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May 15, 2009

To the Honorable Mayor, Members of the City Council, and Citizens of the City of Port Angeles:

We are pleased to provide you with the Comprehensive Annual Financial Report (CAFR) of
the City of Port Angeles. This report is for the fiscal year ended December 31, 2008. This
report is submitted each year as required by State Law, RCW 43.09.230. The report is
prepared according to generally accepted accounting principles (GAAP) for government as
established by the Government Accounting Standard Board (GASB). It is audited by the
Washington State Auditor’s Office.

The City’s Finance Department prepared this report. This report consists of management’s
representation concerning the finances of the City of Port Angeles. Consequently,
management assumes full responsibility for the completeness and reliability of all of the
information presented in this report. To the best of our knowledge and belief, the enclosed
information is accurate in all material aspects and is presented in a manner designed to
fairly present the financial position and results of operation of the City as measured by the
financial activity of its various funds. All disclosures necessary to enable the reader to gain a
complete understanding of the City of Port Angeles’ financial activities have been included.
To provide a reasonable basis for making these representations, management of the City of
Port Angeles has established a comprehensive internal control framework that is designed
both to protect the government’s assets from loss, theft, or misuse and to compile sufficient
reliable information for the preparation of the City of Port Angeles’ financial statements in
conformity with GAAP. Because the cost of internal controls should not outweigh their benefits,
the City of Port Angeles’ comprehensive framework of internal controls has been designed
to provide reasonable rather than absolute assurance that the financial statements will be
free from material misstatement.

This report is presented in three sections: introductory, financial, and statistical. The
introductory section includes this transmittal letter, the GFOA Certificate of Achievement,
an organizational chart, and a list of principal City officials. The financial section includes
the Independent Auditor’s Report completed by the Washington State Auditor, Management'’s
Discussion and Analysis, Basic Financial Statements including the Notes to the Financial
Statements, and Other Supplementary Information. The statistical section, which is
unaudited, includes financial, demographic and economic, and operating information.

GAAP requires that management provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A) This letter of transmittal is designed to complement the MD&A and should
be read in conjunction with it. The City of Port Angeles’ MD&A can be found immediately
following the report of the independent auditors.
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Profile of the Government

The City of Port Angeles incorporated on June 11, 1890. Port Angeles has a council-manager form of
government, which is administered by a seven-member City Council under the Constitution and laws
of the State of Washington. The Council is composed of a mayor and six council members. All
positions are “at-large” positions, which are nominated and elected citywide. Council member positions
are for a term of four years, with overlapping terms to provide for the election of three or four new
council members every two years. The mayor is the presiding officer of the council, and is elected
from the council to a two-year term. The City is classified as “Code City” under the laws of the State
of Washington. The Council appoints a City Manager, which is the chief executive officer of the City,
and is responsible for carrying out the policy and direction set by the City Council. The City Manager
is responsible to the Council for the administration of all departments of the City.

The City of Port Angeles provides a full range of municipal services, including fire and police protection,
emergency medical services, parks and recreation facilities, planning and zoning, street maintenance
and construction, engineering and general administrative services. The City of Port Angeles operates
enterprise funds for electric, conservation, water, wastewater, solid waste collection, solid waste transfer
station/landfill, stormwater, and Medic .

Port Angeles is the largest city on the North Olympic Peninsula. The City is a major gateway to the
Olympic National Park and Vancouver Island, Canada. Accessible by auto, bus, plane or ferry, Port
Angeles is headquarters to Olympic National Park. Itis a few minutes away from spectacular Hurricane
Ridge, starting point for Olympic hikes and a popular winter playground. Port Angeles is the terminal
for year round ferry service across the Strait of Juan de Fuca to Victoria, B.C., Canada. Ediz Hook
forms a protective harbor offering excellent anchorage for large vessels, with excellent fishing, crabbing
and shrimping in the immediate area. Visitors enjoy the downtown waterfront, Clallam County Historical
Society Museum located at the newly renovated Carnegie Library, Esther Webster Fine Arts Center,
Arthur D. Fiero Marine Laboratory, the City Pier, and many more facilities and parks.

Located in the City’s 10.7 square miles, with an additional 3.7 square miles of harbor, are 22 parks.
Each has a variety of sport facilities, including a swimming pool, basketball courts, football and soccer
fields, and Little League and Babe Ruth baseball fields. Also within the City is the Waterfront Trail with
over five miles of paved trail, used by bikers and walkers from Ediz Hook to the former Rayonier Mill
site.

Factors Affecting Financial Condition

Information presented in the financial statements is best considered in the broader context of the
economic environment in Port Angeles and the surrounding area.

Local Economy

The year 2008 witnessed a downturn in the economy which affected many of the City’s revenue
sources. Sales tax revenue, which is very sensitive in terms of economic conditions and consumer
confidence, decreased 4.6% from 2007 levels. Prior to 2008, sales tax revenue had increased every
year since 1999. However, 2008 marked a turning point and it is predicted that sales tax will continue
to decline into the foreseeable future.

Vii
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Property taxes increased 2% over 2007 levels, a modest increase mainly related to new construction
in the City. Ultility taxes also realized a 3.5% increase in 2008. The majority of this increase is attributed
to tax rate increases in water and wastewater.

The City’s economic climate has traditionally supported a very high level of residential and commercial
construction activities, although 2008 saw a 25% decline in the number of building permits issued.
This resulted in community development revenues coming in 15% below budget.

Unemployment in Clallam County has increased steadily over the past year, ending 2008 with an
unemployment rate of 7.5%. This is significantly higher than the state average of 5.2%. Local
unemployment levels are a result of the closure of lumber mills in the City and surrounding areas, as
well as downsizing and closure of several local businesses.

In an effort to expand our employment and tax base, the City and Port of Port Angeles jointly established
the Port Angeles Harborworks Public Development Authority (PDA) in 2008. The purpose of the PDA s
to assist in the clean-up efforts at the former Rayonier mill site, as well as focus on re-development of
the prime waterfront property. The City provided the PDA with a $150,000 loan as start-up assistance
until the PDA can begin applying for grants to assist with property clean-up. It is the goal of the City to
have this prime piece of waterfront property available for development in an effort to boost the struggling
economy in this community.

At the end of 2008, the City Council voted to stop funding the William Shore Memaorial Pool as of March
31, 2009 in an effort to save General Fund resources. Nearly $350,000 was spent from the General
Fund on pool operations in 2008. The community formed a group to raise money to save the pool, and
a special election is set for May 2009 to form a Metropolitan Park District to operate the pool in the
future. The community has since raised enough funds to keep the pool open until June 15, 2009.

The largest employer in Port Angeles continues to be Olympic Medical Center with over 1,000 full and
part-time employees. OMC is a publicly owned hospital with clinics throughout the Port Angeles area.
Education is the second highest employer group in Port Angeles with Peninsula College employing
485 and Port Angeles School District employing 475.

Port Angeles is a major international tourist route. The Olympic National Park draws over three million
visitors a year. There are two ferry terminals with service to Victoria, B.C. on Vancouver Island,
Canada, which carry approximately 500,000 passengers per year. Combined with the local freshwater
and ocean sport fishing, these attractions bring in a steady flow of tourists to the City.

Growth in the retirement community has been continuing, and tourism remains fairly steady. The City,
with its emphasis on economic development, continues to work on attracting industries to relocate to
Port Angeles, and growth in existing industries contribute to a growing economy.

Financial Information
The annual budget serves as the foundation for the City of Port Angeles’ financial planning and control.
The City prepares cash and disbursement-based budgets in accordance with RCW 35A.34. All

departments of the City of Port Angeles are required to submit requests for appropriation to the City
Manager by the end of August. The City Manager uses this information in the formation of the budget

viii
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presented to the Council. The preliminary budget is completed in October, and public meetings to
discuss the budget are held in November and the first week of December, with the final budget approved
by December 31. Once approved, the budget becomes the defining document for expenditures and
revenues for the coming year. If changes are made to the budget, special approval is required by City
Council. Budget to actual comparisons are presented for all governmental funds with the exception
of the Contingency Fund, LID Control Fund and Cemetery Endowment Fund as there are no annual
budgets adopted for those funds.

Project-length budgets are prepared for the capital project funds. A Capital Facilities Plan (CFP) is
prepared annually in accordance with the requirements of the Washington State Growth Management
Act (GMA) and defines the long-term capital plan of the City while each specific project is appropriated
through the budget.

Certain funds, such as custodial agency funds, are not budgeted on an annual basis. Funds are
legally appropriated at the fund level. After adoption of the budget, fund increases or decreases are
authorized by the City Council. These changes are shown in the amended budget in Note 3.

Auditing of City Finances

State law requires audits for cities such as Port Angeles to be conducted by the Office of the State
Auditor. In addition to meeting state requirements, the audit must meet the requirements of the Federal
Single Audit Act of 1984, and the Single Audit Act amendments of 1996, which substantially revised
various provisions of the 1984 Act, and the related U.S. Office of Management and Budget’s Circular
A-133. An audit is conducted annually in accordance with generally accepted auditing standards and
the standards set forth in the General Accounting Office’s Government Auditing Standards. It must
examine, among other things, the financial condition and resources of the city, whether the laws and
constitution of the State are being complied with, and the methods and accuracy of the city’s accounts
and reports. The audit report is contained in the Financial Section of this document.

Long-term Financial Planning

Grant money was obtained in 2008 to replace the 8th Street bridges. Construction of this multi-year
project began in 2007 and will continue into early 2009. Eighth Street is a main thoroughfare in the City
and the bridges represent one of only three bypasses of the Valley and Ennis Creek gullies. These
critical spans will cost upward of $24 million to replace.

The City of Port Angeles has set up long-term reviews for financial planning and a six-year forecast for
capital facility projects. Each year, the City meets to amend and revise these two important planning
documents; this ensures proactive steps are taken on long range planning. Revenues adequately
cover planned expenditures by using this method. In addition, the City carries reserves for vehicle
purchases, rate stabilization for utilities, landfill post-closure, and general-purpose reserves. Through
the end of 2008, the City of Port Angeles is fully funded in each of these areas.

The City of Port Angeles has a financial policy that allows for the moving of all surplus budget monies
from the current year to the next year’s capital improvement funds. The City takes a conservative
approach to financing and long-term debt, ensuring a fiscally sound environment.
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Major Accomplishments

The City of Port Angeles is proud of its many accomplishments during 2008, which include the following:

Governmental projects

Sidewalk Project —In 2008, the City spent $75,000 to install sidewalks along Rook Street and
at the County Courthouse in conjunction with development in those neighborhoods as part of
the NICE Program.

Senior Center Expansion — Just over $230,000 was spent to remodel and expand the Senior
Center, including 1,792 additional square feet for an expanded lounge, new restroom, and
computer lab.

Waterfront Trail — The Lodging Tax Fund spent $93,000 to expand the Olympic Discovery
Trall.

Ediz Hook Piling Replacement — The creosoted pilings at the Ediz Hook Boat Launch were
replaced in 2008 due to Department of Ecology requirements.

Business-type projects

Cable Replacement — The Electric Fund replaced a total of 6,500 feet of electric distribution
cable, including 3,000 at Canyon Edge Subdivision, 2,000 at Crabapple Road, and 1,500 at the
Plaza Mall.

Leasehold Improvements — The Electric Division leased a new facility and made
improvements to the building for electric operations, staging, and warehousing.

Water Line Replacements — Each year the Water Utility funds the replacement of water lines
that are past their life expectancy in order to eliminate costly water leaks from the system.

Other Accomplishments

PenCom handled over 209,000 calls in 2008, including 10,500 Fire/EMS calls and 36,500 law
enforcement calls.

Volunteers for the Police Department continued their support of City of Port Angeles functions
by volunteering 6,272 hours.

The Fire Department handled an average of just under 10 calls per day. This is a slight decrease
from the 2007 level of 10.2 calls per day.

Cash Management Policies and Practices

Cash was invested only in securities authorized by State law; primarily purchases of certificates of
deposit, obligations of the U.S. Government, and the State Treasurer’s Pool. All cash related transactions
for the City of Port Angeles are administered by the Finance Department. City cash is deposited into
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a single consolidated banking account. Cash expenditures are paid from a consolidated disbursement
account. Investments of temporarily idle cash are made according to the City’s investment policy,
which states, “The primary objectives of investment activities are safety, liquidity, and yield.” A report
of the performance of the investment portfolio in meeting these objectives is prepared quarterly for
review by the City Council.

The market value of investments held in the combined portfolio under the direct supervision of the
Finance Department, as of December 31, 2008, was $68,142,824 and $857,723 in Fiduciary and
Agency Funds. See Note 4 for further details on the investment portfolio and returns on investments.

Risk Management

The City’'s Human Resources Division develops and implements risk management policies and
programs to establish a clearly defined risk management structure. The City continues to be self-
insured for auto liability, general liability, and property damage up to $500,000 per occurrence. For
occurrences over $500,000, the City purchases re-insurance through WCIA, an insurance pool of
Washington cities and special districts. The City is self-insured for workers’ compensation. The Self-
Insurance Fund has $1,045,577 in net assets for potential loss including $125,000 restricted for workers’
compensation. Note 8 provides additional information regarding the City’s risk management.

Pension and Post-employment Benefits

Substantially, all City of Port Angeles full-time and qualifying part-time employees participate in one of
the following statewide retirement systems administered by the Washington State Department of
Retirement Systems, under cost-sharing multiple-employer public employee defined benefit and defined
contribution retirement plans. The City of Port Angeles has no obligation in connection with employee
benefits offered by this plan beyond its annual contractual payment to the State Retirement System.

The City provides retirement through the Public Employees Retirement System (PERS). PERS is
a cost sharing multiple-employer retirement system comprised of three separate plans for
membership purposes: Plans 1 and 2 are defined benefits plans and Plan 3 is a defined benefit plan
with a defined contribution component. The City and its employees contributed $741,736 into PERS
Plans 1, 2, and 3 in 2008.

Additionally, the City provides retirement through the Law Enforcement Officers’ and Firefighters’
Retirement System (LEOFF). LEOFF is a cost-sharing multiple employer retirement system comprised
of two separate defined benefit plans. Membership includes all full-time and fully compensated, local
law enforcement officers and firefighters. LEOFF is comprised primarily of non-state employees.
The City of Port Angeles and its employees contributed $215,294 into LEOFF Plans 1 and 2 in 2008.

Firemen’s Pension is administered by the City of Port Angeles as a closed single employer defined
benefit plan. This is shown as a trust fund within the financial reports. An actuarial study of this plan
was completed in January 2009 by the City’s Finance Dept. which indicated the Firemen’s Pension
Fund is actuarially sound.

Xi
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Volunteer Fire Fighter's Relief and Pension System is a cost-sharing multiple employer retirement
system created by Legislature in 1945. Membership requires service with a fire department of an
electing municipality of Washington State. The system is funded through employer contributions of
$60 per year, plus $30 for disability. Members do not earn interest on their contributions, but may
withdraw them upon termination.

Awards and Acknowledgments
The City of Port Angeles is the recipient of several awards. Awards presented in 2008 include:

* The GFOA Distinguished Budget Presentation Award, for the 2008 Budget

» The GFOA Certificate of Achievement for Excellence in Financial Reporting for the 2007

Comprehensive Annual Financial Report (CAFR)

Acknowledgments:
The preparation of this report would not have been possible without the efficient and dedicated services
of the entire staff of the Finance Department. We would like to express our appreciation to all members
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Management’'s Discussion and Analysis

The discussion and analysis of the City of Port Angeles’ financial performance provides an overview of
the City’s financial activities for the year ended December 31, 2008.

It is designed to:

1. Assist the reader in focusing on significant financial issues;

2. Provide an overview of the City’s financial activity;

3. Identify changes in the City’s financial position (its ability to address the next and sub-
sequent year challenges);

4. Identify any material deviations from the financial plan, the adopted budget; and,

5 Identify individual fund issues or concerns.

Since the Management’s Discussion and Analysis (MD&A) is designed to focus on the report year’s
activities, resulting changes and currently known facts, it is recommended it be read in conjunction
with the financial statements found in the basic financial statement section.

FINANCIAL INFORMATION

The City’s government-wide financial statements have been prepared on the full-accrual basis of
accounting in conformity with generally accepted accounting principles (GAAP). The City’s financial
statements for governmental funds (General, Special Revenue, Debt Service, Capital Projects and
Permanent Funds) have been prepared on the modified accrual basis in conformity with GAAP. The
City’s proprietary funds (Enterprise and Internal Services) and fiduciary funds (Trust and Agency) are
accounted for on the accrual basis.

FINANCIAL HIGHLIGHTS

» The assets of the City of Port Angeles exceeded its liabilities at December 31, 2008 by $193.0
million. Of this amount, $56.7 million is unrestricted and therefore may be used to meet the
government’s ongoing obligations to citizens and creditors. This is an increase of $5.1 million
(10%) in unrestricted net assets from 2007 due to a change in how the city classified restricted
assets. In previous years, the City used the “restricted-expendable” classification for vehicle
replacements, although this was moved to unrestricted in 2008 as there is no legal obligation
to restrict this cash.

