
 

 

Washington State Auditor’s Office 
 

Financial Statements Audit Report 
 

 
 
 
 
 

Southside School District No. 42 
Mason County 

 
 
 

Audit Period 
September 1, 2006 through August 31, 2009 

 
 
 

Report No. 1003822 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Issue Date 
June 28, 2010 
 
 



 

 

 

 
 
 
 
June 28, 2010 
 
 
Board of Directors 
Southside School District No. 42 
Shelton, Washington 
 
 
Report on Financial Statements 
 
Please find attached our report on Southside School District No. 42’s financial statements. 
 
We are issuing this report in order to provide information on District’s financial condition. 
  
Sincerely, 

 
BRIAN SONNTAG, CGFM 
STATE AUDITOR 
 

Washington State Auditor 
Brian Sonntag 

 

Insurance Building, P.O. Box 40021  Olympia, Washington 98504-0021  (360) 902-0370   TDD Relay (800) 833-6388 
FAX (360) 753-0646  http://www.sao.wa.gov 

 



 

 

Table of Contents 
 

Southside School District No. 42 
Mason County 

September 1, 2006 through August 31, 2009 
 
 

Independent Auditor’s Report on Internal Control over Financial Reporting and on 
Compliance and Other Matters in Accordance with Government Auditing Standards ................. 1 

Independent Auditor’s Report on Financial Statements .............................................................. 3 

Financial Section ........................................................................................................................ 5 

 
 



 

 

Independent Auditor’s Report on Internal 
Control over Financial Reporting and on 

Compliance and Other Matters in Accordance 
with Government Auditing Standards 

 
Southside School District No. 42 

Mason County 
September 1, 2006 through August 31, 2009 

 
 
Board of Directors 
Southside School District No. 42 
Shelton, Washington 
 
 
We have audited the financial statements of Southside School District No. 42, Mason County, 
Washington, as of and for the years ended August 31, 2009, 2008 and 2007, and have issued 
our report thereon dated May 3, 2010. 
 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to the financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States. 
 
INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
In planning and performing our audits, we considered the District’s internal control over financial 
reporting as a basis for designing our auditing procedures for the purpose of expressing our 
opinion on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the District’s internal control over financial reporting.  Accordingly, we do not 
express an opinion on the effectiveness of the District’s internal control over financial reporting. 
 
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. 
 
Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and would not necessarily identify all deficiencies 
in internal control that might be deficiencies, significant deficiencies or material weaknesses.  
We did not identify any deficiencies in internal control over financial reporting that we consider 
to be material weaknesses, as defined above. 
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COMPLIANCE AND OTHER MATTERS 
 
As part of obtaining reasonable assurance about whether the District’s financial statements are 
free of 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. 
 
This report is intended for the information and use of management and the Board of Directors.  
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. 
 

 
BRIAN SONNTAG, CGFM 
STATE AUDITOR 
 
May 3, 2010 
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Independent Auditor’s Report on Financial 
Statements  

 
Southside School District No. 42 

Mason County  
September 1, 2006 through August 31, 2009 

 
 
Board of Directors 
Southside School District No. 42 
Shelton, Washington 
 
 
We have audited the accompanying financial statements of Southside School District No. 42, 
Mason County, Washington, for the years ended August 31, 2009, 2008 and 2007.  These 
financial statements are the responsibility of the District’s management.  Our responsibility is to 
express an opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in 
Government Auditing Standards, issued by the Comptroller General of the United States.  
Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement.  An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation.  We believe that our audits provide a reasonable basis for our opinion. 
 
As described in Note 1 to the financial statements, the District prepares its financial statements 
on the basis of accounting that demonstrates compliance with Washington State statutes and 
the Accounting Manual for Public Schools in the State of Washington, which is a comprehensive 
basis of accounting other than generally accepted accounting principles. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position and results of operations of Southside School District No. 42, for the years 
ended August 31, 2009, 2008 and 2007, on the basis of accounting described in Note 1. 
 
In accordance with Government Auditing Standards, we have also issued our report 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 the internal control over financial reporting or on compliance.  That report is an 
integral part of an audit performed in accordance with Government Auditing Standards and 
should be considered in assessing the results of our audits. 
 
Our audits were performed for the purpose of forming an opinion on the financial statements 
taken as a whole.  The accompanying Schedules of Long-Term Debt are presented for 
purposes of additional analysis as required by the prescribed accounting manual.  These 
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schedules are not a required part of the financial statements.  Such information has been 
subjected to the auditing procedures applied in the audit of the financial statements and, in our 
opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a 
whole. 
 

