1,
2013, and are at least 55 years old, can retire under one of two provisions: With a benefit that is
reduced by three percent for each year before age 65; or with a benefit that has a smaller (or
no) reduction (depending on age) that imposes stricter return-to-work rules.

TRS Plan 2/3 members hired on or after May 1, 2013, have the option to retire early by
accepting a reduction of five percent for each year of retirement before age 65. This option is
available only to those who are age 55 or older and have at least 30 years of service.

TRS Plan 2/3 retirement benefits are also actuarially reduced to reflect the choice of a survivor
benefit.

Other benefits include duty and non-duty disability payments, a cost-of-living allowance (based
on the Consumer Price Index), capped at three percent annually and a one-time duty-related
death benefit, if found eligible by the Department of Labor and Industries.

PERS Plan 1 provides retirement, disability and death benefits. PERS 1 members were vested
after the completion of five years of eligible service. Retirement benefits are determined as two
percent of the member’s average final compensation (AFC) times the member’s years of
service. The AFC is the average of the member’s 24 highest consecutive service months.
Members are eligible for retirement from active status at any age with at least 30 years of
service, at age 55 with at least 25 years of service, or at age 60 with at least five years of
service.

Members retiring from inactive status prior to the age of 65 may receive actuarially reduced
benefits. PERS Plan 1 retirement benefits are actuarially reduced to reflect the choice of a
survivor benefit. Other benefits include duty and non-duty disability payments, an optional cost-
of-living adjustment (COLA), and a one-time duty-related death benefit, if found eligible by the
Department of Labor and Industries.

SERS is a cost-sharing multiple-employer retirement system comprised of two separate plans
for membership purposes. SERS Plan 2 is a defined benefit plan and SERS Plan 3 is a defined
benefit plan with a defined contribution component. SERS members include classified
employees of school districts and educational service districts.

SERS is reported as two separate plans for accounting purposes: Plan 2/3 and Plan 3. Plan 2/3
accounts for the defined benefits of Plan 2 members and the defined benefit portion of benefits
for Plan 3 members. Plan 3 accounts for the defined contribution portion of benefits for Plan 3
members.
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Although members can only be a member of either Plan 2 or Plan 3, the defined benefit portions
of Plan 2 and Plan 3 are accounted for in the same pension trust fund. All assets of this Plan 2/3
defined benefit plan may legally be used to pay the defined benefits of any of the Plan 2 or Plan
3 members or beneficiaries. Therefore, Plan 2/3 is considered to be a single plan for accounting
purposes.

SERS provides retirement, disability and death benefits. Retirement benefits are determined as
two percent of the member’s average final compensation (AFC) times the member’s years of
service for Plan 2 and one percent of AFC for Plan 3. The AFC is the monthly average of the
member’s 60 highest-paid consecutive service months before retirement, termination or death.
There is no cap on years of service credit. Members are eligible for retirement with a full benefit
at 65 with at least five years of service credit. Retirement before age 65 is considered an early
retirement. SERS members, who have at least 20 years of service credit and are 55 years of
age or older, are eligible for early retirement with a reduced benefit.

The benefit is reduced by a factor that varies according to age, for each year before age 65.
SERS members who have 30 or more years of service credit and are at least 55 years old can
retire under one of two provisions, if hired prior to May 2, 2013: With a benefit that is reduced by
three percent for each year before age 65; or with a benefit that has a smaller (or no) reduction
(depending on age) that imposes stricter return-to-work rules.

SERS members hired on or after May 1, 2013, have the option to retire early by accepting a
reduction of five percent for each year of retirement before age 65. This option is available only
to those who are age 55 or older and have at least 30 years of service. SERS retirement
benefits are also actuarially reduced to reflect the choice of a survivor benefit. Other benefits
include duty and non-duty disability payments, a cost- of-living allowance (based on the
Consumer Price Index), capped at three percent annually and a one-time duty-related death
benefit, if found eligible by the Department of Labor and Industries.

Plan Contributions

The employer contribution rates for PERS, TRS, and SERS (Plans 1, 2, and 3) and the TRS
and SERS Plan 2 employee contribution rates are established by the Pension Funding Council
based upon the rates set by the Legislature. The methods used to determine the contribution
requirements are established under chapters 41.34 and 41.40 RCW for PERS, 41.34 and 41.35
RCW for SERS, and 41.32 and 41.34 RCW for TRS. Employers do not contribute to the
defined contribution portions of TRS Plan 3 or SERS Plan 3. Under current law the employer
must contribute 100 percent of the employer-required contribution. The employee contribution
rate for Plan 1 in PERS and TRS is set by statute at six percent and does not vary from year to
year.