* The city’s total net assets increased by $18.0 million from nearly $175.0 million to $193.0
million over the prior year. This is an increase of 10.3% in net assets. Total assets increased by
$18.5 million (8%), from $231.4 million to $249.9 million, while total liabilities increased slightly
from 2007, up approximately $500,000 to $56.9 million.

» In 2007, the City of Port Angeles began construction of the Gateway International Transportation
project in the downtown corridor. This project, which is a joint effort between the City and
Clallam Transit Systems (CTS), is expected to be completed in Spring 2009. Since Federal
Transit Administration (FTA) grants were awarded to CTS for this multi-modal transit facility,
CTS will be the owner of the facility upon completion. However, the City has agreed to provide
sidewalks, streets, signal lights and signage for the Gateway project, and these components
are the only portion of the project that the City will own. Overall, the City’s contribution towards
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this project through 2008 was nearly $6.5 million. Since CTS is going to capitalize the entire
project, the City’s contribution was reclassified in 2008 from construction in progress to a
contribution to another government. The remaining construction in progress ($929,000) is
related to the components the City will actually own.

« Net capital assets of $169.7 million increased by $13.8 million, or 8.8% over 2007. Two major
governmental projects are underway and expected to wrap up by early 2009 — 8" Street
Bridges reconstruction ($23.3 million in construction in progress) and the Gateway International
Transportation project. Construction in progress in business-type activities is related to large
water and sewer main projects including the Eastern Urban Growth Area sewer main extension
($5.8 million), Downtown Watermain Il ($2.7 million), and Combined Sewer Overflow (CSO)
Phase | ($1.5 million).

« Ending fund balance in the General Fund was $4.4 million or approximately 29% of General
Fund expenditures (excluding transfers). Of that amount, just over $610,000 was designated
for compensated absences, leaving just under $3.8 million as undesignated and unreserved
(25% of total General Fund expenditures). Although revenues came in $353,000 higher than
budget, and expenditures ended the year $734,000 below budget, fund balance decreased by
$550,000 (11%). This was the result of one-time capital transfers of $1.2 million for the 8"
Street Bridges and $500,000 for the Gateway project. These transfers were not in the original
budget, but were included in the final 2008 budget. Itis the City’s policy to use savings from the
previous years budget for capital projects. These savings are added to the current year’s
budget during the amendment process.

* In 2008, the City and Port of Port Angeles jointly established the Port Angeles Harborworks
Public Development Authority (PDA). The purpose of the PDA is to assist in the clean-up
efforts at the former Rayonier Mill site, as well as focus on re-development of the prime waterfront
property. The City has reported the financial activities of the PDA as a discretely presented
component unit on the government-wide financial statements.

» At the close of fiscal year 2008, the City’'s governmental funds reported total ending fund
balances of $28.0 million, a decrease of $839,000 (3%) over 2007. As reported on the
Governmental Funds Balance Sheet, approximately $2.2 million of the fund balance is “reserved”
including $250,000 for contingencies, just over $1.0 million for debt service, and $935,000 for
other purposes related to permanent funds.

USING THIS ANNUAL REPORT

This discussion and analysis are intended to serve as an introduction to the City of Port Angeles’ basic
financial statements. The City of Port Angeles’ basic financial statements comprise three compo-
nents: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the
financial statements. This report also contains other supplementary information in addition to the
basic financial statements themselves.

Financial statements focus on both the City as a whole (government-wide) and on major individual
funds. Both perspectives allow the user to address relevant questions, broadens a basis for annual
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comparisons or comparability with
other governments, and enhances
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552 (other than MD&A) The statement of net assets presents
xS information on all the City’s assets
e and liabilities, with the difference be-

tween the two reported as net assets.

Over time, increases or decreases
in net assets may serve as a useful indicator of whether the financial position of the City is improving
or deteriorating.

The statement of activities presents information showing how the city’s net assets changed during the
most recent fiscal year. All changes in the net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of the related cash flows. Thus, revenues
and expenses are reported in the statement for some items that will only result in cash flows in future
fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City of Port Angeles that
are principally supported by taxes and intergovernmental revenues (governmental activities) from
other functions that are intended to recover all or a significant portion of their costs through user fees
and charges (business-type activities). The governmental activities of the City of Port Angeles include
general government, public safety, utilities and environment, transportation, economic development,
and culture and recreation. The business-type activities of the City include electric, conservation,
water, wastewater, solid waste collection, solid waste transfer station/landfill, stormwater, and Medic
I utilities.

Fund Financial Statements

Traditional users of governmental financial statements will find the Fund Financial Statements presen-
tation more familiar. The focus is now on Major Funds rather than types. AMajor Fund is defined in the
following manner:

a. Total assets, liabilities, revenues, or expenditures/expenses of that individual governmental or
enterprise fund are at least ten percent (10%) of the corresponding total (assets, liabilities,
etc.) for all funds of that category or type (that is, total governmental or total enterprise funds);
and
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b. Total assets, liabilities, revenues, or expenditures/expenses of the individual government fund
or enterprise fund, are at least five percent (5%) of the corresponding total for all governmental
and enterprise funds combined; or

c. Any other governmental or enterprise fund the government’s officials believe is particularly
important to financial statement users.

Governmental Funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources available at the end of the fiscal year. Such information
may be useful in evaluating a government’s near-term financing requirements.

Because the focus of the governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By
doing so, readers may better understand the long-term impact of the government’s near term financ-
ing decisions. Both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this com-
parison between governmental funds and governmental activities.

Proprietary Funds. The City of Port Angeles maintains two types of proprietary funds. Enterprise
funds are used to report the same functions presented as business-type activities in the government-
wide financial statements. The City uses enterprise funds to account for its electric, electric conser-
vation, water, wastewater, solid waste collection, solid waste transfer station, stormwater and Medic |
utilities. Internal service funds are an accounting device used to accumulate and allocate costs
internally among the City’s various functions. The City uses internal service funds to account for the
City’s equipment replacement and fleet services, computer services, and self-insurance.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are not reflected in government-wide financial statements
because the resources of those funds are not available for support of the City of Port Angeles’ own
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

The fund financial statements also allow the government to address its permanent funds and respon-
sibilities. Agency funds do not represent trust responsibilities of the government, these assets are
restricted in purpose and do not represent discretionary assets of the government. Therefore, these
assets are not presented as part of the government-wide financial statements.

Reconciliation. The total column on the business-type fund financial statements (see basic financial
statement section) has been reconciled to the business-type column on the government-wide finan-
cial statements (an adjustment has been made to eliminate internal service type activities.) The
governmental major funds total column required reconciliation because of the difference in measure-
ment focus (current financial resources versus total economic resources) which is reflected on the
page following each statement. The flow of current financial resources will reflect bond proceeds and
interfund transfers as other financial sources as well as capital expenditures and bond principal pay-
ments as expenditures. The reconciliation will eliminate these transactions and incorporate the capi-
tal assets and long-term obligations into the governmental activities column (in the government-wide
statements).
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Notes to the Financial Statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

The overall financial position has improved for the City of Port Angeles as compared to the prior year.
An analysis of the Statement of Net Assets and Statement of Activities follows:

Statement of Net Assets

The Statement of Net Assets looks at the City as a whole. The following table reflects the condensed
Statement of Net Assets compared to the prior year.

Table 1
Statement of Net Assets (in Thousands)

Total

Governmental Activities Business-type Activities Primary Government
2008 2007 2008 2007 2008 2007
Current and other assets $ 39,5879 $ 40,676.6 $ 40,676.8 $ 34,834.0 $ 80,264.7 $ 75,510.6
Capital assets, net 78,849.8 67,432.2 90,822.5 88,474.7 169,672.3 155,906.9
Total assets 118,437.7 108,108.8 131,499.3 123,308.7 249,937.0 231,417.5
Other liabilities 4,321.9 49175 5,192.6 5,785.5 9,514.4 10,703.0
Long-term liabilities 10,342.2 10,133.5 37,066.6 35,593.9 47,408.8 45,727.4
Total liabilities 14,664.1 15,051.0 42,259.1 41,379.4 56,923.2 56,430.4
Net assets
Invested in capital, net of debt 70,559.4 58,268.2 58,094.9 56,981.6 128,654.3 115,249.8
Restricted expendable 1,765.3 6,795.5 5,344.0 666.9 7,109.3 7,462.4
Restricted nonexpendable 576.7 672.0 - - 576.7 672.0
Unrestricted 30,872.2 27,322.1 25,801.3 24,280.9 56,673.5 51,603.0
Total net assets $ 103,773.6 $ 93,057.8 $ 89,240.2 $ 81,929.3 $ 193,013.8 $ 174,987.1

Normal Impacts

There are five basic (normal) transactions that will affect the comparability of the Statement of Net
Assets summary presentation.

1. Netresults of activities - which will impact (increase/decrease) current assets and unrestricted
net assets.

2. Borrowing for capital - which will increase current assets and long-term debt.
3. Spending borrowed proceeds on new capital - which will reduce current assets and increase
capital assets. There is a second impact, an increase in capital assets and an increase in

related net debt, which will not change the investment in capital assets, net of debt.

4. Principal payment on debt - which will (a) reduce current assets and reduce long-term debt
and (b) reduce unrestricted net assets and increase investment in capital assets, net of debt.

5. Reduction of capital assets through depreciation - which will reduce capital assets and
investment in capital assets, net of debt.
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Governmental Activities:

* Net capital assets increased by nearly 17% from $67.4 million to $78.8 million. This is a result
of the $12.2 million increase in construction in progress for the 8™ Street Bridges and Gateway
construction projects. Significant additions in capital assets are discussed within the Notes to
the Financial Statements (Note 6).

» In addition to the capital assets required to provide the various services of the City, additional
resources are maintained that are intended to provide a cushion against significant downturns
in revenues and to maintain sufficient working capital and cash flow to meet daily financial
needs. Other reserves have been designated by management to address annual budget
amendments, furniture and equipment replacement, major building repairs, infrastructure
improvements, and future facilities.

» The net decrease in long-term debt (borrowing for capital) was $873,000, a 9.5% decrease
from $9.2 million to $8.3. Long-term debt payable and changes in long-term debt are discussed
in detail within the Notes to the Financial Statements (Note 10).

Business-type Activities:

» Capital assets (net of depreciation) increased by 2.6% from nearly $88.5 million to $90.8 million.
This is primarily due to a $3.6 million increase in construction in progress. Significant additions
in capital assets are discussed under the Capital Assets and Debt Administration section of
the MD&A and within the Notes to the Financial Statements (Note 6).

» The net increase in long-term debt (borrowing for capital) was $1.2 million, a 3.7% increase
from the 2007 level of $31.5 million. The increase is due to $2.8 million in draws against public
works trust fund loans for Water and Wastewater capital projects. Long term debt is discussed
in detail in the Notes to the Financial Statements (Note 10).

Statement of Activities

The Statement of Activities, the second city-wide statement, provides a schedule of revenues and
expenses for the year 2008.

Normal Impacts on Revenues

1. Economic condition - various indicators can reflect a declining, stable, or growing economic
environment and can have a substantial impact on property, sales, gas or other tax revenue as
well as public spending habits for building permits, elective user fees and volumes of con-
sumption.
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Increase/decrease in Council approved rates - while certain tax rates are set by statute, the
City Council has significant authority to impose and periodically increase/decrease rates (electric,
water, wastewater, solid waste collections, solid waste transfer station, stormwater, permit-
ting, recreational user fees, etc.).

Increase/decrease in voter approved rates — In 2001, Washington State voters approved Initia-
tive 747 which limited increases in property tax levy amounts to 1% of the prior year’s levy
(excluding adjustments for new construction). Although the initiative was ruled unconstitutional
by the Washington State Supreme Court, it was reinstated by the Washington State Legisla-
ture in late 2007.

Changing patterns in intergovernmental and grant revenues (both recurring and non-recurring)
- certain recurring revenues (state revenue sharing, block grants, etc.) may experience signifi-
cant changes periodically while non-recurring (or one-time) grants are less predictable and
often distorting in their impact on year-to-year comparisons.

Market impacts on investment income - the City’s investment portfolio is dependent on the
performance of the market, in addition to performance of the Local Government Investment
Pool (LGIP) managed by the State Treasurer’s Office. Other funds are placed with local finan-
cial institutions and with U. S. backed securities. All investment avenues are subject to market
conditions that may cause investment income to fluctuate.

Normal Impacts on Expenses

Changes in services - within the functional expense categories (general government, public
safety, transportation, etc.), individual programs may be added or deleted to meet changing
community needs and budget restrictions.

Changes in personnel - changes in service demand may cause the Council to increase or
decrease authorized staffing.

Salary and benefit increases (cost of living, merit increases, union contracts, medical insur-
ance) - all of these factors affect expenses.

Inflation - the cost of goods and services provided to the City may experience increases due to
inflation.

The following schedule compares the revenues and expenses for the current and previous fiscal

year:
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Revenues
Program Revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General Revenues:
Property taxes
Sales and use taxes
Utility taxes
Telephone tax
Real estate excise tax
Other taxes
Interest and investment earnings
Gain on Sale of Capital Assets
Miscellaneous

Total revenues

Program expenses including
indirect expenses:
General government
Public safety
Utilities and environment
Transportation
Economic environment
Culture and recreation
Interest & long-term debt
Electric utility
Water utility
Wastewater utility
Solid Waste Collection utility

Solid Waste Tfr Station/Landfill utility
Stormwater utility
Conservation Utility
Medic 1 utiility
Total expenses
Increase in net assets before transfers
and extraordinary items
Transfers
Extraordinary items
Change in net assets
Prior period adjustment
Net assets - beginning
Net assets - ending

Governmental Activities:

Table 2

Changes in Net Assets (in Thousands)

Total

Governmental Activities Business-type Activities Primary Government

2008 2007 2008 2007 2008 2007
7,692.7 9,361.8 51,120.8 49,266.8 58,813.5 58,628.6
3,163.5 202.6 104.6 304.4 3,268.1 507.0
13,479.5 7,876.2 2,072.9 4,600.3 15,552.4 12,476.5
4,538.3 4,451.3 - - 4,538.3 4,451.3
5,028.6 4,758.5 - - 5,028.6 4,758.5
2,742.6 3,676.4 - - 2,742.6 3,676.4
670.1 447.7 - - 670.1 447.7
216.3 590.8 - - 216.3 590.8
345.5 293.3 - - 345.5 293.3
1,708.1 792.2 1,594.6 1,350.4 3,302.7 2,142.6

63.8 - 776.7 - 840.5 -

- 132.2 - - - 132.2

39,649.0 32,583.2 55,669.7 55,521.9 95,318.7 88,105.1
4,718.8 4,615.6 - - 4,718.8 4,615.6
8,968.2 8,333.4 - - 8,968.2 8,333.4
1,758.3 1,763.8 - - 1,758.3 1,763.8
8,558.5 2,612.8 - - 8,558.5 2,612.8
2,067.9 1,047.9 - - 2,067.9 1,047.9
2,856.1 2,8335 - - 2,856.1 2,833.5

354.1 377.9 - - 354.1 377.9

- - 29,267.3 29,029.4 29,267.3 29,029.4

- - 4,142.9 3,686.4 4,142.9 3,686.4

- - 4,534.5 4,203.0 4,534.5 4,203.0

- - 2,996.1 2,950.1 2,996.1 2,950.1

- - 6,058.8 5,259.4 6,058.8 5,259.4

- - 385.2 117.8 385.2 117.8

- - 329.7 - 329.7 -

- - 1,347.2 1,282.6 1,347.2 1,282.6
29,281.8 21,584.9 49,061.7 46,528.7 78,343.5 68,113.7
10,367.2 10,998.3 6,608.0 8,993.2 16,975.2 19,991.4

348.6 128.1 (348.6) (128.1) - (0.0)

- 7,980.0 1,051.6 - 1,051.6 7,980.0

10,715.9 19,106.4 7,310.9 8,865.1 18,026.8 27,971.4
88.4 (88.4) - -

93,057.8 73,863.0 81,929.3 73,152.7 174,987.1 147,015.7

103,773.6 93,057.8 89,240.2 81,929.3 193,013.9 174,987.1

» Net asset value of $103.8 million increased by $10.7 million (11.5%) when compared to 2007.
The change in net assets of $10.7 million (revenues over expenditures) decreased by $8.4
million mostly due to the one-time receipt of $7.98 million from the legal settlement with the

State in 2007.

» Taxes, representing 34% of governmental activities revenue, decreased $677,000 to $13.5
million. This 5% decrease from 2007 levels was due to a $1.26 million reversal of 2007 accruals
combined with only $644,000 in new accrued taxes receivable (for a net reduction of $612,000
in accrued taxes receivable).
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Governmental capital grants and contributions of nearly $13.5 million increased by $5.6 million
in 2008 mainly due to the receipt of over $12.5 million in Federal Highway Administration grants
for the 8" Street Bridges construction project.