 
BRIAN SONNTAG, CGFM 
STATE AUDITOR 
 
May 3, 2010 
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Financial Section 
 

Southside School District No. 42 
Mason County 

September 1, 2006 through August 31, 2009 
 
 
FINANCIAL STATEMENTS 
 

Statement of Revenues, Expenditures and Changes in Fund Balance – Governmental 
Funds – 2009 

Statement of Revenues, Expenditures and Changes in Fund Balance – Governmental 
Funds – 2008  

Statement of Revenues, Expenditures and Changes in Fund Balance – Governmental 
Funds – 2007 

Notes to Financial Statements – 2009, 2008 and 2007 
 
 
SUPPLEMENTAL INFORMATION 
 

Schedule of Long-Term Debt – 2009 
Schedule of Long-Term Debt – 2008  
Schedule of Long-Term Debt – 2007 
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OTHER COMPREHENSIVE BASIS OF ACCOUNTING (OCBOA) CASH BASIS NOTES TO THE 
FINANCIAL STATEMENTS 

 
SOUTHSIDE SCHOOL DISTRICT 

Notes to Financial Statements 
September 1, 2006 through August 31, 2009 

 
 
Note 1 Summary of Significant Accounting Policies 
 
a. Reporting Entity 
 

The Southside School District is a municipal corporation organized pursuant to Title 28A 
Revised Code of Washington (RCW) for the purpose of providing public school services to 
students in Grades K–12. Oversight responsibility for the district’s operations is vested with the 
independently elected board of directors. Management of the district is appointed by and is 
accountable to the board of directors. Fiscal responsibility, including budget authority and the 
power to set fees, levy property taxes, and issue debt consistent with provisions of state 
statutes, also rests with the board of directors. 

 
For financial reporting purposes, the Southside School District includes all funds, and all 
organizations controlled by or dependent on the district’s board of directors. Control by or 
dependence on the district was determined on the basis of budget adoption, taxing authority, 
outstanding debt secured by the general credit of the district, obligation of the district to finance 
any deficits that may occur, or receipt of significant subsidies from the district. 

 
b. Basis of Presentation—Fund Accounting 
 

The district reports on cash basis of accounting pursuant to RCW 28A.505.020, which permits 
districts with less than one thousand full time equivalent students for the preceding fiscal year 
to make a uniform election of cash basis accounting for all funds, except debt service. The 
accounts of the district are maintained on the basis of funds, each of which is considered a 
separate accounting entity. The operations of each fund are accounted for with a separate set 
of self-balancing accounts that comprise its fund equity, revenues, and expenditures. The 
various funds in the report are grouped as follows: 

 
GOVERNMENTAL FUNDS  

 
General Fund 
 
This fund is the general operating fund of the district. It accounts for all expendable financial 
resources, except those required to be accounted for in another fund. 

 
Capital Projects Funds 
 
This fund type accounts for financial resources to be used for the construction or purchase of 
major capital assets. It consists of the Capital Projects Fund and the Transportation Vehicle 
Fund. 

 
Capital Projects Fund. This fund is used to account for resources set aside for the 
acquisition and construction of capital assets. 
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Transportation Vehicle Fund. This fund is used to account for the purchase, major repair, 
rebuilding, and debt service expenditures related to pupil transportation equipment. 

 
Debt Service Fund 
 
This fund is used to account for the accumulation of resources for the payment of general long-
term debt principal, interest, and related expenditures. 
 
Special Revenue Funds 
 
This fund type accounts for the proceeds of specific revenue sources legally restricted for 
specific purposes. The Associated Student Body Fund is the only fund of this type. This fund is 
accounted for as a special revenue fund since the financial resources legally belong to the 
district. 
 
Permanent Funds 
 
These funds are used to report resources legally restricted such that only earnings, and not 
principal, may be used to support the district’s programs. 
 

c. Basis of Accounting 
 

The basis of accounting refers to when revenues and expenditures are recognized in the 
accounts and reported in the financial statements. 
 