The Employer and employee contribution rates for the PERS plan are effective as of July 1.
SERS and TRS contribution rates are effective as of September 1. The pension plan
contribution rates (expressed as a percentage of covered payroll) for 2016 were as follows:

Washington State Auditor's Office Page 36



Pens

ion Rates

| 7/1/17Rate | 71116 Rate |
PERS 1
Member Contribution Rate 6.00% 6.00%
Employer Contribution Rate 12.70% 11.18%

Pension Rates

| 9/1/17Rate | 9/1/16 Rate |
TRS 1
Member Contribution Rate 6.00% 6.00%
Employer Contribution Rate 15.20% 13.13%
TRS 2
Member Contribution Rate 7.06% 5.95%
Employer Contribution Rate 15.20% 13.13%
TRS 3
Member Contribution Rate varies* varies*
Employer Contribution Rate 15.20% 13.13% *x
SERS 2
Member Contribution Rate 7.27% 5.63%
Employer Contribution Rate 13.48% 11.58%
SERS 3
Member Contribution Rate varies* varies*
Employer Contribution Rate 13.48% 11.58% *x

Note: The DRS administrative rate of .0018 is included in the employer rate.

* = Variable from 5% to 15% based on rate selected by the member.

** = Defined benefit portion only.

The Collective Net Pension Liability

The collective net pension liabilities for the pension plans school districts and educational

service districts participated in are reported in the following tables.

The Net Pension Liability as of June 30, 2017:

Dollars in Thousands PERS 1 SERS 2/3 TRS 1 TRS 2/3
Total Pension Liability $12,241,998 $5,357,035 $8,782,761 $13,446,531
Ec')i?ﬁfc',ﬂ“c'ary ne! ($7,496,920) |  ($4,863,560) |  ($5,759,493) | ($12,523,588)
Participating
employers’ net pension $4,745,078 $493,475 $3,023,268 $922,943
liability
Plan fiduciary net
position as a 0 0 0 0
percentage of the total 61.24% 90.79% 65.58% 93.14%
pension liability
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The District’s Proportionate Share of the Net Pension Liability (NPL)

At June 30, 2017, the district reported a total liability of $4,231,264 for its proportionate shares
of the individual plans’ collective net pension liability. The district’s proportionate share of the
collective net pension liability is based on annual contributions for each of the employers
participating in the DRS administered plans. At June 30, 2017, the district’'s proportionate share
of each plan’s net pension liability is reported below:

June 30, 2017 PERS 1 SERS 2/3 TRS 1 TRS 2/3
District’s Annual
Contributions $188,944 $262,632 $157,426 $169,212
Proportionate
Share of the Net $1,490,467 $956,849 $1,360,084 $423,864

Pension Liability

At June 30, 2017, the district’'s percentage of the proportionate share of the collective net
pension liability was as follows and the change in the allocation percentage from the prior period
is illustrated below.

Allocation percentages PERS 1 SERS 2/3 TRS 1 TRS 2/3
Current year proportionate

share of the Net Pension 0.031411% 0.193900% | 0.044987% 0.045925%
Liability

Prior year proportionate share

of the Net Pension Liability 0.038213% 0.252492% | 0.046221% | 0.047820%

Net difference percentage -0.006802% | -0.058592% | -0.001233% | -0.001895%

Actuarial Assumptions

Capital Market Assumptions (CMAs) and expected rates of return by asset class are provided
by the Washington State Investment Board. The Office of the State Actuary relied on the CMAs
in the selection of the long-term expected rate of return for reporting purposes.

The total pension liabilities for TRS 1, TRS 2/3, PERS 1 and SERS 2/3 were determined by
actuarial valuation as of June 30, 2016, with the results rolled forward to June 30, 2017, using
the following actuarial assumptions, applied to all prior periods included in the measurement:

Inflation 3.0% total economic inflation, 3.75% salary inflation

Salary increases In addition to the base 3.75% salary inflation assumption,
salaries are also expected to grow by promotions and longevity.
Investment rate of return 7.50%

Mortality Rates

Mortality rates used in the plans were based on the RP-2000 Combined Healthy Table and
Combined Disabled Table published by the Society of Actuaries. The Office of the State Actuary
applied offsets to the base table and recognized future improvements in mortality by projecting
the mortality rates using 100 percent Scale BB. Mortality rates are applied on a generational
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basis, meaning members are assumed to receive additional mortality improvements in each
future year, throughout their lifetime. The actuarial assumptions used in the June 30, 2016,
valuation were based on the results of the 2007-2012 Experience Study Report and the 2015
Economic Experience Study. Additional assumptions for subsequent events and law changes
are current as of the 2016 actuarial valuation report.