Total governmental expenses increased $7.7 million to $29.3 million, a 36% increase. The
increase in expenditures can be attributed to the major construction on the 8" Street Bridges
and Gateway capital projects. In addition, there were increases in personnel salaries, benefits,
and retirement payouts.

Business-type Activities:

Revenues related to charges for services increased approximately $1.8 million from $49.3
million to $51.1 million due to rate increases in water, wastewater and stormwater utilities, as
well as a $3.0 million settlement from Bonneville Power Administration (BPA). The settlement
was the result of a class action lawsuit against BPA for incorrect rates charged from 2005-
2007. The City refunded just under $2 million of this settlement to the largest industrial ratepayer,
Nippon Paper Industries, in 2008. The net amount of the settlement is shown on the financial
statements as an extraordinary item in the amount of just over $1 milliion.

Operating grants and contributions decreased $200,000 due to the elimination of Department
of Military grants in the electric utility and a reduction in recycling grants in Solid Waste Collection

utility.

Capital grants and contributions decreased by $2.5 million due to the nearly $2.2 million decrease
in contributions from Clallam County in the wastewater utility for the Eastern UGA sewer project.
In addition, the solid waste transfer station/landfill utility experienced a $340,000 decline in
capital grants and contributions due to the reduction of Federal funding from the National Park
Service in 2008 for the Elwha mitigation project.

Business-type expenses of $49 million increased by $2.5 million due to the Downtown
Watermain Phase Il construction project in the water utility and the Combined Sewer Overflow
(CSO) Phase | project in the wastewater utility. In addition, expenses in the solid waste transfer
station/landfill fund increased due to the Landfill Shoreline Stabilization project and landfill
postclosure project.

FINANCIAL ANALYSIS OF CITY FUNDS

Governmental Funds

The governmental funds, as presented on the balance sheet in the basic financial statement
section, reported a combined fund balance of $28.0 million, which is $839,000 or 2.9% lower than
the beginning of the year.

The major governmental funds are as follows:

General Fund:

Total assets of $5.5 million decreased $300,000 (5%) due to an increase in transfers out for
the Gateway, 8" Street Bridges, and chip sealing capital projects (total project transfers of
$1.85 million).
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* Ending fund balance is $4.4 million, a decrease of $550,000 over 2007. Over 86% of this
amount ($3.8 million) constitutes unreserved, undesignated fund balance. The remainder of
the fund balance ($610,000) is designated for compensated absences. The decrease in fund
balance is due to the planned support for the Gateway and 8" Street Bridges capital projects.

Capital Improvement Fund:

» Total assets of $941,000 decreased from nearly $2.9 million in 2007 (a reduction of $1.9 million
or 67%). This is primarily due to Gateway contributions of $6.5 million in 2008.

8th Street Bridges Reconstruction Fund:

* Revenues in this fund were nearly $12.6 million in 2008, up almost $5.2 million from 2007.
This revenue was all related to a Federal BRAC grant.

Business-Type Funds (Enterprise Funds)

City of Port Angeles enterprise operations are comprised of electric, conservation, water, wastewater,
solid waste collection, solid waste transfer station/landfill, stormwater, and medic | utilities. The most
significant issue affecting these funds has been to ensure that they operate as self-supporting funds
(except medic | which receives General Fund support) and maintain adequate cash balances to cover
operating costs, debt service, and capital repairs and replacement.

The major enterprise funds are as follows:

Electric Utility
» The electric utility was split into two funds in 2008 — the electric utility and the conservation
fund. Previously the conservation program was reported as a division within the electric utility
fund. A transfer of approximately $1.2 million was made from the electric fund to establish the
conservation fund in 2008.

e Cash balances in the electric utility fund, including restricted cash, doubled from 2007 levels,
from $3.1 million to $6.3 million. This is after the adjustment was made to remove cash related
to the conservation utility. The primary reason for the increase was a $3.0 million settlement
from the Bonneville Power Administration (BPA) related to overcharged rates of electric power
from 2005-2007.
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Water Utility
» During 2008, the City continued to replace watermains in the downtown area. This project was
funded mostly by Public Works Trust Fund loans. The Downtown Watermain Il project, along
with the Elwha Mitigation project, increased construction in progress from $1.3 million to nearly
$3.0 million.

Wastewater Utility
e Total assets increased nearly $4.5 million (10%) to $47.5 million primarily due to two major
capital construction projects in progress. The combined sewer overflow project is a State-
mandated project aimed at reducing the City’s combined sewer overflows. In addition, the City
is also continuing to extend sewer services to the Eastern Urban Growth Area (EUGA). This
projectis funded by Clallam County (a $1.4 million capital contribution was made by the County
in 2008), and is managed and maintained by the City.

» Residential wastewater rates increased 5.3% and CSO rates increased 37% effective January
1,2008. This resulted in a $780,000 (15%) increase in operating revenue to nearly $6.0 million
in 2008.

Solid Waste Transfer Station/Landfill Utility
» The solid waste transfer station/landfill utility ended 2008 with nearly $3.8 million in reserves
for landfill post-closure care, along with $2.7 million in operating cash and cash equivalents.
Despite a rate increase effective January 1, 2008, the solid waste transfer station/landfill fund
experienced a $320,000 operating loss in 2008. This resulted from an increase in operating
costs related to the operation of the transfer station and moderate risk waste facility combined
with a reduction in operating revenues of approximately $100,000 from 2007.

The City as Trustee

Reporting the City of Port Angeles’ Fiduciary Responsibilities

The City is the trustee, or fiduciary, for its Firemen’s Pension Fund. It is also responsible for other
assets that, because of a trust arrangement, can be used only for the trust beneficiaries. All of the
City’s fiduciary activities are reported in separate Statement of Fiduciary Net Assets and Changes in
Fiduciary Net Assets in the Financial Section. We exclude these activities from the City’s other finan-
cial statements because the City cannot use these assets to finance its operations. The City is
responsible for ensuring that the assets reported in these funds are used for their intended purposes.

Budgetary Highlights

The following is a brief review of the budgeting changes from the adopted to the amended final budget
and from the final amended budget to actual for the General Fund. Please note budget to actual
comparisons are also included for non-major governmental funds in the combining statements sec-
tion.

Revenues in the General Fund totaled just over $17.3 million, which is $352,000 higher than the final
budget. Tax revenues, which comprise 63% of the General Fund budget and include property, sales
and use, utility, telephone, leasehold, and gambling taxes, were $320,000 higher than the final budget.
This increase was related to higher than anticipated telephone tax and gambling tax revenue. In addition,
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revenue increases in the General Fund are also the result of $109,000 in higher than budgeted
investment earnings, mainly associated with the gain on investments under GASB 31 reporting.

Expenditures totaled $15.3 million in the General Fund, excluding transfers out. This is $734,000
(4.6%) less than the final budget. The lower than budgeted expenditures were partially a result of
vacant positions either not being filled or being filled internally, thereby saving on personnel costs. In
addition, City staff was directed to control spending as a precaution due to the decline of the overall
economy and the uncertainty of future city revenues.

Capital Assets and Debt Administration

Capital Assets

The City of Port Angeles’ investments in capital assets for its governmental and business-type activi-
ties as of December 31, 2008, amount to $169.7 million (net of accumulated depreciation). This
investment in capital assets includes land, buildings, improvements, machinery and equipment, utility
plant in service, park facilities, and streets.

The following table shows the City’s capital assets as of December 31 for the previous two years.

Capital Assets
(net of depreciation, in thousands)

Governmental Activities Business-type Activities Total
2008 2007 2008 2007 2008 2007
Land $ 12,4641 $ 12,4641 $ 1,136.4 $ 11,1364 $ 13,6005 $ 13,600.5
Buildings 11,271.3 11,2129 1,434.7 1,137.0 12,706.0 12,349.9
Improvements 4,411.3 4,669.2 37,846.3 39,710.8 42,257.6 44,380.0
Utility plant in service - - 37,468.2 37,001.4 37,468.2 37,001.4
Machinery and equipment 5,556.5 6,011.8 2,224.0 2,383.8 7,780.5 8,395.6
Infrastructure 19,851.6 19,981.9 - - 19,851.6 19,981.9
Construction in progress 25,295.0 13,092.3 10,712.9 7,105.4 36,007.9 20,197.7
Total $ 78,8498 $ 67,4322 $ 90,8225 $ 88,4748 $ 169,672.3 $ 155,907.0

The following reconciliation summarizes the change in capital assets, which is represented in detail
in Note 6, Capital Assets and Depreciation.

Change in Capital Assets
(in thousands)

Governmental Business-type

Activities Activities Total
Beginning Balance $ 67,4322 $ 88,4747 $ 155,907.0
Increases 12,604.5 4,719.8 17,324.2
Decreases (1,186.9) (2,372.0) (3,558.9)
Total $ 78,849.8 $ 90,8225 $ 169,672.3
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City of Port Angeles

Debt Administration

The City of Port Angeles is authorized to issue debt pursuant to the Acts of the State of Washington.
The City has five types of debt issues outstanding: general obligation bonds (both limited & unlimited),
revenue bonds, public works trust fund loans, contracts payable and capital leases. The City may
issue general obligation debt up to 7.5% of assessed valuation. Of this amount, 2.5% can be issued
for general purposes, 2.5% for utility purposes and 2.5% for open space, parks and capital facilities.
General purpose debt has additional restrictions involving issues that are voted and non-voted. The
full 2.5% of general purpose debt may be issued with a 60% vote of the People assuming there is no
Council approved debt, but only up to 1.5% can be issued by council without going to a vote. As of
December 31, 2008, the margin of indebtedness available within the 1.5% limit is $29.9 million. Total
remaining debt capacity within the 2.5% general purpose limitis $47.1 million. For all purposes related
to the 7.5% limit, total remaining debt capacity is $146.8 million.

The City is authorized to issue revenue bonds to finance capital improvements for its various enter-
prise activities, requiring only a majority approval vote of the Council. The City has a revenue bond
coverage ratio requirement of 125% of maximum annual debt. For the year ended December 31,
2008, this debt ratio was 748% in the electric utility and 494% in water and wastewater.

As the demand for public sector investment in infrastructure continues to grow, the issuance of debt
has become an increasingly important component of state and local government capital programs.
While the issuance of debt is frequently an appropriate method of financing capital projects at the local
level, it also entails careful monitoring of such obligations to ensure that an erosion of the City’s credit
guality does not result.

Debt Outstanding

At December 31, 2008, the City had almost $32.7 million in outstanding long-term debt for business-
type activities (utilities) and $8.3 million for governmental type activities.

City of Port Angeles Outstanding Debt
(in thousands)

Governmental Business-Type

Activities Activities Total
General Obligation Bonds  $ 7,100.5 $ - $ 7,100.5
Loans 1,131.1 8,258.8 9,389.9
Capital Leases/Contracts 58.9 8,215.9 8,274.8
Revenue Bonds - 16,195.0 16,195.0
Total $ 8,290.4 $ 32,669.7 $ 40,960.2

The City’s total long-term debt increased by $356,000 (less than 1%) to nearly $41.0 million during the
current fiscal year.
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In 2008, the City received $2.8 million in draws against public works trust fund loans as follows:
* $660,000 against the Downtown Watermain Replacement Phase Il loan
* $147,500 against the Francis Street sewer main pre-construction loan
* $2 million against the Combined Sewer Overflow (CSO) Phase | construction loan

Detailed information on the City’s long-term debt can be found in Note 10, Long Term Debt and
Leases.

Economic Factors and Next Year’'s Budget

Preparing a balanced budget for 2009 proved to be a challenging process for City Council and staff.
Due to voter initiatives such as Initiative 747, which limits annual property tax increases to 1%, and the
decline of the current economy, City revenues are growing at a much slower rate than expenditures.
Any decline in sales tax, property tax or state shared revenues has a significant impact on budgetary
decisions, especially in the General Fund. For 2009, growth in General Fund revenue is estimated at
less than 1%.

City management, with the support of the Mayor and Council, considered a number of proposals in
order to balance the 2009 budget. The most significant change approved by Council is closure of the
William Shore Memorial Pool effective March 31, 2009. A group of community members has raised
funds to save the pool and also initiated a special election in 2009 to form a Metropolitan Park District
to operate and maintain the pool in the future. The level of funds raised will allow the pool to remain
open until June 15, 2009. The level of General Fund support for the pool was over $350,000 in 2008.
The savings from not operating the pool will allow General Fund resources to absorb the increasing
cost of providing essential services such as police and fire protection.

In the past, the City of Port Angeles benefited from a fairly stable level of residential and commercial
construction activity. In 2008, the City experienced a 62% reduction in the value of single-family residential
construction permits over 2007 levels. The expectation is that residential construction levels will remain
at a lower level in 2009. However, the City anticipates a large institutional construction project to begin
construction in 2009, a new educational building at Peninsula College, valued at approximately $30
million. Realizing that the construction trend is usually cyclical and is expected to slow down significantly
in 2009, especially in the areas of residential and commercial construction, we need to be prepared to
deal with a downturn in that sector of the economy. However, prudent fiscal management has allowed
us to take proactive steps toward our short-term financial planning.

The City continues to support initiatives that promote economic development, including the impending
completion of the Gateway multi-modal project in downtown, and the creation of the Harborworks
Public Development Authority (PDA) in 2008. The Harborworks PDA was established jointly between
the Port of Port Angeles and the City in an effort to focus on re-development of the former Rayonier Mill
site. It is anticipated that these economic development initiatives will increase our tax base in the long
term. In the short term, we will continue a conservative approach to budgeting as we look for cost
saving initiatives and strive to maintain strong financial reserves.
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The unemployment rate in Clallam County was 7.5% as of December 2008, which is significantly
higher than the December 2007 level of 5.9% and the state’s unemployment rate of 5.2%. Unemployment
continues to be an issue in Port Angeles as many businesses in Port Angeles reduced their workforce
or ceased operations in 2008. As the economy continues to slump, the local unemployment rate will
continue to be negatively affected.

The 2009 Budget includes $85.8 million (83% of total budget) for municipal services related to general
government and utility operations and $17.5 million (17%) for capital projects. Citywide expenditures
and revenues are budgeted at $103.3 million, a $6.3 million (5.7%) decrease over 2008. The decrease
in revenues is mainly due to fewer grants anticipated for major governmental capital projects and a
reduction in general fund taxes and building permits.

Citywide capital project expenditures are budgeted to decrease $10.3 million (37%) from 2008 levels,
from $27.8 million to $17.5 million. In the governmental funds, the two major capital projects, Gateway
and the 8" Street Bridges, have minimal expenditures budgeted as they will be completed in early
2009. Capital expenditures are also budgeted for streets, information technology, PenCom, and
equipment purchases in 2009. Total governmental capital projects are budgeted at $4.2 million in
2009, a $12.5 million (75%) decrease from 2008 levels.

In the enterprise funds, capital project spending is budgeted $2.2 million (20%) higher than 2008. In the
wastewater utility, a total of $11.3 million in capital projects is budgeted in 2009, with $10.5 budgeted
for the Combined Sewer Overflow (CSO) phase | project. Other capital projects are budgeted in the
electric, water, and stormwater funds as well, with total utility projects budgeted at $13.3 million in
2009.

Changes in State Law

Washington has seen a wave of initiatives and anti-tax measures over the past several years. The
most significant changes are the elimination of the motor vehicle excise tax, the elimination of a ve-
hicle license fee and the imposition of a one-percent limit to increases in property tax.