The district’s accounting policies, as reflected in the accompanying financial statements, 
conform to the Accounting Manual for Public School Districts in the State of Washington for 
cash basis districts. The publication was issued jointly by the State Auditor and the 
Superintendent of Public Instruction by the authority of RCW 43.09.200, RCW 28A.505.140, 
RCW 28A.505.010(1) and RCW 28A.505.020. This manual allows for practices that differ from 
generally accepted accounting principles in the following manner: 

 
(1) Revenues are recognized when they are received in cash, rather than when measurable 

and available. Expenditures are recognized when warrants are issued rather than when 
expenditures are incurred. 

 
(2) The cost of supplies and materials is recorded as an expenditure at the time the 

inventory item is purchased rather than when consumed.  
 
(3) Districtwide statements are not presented. 
 
(4) The financial statements do not report capital assets. 
 
(5) Debt is not reported on the face of the financial statements. It is reported in the notes to 

the financial statements and on the Schedules of Long-Term Debt. The Schedule of 
Long-Term Debt is required supplemental information.  

 
(6) The original budget is not presented but is available at the Office of Superintendent of 

Public Instruction. 
 
(7) Management Discussion and Analysis is not presented. 
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d. Budgetary Data 
 

General Budgetary Policies 
 
Chapter 28A.505 RCW and Chapter 392-123 Washington Administrative Code (WAC) mandate 
school district budget policies and procedures. The board adopts the budget after a public 
hearing. An appropriation is a prerequisite to expenditure. Appropriations lapse at the end of 
the fiscal period. 
 
Budgetary Basis of Accounting 
 
For budget and accounting purposes, revenues and expenditures are accounted for on a cash 
basis as allowed in law for all governmental funds. Fund balance is budgeted as available 
resources and, under statute, may not be negative, unless the district enters into binding 
conditions with state oversight pursuant to RCW 28A.505.110.  

 
e. Deposits and Investments 
 

The county treasurer is the ex officio treasurer for the district. In this capacity, the county 
treasurer receives deposits and transacts investments on the district’s behalf. 
 
The district’s cash and cash equivalents are considered to be cash on hand, demand deposits, 
and short-term investments with original maturities of three months or less from the date of 
acquisition. 
 
The district’s deposits are guaranteed up to $1 million entirely by federal depository insurance. 
The district’s cash on deposit balance with the county was $211,770.52, $183,576.76 and 
$162,780.13 as of August 31, 2007, 2008 and 2009, respectively. 

 
RCW 28A.320.320  authorizes district funds to be invested 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. The county treasurer had $378,901.79, 
$391,296.93 and $425,044.70 invested on behalf of the district as of August 31, 2007, 2008 
and 2009, respectively. 

 
f. Inventory 
 

The cost of supplies and materials are recorded as expenditures at the time the inventory item 
is purchased. For donated USDA commodities inventory a beginning and ending inventory is 
kept to meet federal requirements. The district USDA ending inventory is valued at $0, 
$4,641.80 and $3,381.78 as of August 31, 2007, 2008 and 2009, respectively. 

 
g. Property Taxes 
 

Property tax revenues are collected as the result of special levies passed by the voters in the 
district. Taxes are levied on January 1. 
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h. Compensated Absences 
 

Employees earn sick leave at a rate of twelve days per year up to a maximum of one 
contract year. 
 
Under the provisions of RCW 28A.400.210, sick leave accumulated by district employees is 
reimbursed at death or retirement at the rate of one day for each four days of accrued 
leave, limited to 180 accrued days. This statute also provides for an annual buy out of an 
amount up to the maximum annual accumulation of 12 days. For buy out purposes 
employees may accumulate sick leave to a maximum of 192 days, i.e., 12 buy out days and 
a maximum leave accrual of 180 days, as of December 31 of each year. 

 
District obligation for vested sick leave at August 31, 2009 amounts to $59,679.81. 

 
Vested sick leave for employees eligible for retirement is recorded as long-term debt 
liabilities. These expenditures are recorded when paid, except termination sick leave that is 
accrued upon death or retirement. Vested sick leave was computed using the termination 
payment method.  
 
No liability exists for other employee benefits. 
 

i. Fund Balance – May contain designations or reserves. 
 

Reservation is a legal restriction on spending of the fund balance of a district based upon 
statute, WAC, or other legal requirements beyond the discretion of the board of directors of 
the district.  Examples include anticipated carryover or recovery of revenues previously 
received and restricted as to usage.   
 
Unreserved, Designated is used to set aside financial resources for specific purposes. 
These accounts reflect tentative management plans for future financial resource use such 
as the replacement of equipment or the assignment of resources for contingencies.  