Long-term Expected Rate of Return

The long-term expected rate of return on pension plan investments was determined using a
building-block method in which a best-estimate of expected future rates of return (expected
returns, net of pension plan investment expense, but including inflation) are developed for each
major asset class by the Washington State Investment Board (WSIB). Those expected returns
make up one component of WSIB’'s CMAs. The CMAs contain three pieces of information for
each class of assets the WSIB currently invest in:

Expected annual return

Standard deviation of the annual return

Correlations between the annual returns of each asset class with every other asset class

WSIB uses the CMAs and their target asset allocation to simulate future investment returns over
various time horizons.

The long-term expected rate of return of 7.50% percent approximately equals the median of the
simulated investment returns over a fifty-year time horizon, increased slightly to remove WSIB's
implicit and small short-term downward adjustment due to assumed mean reversion. WSIB'’s
implicit short-term adjustment, while small and appropriate over a ten to fifteen-year period,
becomes amplified over a fifty-year measurement period.

Best estimates of arithmetic real rates of return for each major asset class included in the
pension plans’ target asset allocation as of June 30, 2017, are summarized in the following
table:

TRS 1, TRS 2/3, PERS 1, and SERS 2/3
Asset Class Target Long-term Expected Real
Allocation Rate of Return

Fixed Income 20.00% 1.70%
Tangible Assets 5.00% 4.90%
Real Estate 15.00% 5.80%
Global Equity 37.00% 6.30%
Private Equity 23.00% 9.30%

The inflation component used to create the above table is 2.20 percent, and represents WSIB’s
most recent long-term estimate of broad economic inflation.

Discount Rate

The discount rate used to measure the total pension liability was 7.50 percent. To determine the
discount rate, an asset sufficiency test was completed to test whether the pension plan’s
fiduciary net position was sufficient to make all projected future benefit payments of current plan
members. Consistent with current law, the completed asset sufficiency test included an
assumed 7.70 percent long-term discount rate to determine funding liabilities for calculating
future contributions rate requirements. Consistent with the long-term expected rate of return, a
7.50 percent future investment rate of return on invested assets was assumed for the test.
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Contributions from plan members and employers are assumed to continue to be made at
contractually required rates. Based on those assumptions, the pension plan’s fiduciary net
position was projected to be available to make all projected future benefit payments of current
plan members. Therefore, the long-term expected rate of return of 7.50 percent on pension plan
investments was applied to determine the total pension liability.

Deferred Outflows of Resources and Deferred Inflows of Resources Related to

Pensions

The Pension Plans reported collective Deferred Outflows of Resources and collective Deferred
Inflows of resources related to the individual plans. At August 31, 2017, the District reported
Deferred Outflows of Resources and Deferred Inflows of Resources related to pensions from

the following sources:

Deferred Outflows of

Deferred Inflows of

PERS 1
Resources Resources

Difference between expected and actual $0 $0
experiences
Net (_Jllfference be'gween pr_OJected and actual $0 $55.620
earnings on pension plan investments
Changes in assumptions or other inputs $0 $0
Changes in proportion and differences
between contributions and proportionate $0 $0
share of contributions
Contributions subsequent to the $30,010 $0
measurement date

TOTAL | $30,010 $55,620

Deferred Outflows of

Deferred Inflows of

SERS 2/3
Resources Resources

D|ffer(_ence between expected and actual $190.528 $0
experiences
Net (_Jllfference be'gween prpjected and actual $0 $248.634
earnings on pension plan investments
Changes in assumptions or other inputs $9,998 $0
Changes in proportion and differences
between contributions and proportionate $40,289 $254,861
share of contributions
Contributions subsequent to the $41,712 $0
measurement date

TOTAL | $282,517 $503,495
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Deferred Outflows of

Deferred Inflows of

TRS 1
Resources Resources

Difference between expected and actual $0 $0
experiences
Net (_Jllfference be'Fween pr_OJected and actual $0 $57.620
earnings on pension plan investments
Changes in assumptions or other inputs $0 $0
Changes in proportion and differences
between contributions and proportionate $0 $0
share of contributions
Contributions subsequent to the $37.441 $0
measurement date

TOTAL | $37,441 $57,620

Deferred Outflows of

Deferred Inflows of

TRS 2/3
Resources Resources

D|ffer<_ence between expected and actual $105.698 $21.624
experiences
Net (_Jllfference be';ween prpjected and actual $0 $153.396
earnings on pension plan investments
Changes in assumptions or other inputs $4,995 $0
Changes in proportion and differences
between contributions and proportionate $68,025 $18,637
share of contributions
Contributions subsequent to the $40,341 $0
measurement date

TOTAL | $219,058 $193,657

$149,504 reported as Deferred Outflows of Resources related to pensions resulting from District
contributions subsequent to the measurement date will be recognized as a reduction of the net
pension liability in the year ended August 31, 2018.

