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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 Mukilteo 

January 1, 2018 through December 31, 2018 

 

Mayor and City Council 

City of Mukilteo 

Mukilteo, Washington 

We have audited, in accordance with auditing standards generally accepted in the United States of 

America and the standards applicable to financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States, the financial statements of the 

governmental activities, the business-type activities, each major fund and the aggregate remaining 

fund information of the City of Mukilteo, as of and for the year ended December 31, 2018, and the 

related notes to the financial statements, which collectively comprise the City’s basic financial 

statements, and have issued our report thereon dated November 12, 2019.  As discussed in Note 7 

to the financial statements, during the year ended December 31, 2018, the City implemented 

Governmental Accounting Standards Board Statement No. 75, Accounting and Financial 

Reporting for Postemployment Benefits Other Than Pensions. 

 

INTERNAL CONTROL OVER FINANCIAL REPORTING 

In planning and performing our audit of the financial statements, we considered the City’s internal 

control over financial reporting (internal control) to determine the audit procedures that are 

appropriate in the circumstances for the purpose of expressing our opinions on the financial 

statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s 

internal control.  Accordingly, we do not express an opinion on the effectiveness of the City’s 

internal control. 

A deficiency in internal control exists when the design or operation of a control does not allow 

management or employees, in the normal course of performing their assigned functions, to prevent, 

or detect and correct, misstatements on a timely basis.  A material weakness is a deficiency, or a 

combination of deficiencies, in internal control such that there is a reasonable possibility that a 
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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. 

In addition, we noted certain matters that we have reported to the management of the City in a 

separate letter dated November 12, 2019. 

 

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. 

Pat McCarthy 

State Auditor 

Olympia, WA 

November 12, 2019 
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INDEPENDENT AUDITOR’S REPORT ON 

FINANCIAL STATEMENTS 

 

City of Mukilteo 

January 1, 2018 through December 31, 2018 

 

Mayor and City Council 

City of Mukilteo 

Mukilteo, Washington 

REPORT ON THE FINANCIAL STATEMENTS 

We have audited the accompanying financial statements of the governmental activities, the 

business-type activities, each major fund and the aggregate remaining fund information of the City 

of Mukilteo, as of and for the year ended December 31, 2018, and the related notes to the financial 

statements, which collectively comprise the City’s basic financial statements as listed on page 10. 

 

Management’s Responsibility for the Financial Statements  

Management is responsible for the preparation and fair presentation of these financial statements 

in accordance with accounting principles generally accepted in the United States of America; this 

includes the design, implementation, and maintenance of internal control relevant to the 

preparation and fair presentation of financial statements that are free from material misstatement, 

whether due to fraud or error. 

 

Auditor’s Responsibility 

Our responsibility is to express opinions on these financial statements based on our audit.  We 

conducted our audit in accordance with auditing standards generally accepted in the United States 

of America and the standards applicable to financial audits contained in Government Auditing 

Standards, issued by the Comptroller General of the United States.  Those standards require that 

we plan and perform the audit to obtain reasonable assurance about whether the financial 

statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and 

disclosures in the financial statements.  The procedures selected depend on the auditor’s judgment, 

including the assessment of the risks of material misstatement of the financial 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. 

 

Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, 

the respective financial position of the governmental activities, the business-type activities, each 

major fund and the aggregate remaining fund information of the City of Mukilteo, as of 

December 31, 2018, 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. 

 

Matters of Emphasis 

As discussed in Note 1 to the financial statements, in 2018, the City adopted new accounting 

guidance, Governmental Accounting Standards Board Statement No. 75, Accounting and 

Financial Reporting for Postemployment Benefits Other Than Pensions.  Our opinion is not 

modified with respect to this matter. 

 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the 

management’s discussion and analysis and required supplementary information listed on page 10 

be presented to supplement the basic financial statements.  Such information, although not a part 

of the basic financial statements, is required by the Governmental Accounting Standards Board 

who considers it to be an essential part of financial reporting for placing the basic financial 

statements in an appropriate operational, economic or historical context.  We have applied certain 

limited procedures to the required supplementary information in accordance with auditing 

standards generally accepted in the United States of America, which consisted of inquiries of 
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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. 

 

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING 

STANDARDS 

In accordance with Government Auditing Standards, we have also issued our report dated 

November 12, 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 

integral part of an audit performed in accordance with Government Auditing Standards in 

considering the City’s internal control over financial reporting and compliance. 