 
Note 3 Capital Assets 
 
The district’s capital assets are insured in the amount of $2,464,808, $3,162,022 and 
$4,070,920 for fiscal years 2007, 2008 and 2009, respectively. In the opinion of the district’s 
insurance consultant, this amount is sufficient to adequately fund replacement of the district’s 
assets. 
 
Note 4 Pensions 
 
a. General Information 
 
Substantially all Southside School 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 the Washington State Department of Retirement Systems (DRS): Teachers’ 
Retirement System (TRS), Public Employees’ Retirement System (PERS) and School Employees’ 
Retirement System (SERS). Participation in the programs was as follows: 
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Membership by retirement system program as of September 30, 2006: 
 

Program Active Members Inactive Vested Members Retired Members 
    
TRS  67,736  7,811  38,252 
PERS  155,027  25,610  70,201 
SERS  50,818  6,894  2,758 
 
Membership by retirement system program as of June 30, 2007: 
 

Program Active Members Inactive Vested Members Retired Members 
    
TRS  64,939  9,428  38,091 
PERS  158,022  26,583  71,244 
SERS  50,825  7,674  3,141 
 
Membership by retirement system program as of June 30, 2008: 
 

Program Active Members Inactive Vested Members Retired Members 
    
TRS  66,524  8,699  39,150 
PERS  161,668  27,267  73,122 
SERS  51,774  8,600  3,873 
 
Certificated public employees are members of TRS. Noncertificated public 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. Plan 1 members are eligible to retire with full 
benefits after five years of credited service and attainment of age 60, after 25 years of credited 
service and attainment of age 55, or after 30 years of credited service.  
 

Plan 2 under the TRS or SERS programs are defined benefit pension plans whose members 
joined on or after October 1, 1977, but before June 30, 1996, or August 31, 2000, for TRS or SERS 
programs, respectively. Members of TRS and SERS are eligible to retire with full benefits after five 
years of credited service and attainment of age 65 or after 20 years of credited service and 
attainment of age 55 with the benefit actuarially reduced from age 65. 
 

Plan 3 under the TRS and SERS programs are defined benefit, defined contribution pension plans 
whose members joined on or after July 1, 1996, or September 1, 2000, for TRS and SERS, 
respectively. Members are eligible to retire with full benefits after five years of credited service and 
attainment of age 60 or after ten years of credited service and attainment of age 55 with the benefit 
actuarially reduced from age 65. 
 

Average final compensation (AFC) of Plan 1 TRS and PERS members is the highest average 
salary during any two consecutive years. For Plan 2 and Plan 3 TRS and SERS members, it is the 
highest average salary during any five consecutive years. 
 

The retirement allowance of Plan 1 TRS and PERS members is the AFC multiplied by 2 percent 
per year of service capped at 60 percent with a cost-of-living adjustment. For Plan 2 TRS and 
SERS members, it is the AFC multiplied by 2 percent per year of service with provision for a cost-
of-living adjustment. For the defined benefit portion of Plan 3 TRS and SERS it is the AFC 
multiplied by 1 percent per year of service with a cost-of-living adjustment. 
 

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 
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upon advice from the Office of the State Actuary. The employee contribution rate for Plan 1 in 
PERS and TRS is set by statute at 6 percent and does not vary from year to year. The employer 
rate is the same for all plans in a system. The methods used to determine the contribution 
requirements are established under chapters 41.40, 41.32, and 41.35 RCW for PERS, TRS, and 
SERS respectively. 
 

The district contribution represents its full liability under both systems, except that future rates may 
be adjusted to meet the system needs. 
 

b. Contributions 
 

Employee contribution rates as of August 31, 2007: 
 

Plan 1 TRS 6%    Plan 1 PERS 6% 
Plan 2 TRS 3.01%    Plan 2 SERS 3.79% 
Plan 3 TRS and SERS 5.00% (minimum),   15.00% (maximum) 
 

For Plan 3 TRS and SERS, rates adjusted based upon age may be chosen.  The optional rates 
range begins at 5 percent and increase to a maximum of 15 percent. 
 

Employee contribution rates as of August 31, 2008: 
 

Plan 1 TRS 6%    Plan 1 PERS 6% 
Plan 2 TRS 2.9%    Plan 2 SERS 3.9% 
Plan 3 TRS and SERS 5.00% (minimum),   15.00% (maximum) 
 
For Plan 3 TRS and SERS, rates adjusted based upon age may be chosen.  The optional rates 
range begins at 5 percent and increase to a maximum of 15 percent. 
 