Financial Contact

The City’s financial statements are designed to present users with a general overview of the City’s
finances and to demonstrate the City’s accountability. If you have questions about this report or need

additional financial information, contact the City’s Finance Department, 321 E. 5th Street, P. O. Box
1150, Port Angeles, WA 98362, or visit the City’s website at www.cityofpa.us.
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ASSETS

Cash and cash equivalents
Investments

Receivables (net)

Internal balances
Inventories

Prepaid expenses

Deferred charges
Unamortized bond premium

Restricted:
Cash and cash equivalents

Capital Assets:
Land
Building
Improvements
Utility plant in service
Machinery and equipment
Infrastructure
Construction in progress
Total capital assets
Less: accumulated depreciation
Total capital assets, net of
accumulated depreciation

Total assets

LIABILITIES

Accounts payable

Accrued interest payable

Other liabilities

Long-term liabilities:
Due within one year - capital
Compensated absences-current
Compensated absences - long term
Landfill post closure
Due in more than one year - OPEB
Due in more than one year - capital

Total liabilities

NET ASSETS
Invested in capital assets, net of
related debt
Restricted - expendable
Contingencies
Deposits
Landfill post closure
Workers Compensation
Debt service
Permanent funds
Restricted - nonexpendable
Permanent funds
Unrestricted

Total net assets

Statement of Net Assets

Government-Wide

December 31, 2008

Primary Government

Component
Unit

Port Angeles

Governmental Business-type Harbor-works
Activities Activities Total Development Authority
$ 36,309,882 $ 25,691,695 $ 62,001,577 $ 270,466
672,270 - 672,270 -
2,194,545 7,264,737 9,459,282 -
92,485 (92,485) - -
161,905 1,373,423 1,535,328 -
31,841 - 31,841 -
- 805,036 805,036 -
- 290,459 290,459 -
125,000 5,343,977 5,468,977 -
12,464,126 1,136,392 13,600,518 -
17,937,414 1,697,411 19,634,825 -
6,775,118 71,218,125 77,993,243 -

- 58,006,159 58,006,159 -
13,680,660 3,342,142 17,022,802 -
31,875,532 - 31,875,532 -
25,295,017 10,712,904 36,007,921 -

108,027,866 146,113,133 254,140,999 -
(29,178,049) (55,290,663) (84,468,712) -
78,849,818 90,822,470 169,672,288 -
118,437,746 131,499,312 249,937,058 270,466
4,231,077 3,940,832 8,171,909 23,203

- 187,678 187,678 1,186

90,794 1,064,040 1,154,834 -
841,688 1,676,097 2,517,785 -
610,168 277,373 887,541 -
885,394 303,385 1,188,779 -

- 3,758,285 3,758,285 -

556,218 - 556,218 -
7,448,760 31,051,426 38,500,186 300,000
14,664,099 42,259,116 56,923,215 324,388
70,559,370 58,094,947 128,654,317 -
250,000 B 250,000 -

- 395,872 395,872 -

- 3,758,285 3,758,285 -

125,000 - 125,000 -
1,031,620 1,189,820 2,221,440 -
358,656 - 358,656 -
576,741 B 576,741 -
30,872,260 25,801,272 56,673,532 (53,922)
$ 103,773,647 $ 89,240,196 $ 193,013,843 $ (53,922)

The Accompanying Notes Are An Integral Part Of This Statement
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City of Port Angeles

ASSETS
Cash and cash equivalents
Investments
Receivables (net of allowance
for uncollectibles):
Taxes
Interest
Customer accounts
Due from other funds
Due from Component unit
Due from other governments
Contracts receivable
Prepaid

Total assets

LIABILITIES
Accounts payable
Due to other funds
Due to other governments
Wages payable
Deferred revenue
Other liabilities

Total liabilities

FUND BALANCES
Reserved for:
Contingencies
Debt service
Permanent funds
Unreserved, reported in:
General fund
Designated (compensated absences)
Undesignated
Special revenue funds
Capital projects funds

Total fund balances

TOTAL LIABILITIES AND FUND BALANCES

Balance Sheet

Governmental Funds
December 31, 2008

Other Total
Capital 8th Street Governmental Governmental

General Improvement Bridges Funds Funds
$ 4,633,676 $ 810,680 $ 1,834,366 $ 20,675,992 $ 27,954,714
- - - 672,270 672,270
322,043 - - 50,167 372,210
41,594 - - 109,774 151,368
327,694 - - 84,700 412,394
163,378 - - - 163,378
11,612 - - 221 11,833
39,548 98,162 - 365,405 503,115
- - - 1,253,365 1,253,365
- 31,841 - - 31,841
$ 5,539,545 $ 940,683 $ 1,834,366 $ 23,211,894 $ 31,526,488
463,973 226,217 365,625 313,043 1,368,858
- - - 71 71
37,242 - - 197,052 234,294
447,669 - - 114,161 561,830
122,807 - - 1,122,877 1,245,684
69,831 2,364 - 8,232 80,427
1,141,522 228,581 365,625 1,755,436 3,491,164
- - - 250,000 250,000
- - - 1,031,620 1,031,620
- - - 935,397 935,397
610,169 - - - 610,169
3,787,854 - - - 3,787,854
- - - 18,952,013 18,952,013
- 712,102 1,468,740 287,428 2,468,270
4,398,023 712,102 1,468,740 21,456,458 28,035,323
$ 5,539,545 $ 940,683 $ 1,834,365 $ 23,211,894 $ 31,526,487

The Accompanying Notes Are An Integral Part Of This Statement
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City of Port Angeles

Reconciliation Of The Balance Sheet
To The Statement of Net Assets

Governmental Funds
December 31, 2008

Fund balances - total governmental funds

Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the governmental funds.

Non-depreciable assets
Depreciable assets (net)

Reverse last year adjustment for accrued taxes receivable
Additional accrued taxes receivable

The focus of governmental funds is on short-term financing in the current period
and therefore are not reported in the governmental funds:

Long-term liabilities, including bonds payable are not due and payable in the
current period and therefore are not reported in the governmental funds.
Long-term liabilities

Elimination of due to amounts
Elimination of due from amounts
Addition of OPEB liability

Internal Service Funds are used by management to charge the cost of certain
activities to individual funds:

To eliminate the effect of internal fund balances, net of charges to governmental funds.

Total assets of the internal service funds that are reported with governmental funds
Total liabilities of the internal service funds that are reported with governmental funds

Net assets of governmental activities

The Accompanying Notes Are An Integral Part Of This Statement
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$  28,035322
37,214,602
37,349,053 74,563,655
(1,255,454)
643,814 (611,640)
(9,685,805)
660
(163,378)
(556,218)
92,485
13,030,134
(931,572) 12,098,562
_$ 103,773,643



City of Port Angeles

Statement of Revenues, Expenditures, and Changes in Fund Balances

REVENUES

Taxes

Licenses and permits
Intergovernmental revenues
Charges for services

Fines and forfeitures
Investment earnings
Contributions and donations
Other revenue

Total revenues

EXPENDITURES

Current:
General government
Public safety
Utilities and environment
Transportation
Economic environment
Culture and recreation

Debt service:
Principal
Interest
Other debt cost

Capital outlay

Total expenditures

Excess (deficiency) of revenues

over (under) expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers (out)
Other

Total other financing sources (uses)

Net change in fund balances

Fund balances - beginning

Fund balances - ending

Governmental Funds

For the Year Ended December, 31, 2008

Other Total
Capital 8th Street Governmental Governmental

General Improvement Bridges Funds Funds
10,921,656 $ - - $ 3,231,379 $ 14,153,035
401,721 - - 3,470 405,191
656,507 646,789 12,572,857 4,251,697 18,127,850
4,510,878 - - 404,170 4,915,048
295,202 - - - 295,202
433,641 - - 849,807 1,283,448
5,332 51,400 - 149,523 206,255
93,748 6,768 - 123,075 223,591
17,318,685 704,957 12,572,857 9,013,121 39,609,620
4,531,027 - - 29,556 4,560,583
6,320,093 - - 1,841,340 8,161,433
1,679,852 - - - 1,679,852
- 6,475,247 - 1,470,458 7,945,705
500,926 - - 1,542,345 2,043,271
2,038,743 - - 576,046 2,614,789
- - - 786,606 786,606
- - - 353,160 353,160
- - - 911 911
244,849 (1,039,266) 12,920,171 584,791 12,710,545
15,315,490 5,435,981 12,920,171 7,185,213 40,856,855
2,003,195 (4,731,024) (347,314) 1,827,908 (1,247,235)
294,200 2,781,332 1,200,000 1,761,918 6,037,450
(2,848,616) - - (2,840,193) (5,688,809)
- 59,992 - - 59,992
(2,554,416) 2,841,324 1,200,000 (1,078,275) 408,633
(551,221) (1,889,700) 852,686 749,633 (838,602)
4,949,244 2,601,802 616,055 20,706,824 28,873,925
4,398,023 $ 712,102 1,468,741 $ 21,456,457 $ 28,035,323

The Accompanying Notes Are An Integral Part Of This Statement
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City of Port Angeles

Reconciliation Of The Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds
To The Statement of Activities

Governmental Funds
For the year ended December 31, 2008

Net changes in fund balances - total governmental funds $ (838,602)

Amounts reported for governmental activities in the statement of
activities are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those assets
are depreciated over their estimated useful lives.

Expenditures for capital assets 12,710,546
Less current year depreciation (1,442,757) 11,267,789
Additional OPEB requirement (556,218)

Repayment of bond principal is an expenditure in
governmental funds, but the repayment reduces long-term
liabilities in the statement of net assets.
Principal payments 786,606

Accrual of taxes received in the first 2 months of the new year
and reversal of the prior year accrual

Reverse last year adjustment for accrued taxes (1,255,454)
Additional accrued taxes for 2008 643,816 (611,638)
Reduction of compensated absences in Long Term Debt 77,839

Internal service funds are used by management to charge the
costs of certain activities to individual funds.
Net internal service fund 590,105

Change in net assets of governmental activities $ 10,715,881

The Accompanying Notes Are An Integral Part Of This Statement
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City of Port Angeles

General Fund

Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual

REVENUES
Taxes
Licenses and permits
Intergovernmental revenues
Charges for services
Fines and forfeitures
Investment earnings
Contributions and donations
Other revenue

Total revenues

EXPENDITURES
Current:
General government
Public safety
Utilities and environment
Economic environment
Culture and recreation
Capital outlay
Total expenditures

Excess (deficiency) of revenues

over (under) expenditures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers (out)

Total other financing sources (uses)

Net change in fund balances

Fund balances - beginning

Fund balances - ending

For the Year Ended December 31, 2008

Budgeted Amounts

Actual Amounts

Variance with

Original Final Budgetary Basis Final Budget

$ 10,675,801 $ 10,601,124 $ 10,921,656 $ 320,532
492,800 424,456 401,721 (22,735)
355,298 618,819 656,507 37,688
4,657,128 4,639,585 4,510,878 (128,707)
285,000 289,000 295,202 6,202
234,606 324,168 433,641 109,473
1,000 1,000 5,332 4,332

58,079 67,996 93,748 25,752
16,759,712 16,966,148 17,318,685 352,537
4,803,967 4,809,633 4,531,027 278,606
6,684,906 6,541,220 6,320,093 221,127
1,642,730 1,740,913 1,679,852 61,061
547,846 529,064 500,926 28,138
2,153,347 2,215,784 2,038,743 177,041
10,500 213,118 244,849 (31,731)
15,843,296 16,049,732 15,315,490 734,242
916,416 916,416 2,003,195 1,086,779
294,200 294,200 294,200 -
(1,210,616) (2,910,616) (2,848,616) 62,000
(916,416) (2,616,416) (2,554,416) 62,000

- (1,700,000) (551,221) 1,148,779

4,949,244 4,949,244 4,949,244 -

$ 4,949,244 $ 3,249,244 $ 4,398,023 $ 1,148,779

The City budgets its governmental funds on the modified accrual basis which represents GAAP for governments.

The Accompanying Notes Are An Integral Part Of This Statement

22



City of Port Angeles

JuaWIvYeIS SIYl JO Hed [elbaiul uy aly saloN Buikuedwoddy ay L

Z4o T abed
YET'0E0'ET $  ¥6L'T6STIET 8€G'6TC L G0.'/62'8T $  60E€'89Y'LY $ 9eg’el8’Ee 906°CELVE $
€9T' TV Y Tv6'192'26 T29'9T2'T 8TY'GET'ST ¥66'99.'9€ 179'€68'02 162'6v2'€T
- 657°06¢C - - T98'.TT 6VT 7L 6786
€919827 69722806 T299TCT €ETLLETT €25'881'GE 66T 65€0C €66 08E2¢C
(8LT'87L°9) (€99°062°59) (z0z'60T) (¥8L72.6) (9%72"809°92) (LS0'TL6ET) (69€'629°€T)
TVE'VEQ'TT ZET'ETT'OPT 828'G2E'T L16'6VE'2T 69/'960'29 9G2'0E€'vE 29€'010'9€
VS 7S €06'2T.°0T 126'20T - 12S712€°L 219'€86°¢C /€8°€6¢
219'G6T'0T ZvT'eve'e 6L0'vvE TSE'VIC 1€9'99€'T €60'706 886°CTS
- 6GT'900'85 ¥2€'€6. T¥9'€69 99/'pTL'9E 998'€/8'0T 295'0€6'8
G/9'86T SZ1'812'TL - 2v6'822'TT 1G8'009'9T 8vv'098°LT 8/8'125'G2
€15'G6 TIV'269'T 86108 - 16€'T2 280'0€2'T OvP's9e
- Z6E'9ET'T - €86'C12 16G'G9 GGT'8LY 159°'6.€
000'G2T 116'EVE'S - G8Z'8GL'E T90°8/9 182 TVE 0G€'995
000'S2T - - - - - -
- 2.8'S6€ - - - Ser'e L¥1'e6E
- 028'68T'T - - 190'8.9 96T'6EE €09°2LT
- G82'8SL'E - G82'8SL'E - - -
- 9€0°508 - - 65 287 886'8TT 667°€0Z
- 709°08. - - €G6'GLY 886'8TT €99'G8T
- 9€8'LT - - - - 9€8'LT
- 9659 - - 965'9 - -
T/6'8T9'8 £G8'62EVE /162009 /8229T°E GTETOL0T 6T.'6.6C ST9'E8Y'IT
S06'T9T €2V'ELE'T - - - 989'G6T LEL'LIT'T
- 965292 269'vL v21'82 - - 08L'65T
- 6218 - - 62T'8 - -
T6.'GS #10'828'9 62089 062'/8€ 90z'sy. £69'899 9/5'8YE'Y
L0T'9Y 966'G9T 850'T2 798'vE 0€9'95 TT0'€T £EV Oy
897'G5E'8 $  S69'T69'GZ 816'922'G 600'2TL'2 $  0SE'€68'6 $  62€'20T'C 680°'/G.'S $
spund feloL spund Aunn ypue Aunn Awnn
92IAIBS [euldlu| Areyaudoid juolrels uajsuel | Ja1emalse 21110913
S3IHANOY JofewuoN 21SeM PII0S
[eluswuIsA0D spun4 mm_‘_m:wu:m_

SallIAnoY adAl-ssauisng

spun4 Asreyanidoid
S19SSY 19N JO 1uswalels

Slasse [ej0 ]
S]asSe jJualind-uou [ejol

JUNOJSIP PUOQ paziowreun
:safseyo palsyeq

uoneroaidap paryenwinooe
Jo j8U ‘sjesse [endeDd
uoijeroaidap pajenwnaoe ssa
sjasse [eyded [ejo |
ssalboid ul yIopn
juawdinba pue Alsuiyoep
9a1nas ulueld Aupin
sjuswanoidw|
sbuiping
pue
:sjasse [eyded

S1asse parolIsal [elo |
uonesuadwod SIaNI0M
susodap pa

90IMIS 199Q

ared ainsojasod |jypue]

110} panlasay

sjuafeainba yses pue ysend
pajolIsay

S)asse 1aylo [ejo L
Buipunyas uo Junowe palidRQ
1gap Buipunjal JUNoJSIp paziowreun
pauiajep Wwawssasse [enads
's)asse 1ayl0
1S}9SSE JUALINI-UON

S}asse Jualind [ejo 1

S8lI0JUSAU|
sjuswuIanoB Jayjo woly ang
SJUBLUISSASSY
SJUNOYDE IBWOISND
1sa1a|
:(19u) sa|qenaday
sjus[eninba yseo pue ysed
'S}asse Jualnd
S13SSsv

23



City of Port Angeles

WBWaTEIS SIY L JO Hed feifaiu] Uy 8y saioN Buiureduwoooy ey |

sannoe 80A1-SsauIsNg 4O Siesse 1N

'Spuny asudIe)us 0} pajefs. ST Puny SOINISS [eLIBIUI JO LOITEPIIOSUOD U} 10301 O} Juaunsnipy

Z oz afied

6TOrC68 $

G8v'z6)

295'860'ZT $ 8/97ec68 ¢ 2026L9 $  v/SUSSS $ /98UGE'se $ 902'9eS'ST $  622'880'C
08Z'9v.°L GG/ '€68'GC 189'G/G'S (GT67T9ET) /69'€88'0T 615'826'C €117798°L
- G8Z'85L'e - G8Z'8SL'e - - -
- 2/8's6E - Ser'e 11868
000'SeT - - - -
- 028'68T'T T90'8/9 95T'6EE €09'2/T
182'/22'y 9v6'760'85 T29'912'T Y02'TIT'E 60T'96L'€2 90v'992'ZT 909'%59'LT
2/5TE6 9TT'652 2V 9gg'ley TETOVLTT YOTT 2T 0ST/€€8 LITY798
¥9.°0L 960'€TT'SE 06€'9€ TO8'0OTL'TT 6T7'090'TT 699'8/9'L /18929

G82'85L°e - G8Z'8SL'e - - -
Tr'6e 0T9'€66'0E - 652876, 0£0'0/6°0T T2E'S/S'L 000005
- 022'1S - - Sty'oT 88E'ee /88T
- 9659 - - 9659 - -
€'Y GBE'E0E 06E'9€ Yicray 8ve'/9 096'69 0gy'set
808'098 020'9rT'L 9r8'06€ 0€€'620'T €20'050'T TOV'859 09€'/T0%
/920T 998'S 05 - 915G
- 26T'96E - - Ser'e 19076€
Tr'6e 160'9/9'T 0/9'/92 £VE'669 ¥80'78Y 000'522
- 8/9'/8T - - 0/5°0L Y9561 579
- €/€'12 ov9'syT 19/'89 TIT'2S - T08'0T
990'2e 7s8'6E2 92E'65 €62'6 161'8€ 28L'se 769'96
685 2e8'sse 6207T €851 GEZ'9%6 910'/T 656'9TT
- 80£'€9T ETV.T - IT6'EC 607'TC 695'00T
SvE's8L ze8'ove'e $ 8804l $  €20'699 $  0£0'69 $ 188V $  0T2'000'c

spund felol spund AN (ipue AN AN Ainn
QIJINIRS [euRIU| \Qmww_aen_ JUolTels Jajsuel | J19TeMa)Sep\ JoTeM\ Q1%
SaNIAIOY JofewuoN 31SBMW\ P110S
[RIUSLLILLIBAOD) spund asudieiug
S9Ny adAr-ssauisng

spund Areeiidolid
SI1OSSY 10N JO JuawiereIS

Siosse Jau [e10L

‘paloLIsaILn
ansopisod [jypue
susodeq
uolresuadlioD SISO
201ss 1980
.10} paIoLISay
100p paejel
JoJ8U ‘sjesse fendeo ul pajsaAu|
S13SSY 13N

ssniicel| 1oL
SaIcel| UBLINO-UOU [e10L.