 

Pat McCarthy 

State Auditor 

Olympia, WA 

 

November 12, 2019 
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FINANCIAL SECTION 

 

City of Mukilteo 

January 1, 2018 through December 31, 2018 

 

REQUIRED SUPPLEMENTARY INFORMATION 

Management’s Discussion and Analysis – 2018 

 

BASIC FINANCIAL STATEMENTS 

Statement of Net Position – 2018 

Statement of Activities – 2018 

Balance Sheet – Governmental Funds – 2018 

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

Funds – 2018 

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balance 

of the Governmental Funds to the Statement of Activities – 2018 

Statement of Net Position – Proprietary Funds – 2018 

Statement of Revenues, Expenses and Changes in Fund Net Position – Proprietary Funds 

– 2018 

Statement of Cash Flows – Proprietary Funds – 2018 

Statement of Net Position – Fiduciary Funds – 2018 

Notes to the Financial Statements – 2018 

 

REQUIRED SUPPLEMENTARY INFORMATION 

Condition Assessment and Preservation of Infrastructure Eligible for Modified 

Accounting Approach – 2018 

Schedule of Revenues, Expenditure and Changes in Fund Balances – Budget and Actual 

General Fund – 2018 

Schedule of Changes in Total OPEB Liability and Related Ratios – 2018 

Schedule of Proportionate Share of Net Pension Liability – PERS 1, PERS 2/3, LEOFF 1, 

LEOFF 2 – 2018 

Schedule of Employer Contributions – PERS 1, PERS 2/3, LEOFF 1, LEOFF 2 – 2018 
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Management’s Discussion and Analysis 

Financial Highlights 

OVERVIEW OF THE FINANCIAL STATEMENTS

Government-Wide Financial Statements 
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Fund Financial Statements

Governmental funds

Proprietary funds

Fiduciary fund

Notes to the Financial Statements
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Required Supplementary Information 

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Statement of Net Position

2018 2017 2018 2017 2018 2017

Summary of Net Position

Governmental Activities Business-type Activities Total
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Change in Net Position 

2018 2017 2018 2017 2018 2017

Governmental Activities Business-type Activities Total

Summary of Changes in Net Position

Governmental Activities Analysis 
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•
•
•
•

•
•

Governmental Functional Expenses 

2018 2017 2018 2017

Governmental Activities

Total Cost of Services Net Cost of Services
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Business-Type Activities Analysis 

 
 
FINANCIAL ANALYSIS OF THE CITY’S FUNDS

Governmental Funds

  
 
The General Fund –

Capital Projects Fund
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Debt Service Fund

  
GENERAL FUND BUDGETARY HIGHLIGHTS

 
 
CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets 

Page 17



 

2018 2017 2018 2017 2018 2017

Governmental Activities Business Activities Total

•
•
•
•
•

•
•
•
•
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Long-Term Debt 

Restated Restated
2018 2017 2018 2017 2018 2017

Activities Activities Totals

Outstanding Obligations
Governmental Business-type

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS 
 

 
Keeping our City on solid ground
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A Sustainable, Well-Run City with Safe 
and Strong Neighborhoods 

• Budget efficiently and effectively
• diversity in our community
• Plan well look forward to the future
• safe
• Empower 
• communications participation

• appropriate growth
• accessibility and mobility
• access to quality recreation & cultural 
• healthy economy

2019 Budget Overview 
 

Requests for Information 
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Government-wide Financial Statements 
Statement of Net Position 

Governmental
Activities

Business-type
Activities Total

ASSETS

DEFERRED OUTFLOWS OF RESOURCES

LIABILITIES

DEFERRED INFLOWS OF RESOURCES

NET POSITION

 Primary Government 
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Fund Financial Statements 
Balance Sheet – 

Governmental Funds 

General Fund
Capital Projects 

Fund
Debt 

Service Fund

Total 
Governmental 

Funds

ASSETS

LIABILITIES, DEFERRED INFLOWS of RESOURCES 
and FUND BALANCES
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Statement of Revenues, Expenditures, and Changes in Fund Balances – 
Governmental Funds 

General Fund
Capital 

Projects Fund
Debt 

Service Fund

Total 
Governmental 

Funds
REVENUES

EXPENDITURES

OTHER FINANCING SOURCES (USES)
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Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances - 
Governmental Funds to the Government-wide Statement of Activities 
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Statement of Net Position - 
Proprietary Funds 

Business-type 
Activities

Governmental 
Activities 

Surface Water 
Fund

Internal Service 
Funds

ASSETS

DEFERRED OUTFLOWS of RESOURCES

LIABILITIES

DEFERRED INFLOWS of RESOURCES

NET POSITION
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Statement of Revenues, Expenses, and Changes in Fund Net Position - 
Proprietary Funds 

