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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

City of McCleary
January 1, 2017 through December 31, 2017

Mayor and City Council
City of McCleary
McCleary, Washington

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the financial statements of the
City of McCleary, as of and for the year ended December 31, 2017, and the related notes to the
financial statements, which collectively comprise the City’s financial statements, and have issued
our report thereon dated January 4, 2019.

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

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the City’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City’s
internal control.
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the City's financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies. Given these limitations, during our audit we did
not identify any deficiencies in internal control that we consider to be material weaknesses.
However, material weaknesses may exist that have not been identified.

COMPLIANCE AND OTHER MATTERS

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

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

PURPOSE OF THIS REPORT

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
City’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the City’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose. However,
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this report is a matter of public record and its distribution is not limited. It also serves to
disseminate information to the public as a reporting tool to help citizens assess government
operations.

%t

Pat McCarthy
State Auditor
Olympia, WA

January 4, 2019

Washington State Auditor’s Office Page 6



INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
City of McCleary
January 1, 2017 through December 31, 2017

Mayor and City Council
City of McCleary
McCleary, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the City of McCleary, for the year
ended December 31, 2017, and the related notes to the financial statements, which collectively
comprise the City’s financial statements, as listed on page 11.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with the financial reporting provisions of Washington State statutes and the
Budgeting, Accounting and Reporting System (BARS) manual prescribed by the State Auditor
described in Note 1. This includes determining that the basis of accounting is acceptable for the
presentation of the financial statements in the circumstances. Management is also responsible for
the design, implementation and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud
or error.

Auditor’s Responsibility

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

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

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

Unmodified Opinion on Regulatory Basis of Accounting (BARS Manual)

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position and results of operations of the City of McCleary, for the year ended
December 31, 2017, on the basis of accounting described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

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

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of the City of McCleary, as of December 31, 2017, or the changes
in financial position or cash flows for the year then ended, due to the significance of the matter
discussed in the above “Basis for Adverse Opinion on U.S. GAAP” paragraph.

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements taken
asawhole. The Schedule of Liabilities is presented for purposes of additional analysis, as required
by the prescribed BARS manual. This schedule is not a required part of the financial statements.
Such information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated, in all material respects, in relation to the financial statements taken as
a whole.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
January 4, 2019 on our consideration of the City’s internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
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integral part of an audit performed in accordance with Government Auditing Standards in
considering the City’s internal control over financial reporting and compliance.

<oy

Pat McCarthy
State Auditor
Olympia, WA

January 4, 2019
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FINANCIAL SECTION

City of McCleary
January 1, 2017 through December 31, 2017

FINANCIAL STATEMENTS

Fund Resources and Uses Arising from Cash Transactions — 2017
Fiduciary Fund Resources and Uses Arising from Cash Transactions — 2017
Notes to Financial Statements — 2017

SUPPLEMENTARY AND OTHER INFORMATION
Schedule of Liabilities — 2017
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Committee and is responsible for conducting the day to day operations of WCIA.

. AWC

The City of McCleary is a member of the Association of Washington Cities Employee Benefit Trust
Health Care Program (AWC Trust HCP). Chapter 48.62 RCW provides that two or more local
government entities may, by Interlocal agreement under Chapter 39.34 RCW, form together or join a
pool or organization for the joint purchasing of insurance, and/or joint self-insurance, to the same
extent that they may individually purchase insurance, or self-insure.

An agreement to form a pooling arrangement was made pursuant to the provisions of Chapter 39.34
RCW, the Interlocal Cooperation Act. The AWC Trust HCP was formed on January 1, 2014 when
participating cities, towns, and non-city entities of the AWC Employee Benefit Trust in the State of
Washington joined together by signing an Interlocal Governmental Agreement to jointly self-insure
certain health benefit plans and programs for participating employees, their covered dependents and
other beneficiaries through a designated account within the Trust.

As of December 31, 2017, 261 cities/towns/non-city entities participate in the AWC Trust HCP.

The AWC Trust HCP allows members to establish a program of joint insurance and provides health
and welfare services to all participating members. The AWC Trust HCP pools claims without regard
to individual member experience. The pool is actuarially rated each year with the assumption of
projected claims run-out for all current members. The AWC Trust HCP includes medical, dental and
vision insurance through the following carriers: Kaiser Foundation Health Plan of Washington, Kaiser
Foundation Health Plan of Washington Options, Inc., Regence BlueShield, Asuris Northwest Health,
Delta Dental of Washington, and Vision Service Plan. Eligible members are cities and towns within
the state of Washington. Non-City Entities (public agency, public corporation, intergovernmental
agency, or political subdivision within the state of Washington) are eligible to apply for coverage into
the AWC Trust HCP, submitting application to the Board of Trustees for review as required in the
Trust Agreement.

Participating employers pay monthly premiums to the AWC Trust HCP. The AWC Trust HCP is
responsible for payment of all covered claims. In 2017, the AWC Trust HCP purchased stop loss
insurance for Regence/Asuris plans at an Individual Stop Loss (ISL) of $1.5 million through Life
Map, and Kaiser ISL at $1 million with Companion Life through ASG Risk Management. The
aggregate policy is for 200% of expected medical claims.

Participating employers contract to remain in the AWC HCP for a minimum of three years.
Participating employers with over 250 employees must provide written notice of termination of all
coverage a minimum of 12 months in advance of the termination date, and participating employers
with under 250 employees must provide written notice of termination of all coverage a minimum of
6 months in advance of termination date. When all coverage is being terminated, termination will only
occur on December 31. Participating employers terminating a group or line of coverage must notify
the HCP a minimum of 60 days prior to termination. A participating employer’s termination will not
obligate that member to past debts, or further contributions to the HCP. Similarly, the terminating
member forfeits all rights and interest to the HCP Account.