812 ansojisod [ypue

08P Wa) Buo

WINILLSJd/JUNOOSIP pUoq paziLoLLReuN

anuaAaI pauRjeq

a|qefed saousste parestiaduo)
‘Sa|icfe!| WaLINO-LUON

SanICe!| UBLND [0

sanljiqel| ua1nd JByIo
a|qefed sysodsp ssLoisnD
1g8p wiey Buo
a|qefed 15201
a|qefed saouasae paresuaduio)
ajqefed safiepn
sjuawLIRNB Jayio 01 ang
Spuny JaLo oy ang
ajgefed sunoooy
‘Sanijigel| WaLnd
SsAlLnavin

24



City of Port Angeles

JUBWIAIEIS SIY L JO Med [elbaju| uy a1y sajoN Buikuedwoddy ay |

S06'0TE" L $ salAnoe adAl-ssauisng jo s1asse 1au ul abueyd
A)Anoe pungiaiul Jaylo pue ‘spuny asiidialua o) paje|al SalllAlloe
m._”mm.._”mNm punj 8dIAI8S [eUJIBlUI JO UOITEPI|OSUOD 3yl 103]jal 01 chEuw:.—ﬂ}\
952'295'L sallAnoe adA)-ssauisng Jo s1asse 1au ul abueyd
295'860°CT $  GBI'CEE68 $ C0€C6L9 $  ¥.S'LSS'S T/8/GE'GE $  90C'9EG'ST $  ¢€L'8809C $ Buipus - s1asse 1au [e10L
/S¥'80G'TT 627'0LL18 /27’9967 2997.E9 681'080'C€ 2€.'600'GT 61V'6EEEC BuiuuiBagq - s19sse 18U [e10L
S0T'06S 9G62'29G'L 5/8'528'T (880°218) 289'L.2'€ v.¥'92S €TE'6VL'C sjasse jau ul abueyd
- 1v8'SLLT TL6°L0LT - 596262 T (6T6'92T) (0£71786) SIajsuel) pue SuoINQLIU0D [eJ0L
- (558'952°2) (000°08T) - (ove'60T) (Z29181) (888'S8L°T) (ino) siaysuely
- ¥12'806'T 905'898'T - - 80.'6E - ul slaysuel]
- 965'TS0'T - - - - 965'TS0'T wa)| Areuiploenixgy
- 268'2L0'C SOV'6T - S0E'20V'T 000'ST 221'9€9 sjuelb pue suonnquiuod fended
S0T'06S 607'98.' ¥06'LTT (880°218) LT.'786'T €6€'€59 £8Y'/18'C siajsuel pue sjuelh
‘suonngliuod _m:Qmo 910Ja(q awoou|
6Lv L2V 608'TGS'T Yy1'S0C (¥82796v) v96°.8Y €0T'evT 288'C12'T (sasuadxa) anuanal Bulesadouou [ejoL
- (609°0€Y) - (609°0€Y) - - - aIed 2inso|21sod pue ainso|9 [|iypue]
v8L'e Sv.'9/L - - - - St.'9/L s1asse [eyded Jo 3[es uo (sso|) ureo
- 665701 v9'T ¥00'08 - - 156'C2 sjuel
(516) (egz'129) - (vez'tos) (Tov'9t) - (809°¢) asuadxa isalaiu|
019'vey 9v9'v6S'T 00S'€02 [eidegelet) S9€'70S €0T'ZVT €ET'68¢ sBulures Juswisaau|
- 199'/¢ - - - - T199'/¢ [fejuawuianobiaul
(S3ISNIdX3) SINNIAIYH ONILVHIJONON
929'291 009'v€2'€ (ovz'28) (r08'0ze) €G/'96Y'T 062'TTS T09'VE9'T (sso|) swoaul bunesado
£0€'959'9 S8Y°L08'LY G82°9T0°S 82.'890°S ST.°G8Y'Y 798°80T' ¥ €68°L2T'6C sasuadxa Bulesado ejoL
€50'799 9vE'.69°€ €18'Ge €E66EE 0LEG6Y'T 86V VL Z€LT60T uoleroaideq
18T'€CT 825'6EY'Y 69€'L6S zeT'TCE 982'1v8 29T'GE0'T 6LS'€V9'T [eJ8Uah pue aAlfRIISIUILPY
€1T'06 GG8'8TT'S 985 'vEY 9S.'L¥S £06'26S 185'6.5 620'796'C soxel
096'8LL'G 0G6'678'€T /T5'856'€ 106'858'€ 9GT'955'T €29'6VL'T 1v1'92.'T soueUSURW pue SuolesadO
- 908'70.'0¢ - - - - 908'70.°02 1amod paseyaind
S3ISNIAX3 ONILYYIHO
€€6'8T8'9 S802r0'T1S Sv0'626' 7 v26 Ly 897'¢86'S ¥ST'029'7 ¥6v'29L 0E sanuaaal Bunesado fejoL
¥06°2€EC /¥6°65T VTl 625TT 9E6'L 65€S 66EVET anuaAal 1aylo
620'985'9 $  8ET'Z88'0S $  Tee'se6'y  $ G6E'9EL'V °€S'V/6'S  $ SBLYI9Y  $ G60'8C9°0E $ S921AI9S 10} S9bIeyd
SINNIATY ONILYHIDO
spuny [e3oL spun4 Aumn ipue Aimn Aimn Ann
90IAIBS [euJdlu| \Cmuw_‘_ao‘_n_ juolnels Isjsuel] layemalse\ 181ep\ o1108|3
JofewuoN 91SeM pI|0S

[eIUBWUISA0D

spung asiidiaiug
Sa1lIAI0Y adAl-ssauisng

spun4 Aseyaudoid
S19SSY 18N pun4 ul safuey) pue ‘sasuadx3 ‘Sanuanay Jo JusWwalLIS

8002 ‘T€ Jaquedag papu3 JesA ayl Jo4

25



City of Port Angeles

2 40 T abed

89T'087'8 $ 2L9'6€0'TE ¢ L16'922'S $  €62°0LV'9 $  ETY'TLS0T $  0T9'€rr'e $ 8EV'ECE'Q $ 1€ J9quWadag-siuafeainba yseo pue ysed
082'0LG'L 116°€0LvC ovry'.87'E 262°€05'L ¥.6'989'9 €92'G29C 200'TSEY T Arenuer-sjusjeainba yseo pue ysed
888'606 969'TEE'9 ZLY'6EL'T (666'2€0'T) 6EY'788'E (€59'1€2) 9EV'TL6'T sjuajeAinba ysed

pue yses uj (8sealoap) asealoul 19N

96v' L2y EYT'VLS'T 68v'2TC €15'89¢ Y1216V v¥S'SET €8€'99¢ samAnoe Bunsanul
Aq (pasn) papinoid yses 1oN

96v'L2y eYT'v.S'T 68v'cTC €15'89¢ v1C'16Y YyS'SET €8€'99¢ sBuiusea yuawisanu|
S3ILIAILOY ONILSIANI NOYd SMO1d HSYO

(€€0'86) (zez'veT2) (rez'89) (Gve'es.) €92'22S (90z°0e7'T) (0TL70v) saniAnoe Buroueuy parejas
pue [ended Aq (pasn) papinoid ysed 1N
(19€'T22) (88'v2'S) (629'LT) - (L28'86T'2) (£85'906'T) (GY¥'T0E'T) (10u) s1asse [ended Jo uoNINASUOD pue UoNISINbIY
- (000°0€T) (000°sS) - (000's2) (000's2) (000's2) (sasod.nd [eyded 10j) N0 s1jsuel |
- 229'262 S6E'Y - - - L2e'88e sjuesf jeyded wolj spaasold
(516) (828'62¢€'T) - (L2L'€09) (e89'cL€) (ges'eve) (€€6'602) 199p [ended uo pred 1sasau|
(LyT'16) (€€9'7L5'T) - (819'6172) (1€6'829) (780°'18%) (000'5T2) 199p [ended uo pred fedioutd
995'S Sv.'9LL - - - - Sv2'9LL slasse [ended Jo a[es Woly spasadoid
¥28'602 906'29 - - 906'29 - - spuny Jayjo wouy sjuawhed
- 00§'25€'€ - - 00S'LYT'C 000'0T2'T - 19ap [ended woly spasdoid
- 766'7€8'T - - 862'8€S'T 000'GT 969'182 panigda1 suopnqLIu0d [ended
S3ILIAILOVY ONIONVNIH @31v13d
ANV TV1IdVO WOY¥4 SMOT4 HSYO ©
N
8LL'YVT 092'89% 2ST'SPL'T (055'20v) (ove'v8) (6T6'9TT) (€85'2L9) saniAnoe Buroueuy fendesuou
Aq (pasn) papinoid yses 1oN
- (562211°2) (000°s2T) - (ove'v8) (229°95T) (88L°9%2°T) (sasodind [eydeauou 10J) N0 sidjsuel L
- ¥12'806'T 905'898'T - - 80.'6E - (sesodind [endesuou Joy) ul siaysuel |
8LL'YT 965'TS0'T - - - - 965'TS0'T
- (e55°'8€9) - (e55'8€S) - - - sasuadxa paje|al aInso|d 1s0d/2InS0|d ||jpue]
- 8G¢'09T 99'T €00'9€T - - 609'¢2 PaAIBdRI SUOINGLIUOD 7§ SjUBID
S3ILIAILOV ONIONVNIL
TVLIdVONON WOY¥4 SMOT4 HSYO
9¥9'595 920'€2y'9 (re6'6vT) (L19'5v72) €0€'G56'C 826'6LT'T 9vE'€89'C saniARoe buresado
Aq (pasn) papinoid yses 1oN
(S69°52T) (Lev'6.8'S) (€09'99T'T) (€66'L2V) (299'560°'T) (L6€'782'T) (€82'706'T) S9DIAISS punyidjul 10} sjudwiked
- 9027 00z - - SZT'T 188'22 susodap Bunelado
(258'2) (z91'088'%) (L08'vEY) (298'16v) (558'88S) (LT0'6L9) (129'582'2) saxe} 10} sjuswied
(6L7'5v8) (r0v'982'S) (8€0'T¥S'T) (280'622) (£59'958) (922'688) (006'6922) saakojdwa 0} syuswihed
(GEE'VOT'S) (€85'769°'22) (228'ST6'T) (Lv0'seL'e) (0%9'50S) (056'28¢€) (02T'0ST'T2) si81|ddns 01 sjuswiied
€10'779'9 $ 90¥'6€9'0S ¢  OVI'806'Y $  L9£'8€9'Y $  LTT'200'9 $  €68'6IEY $ 688'0LL'0E $ SI19SN puUE S19WOISND Wl sydieday
S3ILIAILOV ONILYHIdO WOHH SMOT4 HSYD
spung [eloL spund AN ypuet Aunn Aunn Aunn
BJIAIBS |eulalu| \Cmum_‘_no\_n_ juollels Jajsuel| lalemalsep\ 18lep\ 21110913
SaNIAINOY ho_mE:OZ 31SeM\ pljos
[elusawuisanoD spund mw_‘_a‘_mz:m_

sallAnoY adA)-ssauisng

8002 ‘T€ Joqwada@ papu3 JedA a3 Jod
spund Aselalidoid
SMO|H yseD J0 Juswalels



City of Port Angeles

Z J0 Z obed

/¥9'G9S Le0'eey'9 $ (ce6'6YT) $  (L19's¥2) $  €0€'SS6'C 826'6LT'T $ 9vE'€89'C
2LLT 2L0vE 8TC'S - ¥0Z'LT - 0S9TT
(eLv'y) (822'98) 9v5'8 0GS'ST - ¥99'€ (886'€TT)
(€22) zs8'ey 092'c (soe'T) 08e'ee 096'€ 189'VT
(s¥2) (LST'6S) (Tre'v9) z8L' (0252) (26€) 69€'S

- 18272 - - - S2ZT'T el o
(0v8',62) 1¥5'5ee (L9T'v¥) (z65'9v2) (68€'0T) 9ze'sT 0LE'TTS
588 866'SS - 866'SS - - -
(88) (reT'e) - 0Se'e - -

(8e1'2) (199'28¢€) - - - (vev'eT) (Lzz'vLe)
- 15T'2e (0sT'ST) 08€'99 2v9'6 - (0zL'8€)

- (9€8'6T) (414 T6E'YT (eeT'eT) v8¢'C (165'€2)
0€2'9Y (¥50'19€) 050'Te (6¥6'TLT) (#01'€9) (88€'88) (€99'85)
£50'799 9v€°'269'E €18'Se €66'6€€ 0L€'S6%'T 86v'v. 2€L'160'T
929'291 009'v€C'E $  (ovz'L8) $  (v08'02€) $  €GL'96V'T 062'TTS $ T09'V€9'T

spund [e3oL spun4 Aunn ypue’ Aimn
90IAISS [eulalu] \Cmum_‘_ao._n_ juoljels Iajsuel] lalemalse\ J11109|3
S8IIAIY lofewuoN 2)SeM pI|0S
[eluswiuIano spun4 mw_‘_n‘_wucm_

8002 ‘T€ J2quadaQ papu3 J1esA ayj 104
spun4 Arejanudoud

Sa11IAIOY adA)-ssauisng

SMO|4 yseD JO Juswalels

JuBWIAleIS SIY | JO Med [elbaiu| uy a1y saloN BuiAuedw ooy ay |

salliAnoe
Buiyelado Ag (pasn) papiaoid yseod 18N

sall(icel] panidde I1ayi0
slyauaq aakoldwg
sjuawuIanob 1aylo 0} ajgeled
spuny Jayio 03 s|qeked
sa|qeded Jayio pue sysodaqg
sa|qeAed J0pUaA pue SJUN0IY
S}9SSE JUS.LND IBYI0
SJUBWISSASSY
S81I0JUBAU|
sjuawuianob/spuny Jayo woly ang
S9|qeAadal 1SaJalu|
10U ‘S9|eAID9Y

gel| pue S}asse Ul 9Sealdap/asealou)

asuadxa uoneldaidag

‘SAILIAILDOY ONILVHY3IdO
Ag (@3sn) a3AINOYd HSYD 13N OL IWODNI
ONILVYH3dO 3TIONOD3Y OL SINIWLISNCrav

(ssoJ) awooul Bunelado

S3ILIAILOV ONILVH3d0O NOdd SMOT4 HSVYO

N~
N



City of Port Angeles

ASSETS

Cash and cash equivalents
Receivables:
Customer accounts
Interest and dividends
Total receivables

Investments, at fair value:
Mutual Funds
Total investments

Total assets
LIABILITIES
Accounts payable
Due to other governments
Other liabilities

Total liabilities

NET ASSETS

Held in trust for pension benefits

and other purposes

Statement of Fiduciary Net Assets

Fiduciary Funds
December 31,2008

Firemen's
Pension Agency
Trust Fund Funds
$ 688,531 $ 7,664
- 15,439
3,709 -
3,709 15,439
161,529 -
161,529 -
853,769 23,103
1,362 4,915
- 96
4,589 18,092
5,951 23,103
$ 847,818 $ -

The Accompanying Notes Are An Integral Part of This Statement
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City of Port Angeles

Statement of Changes in Fiduciary Net Assets

ADDITIONS

Contributions
Total contributions

Investment earnings
Interest
Total investment earnings

Total additions

DEDUCTIONS
Benefits
Total deductions

Change in net assets

Net assets - beginning of the year

Net assets - end of the year

Fiduciary Funds
For the Year Ended December 31, 2008

The Accompanying Notes Are An Integral Part of This Statement
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Firemen's
Pension

$

19,193

19,193

(51,593)

(51,593)

(32,400)

88,362

88,362

(120,762)
968,579

$

847,817




City of Port Angeles

NOTE1-

NOTE 2 -
NOTE 3-

NOTE 4 -

NOTES-
NOTEG6 -

NOTE 7 -
NOTE 8 -
NOTE9 -
NOTE 10 -

NOTE 11 -
NOTE 12 -

NOTE 13-

NOTE 14 -
NOTE 15 -
NOTE 16 -
NOTE 17 -

NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2008
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NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the City of Port Angeles have been prepared in conformity with generally
accepted accounting principles (GAAP) as applied to state and local governmental units. The Govern-
mental Accounting Standards Board (GASB) is the accepted standard setting body for establishing
governmental accounting and financial reporting principles. The financial statements have incorpo-
rated all applicable GASB pronouncements as well as Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board Opinions and Accounting Research Bul-
letins of the Committee on accounting procedures issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB pronouncements. Governments have the
option of following subsequent private-sector guidance for their business-type activities and enter-
prise funds, subject to this same limitation. The City has elected not to not follow subsequent private-
sector guidance.