Employee contribution rates as of August 31, 2009: 
 

Plan 1 TRS 6%    Plan 1 PERS 6% 
Plan 2 TRS 4.26%    Plan 2 SERS 4.68% 
Plan 3 TRS and SERS 5.00% (minimum),   15.00% (maximum) 
 

For Plan 3 TRS and SERS, rates adjusted based upon age may be chosen.  The optional rates 
range begins at 5 percent and increase to a maximum of 15 percent. 
Employer contribution rates as of August 31, 2007: 
 

Plan 1 TRS 4.74%   Plan 1 PERS 6.12% 
Plan 2 TRS 4.74%   Plan 2 SERS 4.85% 
Plan 3 TRS 4.74%   Plan 3 SERS 4.85%  
 

Under current law the employer must contribute 100 percent of the employer-required contribution. 
Employer required contributions in dollars (Participant information for all plans is as of August 31):   
 

Employer contribution rates as of August 31, 2008: 
 

Plan 1 TRS 5.82%   Plan 1 PERS 8.31% 
Plan 2 TRS 5.82%   Plan 2 SERS 5.88% 
Plan 3 TRS 5.82%   Plan 3 SERS 5.88%  
 

Under current law the employer must contribute 100 percent of the employer-required contribution. 
Employer required contributions in dollars (Participant information for all plans is as of August 31):   
 

Employer contribution rates as of August 31, 2009: 
 

Plan 1 TRS 8.46%   Plan 1 PERS 5.29% 
Plan 2 TRS 8.46%   Plan 2 SERS 7.54% 
Plan 3 TRS 8.46%   Plan 3 SERS 7.54%  
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Under current law the employer must contribute 100 percent of the employer-required contribution. 
Employer required contributions in dollars (Participant information for all plans is as of August 31):   
 

Plan                    2006/07           2007/08      2008/09  
Plan 1 TRS $0.00  $0.00 $0.00 
Plan 2 TRS $8,027.46  $10,394.96 $8,249.73 
Plan 3 TRS $27,744.90  $37,642.72  $25,039.27 
Plan 1 PERS $0.00  $0.00 $0.00 
Plan 2 SERS $8,473.20 $10,263.22 $6,820.03 
Plan 3 SERS $6,019.03 $7,866.59 $5,922.07 
 

Historical trend information showing TRS, PERS, and SERS progress in accumulating sufficient 
assets to pay benefits when due is presented in the State of Washington’s June 30, 2009, 
comprehensive annual financial report. Refer to this report for detailed trend information. It is 
available from: 
 

 State of Washington 
 Office of Financial Management 
 300 Insurance Building 
 PO BOX 43113 
 Olympia, WA 98504-3113 
 

Note 5 Construction and Other Significant Commitments 
 

The district currently has no construction in progress. 
 
Note 6 Deferred Compensation Plans 
 

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

The district offers a tax deferred annuity plan for its employees. The plan may permit participants to 
defer a portion of their salary until future years under two types of deferrals: elective deferrals 
(employee contribution) and non-elective contribution (employer matching). 
 

The district complies with IRS regulations that require school districts to have a written plan to 
include participating investment companies, types of investments, loans, transfers, and various 
requirements. The plan is administered by Great American. The plan assets are assets of the 
school district employees, not the school district, and are therefore not reflected on these financial 
statements.  
 
Note 7 Risk Management  
 

The district is exposed to various risks of loss related to: torts; theft of, damage to, and destruction 
of assets; errors and omissions; injuries to employees; and natural disasters.  
 
ESD 113 Unemployment Pool Cooperative 
In March 1978, the district joined with other school districts in the state to form ESD 113 
Unemployment Pool Cooperative, a public entity risk pool currently operating as a common risk 
management and insurance program for unemployment insurance. The agreement for formation of 
the ESD 113 Unemployment Pool Cooperative provides that the pool will be self-sustaining through 
member premiums. 
 

ESD 113 Worker’s Compensation Trust 
In June 1982, the district joined with other school districts in the state to form ESD 113 Worker's 
Compensation Trust, a public entity risk pool currently operating as a common risk management 
and insurance program for worker's compensation.  The agreement for formation of the ESD 113 
Worker's Compensation Trust provides that the pool will be self-sustaining through member 
premiums.  