Other amounts reported as deferred outflows of resources and deferred inflows of resources
related to pensions will be recognized in pension expense as follows:
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Yeanenaed PERS 1 SERS 2/3 TRS 1 TRS 2/3
August 31
2018 (37,596) (73,939) (42,324) (39,842)
2019 11,870 20,066 15,844 45,257
2020 (2,756) (49,578) (1,409) 7 690
2021 (27,138) (129,682) (29.732) (56,970)
2022 i (21,113) i 6,026
Thereafter - (8,445) - 22,899

Pension Expense

The District recognizes a pension expense for its proportionate share of the collective pension
expense. This is determined by using the district’'s proportion share of the collective net pension
liability. For the year ending August 31, 2017, the district recognized a total pension expense as
follows:

Pension Expense
PERS 1 $449,567
SERS 2/3 $7,878
TRS 1 $120,397
TRS 2/3 $5,358
TOTAL | $583,200

Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The table below presents the North Central ESD’s proportionate share of the net pension
liability calculated using the discount rate of 7.50%, as well as what the net pension liability
would be if it were calculated using a discount rate that is one percentage point lower (6.50%) or
one percentage point higher (8.50%) than the current rate. Amounts are calculated by plan
using the district’s allocation percentage.
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1% Decrease (6.50%)

Current Discount Rate

1% Increase (8.50%)

(7.50%)
PERS 1 NPL $5,780,412,000 $4,745,078,000 $3,848,257,000
Allocation 0.031411% 0.031411% 0.031411%
Percentage
Proportionate Share $ 1,815,674 $ 1,490,467 $ 1,208,769

of Collective NPL

SERS 2/3 NPL

$1,278,921,000

$493,475,000

($153,665,000)

Allocation
Percentage

0.193900%

0.193900%

0.193900%

Proportionate Share
of Collective NPL

$ 2,479,830

$ 956,849

$  (297,957)

TRS 1 NPL $3,759,368,000 $3,023,268,000 $2,386,123,000
Allocation 0.044987% 0.044987% 0.044987%
Percentage

Proportionate Share $ 1,691,234 $ 1,360,084 $ 1,073,450

of Collective NPL

TRS 2/3 NPL $3,134,647,000 $922,943,000 ($873,375,000)
Allocation 0.045925% 0.045925% 0.045925%
Percentage

Proportionate Share $ 1,439,596 $ 423,864 $ (401,100)

of Collective NPL

Note 6: POST EMPLOYMENT BENEFIT PLANS OTHER THAN PENSION PLANS

457 Plan — Deferred Compensation Plan

District employees have the option of participating in an IRC, Section 457, deferred
compensation plan administered by the District, a state retirement system, or another
governmental entity. The plan assets and all related income are held in trust for the
exclusive benefit of the participants and their beneficiaries.

403(b) Plan — Tax Sheltered Annuity (TSA)

The District offers a tax deferred annuity plan for its employees. The plan permits
participants to defer a portion of their salary until future years under the elective deferral
(employee contribution method). The District complies with IRS regulations that require
school districts to have written plans to include participating investment companies, types of
investments, loans, transfers, and various requirements. The plan is administered by CPI, (a
third party administrator).

The plan assets are assets of District employees, not the ESD, and are therefore not
reflected in these financial statements.
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Note 7: SHARED RISK POOL DISCLOSURES

Workers’ Compensation Insurance Pool

The Workers’ Compensation Pool is organized pursuant to Title 51.14 RCW for the purpose
of managing workers’ compensation payroll taxes, employee claims, and safety programs.
Membership is established by execution of an agreement between the District and each
local school district. The District is also a member of the Pool.

The Pool provides industrial injury accident insurance coverage for its membership. The
Pool is fully funded by its member participants. Member contributions are calculated based
on the members’ hours worked. The Pool retains responsibility for the payment of claims
within specified self-insured retention limits prior to the application of coverage provided by
its excess insurance contracts. The Pool acquires insurance from unrelated underwriters.
The Pool’s per-occurrence retention limit is $450,000 and the annual aggregate retention is
$2,000,000. Since this is a true risk pool, there is a joint liability among participating

members.

For fiscal year 2017, there are 30 members in the Pool including 29 participating school
districts. A Board comprised of one designated representative from each participating
member and a six member Executive Board governs the Pool. The Executive Board has five
members elected by the Board and the District Superintendent. The District is responsible
for conducting the business affairs of the Pool. At August 31, 2017, the amount of liabilities
totaled $3,747,029. This liability is the Districts best estimate based on available information.
Changes in the reported liability since August 31, 2016, resulted in the following:

Current Year
Beginning Claims and Ending Balance
Balance 9/1/2016 | Changes in 8/31/2017
Estimates
Incurred but not Reported | $1,649,909 $(77,496) $1,572,413
Future L&l Assessments | $338,015 $(5,457) $332,558
Estimated Unallocated $180,000 $9,000 $189,000
Loss Adjustment
Claims Reserves $1,021,598 $138,806 $1,160,404
Accounts Payable $303,280 $189,374 $492,654

Unemployment Compensation Insurance Fund

The Unemployment Compensation Pool is organized pursuant to Title 50.44 RCW for the
purpose of managing unemployment compensation payroll taxes and employee claims.
Membership is established by execution of an agreement between the District and each
local school district. The District is also a member of the pool.