The significant accounting policies are described below.
A. Reporting Entity

The City of Port Angeles was incorporated on June 11, 1890, and operates under the laws of Washing-
ton applicable to Category 1 cities. The City operates under a Council-City Manager form of govern-
ment. The governing body consists of six elected council members and a mayor. The mayor and
council members are each elected to serve a four-year term. The City Manager administers policies
and coordinates the activities of the City. The heads of the various departments, formed to provide
various services, are under the direct supervision of the City Manager.

The City is a general-purpose government and provides police, fire, emergency medical service,
street maintenance, planning and zoning, permits and inspection, park and recreation, customer ser-
vice, and general administrative services. In addition, the City provides utility services including water
and electric distribution, wastewater collection and treatment, sanitation, solid waste collection, a
solid waste transfer station, stormwater and electric conservation services.

As required by generally accepted accounting principles, the financial statements present the City
of Port Angeles as the primary government, and the Port Angeles HarborWorks Public Development
Authority (PDA) as the component unit.

Discretely Presented Component Unit

The Port Angeles Harborworks Public Development Authority (PDA) is an independent legal entity
that was established in 2008 to focus on re-development of the former Rayonier mill site. The PDA
is exclusively responsible for its own debts, obligations and liabilities.

The City of Port Angeles and Port of Port Angeles each have authority to appoint two PDA board
members. Those four board members must agree to the appointment of the final board member.
The City Council has authority to remove any board members with or without cause. The City and
Port both provided the PDA with $150,000 loans in 2008 as start-up assistance until the PDA can
begin applying for grants.
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Complete financial statements for the Port Angeles Harborworks PDA may be obtained at the
Harborworks PDA administrative office at 1115 East Front Street, Port Angeles, WA 98362.

B. Government-Wide and Fund Financial Statements

The City’s basic financial statements include both government-wide financial statements (reporting
the City as a whole) and fund financial statements (reporting the City’s major funds). Both the
government-wide and the fund financial statements categorize activities as either government or
business-type. Governmental activities, which are normally supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support.

Government-wide financial statements

The government-wide financial statements display information on all of the nonfiduciary activities of
the reporting government as a whole. These statements focus on the sustainability of the City as an
entity and the change in aggregate financial position resulting from activities for the fiscal period.
These aggregated statements consist of the Statement of Net Assets and the Statement of Activities.

In the Statement of Net Assets, both the governmental and business-type activities are presented on
a consolidated basis in separate columns, and are reported on a full accrual, economic resources
basis. All long-term assets and receivables, as well as long-term debt and obligations, are presented
in the statement. The City’s net assets are reported in three parts - (1) invested in capital assets, net
of related debt; (2) restricted net assets; and (3) unrestricted net assets. The City first utilizes
restricted resources to finance qualifying activities.

The Statement of Activities demonstrates the degree to which the direct expenses for a given func-
tion, or segment, are offset by program revenues. The City’s functions and segments include: gen-
eral government, public safety, utilities and environment, transportation, economic environment, cul-
ture and recreation, electric, water, wastewater, solid waste collection, solid waste transfer station/
landfill, stormwater, conservation, and Medic | utilities. Direct expenses are those that are clearly
identifiable with a specific function or segment. Program revenues include - (1) charges to customers
or applicants who purchase, use, or directly benefit from goods, services or privileges provided by a
given function or segment; and (2) grants and contributions that are restricted to meeting the opera-
tional or capital requirements of a particular function or segment.

The general revenues of the City (property taxes, retail sales and use taxes, business and occupation
taxes, excise taxes, and other taxes) also support the functions and segments. The net costs of the
primary government, separated by governmental activities and business-type activities, are normally
covered by general revenue. As a general rule, the effect of interfund activity has been eliminated from
the government-wide financial statements. Direct expenses of the functional categories are included
in the government-wide financial statement of activities, while indirect expense allocations are elimi-
nated. Indirect expense allocations are charged to the functions through Internal Service Funds (Equip-
ment Services, Information Technology, and Insurance). Elimination of payments to Internal Service
Funds are treated as reductions to expenses. No other indirect expenses are allocated to the various
governmental functions. Exceptions are payments in lieu of taxes and charges between the City's
utilities and other City functions. Elimination of these charges would distort the direct costs and
revenues by program reported for the various functions concerned. An exception to this general rule
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includes the charges for services of the City’s business-type activities/enterprise funds. The City also
allocates as cost reimbursements, the charges for services provided by the General Fund in support
of those functions based on the levels of service provided. Elimination of these charges would distort
the direct costs and program revenues reported for the various functions concerned.

The government-wide focus is on the City as a whole. The fund statements focus on major funds.
Each presentation provides valuable comparable information between years and between govern-
ments.

Fund financial statements

The fund financial statements display information at the individual fund level and are, in substance,
very similar to the financial statements presented prior to the implementation of GASB 34. Each fund
is accounted for by a separate set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenues, and expenditures or expenses as appropriate. Funds are classified and summa-
rized as governmental, proprietary, and fiduciary.

The GASB 34 model’s presentation is by major funds either in the governmental or business-type
categories. Minimum criteria for the determination of a major fund is set forth in GASB 34. The non-
major funds are combined in the fund financial statements and are detailed in the combining section.

The major governmental funds, as well as the consolidated non-major governmental funds, are pre-
sented in the fund financial statements on a current financial resources and modified accrual basis of
accounting. This is the same manner in which these funds are normally budgeted. Since the govern-
mental fund statements are presented on a different measurement focus and basis of accounting
than the government-wide statements’ governmental column, a reconciliation is presented at the end
of the statement that briefly explains the adjustment necessary to transform the fund statements into
the government-wide presentation.

Internal service funds of the City are presented in a summary form as part of the proprietary fund
financial statements. Since the principal users of the internal services are the City’s governmental
activities, financial statements for internal services funds are consolidated into the governmental col-
umn when presented at the governmental level. These services are reflected in the appropriate func-
tional activity (general government, public safety, utilities and environment, transportation, economic
environment, or culture and recreation).

The City of Port Angeles reports the following major governmental funds:

» The General Fund is the City’s primary operating fund. It accounts for all receipt and disburse-
ment transactions of operations that are not required to be accounted for in another fund. The
general fund includes mayor and council, administration, finance, legal, planning and building,
police, fire, public works and engineering, parks and recreation, facility maintenance, and com-
munity services.

Major sources of general fund revenues include property taxes, utility taxes, and retail sales and use
taxes.
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» The Capital Improvement Fund accounts for funds related to the acquisition, construction, or
replacement of major governmental capital facilities in the City of Port Angeles. Major sources
of funding include grants and transfers from other funds.

e The 8th Street Bridge Reconstruction Fund accounts for monies related to replacing two
deteriorating bridges on 8th Street which span Valley Creek ravines. This project is scheduled
for completion in 2009. Primary funding for this project is from Federal grants.

Additionally, the City reports non-major funds within the governmental fund type:

e Special Revenue Funds are used to account for the proceeds of specific revenue sources that
are legally restricted to expenditures for specific purposes.

» Debt Service Funds are used to account for the accumulation of resources for and the pay-
ment of principal and interest on general long-term debt.

e Capital Projects Funds are used to account for financial resources used for the acquisition or
construction of major capital facilities (other than those financed by business-type or propri-
etary funds).

 Permanent Funds are used to account for resources that are legally restricted to the extent
that only earnings, and not principal, may be used for purposes supporting the government’s
programs for the benefit of the government or its citizenry. Permanent funds include the Esther
Webster Trust Fund and the Cemetery Endowment Fund.

Proprietary Funds

Proprietary funds are accounted for on a flow of economic resources measurement focus. This
means that all assets and all liabilities (whether current or non-current) associated with their activity
are included on their Statement of Net Assets. Proprietary fund operating statements present increases
(revenues and gains) and decreases (expenses and losses) in net total assets. Proprietary fund
measurement focus is based upon determination of net income, financial position, and cash flows.
The proprietary funds disclose changes in cash position in a separate statement that presents oper-
ating, financing and investing cash flow activities. Proprietary funds distinguish operating revenue and
expenses from non-operating items. Operating activities on the statement of revenues, expenses,
and changes in fund net assets represent user fees, payments to vendors and employees who pro-
vide services. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses.

The principal operating revenue of the Electric Utility is from the sale of electricity to the residents,
commercial businesses and industries within the City. For the Water and Wastewater Utilities, the
principal operating revenues include the sale of water services and fees for sanitary sewer and waste-
water treatment facility usage. The principal operating revenues of the Solid Waste Collection and
Transfer Station/Landfill Utilities are fees for the collection and disposal of refuse, and for the Stormwater
Utility fees for the construction of stormwater facilities. The principal operating revenues of the Medic
| Utility are directly related to ambulance service.

The City applies all applicable FASB pronouncements in accounting and reporting for its proprietary
operations except those inconsistent with GASB pronouncements.

There are two fund types that are considered to be proprietary funds: enterprise funds and internal
service funds.
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» Enterprise Funds - Enterprise funds account for utility operations that are self-supported through
user charges. The utilities are financed and operated like a private business enterprise which
requires periodic determination of revenues earned, expenses incurred, and net income for capital
maintenance, public policy, management control, and accountability.

The City of Port Angeles reports the following utility enterprises as major proprietary funds.

e The Electric Fund accounts for the provision of electric services to the residents and busi-
nesses of the City. All activities necessary to provide such services, including administration,
financing, construction, and related debt service are accounted for in this fund.

e The Water Fund accounts for revenues and expenses related to providing water service to
City residents and businesses. All activities necessary to provide such services, including
administration, financing, construction, and related debt service are accounted for in this fund.

» The Wastewater Fund accounts for revenues and expenses related to providing sanitary sewer
service to City residents and businesses. All activities necessary to provide such services,
including administration, financing, construction, and related debt service are accounted for in
this fund.

» The Solid Waste Transfer Station/Landfill Fund accounts for all revenues and expenses re-
lated to the operation and maintenance of the City’s transfer station and moderate risk waste
facility, including landfill closure and post-closure care.

The following enterprise funds are reported as honmajor proprietary funds.

» The Solid Waste Collection Fund accounts for all revenues and expenses related to providing
refuse collection service to City residents and businesses.

» The Stormwater Fund accounts for all revenues and expenses related to construction of storm-
water facilities.

» The Medic | Fund accounts for all revenues and expenses related to providing ambulance
services to City residents.

» The Conservation Fund accounts for all revenues and expenses related to the provision of
energy conservation programs for City residents and businesses.

e Internal Service Funds - The City’'s three internal service funds account for the financing of
goods and services provided to other funds, departments, or governments on a cost-reimburse-
ment basis.

 The Equipment Services Fund accounts for the cost of maintaining and replacing all City
vehicles and construction equipment. All costs, including salaries and depreciation, are in-
cluded in rates charged to each department.

» The Information Technology Fund accounts for the cost of providing information services to all
City departments. All costs, including hardware, software, maintenance, labor, leases, capital
improvements and supplies are included in rates charged to each department and fund.

» The Self Insurance Fund accounts for the payment of all City insurance premiums and claims
for which each department is charged. The City is self-insured for workers’ compensation and
insures property and casualty deductibles.
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Fiduciary Funds

The City’s fiduciary funds are reported in the fund statements. Since the assets are being held for the
benefit of a third party and cannot be used for the obligations of the City, they are not included in the
government-wide statements.

e The Firemen’s Pension Fund accounts for the revenues and expenditures related to firefight-
ers’ pension benefits not covered by the State of Washington’s Law Enforcement Officers’ and
Firefighters Retirement System or industrial insurance.

» The Off Street Parking Fund accounts for collections and disbursements of parking special
assessments.

e The Utility Contribution Program Fund accounts for voluntary contributions to help low income
customers with utility payments.

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation

Measurement focus is a term used to described which transactions are recorded within the various
financial statements. Basis of Accounting refers to when revenues and expenditures or expenses are
recognized in the accounts and reported in the financial statements regardless of the measurement
focus.

Accrual basis of accounting - economic resources measurement focus

The Government-Wide Financial Statements, the Proprietary Funds Financial Statements, and the
Fiduciary Funds Financial Statements are presented on a full accrual basis of accounting with an
economic resources measurement focus. However, Agency Funds which are Fiduciary Type Funds,
do not have a measurement focus. An economic resources measurement focus concentrates on an
entity’s, or fund’s net assets. All transactions and events that affect the total economic resources (net
assets) during the period are reported. An economic resources measurement focus is inextricably
connected with full accrual accounting. Under the full accrual basis of accounting, revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred, regardless of the
timing of related cash inflows and outflows.

Non-exchange transactions, in which the City receives value without directly giving equal value in
exchange, include property taxes, retail sales taxes, grants, entittements, and donations. In applying
GASB 33, revenue from sales taxes is recognized in the fiscal year when the underlying sales trans-
action occurs. Revenue from property taxes is recognized in the fiscal year when the taxes are levied.

Revenue from grants, entitlements and donations is recognized in the fiscal year in which all eligibility
requirements, including time requirements, have been satisfied. Resources that are received before
the eligibility requirements are met are considered to be advances from the provider and are recorded
as deferred revenue by the City.

Certain costs in the utility funds are deferred and expensed in future years as the utility rates recover
these costs. Revenues of the utilities are based on service rates authorized by the City Council, and
are determined by cyclical monthly billings to customers. Amounts not earned at year-end are re-
ported as deferred revenues. Earned revenues that have not been billed are accrued.
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Modified accrual basis of accounting - current financial resources measurement focus

Governmental Fund and Permanent Funds Financial Statements are presented on a modified accrual
basis of accounting with a current financial resources measurement focus. This measurement focus
concentrates on the fund’s resources available for spending in the near future. Only transactions and
events affecting the fund’s current financial resources during the period are reported. A current finan-
cial resources measurement focus is inseparable from the modified accrual basis of accounting.
Under modified accrual accounting, revenues are recorded as soon as they are measurable and
available. Revenues are considered to be available when they are collectible within the current period,
or soon enough thereafter to pay liabilities of the current period. For this purpose, the City considers
revenues to be available if they are collected within 60 days of the end of the current fiscal period.
Expenditures are generally recorded when a liability is incurred, as under accrual accounting. How-
ever, debt service expenditures, as well as expenditures related to compensated absences and claims
and judgments, are recorded only when payment is due.

Under the modified accrual basis of accounting, property taxes, utility taxes, franchise taxes, and
interest associated with the current fiscal period are all considered to be susceptible to accrual and so
have been recognized as revenues of the current period. Grant revenue is recognized for cost reim-
bursement grants when the expenditure occurs in accordance with GASB Statement 1. When the
expenditure is incurred, grant revenue is considered to have been earned and therefore available and
recognized as revenue. Entitlement grant revenue is not tied to expenditures and is recognized when
the City is entitled to receive it according to the grant agreement. Only the portion of special assess-
ments receivable due within the current fiscal period is considered to be susceptible to accrual as
revenue of the current period. All other revenue items are considered to be measurable and available
only when cash is received by the government.

D. Budgetary Information

The City of Port Angeles budgets its funds in accordance with the Revised Code of Washington
(RCW) 35A.33.

a. Scope of Budget - Annual appropriated budgets are adopted for the general fund, special revenue
funds, debt service funds, and the Esther Webster Permanent Fund on the modified accrual basis of
accounting. In 2008, the City did not adopt budgets for the Contingency special revenue fund, or the
LID Control debt service fund. Budgets for debt service and capital project funds are adopted at the
level of the individual debt issue or project and for fiscal periods that correspond to the lives of the debt
issues or projects. For these governmental funds, there are no differences between the budgetary
basis and generally accepted accounting principles. The Governmental Accounting Standards Board
(GASB) does not require, and the financial statements do not present, budgetary comparisons for
proprietary fund types.