_________________________________________________________________________________________________________ 
                                                                              Washington State Auditor's Office 
                                                                                                       16



 

United School Insurance Program 
The Southside School District No. 042 became a member of the United Schools Insurance 
Program on September 1, 2005.  Chapter 48.62 RCW authorizes the governing body of any one or 
more governmental entities to form together into or join a pool of organization for the joint purchase 
of insurance, and/or joint self-insuring, and/or joint hiring of contracting for risk management 
services to the same extent that they may individually purchase insurance, self-insure, or hire or 
contract for risk pursuant to the provisions of Chapter 39.34 RCW, the Interlocal Cooperation Act.  
The pool 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.  Two hundred and ten schools have joined 
the Pool.  
 

The pool allows members to jointly purchase insurance coverage and provide related services, 
such as administration, risk management, claims administration, etc.   Coverage for Public Officials 
Liability is on a ―claims made basis‖.  All other coverage is on an ―occurrence basis‖.  The pool 
provides the following forms of group purchased insurance coverage for its members: Property, 
liability, vehicle liability, other mobile equipment, boiler and machinery, bonds of various types, 
excess liability and public official liability. 
 

The pool acquires liability insurance for unrelated underwriters that are subject to a per-occurrence 
deductible of $100,000.  Members are responsible for the first $1,000 of the deductible amount of 
each claim, while the pool is responsible for the remaining $99,000.  Insurance carriers cover 
insured losses over $100,000 to the limits of each policy.  Since the pool is a cooperative program, 
there is a joint liability among the participating members towards the sharing of the $99,000 portion 
of the deductible.  The pool, however, purchases a stop loss policy in the amount of $3,600,000 to 
eliminate any risk to members and, in addition, fully funds the stop loss through the budget and 
unreserved equity.  
 

Property insurance is subject to a per-occurrence deductible of $50,000.  Members are responsible 
for the first $1,000 of the deductible amount of each claim, while the pool is responsible for the 
remaining $49,000. 
 

Boiler and machinery insurance is subject to a per-occurrence deductible of $2,500.  Members are 
responsible for the deductible amount of each claim.  
 

Each new member now pays the pool an admittance fee.  This amount covers the member’s share 
of unrestricted reserves.  Members contract to remain in the pool for a minimum of one year, and 
must give notice before August 31 before terminating participation the following September 1.  The 
Joint Purchasing Agreement is reviewed automatically each year.  Even after termination, a 
member is still responsible for contributions to the pool for any unresolved, unreported, and in-
process claims for the period they were a signatory to the Joint Purchasing Agreement.  
 

The pool is fully funded by its member participants.  Claims are filed by members with Canfield & 
Associates, which has been contracted to perform pool administration, claims adjustment and 
administration and loss prevention for the pool.  Fees paid to the third party administrator under 
this agreement for the year ending August 31, 2009 amounted to $1,202,828.  
 

A Board of Directors of nine members is selected by the membership from six areas of the state on 
a staggered term basis and is responsible for conduction the business affairs of the pool.  The 
Board of Directors has contracted with Canfield & Associates to perform day-to-day administration 
of the pool.  This pool has no employees. 
 
Note 8 Lease Obligations and Conditional Sales Contract Obligations 
 

The district had no additional long term debt for lease obligations or conditional sales contracts.  
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Note 9 Debt 
 

Long-Term Debt 
 

Bonds payable at August 31, 2009, are comprised of the following individual issues: 
 

 
Issue Name 

Amount 
Authorized 

Annual 
Installments 

Final 
Maturity 

Interest 
Rate(s) 

Amount 
Outstanding 

General Obligation Bonds   
UTGO Refunding Issue 
09/01/2001 

730,000 10,000/ 
100,000 

12/01/ 
2011 

3.0/4.2% 220,000 

UTGO Bond 
04/01/2003 Building Project 

2,970.000 45,000/ 
300,000 

12/01 
2022 

2.5/ 
4.5% 

2,825,000 

LGO Bond (Non-Voted) 
Wash. St. Treas. For Bus 

43,238.72  12/01 
2010 

4.433% 
 

7,684.50 

Total General Obligation Bonds   3,052,684.50 
 

The following is a summary of general obligation long-term debt transactions of the district for the 
three years ended August 31, 2009. 
 