The pool provides unemployment compensation coverage for members of the pool arising
from previous employees. The pool is fully funded by its member participants. Member
districts pay a percentage of their employee’s wages. These contributions plus investment
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earnings pays for unemployment claims and for the administration of the fund. There is
provision that members can be additionally assessed if the Pool needs additional funding.

For fiscal year 2017, there are 27 members in the pool including 26 participating school
districts. The pool is governed by a Cooperative Board, which is comprised of one
designated representative from each participating member and a six member Executive
Board. Five members elected by the Cooperative Board and the District Superintendent
comprise the Executive Board. At August 31, 2017, the amount of liabilities totaled
$107,101. This liability is the Districts best estimate based on available information.
Changes in the reported liability since August 31, 2016, resulted in the following:

Current Year
Beginning Claims and Ending Balance
Balance 9/1/2016 | Changes in 8/31/2017
Estimates
Claims Reserves $110,227 $(41,469) $68,758
Accounts Payable $24,348 $13,995 $38,343

Note 8: RISK MANAGEMENT

The North Central ESD is a member of United Schools Insurance Program. Chapter 48.62 RCW
authorizes the governing body of any one or more governmental entities to form together into or
join a program or organization for the joint purchasing of insurance, and/or joint self-insuring,
and/or joint hiring or contracting for risk management services to the same extent that they may
individually purchase insurance, self-insure, or hire or contract for risk management services. An
agreement to form a pooling arrangement was made pursuant to the provisions of Chapter 39.34
RCW, the Interlocal Cooperation Act. The program was formed on September 1, 1985, when 29
school districts in the state of Washington joined together by signing a Joint Purchasing
Agreement to pool their self-insured losses and jointly purchase insurance and administrative
services. Current membership includes 154 school districts.

The program allows members to jointly purchase insurance coverage and provide related
services, such as administration, risk management, claims administration, etc. =~ Coverage for
Wrongful Acts Liability and Employee Benefit Liability is on a claims-made basis. All other
coverages are on an occurrence basis. The program provides the following forms of group
purchased insurance coverage for its members: Property, General Liability, Automotive Liability,
Wrongful Acts Liability, and Crime.

Liability insurance is subject to a self-insured retention of $100,000. Members are responsible
for a $1,000 deductible for each claim (member deductibles may vary), while the program is
responsible for the $100,000 self-insured retention (SIR). Insurance carriers cover insured losses
over $101,000 to the limits of each policy. Since the program is a cooperative program, there is
a joint liability among the participating members towards the sharing of the $100,000 SIR. The
program also purchases a stop loss policy with an attachment point of $994,680, as an additional
layer of protection for its members.

Property insurance is subject to a per-occurrence deductible of $100,000. Members are
responsible for a $1,000 deductible for each claim (Member deductibles may vary), while the
program is responsible for the $100,000 SIR.
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Equipment Breakdown insurance is subject to a per-occurrence deductible of $10,000. Members
are responsible for the deductible amount of each claim.

Members contract to remain in the program for a minimum of one year, and must give notice
before August 31 to terminate participation the following September 1. The Interlocal Agreement
is renewed automatically each year. Even after termination, a member is still responsible for
contributions to the program for any unresolved, unreported, and in-process claims for the period
they were a signatory to the Joint Purchasing Agreement.

The program is fully funded by its member participants. Claims are filed by members with Clear
Risk Solutions, which has been contracted to perform program administration, claims adjustment,
and loss prevention for the program. Fees paid to the third party administrator under this
arrangement for the year ending August 31, 2017, were $1,675,950.37.

A board of directors, consisting of nine members, is selected by the membership from six areas
of the state on a staggered term basis and is responsible for conducting the business affairs of
the program. The Board of Directors has contracted with Clear Risk Solutions to perform day-
to-day administration of the program. This program has no employees. Settlements did not
exceed insurance coverage in each of the past three years.
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Note 9: JOINT VENTURES
Compensated Absences Liability Fund

The Compensated Absences Liability Fund is organized under the provisions of Chapter
39.34 Interlocal Cooperation Act for the purpose of managing leave payouts. Membership is
established by execution of an agreement between the District and each local school
district. The District is also a member of the Fund.

For fiscal year 2017, there are 21 members in the Fund including 19 participating school
districts. The Fund allows members to accumulate dedicated funds for payment of leave
related to sick leave and vacation leave buy out at retirement and certain other instances.
Payroll contributions are made to the Fund at the time leave is earned to reserve assets for
expenditures. Coverage is on an “occurrence” basis. Expenditures of leave taken during
employment continue to be recorded when paid.