The operations of the Health Care Program are managed by the Board of Trustees or its delegates.
The Board of Trustees is comprised of four regionally elected officials from Trust member cities or
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towns, the Employee Benefit Advisory Committee Chair and Vice Chair, and two appointed
individuals from the AWC Board of Directors, who are from Trust member cities or towns.

The Trustees or its appointed delegates review and analyze Health Care Program related matters and
make operational decisions regarding premium contributions, reserves, plan options and benefits in
compliance with Chapter 48.62 RCW. The Board of Trustees has decision authority consistent with
the Trust Agreement, Health Care Program policies, Chapter 48.62 RCW and Chapter 200-110-WAC.

The accounting records of the Trust HCP are maintained in accordance with methods prescribed by
the State Auditor’s office under the authority of Chapter 43.09 RCW. The Trust HCP also follows
applicable accounting standards established by the Governmental Accounting Standards Board
(“GASB”). Year-end financial reporting is done on an accrual basis and submitted to the Office of the
State Auditor as required by Chapter 200-110 WAC. The audit report for the AWC Trust HCP is
available from the Washington State Auditor’s office.

Note 7 - Other Disclosures

A. Violations of finance-related legal or contractual provisions
For over expended budgets, see note 1C.

The City over expended its Consumer Deposits fund due to the difficulty and uncertainty of budgeting
for customers to leave the utility system. The City has a carryover balance for the 620 L. Baum
Reward Fund, the 630 Consumer Deposits Light & Power Fund and the 633 Consumer Deposits
Water Fund. The 620 fund has donated funds, which are to be used as reward money for the missing
McCleary child, Lindsay Baum. Both the 630 and 633 funds were used for collection of utility deposit
monies. The funds are difficult to anticipate expenditures because we discontinued our deposit
requirement in 2009. When the City has a customer qualify for a deposit refund, the City expends it
from the 630 and 633 funds.

B. Washington State Auditor’s Office Exit Recommendations
The City received a few exit recommendations during the audit of the period ended December 31,
2016. The City has been working diligently to resolve these issues and expects they will be fully
resolved by the end of 2018.

C. Interlocal Agreements

The City has an Interlocal Agreement with Grays Harbor County Fire Districts 5 and 13 to provide
firefighting and EMS services.

The City participates in an Interlocal Agreement with the Cities of Aberdeen, Elma, Montesano,
Ocean Shores, Oakville, and Westport for the purposes of loans of equipment, vehicles, other personal

property, and staff for emergency purposes.

In 2014 the City contracted with Grays Harbor County Court system to provide municipal
court services. The City will review and renew the contract every three years.
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In 2015, the City entered into an interlocal agreement between the City, the City of Elma,

and Grays Harbor Fire District #5. The purpose of this agreement was to set out the terms
under which the agencies could share the use of the equipment each government possesses
upon request from the other co-signors of the agreement. Terms of the agreement include
the duties to maintain borrowed equipment, limitation of the use of the equipment, etc.

In 2016 the City entered into an interlocal agreement with McCleary School District #65 to
facilitate construction of new recreational facilities on the school site.

In 2017 the City entered into a mutual aid agreement with Grays Harbor Public Works for
mutual support during disasters and emergencies to protect life and property when an event
is beyond the capabilities of the affected entity.

In 2017 the City entered into an interlocal agreement with Grays Harbor County for public
works labor and equipment.

In 2017 the City entered into an interlocal agreement with Washington State Department of
Corrections for mutual aid related to investigating, locating and apprehending fugitives and
offenders that pose the greatest danger or risk to the community.

. Pending Litigation
The City has the following in process litigation pending items.

A. Active: Lawsuit filed by Great Rivers Behavioral Health Organization (BHO) relating to a
number of claims associated with the City’s adoption of certain definitional changes to the Zoning
Code. It alleges various violations, including violation of BHO’s rights under the 14th
Amendment, the Americans with Disabilities Act, and due process. This case does not present a
major fiscal risk to the City.

B. Potential: The City has received an extensive public records request related to a former employee
who voluntarily left their position for a position with another employer, only to return shortly
thereafter requesting to be reinstated to their position. The employee was not reinstated. While
no claims have been filed, the City’s attorney believes there is reasonable concern that this could
become an active claim.

Pending items from the 2016 annual report related to “Gavatt”, “Enriquez,” and “Vision” have passed
their statute of limitations without further claim and are no longer considered pending.
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City of McCleary
Schedule of Liabilities
For the Year Ended December 31, 2017

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
General Obligation Debt/Liabilities
263.51 Fire-Station-Birindelli Property 2/1/12027 56,751 3,894 52,857
1/17/2013
Total General Obligation Debt/Liabilities: 56,751 3,894 52,857
Revenue and Other (non G.0O.) Debt/Liabilities
252.11 USDA Sewer Bond Originated 12/1/2045 2,334,168 41,617 2,292,551
3/21/2005
263.82 Sewer Originated 7/1/2001 7/1/2021 102,870 20,574 82,296
263.82 USDA Loan 5 for Water Meters/Well 3/1/2030 80,900 4,862 76,038
Exploration 3/1/2010
263.82 USDA Loan 6 for additional Well 3/1/2030 176,398 10,604 165,794
Exploration and Reservoir Painting
3/1/2010
263.82 PWTF Well 2 $ 3 Improvements 6/1/2032 1,195,368 79,691 1,115,677
7/1/2011
259.12 Compensated Absences 147,228 14,713 132,515
264.30 Pension Liability 937,248 192,389 744,859
Total Revenue and Other (non G.0.) 4,974,180 364,450 4,609,730
Debt/Liabilities:
Total Liabilities: 5,030,931 368,344 4,662,587
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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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