Business-type 
Activities 

Governmental 
Activities 

Surface Water 
Fund

Internal Service 
Funds
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Statement of Cash Flows - 
Proprietary Funds 

Business-type 
Activities 

Governmental 
Activities 

Surface Water 
Fund

Internal Service 
Funds

CASH FLOWS from OPERATING ACTIVITIES

CASH FLOWS from NONCAPITAL FINANCING ACTIVITIES

CASH FLOWS from CAPITAL and RELATED FINANCING ACTIVITIES

CASH FLOWS from INVESTING ACTIVITIES

Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
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Statement of Fiduciary Net Position - 
Fiduciary Funds 

 Agency Fund 

ASSETS

LIABILITIES
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Note 1 - Summary of significant accounting policies 

A. Reporting entity

B. Basis of presentation - government-wide and fund financial statements

 

Governmental activities
business-

type activities

Page 30



 
General Fund  

 Capital Projects Fund

 
Debt Service Fund

 

Surface Water Fund

Internal Service Funds

Equipment Replacement Fund

Facilities Maintenance Fund

Facility Renewal Fund

Fiduciary Funds

Treasurer’s Suspense Fund
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C. Measurement focus and basis of accounting  

Page 32



D. Budgetary information 
 

 

 
E. Assets, liabilities, deferred outflows/inflows of resources, and fund balance/net position 
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General Fund
Capital 

Projects Fund
Debt 

Service Fund

Total 
Governmental 

Funds
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Note 2 - Stewardship, compliance and accountability 

General Fund: 
Contingency Fund Reserve  

General Fund Operating Reserves

Technology Replacement Reserves  

Hotel/Motel Lodging Tax Reserves  

Equipment and Vehicle Replacement Reserves: 

Surface Water Fund Reserves:

Note 3 - Deposits and investments 

Deposits  
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Investments 

Investment Type Fair Value Less than 1 1 to 5

Investment Maturities (In Years)
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•
•

•

Fair Value (Level 1) (Level 2) (Level 3)

Fair Value Measurement Using

Investment Type
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Note 4 - Property Taxes 

Property Tax Calendar 

Note 5 - Capital Assets 

Governmental activities:

Balance 
01/01/2018 Increases Decreases

Balance 
12/31/2018
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Governmental activities:

Business-type activities:

Balance 
01/01/2018 Increases Decreases

Balance 
12/31/2018

Business-type activities:

Note 6 - Pension Plans 

Aggregate Pension Amounts – All Plans
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State Sponsored Pension Plans 

Public Employees’ Retirement System (PERS) 

PERS Plan 1

PERS Plan 1

PERS Plan 1   
Actual Contribution Rates Employer Employee 

Total 12.70% 6.00% 
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PERS Plan 1   
Actual Contribution Rates Employer Employee 

  

 
 

Total 12.83% 6.00% 

PERS Plan 2/3

•

•

PERS Plan 2/3

PERS Plan 3

PERS Plan 2/3

PERS Plan 2/3   
Actual Contribution Rates Employer 2/3 Employee 2 

Total 12.70% 7.38% 
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PERS Plan 2/3   
Actual Contribution Rates Employer 2/3 Employee 2 

  

Total 12.83% 7.41% 

 
Law Enforcement Officers’ and Fire Fighters’ Retirement System (LEOFF) 

LEOFF Plan 1

•
•
•

LEOFF Plan 1

LEOFF Plan 2

LEOFF Plan 2
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LEOFF Plan 2   
Actual Contribution Rates Employer Employee 

Total 5.43% 8.75% 

   
Total 8.93% 8.75% 

Actuarial Assumptions 

2007-2012 Experience Study
2017 Economic Experience Study

• Inflation:

• Salary increases:

• Investment rate of return:

•
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•

•

•

•

 
Discount Rate 

Long-Term Expected Rate of Return 

 
Estimated Rates of Return by Asset Class 

Sensitivity of the Net Pension Liability/(Asset) 

 
Asset Class 

 
Target Allocation 

% Long-Term Expected 
Real Rate of Return 

Arithmetic 

100% 
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1% 
Decrease

Current Discount 
Rate

1% 
Increase

(6.40%) (7.40)% (8.40)%

 
Pension Plan Fiduciary Net Position 

 
Pension Liabilities (Assets), Pension Expense, and Deferred Outflows of Resources and Deferred 
Inflows of Resources Related to Pensions 