Annual appropriated budgets are adopted at the fund level and the budgets constitute the legal author-
ity for expenditures at that level. Subsidiary revenue and expenditure ledgers are used to compare the
budgeted amounts with actual revenues and expenditures. As a management control device, the
subsidiary ledgers monitor expenditures for individual functions and activities by object class.

Appropriations for general and special revenue funds lapse at year-end, except for appropriations for

capital outlays, which are carried forward from year to year until fully expended or the purpose of the
appropriation has been accomplished or abandoned.
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b. The Budget Process - State law mandates the budget process and the time limits under which a
budget must be developed. The City must follow the procedures outlined below:

1. Determining Policies and Goals - The budget process for the City of Port Angeles is, in
some respects, an on-going, year-round activity. The formal budget planning begins in the spring/
summer, with discussions between the City Manager, department heads, and the City Council about
status of on-going programs and new goals and objectives for the future.

2. Staff Planning and Preparation - Following Council/staff goal-setting, the staff begins to
prepare the detailed plans for maintaining the current services where appropriate, deleting outdated
services, and planning for the addition of new services. This involves the Finance Department prepar-
ing a guide as to how to prepare departmental budgets. A meeting of department heads is held to
review the specific guidelines and to discuss the City Council policies and goals. City departments
then formulate the departmental budgets. These budgets are submitted to the Finance Department
for consolidation into one document for review.

In September, the budget is ready for the City Manager’s review. The City Manager reviews the
revenue estimates and the expenditure requests. The budget is refined, with staff input, and the pre-
liminary budget is filed with the City Clerk by November 1. The City Clerk publishes a notice of public
hearing on revenue sources and the budget.

3. City Council and General Public Review - The City Council thoroughly reviews the pro-
posed budget. During this process, the budget is provided to the public.

4. Adoption of the Budget - Public hearings are usually held the first and third Tuesday in
November and the first Tuesday of December. The Council makes its adjustments to the proposed
budget and adopts by ordinance a final balanced budget not later than December 31.

5. The Final Operating Budget - As adopted, is published, distributed and made available to
the public during the first three months of the following year.

c. Amending the Budget - The City Manager is authorized to transfer budgeted amounts between
departments within any fund; however, any revisions that alter the total expenditures of a fund, or that
affect the number of permanently authorized employee positions, salary ranges or other conditions of
employment must be approved by the City Council.

When the City Council determines that it is in the best interest of the City to increase or de-
crease the appropriation for a particular fund, it may do so by an ordinance approved by a one or more
simple majority of those present after holding one public hearing.

The budget amounts shown in the financial statements are the final authorized amounts as
revised during the year. The financial statements contain the original and final budget information.
The original budget is the first complete appropriated budget. The final budget is the original budget
adjusted by all reserves, transfers, allocation, supplemental appropriations, and other legally autho-
rized changes applicable for the fiscal year.
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E. Assets, Liabilities, and Equities
Cash and Cash Equivalents

Itis the City’s policy to invest all temporary cash surpluses. As of December 31, 2008, the treasurer
was holding $67,733,370 in short-term residual investments, Firemen’s Pension Investments of
$161,529, cash in City Trust Funds of $89,022, Fine Arts Investments of $583,248, and $433,378 in
bank account balances, for a total cash and cash equivalent of $69,000,547, plus pooled cash in
Fiduciary / Agency Funds of $696,194. The Government-Wide Statement of Net Assets includes
$68,142,826 in cash and cash equivalents, for Governmental, Proprietary and Permanent Funds.
Fiduciary Funds amount to $857,723. Included in cash and cash equivalents are currency on hand,
demand deposits with banks or other financial institutions, and investments with original maturities of
three months or less. Interest on these investments is allocated to each fund on the basis of average
daily cash balance.

The City’s demand and time deposits are entirely covered by federal depository insurance (FDIC and
FSLIC) or by collateral held in a multiple financial institution collateral pool administered by the Wash-
ington State Public Deposit Protection Commission (WSPDPC). Eligible securities to be used as
collateral are detailed in the Revised Code of Washington 39.58.050. Following is a partial list of the
eligible securities:

» Direct and general obligations of the United States or any instrumentality of the United States.

» Direct and general obligations of any state of the United States.

» Direct and general obligations of any political subdivision of the State of Washington having the

power to levy general ad valorem taxes.

To qualify as public depositories in the State of Washington, financial institutions have been historically
required to provide collateral to the WSPDPC in an amount equal to, but not less than, 10% of all
public deposits held by the qualified public depository. This requirement was changed with a recently
adopted resolution to establish new standards, and the collateralization level will be required to be at
100%, beginning July 1, 2009. WSPDPC guidelines basically provide that in the event of default of a
qualified public depository, all other qualified public depositories will collectively assure that no loss of
funds will be suffered by any public entity.

State law also authorizes cities to purchase Certificates of Deposit issued by Washington State
depositories that participate in a State Insurance Pool; US Treasury and Agency Securities; and
repurchase agreements. Repurchase agreements may be purchased only from institutions utilizing
authorized securities for collateral. City policy requires all investments, including repurchase
agreements, to be in the lowest classification of risk category as described in GASB Statement 40. All
investments considered to be cash equivalents are stated at cost. Other investments disclosed are
at fair value as of December 31, 2008.

State statutes provide that monies in the Firemen’s Pension Fund may be invested in securities of the
United States, state, municipal corporations and other public bodies as are designated as lawful in-
vestments for mutual savings banks. Subject to certain restrictions, monies may also be invested in
open-ended investment companies.
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Temporary Investments — See Note 4 — Cash and Investments.
Receivables

Taxes Receivable - consist of property taxes and related interest and penalties. See Note 5 - Prop-
erty Taxes.

Accrued Interest Receivable - consists of interest earned on investments at the end of the year in
proprietary funds, accrued interest on investments purchased between interest dates in governmen-
tal funds, and interest and penalties on special assessment receivables.

Special Assessments Receivable - Special assessments are recorded when levied. Special as-
sessments receivable consist of current and delinquent and related interest and penalties. Deferred
assessments on the fund financial statements consist of unbilled special assessments that are liens
against the property benefitted.

Customer Accounts Receivable - consist of amounts owed by private individuals or organizations
for goods and services including amounts owed for which billing has not been prepared.

Notes and Contracts Receivable - consist of amounts owed on open account from private individu-
als and organizations for good and services rendered.

Amounts Due to and from Other Funds and Governments, Interfund Loans and Advances
Receivable

Activities between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as “interfund loans receivable/payable” or “advances to/from
other funds.” All other outstanding balances between funds are reported as “due to/from other funds.”
Any residual balances outstanding between the governmental activities and business-type activities
are reported in the government-wide financial statements as “internal balances.” A separate schedule
of interfund loans receivable and payable is furnished in Note 12 — Interfund Transactions.

Advances between funds, as reported in the fund financial statements, are offset by a fund balance
reserve account in applicable governmental funds to indicate that they are not available for appropria-
tion and are not expendable available financial resources.

Inventories

Inventories in governmental funds consist of expendable supplies held for consumption. Using the
consumption method, the cost is recorded as inventory at the time the individual inventory items are
purchased, then expensed as the items are used.

Inventories in the proprietary funds are valued by the weighted average method (which approximates
the market value). A perpetual inventory is maintained in which the cost is capitalized when inventory
items are purchased and expensed when the item is consumed using the consumption method. A
physical inventory is taken at least once during each year.
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Restricted Assets

In accordance with the utility bond resolutions, state law, or other agreements, separate restricted
assets have been established. These assets are restricted for specific purposes including the
establishment of bond reserve funds, financing the ongoing capital improvement programs of the
various utilities, debt service, rate stabilization, equipment replacement and contingencies.

As shown on the Government-Wide Statement of Net Assets, as of December 31, 2008, the restricted
net assets are composed of the following:

Expendable:
Contingencies $ 250,000
Deposits 395,872
Landfill postclosure care 3,758,285
Workers’ Compensation 125,000
Debt service 2,221,440
Permanent Funds 358,656
Total Expendable 7,109,253
Nonexpendable:
Permanent Funds 576,741
Total Nonexpendable 576,741

Total Restricted Assets $7,685,994

Capital Assets and Depreciation

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g. roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type columns
in the government-wide financial statements net of accumulated depreciation. Capital assets ac-
quired in governmental funds are accounted for as expenditures when the asset is purchased. Capi-
tal assets of enterprise and internal service funds are recorded at historical cost and accounted for in
their respective funds.

Capital assets are defined by the City as assets with an initial, individual cost of more than $7,500 and
an estimated useful life of more than one year. Such assets are recorded at historical cost or esti-
mated historical cost if purchased or constructed. Donated capital assets are recorded at estimated
fair market value at the date of donation. The cost of normal maintenance and repairs that do not
materially add to the life or value of the asset are not capitalized.

In the application of GASB 34, governmental fund acquired capital assets of the City are depreciated.
Depreciation of governmental fund assets is reported as an expense in the Statement of Activities by
function. Capital assets used by governmental and proprietary funds are depreciated and the accu-
mulated depreciation is reported in the Statement of Net Assets. Annual depreciation is recorded as
an expense of the fund.

41



City of Port Angeles

Property, plant, and equipment of the primary government is depreciated using the straight-line method
over the following useful lives:

Asset Estimated Useful Life
Buildings & Structures 45-50 Years
Improvements Other Than Buildings 5-50 Years
Machinery & Equipment 2-20 Years
Roadways 25-80 Years

Other Property and Investments — See Note 4 — Cash and Investments.
Compensated Absences

Compensated Absences are absences for which employees will be paid, such as vacation and sick
leave. All vacation and sick pay is accrued when incurred and reported in the government-wide,
proprietary, and fiduciary fund financial statements.

Vacation leave is accumulated monthly at annual rates ranging from 11 to 43 days depending on
tenure and union agreements. Employees may accumulate up to a maximum of 960 hours, inclusive
of current year accruals, depending on contracts. All outstanding vacation leave is payable upon res-
ignation, retirement, or death, to all employees having completed six months of service.

Sick Leave can have unlimited accumulation, with payoff limits depending on contract. The monthly
rate for forty hour per week employees is eight hours. Fire department shift employees are credited
with 288 hours for sick leave upon employment and after one year start accruing between twelve and
twenty-four hours per month, depending on length of employment. Ten to twenty-five percent of un-
used sick leave is payable at time of retirement, death, or resignation depending on length of employ-
ment. Any outstanding sick leave is lost at termination.

Other Accrued Liabilities

These accounts consist of accrued wages and accrued employee benefits.

Long-Term Debt — See Note 10 — Long-Term Debt and Leases.

Deferred Revenues

This account includes amounts recognized as receivables but not revenues in governmental funds
because the revenue recognition criteria has not been met.

Fund Reserves and Designations
In the fund financial statements, governmental funds report reservation of fund balance for amounts
that are available for appropriation or are legally restricted by outside parties for use for a specific

purpose. Designations of fund balance represent tentative management plans that are subject to
change.
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NOTE 2 — RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. Explanation of Certain Differences Between the Governmental Funds Balance Sheet and
the Government-Wide Statement of Net Assets

The governmental funds’ balance sheets include a reconciliation between fund balance - total govern-
mental funds and net assets-governmental activities as reported in the government-wide statement of
net assets.

Governmental Balance Sheet Reconciliation to Citywide Statement of Net Assets
Per Governmental Balance Sheet $ 28,035,326
Capital assets for governmental activities include:
Non-depreciable assets:

Land $ 12,464,126
Work in progress 25,295,017
Total non-depreciable assets 37,759,143
Depreciable assets:
Buildings 17,937,414
Improvements 6,775,118
Machinery and equipment 13,680,660
Infrastructure 31,875,532
Less: accumulated depreciation (29,178,049)
Total depreciable assets, net 41,090,675
Increase in net assets for net capital assets 78,849,818
Adjustments for accrued taxes receivable include:
Reverse 2007 2008 (net)*
Criminal Justice $ (49,772) $ 39,236
Gambling Taxes 10,719 -
Hotel/Motel Tax - 33,084
Leasehold Tax (7,121) 22,185
Pencom Sales Tax - 57,908
Real Estate Excise Taxes (19,516) 15,717
Sales Tax (608,235) 475,686
Telephone Tax 30,409 -
Utility Tax (611,938) -
Total added and reversed (1,255,454) 643,816
Increase in net assets for additional accrued taxes receivable (611,638)
*2008 is net of accruals and January and February receipts.
Debt for governmental activities include:
General Obligation Bonds Payable: Current Long-Term
2001 G.O. Refunding Bonds $ 340,000 $ 880,000
2005 G.O. Refunding Bonds 215,000 1,490,000
2005 G.O. Bonds (WUGA) 125,000 2,870,000
2006 G.O. Bonds (Multi-modal) 10,325 1,170,139
Total general obligation bonds payable 690,325 6,410,139
Other Debt Activities:
PWTF - Street Loan 121,923 1,009,180
Capital Leases 29,441 29,441
Compensated absences 610,169 885,394
Decrease in net assets for total debt 1,451,858 8,334,154 (9,786,012)
Other reconciling items for governmental activities include:
Increase in receivables for interfund balances due from Enterprise funds (163,378)
Decrease in payables for interfund balances due to Enterprise funds 660
Increase in payables for OPEB (556,218)
Internal Services Funds amounts reported with governmetal activities (not included above)
Total Assets 8,743,971
Total Liabilities (831,367)
Net assets of internal services reported 7,912,604
Net Balance of Interfund internal balance adjustment 92,485
Increase in net assets for other reconciling items 75,738,321
Ending balance of Citywide Statement of Net Assets 103,773,647
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B. Explanation of Certain Differences Between the Governmental Funds Statement of Rev-
enues, Expenditures, and Changes in Fund Balances and the Government-Wide State-
ment of Activities

The governmental funds’ statement of revenues, expenditures and changes in fund balances includes
a reconciliation between net changes in fund balances - total governmental funds and changes in net
assets of governmental activities as reported in the government-wide statement of activities.

Governmental Statement of Revenues, Expenditures, and

Changes in Fund Balances Reconciliation to Citywide Statement of Activities

Increases in changes in fund balances - governmental activities:

Governmental Funds - Net Change in Fund Balance $ (838,603)
Capital outlay expenditures removed from governmental activities 12,710,546
Reverse 2007 2008 (net)*
Criminal Justice $ (49,772) $ 39,236
Gambling Taxes 10,720 -
Hotel/Motel Tax - 33,084
Leasehold Tax (7,121) 22,185
Pencom Sales Tax - 57,908
Real Estate Excise Taxes (19,516) 15,717
Sales Tax (608,235) 475,686
Telephone Tax 30,409 -
Utility Tax (611,938) -
Total Taxes accrued and reversed (1,255,453) 643,816
Net Tax accrual/reserval (611,637)
Reduction of Long term debt for compensated absences 77,839
Internal service fund net revenue/(expense) reported with governmental activities: 590,105
Eliminated Long-term debt principal payments on governmental activities 786,606
Eliminate OPEB expenditure (556,218)
Depreciation expense charged to governmental activities:
General government $ (236,025)
Public safety (250,383)
Utilities and environment (78,172)
Economic Enviroment (24,596)
Transportation (612,747)
Culture and recreation (240,834)
Total depreciation expense charged to governmental activities (1,442,757)
Net Change in Governmental 10,715,881
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NOTE 3 — STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

There have been no material violations of finance-related legal or contractual provisions.
A. Budgets and Budgetary Accounting

The City of Port Angeles budgets its funds in accordance with the Revised Code of Washington RCW
35A.33. The City Council adopts the annual budget for operating departments at object levels within
program categories or divisional units, however, the legal level of budgetary control is at the fund level.
Budgets are established for all governmental funds with the exception of the Cemetery Endowment
Fund, the Contingency Fund, and the LID Control Fund. Budgets established for proprietary funds are
“management budgets” and reflect debt service and capital outlay as expenses.

Some special revenue funds are very small and are combined into “miscellaneous funds” in the bud-
get as demonstrated in the table on the following page. These “miscellaneous funds” include Com-
munity Development Grants, K-9 Program, Firearms Range, Senior Center Maintenance, and Water-
front Trail.

The Capital Facilities Plan (CFP) is adopted by the City Council prior to the adoption of the annual
budget. This is a six-year plan for capital project expenditures and anticipated financing by fund
source. ltisrevised and extended annually. The City Council adopts the CFP as a planning document
but does not appropriate the multi-year expenditures identified in the CFP. These expenditures are
legally authorized through the annual operating budget.