The District contributes to the Compensated Absences Liability Pool for liabilities relating to
sick leave and vacation leave cash outs. As of August 31, 2017, the District’s total
compensated absences balance in the pool was $236,844. Per the Washington State
Auditor’s Office, the District reports the total liability on the statement of net position.

Changes for the fiscal year are summarized below.

Balance at
8/31/2017
Beginning Unfunded Liability $245,230
Beginning Pool Balance $222,989
Payments to Pool $226,055
Interest $2,197
Withdrawals from Pool ($214,397)
Less Ending Pool Balance $236,844
Increase (Decrease) to Estimates of Long-term $247,343
Liability
Ending Unfunded Liability $255,729
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Note 10: INVESTMENT IN JOINT VENTURE

Washington State Information Processing Cooperative

The District is a member of the Washington Information Processing Cooperative

(WSIPC). The WSIPC Board of Directors consists of a member of each the nine
Educational Service Districts in the state. ESD 123 is the Fiscal Agent of the Joint Venture
and answers directly to the WSIPC Board of Directors in financial matters.

WSIPC adopted GASB 68 at the year ended August 31, 2015. GASB 68 requires WSIPC to
recognize as deferred outflows or inflows on the Statement of Net Position their
proportionate share of the State Department of Retirement System'’s deferred income or
expense items that will be recognized over a number of years. These items are presented
on the Statement of Net Position and will impact the future calculations of the retirement
system’s pension funding status.

Condensed financial information of the Joint Venture for the fiscal year ended August 31,
2017, is as follows:

Statement of Net Position Amount
Assets & Deferred Outflows
Current Assets $6,854,993
Noncurrent Assets 1,700,721
Deferred Outflows of Pensions 569,301
Total Assets & Deferred Outflows $9,125,015
Liabilities, Deferred Inflows & Joint Venture Capital
Current Liabilities $649,613
Noncurrent Liabilities 5,664,278
Deferred Inflows of Pensions 1,046,172
Net Position - Investment in Joint Venture 1,764,952
Total Liabilities, Deferred Inflows & Joint Venture $9,125,015
Investment
Statement of Revenues, Expenses and Changes in Net
Position
Operating Revenues $22,422,799
Non-Operating Revenues 35,090
Less Operating Expenses 20,521,436
Increase/(Decrease) in Net Position $1,936,453

The District’'s equal share of the total Investment in the Joint Venture is $196,106. The
District made no capital contributions to the Joint Venture during 2016 and 2017,
respectively. There were no distributions in 2016 and 2017.

The District reported $215,162 on the Operating Fund Statement of Cash Flows as Noncash
Investing, Capital, and Financing Activities to reflect the change in Joint Venture from the
2015-16 fiscal year to the 2016-17 fiscal year.
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The financial statements for the joint venture may be obtained by contacting Washington
State Information Processing Cooperative (WSIPC) at:

Washington State Information Processing Cooperative

2121 W. Casino Road

Everett, WA 98204-1472
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Schedules of Required Supplementary Information

The required supplementary information identified below is presented separately for each plan
the district participates in. The amounts reported in the Schedules of the Districts Proportionate
Share of the Net Pension Liability are determined as of the June 30 measurement date of the

collective net pension liability.

Schedule of the District’s Proportionate Share of the Net Pension Liability

PERS 1

Last 10 Fiscal Years* (Dollar amounts in thousands)

2017 2016 2015*
District’s proportion of the net pension liability o 0 0
(percentage) 0.031411% | 0.038213% 0.036000%
District’s proportionate share of the net pension
liability (amount) $1,490,467 | $2,052,199 $ 1,883,155
District’s covered-employee payroll $- $- $-
District’s proportionate share of the net pension
liability (amount) as a percentage of its covered 0% 0% 0%
payroll
Plan fiduciary net position as a percentage of the 0 0 0
total pension liability 61.24% 57.03% 59.10%

* This schedule is to be built prospectively until it contains ten years of data.
Schedule of the District’s Proportionate Share of the Net Pension Liability
SERS 2/3
Last 10 Fiscal Years* (Dollar amounts in thousands)
2017 2016 2015*

District’s proportion of the net pension liability
(percentage)

0.193900%

0.252492%

0.240803%

District’s proportionate share of the net pension

total pension liability

liability (amount) $956,849 $1,658,284 $978,022
District’s covered-employee payroll $3,961,100 | $4,716,750 $4,144,905
District’s proportionate share of the net pension

liability (amount) as a percentage of its covered 24.16% 35.16% 23.60%
payroll

Plan fiduciary net position as a percentage of the 90.79% 86.52% 90.92%

* This schedule is to be built prospectively until it contains ten years of data.