Liability (or Asset) 

LEOFF 1 Asset LEOFF 2 Asset 

Proportionate 
Share 6/30/17 

Proportionate 
Share 6/30/18 

Change in 
Proportion 

Schedules of Employer and Nonemployer Allocations
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Pension Expense 

Pension Expense 

Deferred Outflows of Resources and Deferred Inflows of Resources 

PERS 1 PERS 2/3 LEOFF 1 LEOFF 2
 Deferred outflow of resources 

Page 48



PERS 1 PERS 2/3 LEOFF 1 LEOFF 2

-

 Deferred inflow of resources 

Year ended December 31: PERS 1 PERS 2/3 LEOFF 1 LEOFF 2

- -

Note 7 - Defined Benefit Other Postemployment and Deferred Compensation Plans 

Defined Benefit Other Postemployment Benefit (OPEB) Plan 

Aggregate OPEB Amounts - All Plans

OPEB Plan Description 
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Assumptions and Other Inputs  

Assumptions 
Discount rate 

Healthcare trend rates 

Mortality rates (assumption: 100% male population) 

Medicare participation rate 

2016 LEOFF 1 Medical Benefits Actuarial Valuation Report

 
Changes in the Total OPEB Liability 

Total OPEB Liability at 01/01/2018 372,278$      

Total OPEB Liability at 12/31/2018 376,868$      

LEOFF 1 OPEB Plan
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 Deferred Outflows 
of Resources 

 Deferred Inflows 
of Resources 

TOTAL 814$                             -$                             

Deferred Compensation 
 

 
Note 8 - Risk Management 

Washington Cities Insurance Authority 

Page 51



Unemployment 

2017 2018

Dental and Vision 

2017 2018
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Note 9 - Lease Obligations 

Operating lease 

Year Ending 
December 31 Amount

Total 31,491$    

Note 10 - Long-term Debt 

General Obligation Bonds Sale Date
Original 

Borrowing

Average
Coupon 

Interest Rate 
%

Maturity
Date 

Outstanding 
Balance 

12/31/2018

8,400,000$   

Page 53



Year Ending
December 31 Principal Interest

8,400,000$   1,262,580$      

Bonds

Note 11 - Construction and other significant commitments 

 Contracting Entity Project Name Balance

Note 12 - Changes in Long-Term Liabilities 

Governmental activities:

Business-type activities:
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Note 13 - Contingencies and Litigation 
 

Note 14 - Interfund Balances and Transfers  

Interfund transfers 

 Transfers Out  Total 

Transfers In
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Note 15 - Joint Ventures 
 
Snohomish County Emergency Radio System  

Snohomish County 911  

SNO911  

Alliance for Housing Affordability  

Page 56



Note 16 - Other Disclosures 

Accounting and reporting changes 

Page 57



Condition Assessment and Preservation of Infrastructure Eligible for Modified Accounting Approach 

Streets: 

Table 1 
Overall Pavement Condition Assessment 2014, 2016 & 2018 

Condition Rating Miles Percentage Miles Percentage Miles Percentage

Total 60.9    59.7           62.4           

2014 2016 2018

Table 2 
Pavement Mileage by Functional Class 

Functional Classification Centerline Miles

Grand Total 62.4
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Year 2018 2017 2016 2015 2014
Planned
Actual
Variance
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Schedule of Revenues, Expenditures, and Changes in Fund Balances – Budget and Actual 
General Fund 

Original Budgeted 
Amounts

Final Budgeted 
Amounts

Actual
Amounts

Variance with 
Final Budget

REVENUES

EXPENDITURES

OTHER FINANCING SOURCES (USES)

General Fund

Page 60



Schedule of Changes in Total OPEB Liability and Related Ratios 

Total OPEB liability - beginning

Total OPEB liability - ending

Covered-employee payroll

Total OPEB liability as a % of covered payroll

Notes to Schedule:
*

LEOFF 1 Other Postemployement Benefits Plan

Last 10 Fiscal Years*
For the year ended December 31, 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.gov 
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http://www.sao.wa.gov/investigations/Pages/FraudProgram.aspx
http://www.sao.wa.gov/investigations/Pages/Whistleblower.aspx
http://www.sao.wa.gov/investigations/Pages/CitizenHotline.aspx
http://www.sao.wa.gov/Pages/default.aspx
https://portal.sao.wa.gov/saoportal/Login.aspx
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file:///C:/Users/cameronl/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.Outlook/P7TI2Y9E/www.sao.wa.gov