Long-Term Debt Payable at 9/1/2006 $3,445,000 
New Issues $0.00 
Debt Retired $400,000 
Long-Term Debt Payable at 8/31/2009 $3,045,000 

 
The following is a schedule of annual requirements to amortize long-term debt at August 31, 2009: 
 

Years Ending August 31, Principal Interest Total 
2010 150,067 127,105 277,172 
2011 157,618 120,939 278,557 
2012 165,000 114,425 279,425 
2013 175,000 107,600 282,600 
2014 185,000 100,169 285,169 
2015-19 1,095,000 370,329 1,465,329 
2020-22 1,125,000 103,318 1,228,318 
Total 3,052,685 1,043,885 4,096,570 

 

At August 31, 2007, 2008 and 2009, the district had $106,792.46, $112,423.90 and $117,568.65 
respectively, available in the Debt Service Fund to service the general obligation bonds. 
 

Note 10 Interfund Loans 
 

The district had no interfund loans payable and receivable as of August 31, 2007, 2008 and 2009.  
 

Note 11 Summary of Significant Contingent Liabilities 
 
Litigation 
 

The district has no known legal obligations that would materially impact the financial position of the 
district. 
 

ESD 113 Insurance Cooperative 
 

In September, 1987 the District joined together with other school districts to form ESD 113 
Insurance Cooperative, a public entity risk pool for property and casualty insurance. 
 

On August 20, 2003, the ESD 113 Insurance Cooperative (EIC) Advisory Board voted to cease 
operation of the EIC. The EIC continues to be responsible for the resolution of all open claims and 
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other liabilities arising from the time of operation of the EIC up to August 31, 2003. The EIC 
provided property and liability insurance to members. Provisions of the EIC agreement, Chapter 
48.62 RCW, and Chapter 236-22 WAC require that only the remaining assets be distributed after 
all financial and legal obligations of the EIC have been resolved. 
 

Based on the EIC’s April 2003 actuarial study by PricewaterhouseCoopers and current year-end 
EIC reports, the EIC does not hold sufficient assets to cover the estimated liabilities for which it is 
responsible. A member assessment is necessary to provide sufficient assets to adequately fund 
remaining EIC responsibilities. 
 

It is both probable and reasonably estimated that the district may be liable for at least $0, or a 
possible assessment of $0 (worst case assumption) over the next six years.  
 

The projected assessment is based on current claims reported and an actuarial projection based 
on the prior six years. The EIC will have an assessment of the contingency conducted annually to 
evaluate the District’s probable liability. The time period for disclosing the contingency may change 
with each year’s evaluation. 
 

Note 12 Other Disclosures  
 

The school district is a member of the King County Directors’ Association (KCDA). KCDA is a 
purchasing co-op designed to pool the member districts’ purchasing power. The district’s current 
equity of $3,422.49 is the accumulation of the annual assignment of KCDA’s operating surplus 
based upon the percentage derived from KCDA’s total sales to the district applied against paid 
administrative fees. The district may withdraw from the joint venture and will receive its equity in 
ten annual allocations of merchandise or 15 annual payments. 
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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. 
 
Our mission is to work in cooperation with our audit clients and citizens as an advocate for 
government accountability.  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. 
 
The State Auditor's Office employees are located around the state to deliver our services effectively 
and efficiently.   
 
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 and fraud, whistleblower and citizen hotline investigations.   
 
The results of our work are widely distributed through a variety of reports, which are available on 
our Web site and through our free, electronic subscription service.  We continue to refine our 
reporting efforts to ensure the results of our audits are useful and understandable.  
 
We take our role as partners in accountability seriously.  We provide training and technical 
assistance to governments and have an extensive quality assurance program. 
 
 
State Auditor Brian Sonntag, CGFM 
Chief of Staff Ted Rutt 
Deputy Chief of Staff Doug Cochran 
Chief Policy Advisor Jerry Pugnetti 
Director of Audit  Chuck Pfeil, CPA 
Director of Special Investigations Jim Brittain, CPA 
Director for Legal Affairs Jan Jutte, CPA, CGFM 
Director of Quality Assurance Ivan Dansereau 
Local Government Liaison Mike Murphy 
Communications Director Mindy Chambers 
Public Records Officer Mary Leider 
Main number (360) 902-0370 
Toll-free Citizen Hotline (866) 902-3900 
 
Web Site www.sao.wa.gov 
Subscription Service                          https://www.sao.wa.gov/EN/News/Subscriptions/ 
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