Schedule of the District’s Proportionate Share of the Net Pension Liability

TRS 1

Last 10 Fiscal Years* (Dollar amounts in thousands)

2017 2016 2015*

District’s proportion of the net pension liability o 0 0

(percentage) 0.044987% | 0.046221% 0.039256%

District’s proportionate share of the net pension

liability (amount) $1,360,084 | $1,578,083 $1,243,676

District's covered-employee payroll $0 $5,705 $13,047

District’s proportionate share of the net pension

liability (amount) as a percentage of its covered 0% 27661.40% 9531.98%

payroll

Plan fiduciary net position as a percentage of the

total pension liability 65.58% 62.07% 65.70%
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* This schedule is to be built prospectively until it contains ten years of data.

Schedule of the District’s Proportionate Share of the Net Pension Liability
TRS 2/3
Last 10 Fiscal Years* (Dollar amounts in thousands)
2017 2016 2015*
District’s proportion of the net pension liability 0 0 0
(percentage) 0.045925% | 0.047820% 0.040828%
District’s proportionate share of the net pension
liability (amount) $423,864 $656,713 $344,509
District's covered-employee payroll $2,511,343 | $2,407,971 $1,909,804
District’s proportionate share of the net pension
liability (amount) as a percentage of its covered 16.88% 27.27% 18.04%
payroll
Plan fiduciary net position as a percentage of the 0 o o
total pension liability 93.14% 88.72% 92.48%
* This schedule is to be built prospectively until it contains ten years of data.
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Schedules of Required Supplementary Information

The information identified below is the Schedule of District Contributions, by Plan. The amounts
reported in the Schedules of District Contributions are determined as of the district’s fiscal year

ending August 31.

Schedule of District Contributions

PERS 1

Last 10 Fiscal Years* (Dollar amounts in thousands)

2017 2016 2015*
Contractually required contribution $200,854 $209,281 $168,185
Contributions in relation to the contractually
required contributions $200,854 $209,281 $168,185
Contribution deficiency (excess) $- $ - $ -
District’s covered-employee payroll $- $- $-
Contribution as a percentage of covered-employee 0% 0% 0%
payroll

* This schedule is to be built prospectively until it contains ten years of data.
Schedule of District Contributions
SERS 2/3
Last 10 Fiscal Years* (Dollar amounts in thousands)

2017 2016 2015*
Contractually required contribution $279,186 $290,902 $237,554
Contributions in relation to the contractually
required contributions $279,186 $290,902 $237,554
Contribution deficiency (excess) $- $- $-
District’s covered-employee payroll $4,210,841 | $4,390,371 $4,208,912
Contribution as a percentage of covered-employee
payroll 6.63% 6.63% 5.64%

* This schedule is to be built prospectively until it contains ten years of data.
Schedule of District Contributions
TRS 1
Last 10 Fiscal Years* (Dollar amounts in thousands)

2017 2016 2015*
Contractually required contribution $182,730 $142,918 $90,590
Contributions in relation to the contractually
required contributions $182,730 $142,918 $90,590
Contribution deficiency (excess) $- $- $-
District's covered-employee payroll $525 $5,705 $200
Contribution as a percentage of covered-employee 34.805.79% | 2.504.96% 45.295.01%

payroll

* This schedule is to be built prospectively until it contains ten years of data.
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Schedule of District Contributions

TRS 2/3

Last 10 Fiscal Years* (Dollar amounts in thousands)

payroll

2017 2016 2015*
Contractually required contribution $196,462 $153,726 $114,720
Contributions in relation to the contractuall
required contributions y $196,462 | $153,726 $114,720
Contribution deficiency (excess) $- $- $ -
District's covered-employee payroll $2,916,840 | $2,290,795 $2,010,679
Contribution as a percentage of covered-employee 6.74% 6.71% 5.71%

* This schedule is to be built prospectively until it contains ten years of data.
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REQUIRED SUPPLEMENTAL INFORMATION

This required supplementary information is an integral part of the accompanying financial
statements.

Part 1 - Ten-Year Claims Development Information

The table below illustrates how the pool's earned revenues (net of reinsurance) and investment
income compare to related costs of loss (net of loss assumed by reinsurers) and other
expenses assumed by the pool as of the end of each of the last ten years. The rows of the
table are defined as follows:

1.

This line shows the total of each fiscal year gross earned contribution revenue,
investment revenue, contribution revenue ceded to reinsurers, and net earned
contribution revenue and reported investment revenue.

This line shows each fiscal year’s other operating costs of the pool including overhead
and claims expense not allocable to individual claims.

This line shows the pool’s gross incurred claims and allocated claim adjustment
expenses, claims assumed by reinsurers, and net incurred claims and allocated
adjustment expenses (both paid and accrued) as originally reported at the end of the first
year in which the event that triggered coverage under the contract occurred (called
policy year).

This section of ten rows shows the cumulative net amounts paid as of the end of
successive years for each policy year.

This line shows the latest re-estimated amount of claims assumed by reinsurers as of
the end of the current year for each accident year.

This section of ten rows shows how each policy year’s net incurred claims increased or
decreased as of the end of successive years. (This annual re-estimation results from
new information received on known claims, reevaluation of existing information on
known claims, as well as emergence of new claims not previously known.)

This line compares the latest re-estimated net incurred claims amount to the amount
originally established (line 3) and shows whether this latest estimate of net claims cost is
greater or less than originally thought. As data for individual policy years mature, the
correlation between original estimates and re-estimated amounts is commonly used to
evaluate the accuracy of net incurred claims currently recognized in less mature policy
years. The columns of the table show data for successive policy years.
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NORTH CENTRAL WASHINGTON WORKERS COMPENSATION TRUST

CHANGES IN CLAIMS LIABILITY

| 2015-16|

2016-17|

Unpaid claims and claim
adjustment expenses at
beginning of year 2,396,667

2,671,507

Incurred claims and claim

adjustment expenses: Provision

for insured events of the current

year 2,015,000

1,775,000

Increase (decrease) in provision for insured
events of prior years (431,400)

(47,000)

Total incurred claims and claim
adjustment 3,980,267

4,399,507

Payments:

Claims and claim adjustment
expenses attributable to insured
events of the current year (776,518)

(571,246)

Claims and claim adjustment
expenses attributable to insured
event of prior years (532,242)

(1,095,444)

Total unpaid claims and claim
adjustment expenses at end of
the year 2,671,507

2,732,817
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North Central Educational Service District No. 171
For the year ending August 31, 2017
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
NOTE 1—BASIS OF ACCOUNTING
The Schedule of Expenditures of Federal Awards is prepared on the same basis of
accounting as the North Central Educational Service District’s financial statements. The
North Central Educational Service District uses the accrual basis of accounting.
Expenditures represent only the federally funded portions of the program. District records
should be consulted to determine amounts expended or matched from non-federal
sources.
NOTE 2 - SUBRECIPIENTS
All disbursements to subrecipients are considered expenditures of federal awards and are
included in the total amount expended for the program.
NOTE 3—FEDERAL INDIRECT RATE
The North Central Educational Service District used the federal restricted rate of 8%. The

district has not elected to use the 10-percent de minimis indirect cost rate allowed under
the Uniform Guidance.
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CORRECTIVE ACTION PLAN FOR FINDINGS REPORTED UNDER
UNIFORM GUIDANCE

North Central Educational Service District No. 171
Chelan County
September 1, 2016 through August 31, 2017

This schedule presents the corrective action planned by the District for findings reported in this report in
accordance with Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Finding ref number: | Finding caption:
2017-001 The District did not report the liabilities related to its other post-employment
benefits in accordance with government accounting standards.

Name, address, and telephone of District contact person:

Jason Williams, Business Operations Specialist

430 Olds Station Road

Wenatchee, WA 98801

(509) 665-2657

Corrective action the auditee plans to take in response to the finding:

This finding was related to the NCESD’s choice not to report liabilities associated with GASB
Statement No. 45 which has now been replaced with GASB Statement No. 75. The NCESD has
already started the process of identifying the liabilities associated with GASB Statement No. 75 and
will have those values available to report on next year’s annual financial statements.

Anticipated date to complete the corrective action: September 1, 2018
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ABOUT THE STATE AUDITOR’S OFFICE

The State Auditor's Office is established in the state’'s Constitution and is part of the executive
branch of state government. The State Auditor is elected by the citizens of Washington and serves
four-year terms.

We work with our audit clients and citizens to achieve our vision of government that works for
citizens, by helping governments work better, cost less, deliver higher value, and earn greater
public trust.

In fulfilling our mission to hold state and local governments accountable for the use of public
resources, we also hold ourselves accountable by continually improving our audit quality and
operational efficiency and developing highly engaged and committed employees.

As an elected agency, the State Auditor's Office has the independence necessary to objectively
perform audits and investigations. Our audits are designed to comply with professional standards
as well as to satisfy the requirements of federal, state, and local laws.

Our audits look at financial information and compliance with state, federal and local laws on the
part of all local governments, including schools, and all state agencies, including institutions of
higher education. In addition, we conduct performance audits of state agencies and local
governments as well as fraud, state whistleblower and citizen hotline investigations.

The results of our work are widely distributed through a variety of reports, which are available on
our website and through our free, electronic subscription service.

We take our role as partners in accountability seriously, and provide training and technical
assistance to governments, and have an extensive quality assurance program.

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (360) 902-0370

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

Website | www.sao.wa.qov
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