B. Supplemental Appropriations

The City Council annually adopts a budget by ordinance establishing appropriations for City funds and
may authorize supplemental appropriations during the year. Amounts shown in the accompanying
financial statements represent the original budgeted amounts and amended budget. The City bud-
gets its funds on the modified accrual basis, which represents GAAP for governments. Revisions
made to the original budget are presented as follows:
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Revisions to 2008 Original Budget

Original Amended
Fund Budget Revisions Budget
General Fund $ 17,053912 $ 1,906,436 $ 18,960,348
Special Revenue Funds
Lodging Excise Tax 608,413 (86,000) 522,413
Street 1,538,560 11,840 1,550,400
Economic Development 665,784 2,002,736 2,668,520
Cultural Resources 122,419 1,068 123,487
Real Estate Excise Tax #1 67,306 - 67,306
Real Estate Excise Tax #2 90,883 - 90,883
PenCom 1,940,238 446,520 2,386,758
Criminal Justice 235,000 - 235,000
Electric Utility Rural Econ. Dev. Revolving 50,000 - 50,000
Port Angeles Housing Rehab 219 760,910 761,129
Recreational Activities 383,351 2,931 386,282
Drug Task Force 5,000 9,780 14,780
Miscellaneous Funds 17,500 24,383 41,883
Total Special Revenue Funds 5,724,673 3,174,168 8,898,841
Debt Service Funds
2001 G.O. Refunding Bonds 390,416 - 390,416
2005 G.O. Refunding Bonds 277,504 - 277,504
2005 LTGO Bonds 249,565 4 249,569
2006 LTGO Bonds 86,890 - 86,890
Total Debt Service Funds 1,004,375 4 1,004,379
Permanent Funds
Esther Webster Trust Fund 213,728 (1,048) 212,680
Total Permanent Funds 213,728 (1,048) 212,680
Governmental Capital Projects Funds 16,044,478 3,191,799 19,236,277
Total All Funds $ 40,041,166 $ 8,271,359 $ 48,312,525
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C. Excess of Expenditures Over Appropriations

For the year ended December 31, 2008, expenditures exceeded appropriations at the fund level as
follows:

Cultural Resources Fund — This fund was created mid-year in order to track revenues and
expenditures related to the City’s state-funded archaeological program. Prior to the creation of this
fund, the archaeological program was budgeted in the Economic Development Fund. When the
funds were split, the archaeologist’s salary and benefits were budgeted too low which resulted in
expenditures exceeding the appropriated budget in the Cultural Resources Fund.

Port Angeles Housing Rehabilitation Fund — This fund is a revolving loan fund and fund for other
Community Development Block Grant (CDBG) revenues. In 2008, the City paid the Clallam County
Housing Authority $41,564 more than was budgeted for rehabilitation of Wildwood Terrace. This
excess expenditure was due to a greater percentage of completion of a direct reimbursement
CDBG grant project for the Wildwood Terrace project. This expenditure was directly offset by
additional CDBG funding from the State of Washington.

NOTE 4 — CASH AND INVESTMENTS
A Deposits

The City’s deposits and certificates of deposit are entirely covered by federal depository insurance
(FDIC) or by collateral held in a multiple financial institution collateral pool administered by the
Washington Public Deposit Protection Commission (PDPC). The PDPC is a statutory authority
established under Chapter 39.58 of the Revised Code of Washington. It constitutes a multiple
financial institution collateral pool. In the case of a loss by any public depository in the state, each
public depository is liable for an amount up to 10% of its public deposits. In response to the recent
market volatility, the PDPC recently adopted a resolution to establish new standards for public
depositories, and as of July 1, 2009, all public depositories are required to collateralize their unin-
sured public deposits at 100%. Credit ratings of all US agency securities are AAA/Aaa.

B. Investments

All of the City’s investments at December 31, 2008, were held by the City’s depository bank trust
department as the City’s agent, in the City’s name. The certificates of deposit were held by the City.

Investments are shown on the Government-wide Statement of Net Assets at fair value or for 2a7-like-
pools at amortized cost. Investments are reported within Cash & Cash Equivalents or Investments of
Business-type Activities.

A 2a7-like-pool is an external investment pool that is not registered with the SEC as an investment
company, but nevertheless has a policy that it will, and does, operate in a manner consistent with the
SEC’s Rule 2a7 of the Investment Company Act of 1940. The LGIP, managed by the Washington
State Office of the Treasurer, is comparable to a Rule 2a7-pool recognized by the Securities and
Exchange Commission. Rule 2a7 allows SEC-registered mutual funds to use amortized cost rather
than fair value to report net assets to compute share prices.
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Interest rate risk. Interest rate risk is the risk that fluctuations in interest rates over time will adversely
affect the fair value of an investment. To manage its exposure to declines in fair values, the City
adopted an investment policy that limits the weighted average maturity of its investment portfolio to
less than 24 months, with overall maturities no longer than 5 years.

Concentration of credit risk. Concentration of credit risk is the risk of loss attributed to the magnitude
of a government’s investment in a single issuer. In accordance with its investment policy, the City
manages its exposure to concentration of credit risk for the City’s investments portfolio as a whole.
With the exception of US Treasury securities and the State Investment Pool, no more than 50% of the
City’s total investment portfolio shall be invested in a single financial institution.

Creditrisk. Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. As required by state law, it is the City’s policy to limit its investments in debt securities to
the obligations of the US Government, US Agency issues, obligations of the State of Washington,
general obligations of Washington State municipalities, the State Treasurer’s Local Government
Investment Pool (LGIP), or certificates of deposit with Washington State Banks and savings and loan
institutions. The policy of the LGIP is to invest in securities and instruments that are rated A-1 by
Standard and Poor’s Corporation and P-1 by Moody’s Investors Services, Inc. For purchasing
certificates of deposits (CD’s), the City’s investments are limited to 85% of net worth of such institution,
and are accepted by the Public Deposit Protection Commission (PDPC) or properly collateralized as
required by the state for amounts exceeding FDIC and FSLIC coverage.

Cash and Investments as of December 31, 2008

Fair Value
Pooled Fiduciary/

Investments: Cost Cash Agency Funds

* U.S. Government Agency Securities $ 46,821,255 $ 47,407,572 $ -

* Certificate of Deposits 14,638,803 14,638,803 -
Subtotal 61,460,058 62,046,375 -
Investments not subject to categorization:

* Local Government Investment Pool 5,686,995 5,686,995 -

* Other (Firemen's Pension) 161,529 - 161,529
Total Investments 67,308,582 67,733,370 161,529
Cash 433,378 -
Pooled Cash in Fiduciary & Agency Funds (696,194) 696,194
Cemetery Endowment CD's 89,022 -
Fine Arts Center 583,248
Total Cash & Investments $ 68,142,824 $ 857,723

As of December 31, 2008, the cash balance was $433,378, which included:

e Petty Cash and Advanced Travel $19,100
» Deposits in Transit 107,398
» Bank balance per books 306,880

48



City of Port Angeles

The certificates of deposit included:

Maturities
Certificates of Deposit in Pooled Investments Value <12 Months 13-24 Months
First Savings Bank of Renton $ 8,647,448 $ 8,647,448  $ -
Westsound Bank 5,841,356 4 805,959 1,035,397
U.S. Bank 150,000 150,000 -
Total $ 14,638,803 $ 13,603,406 $ 1,035,397
Maturities

Certificates of Deposit in Cemetery Endowments Value <12 Months

First Savings Bank of Renton $ 73,469 3% 73,469

First Federal Savings & Loan 15,553 15,553

Total $ 89,022 % 89,022

Investment Maturities

Investment Type Market Value <12 Months 13-24 Months 25-60 Months >60 Months
Federal Farm Credit Bank $ 1,580,395 $ 555,445  $ 508,100 $ 516,850 $
Federal Farm Credit Bank Callable 505,350 - - 505,350
Federal Home Loan Bank 15,263,427 7,120,907 5,992,325 2,150,195
Federal Home Loan Bank Callable 9,523,662 - 1,538,717 7,984,945
Federal Home Loan Mortgage Corporation 4,102,283 3,586,583 515,700 -
Federal Home Loan Mortgage Corp Callable 2,440,470 - 511,300 1,929,170
Federal National Mortgage Association 5,394,885 2,486,065 2,908,820 -
Federal National Mortgage Assoc Callable 8,597,100 - 4,550,850 4,046,250
Certificates of Deposit 14,638,803 13,603,406 1,035,397 -

Total $ 62,046,375 $ 27,352,406 $ 17,561,209 $ 17,132,760 $

The Esther Webster Trust Fund is managed by U.S. Bank as a trust under agreement dated July 19,
1993. The fair value of the investments in U.S. Bank, as of December 31, 2008, was $583,248.
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NOTE 5 — PROPERTY TAXES

The County Treasurer acts as an agent to collect property taxes levied in the county for all taxing
authorities. Taxes are levied annually on January 1, on property value listed as of the prior May 31.
Assessed values are established by the County Assessor at 100 percent of fair market value. A revalu-
ation of all property is conducted every six years. The County Treasurer remits collections monthly to
the appropriate district. Collections are distributed on a monthly basis.

January 1 Taxes are levied and become an enforceable lien against properties
February 14 Tax bills are mailed

April 30 First of two equal installment payments is due

May 31 Assessed value of property established for next year’s levy at 100

percent of market value
October 31 Second installment is due

Property taxes are recorded as a receivable when levied, offset by deferred revenue, even if collectible
in the period subsequent to the levy. During the year, property tax revenues are recognized when
cash is received. Most property taxes are collected during the year of levy, and delinquent taxes are
immaterial. Prior year tax levies were recorded using the same principle, and delinquent taxes receiv-
able are reevaluated annually. At year-end, property tax revenues are recognized for December col-
lections to be distributed by the County Treasurer in January.

The balance of taxes receivable includes related interest and penalties. No allowance for uncollectible
taxes is established because delinquent taxes are considered fully collectible.

Assessed values are established by the County Auditor at 100% of the fair market value and adjusted
each year based on market value changes. A physical verification of each property is made at least
once every six years. The estimated assessed value is then changed to reflect the physical verifica-
tion.

There are two considerations in estimating property taxes after adjustments for new construction:

* In 2001, Washington State voters approved Initiative 747 which limited increases in property
tax levy amounts to 1% of the prior year’s levy (excluding adjustments for new construction).
Although the initiative was ruled unconstitutional by the Washington State Supreme Court, it
was re-instated by the Washington State Legislature in late 2007.

e The Washington State Constitution limits the total regular property taxes to one percent of
assessed valuation, or $10 per $1,000 of assessed value, of which the City may levy up to
$3.60 per $1,000 of assessed value. Library Districts are entitled to $0.50 per $1,000 of as-
sessed valuation and the Library levy is deducted from the $3.60 maximum available to the
City. If the Library does not utilize its full $0.50 of the levy, the City may assess the unused
portion.
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Regular property taxes are used to fund the General Fund and Street Fund. At the rate of $2.00 per
$1,000 assessed value, the regular property levy for 2008 is $3,898,278. The real and personal prop-
erty values for the 2008 property tax levy is $1,952,176,500.

Special levies approved by the voters are not subject to the preceding limitations. In 2008, the City
levied $0.20 per $1,000 for debt service on the 2001 Refunding G.O. Bond (Senior Center and Fire
Hall), and $0.15 per $1,000 for debt service on the 2005 Refunding G.O. Bond (Library), for a total
additional levy of $667,312 at the rate of $0.35 per $1,000 assessed value.

| 2008 CITY PROPERTY TAX ALLOCATION |

Regular Levy Amount Rate
General Fund $3,420,754 $1.75
Street 477,524 0.25
Total Regular Levy 3,898,278 2.00

Special Levy
2001 Refunding G.O. Bond (Sr. Center & Fire Hall) 390,112 0.20
2005 Refunding G.O. Bond (Library) 277,200 0.15
Total Special Levy 667,312 0.35
Total Property Tax Levy $4,565,590 $2.35

Property taxes levied for the current year are “available,” therefore recognized as revenue even though
collectible in the period subsequent to the levy. The City’s property tax collection record shows that
most of the property taxes due are collected during the year of the levy.

Property taxes receivable at December 31, 2008, consist of the following:

General Levy $25,663
Senior Center & Fire Hall 2,628
Library 1,873
Total Property Taxes Receivable $30,164
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NOTE 6 — CAPITAL ASSETS AND DEPRECIATION
A. General Policies

Major expenditures for capital assets, including capital leases and major repairs that increase the
useful life, are capitalized. Capitalization thresholds have been established at $30,000 for major projects
and $7,500 for equipment and office items. Maintenance, repairs, and minor renewals are accounted
for as expenditures or expenses when incurred.

All capital assets are valued at historical cost, or estimated historical costs where historical cost is not
known. Donated capital assets are valued at their estimated fair market value on the date donated.
Capital leases are recorded at the present value of lease payments.

B. Governmental Capital Assets

Governmental long-lived assets of the City purchased, leased, or constructed are recorded as expen-
ditures in the governmental funds and are capitalized, net of depreciation, in the government-wide
statements. This includes current year purchases or construction of governmental infrastructure
assets. Annual depreciation is recorded as an expense in the government-wide statements.

C. Proprietary Fund Capital Assets

Capital assets for proprietary funds are capitalized in their respective statement of net assets. The
capital assets are reported at cost or, if donated, at their estimated fair market value on the date
donated. Donated capital assets are included in contributed capital. Interest expense during the con-
struction period of proprietary capital assets is capitalized. Annual depreciation is recorded as an
expense of the fund.

In accordance with FASB Statement 62, the City adopted the policy of capitalizing interest costs in-
curred during construction on funds borrowed to finance construction projects. For the year ended
December 31, 2008, interest and other bond costs were capitalized in connection with construction in
progress in the following funds: Electric - $203,891, Water - $242,709, Wastewater - $360,053.

D. Capital Assets Activity

In 2007, the City of Port Angeles began construction of the Gateway International Transportation project
in the downtown corridor. This project, which is a joint effort between the City and Clallam Transit
Systems (CTS), is expected to be completed in Spring 2009. Since Federal Transit Administration
(FTA) grants were awarded to CTS for this multi-modal transit facility, CTS will be the owner of the
facility upon completion.

The City has an interlocal agreement with CTS to provide sidewalks, streets, signal lights and signage
for the Gateway project, and these components are the only portion of the project that the City will
own. Overall, the City’s contribution towards this project through 2008 was $6,475,246. Since CTS is
going to capitalize the entire project, the City’s contribution was reclassified in 2008 from construction
in progress to a contribution to another government.
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The City will enter into an interlocal agreement with CTS to finalize usage, maintenance, operations,
and responsibilities of both parties.

Capital Assets activity for the year ended December 31, 2008, was as follows:

SUMMARY OF CHANGES IN CAPITAL ASSETS

Description [ Beginning Balance [ Increases [ Decreases | Ending Balance
Governmental Activities
Capital assets not being depreciated:

Land $ 12,464,126 | $ - $ -1$ 12,464,126
Construction in progress 13,092,271 13,389,206 1,186,460 25,295,017
Total capital assets not

being depreciated 25,556,397 13,389,206 1,186,460 37,759,143
Other capital assets:
Buildings 17,492,681 478,912 34,179 17,937,414
Improvements 6,798,032 40,000 62,914 6,775,118
Infrastructure 31,546,867 328,665 - 31,875,532
Machinery and equipment 13,440,004 474,511 233,854 13,680,660
Total other capital assets

at historical cost 69,277,584 1,322,087 330,947 70,268,724
Less: accumulated depreciation for:
Buildings 6,279,827 420,460 34,179 6,666,108
Improvements 2,128,786 297,960 62,914 2,363,833
Infrastructure 11,564,943 458,960 - 12,023,902
Machinery and equipment 7,428,192 929,431 233,417 8,124,206
Total accumulated

depreciation 27,401,748 2,106,811 330,510 29,178,049
Governmental activities

capital assets, net $ 67,432,233 | $ 12,604,483 | $ 1,186,898 | $ 78,849,818

Business-type activities
Capital assets not being depreciated:

Land $ 1,136,393 | $ - $ -1$ 1,136,393
Construction in progress 7,105,417 5,979,495 2,372,007 10,712,905
Total capital assets not

being depreciated 8,241,810 5,979,495 2,372,007 11,849,298
Other capital assets:
Buildings 1,331,971 365,440 - 1,697,411
Improvements 70,869,921 476,348 128,148 71,218,121
Utility Plant in service 56,410,346 1,595,814 - 58,006,160
Machinery and equipment 3,408,675 - 66,534 3,342,141
Total other capital assets

at historical cost 132,020,914 2,437,602 194,683 134,263,833
Less: accumulated depreciation for:
Buildings 194,989 67,743 - 262,732
Improvements 31,159,158 2,340,853 128,148 33,371,863
Utility Plant in service 19,408,922 1,129,023 - 20,537,945
Machinery and equipment 1,024,931 159,726 66,534 1,118,123
Total accumulated

depreciation 51,788,001 3,697,345 194,682 55,290,663
Business-type activities

capital assets, net $ 88,474,724 | $ 4,719,752 | $ 2,372,007 | $ 90,822,468

The Summary of Changes in Capital Assets table above shows all of the capital assets based on their
respective asset classifications: land, buildings, improvements, infrastructure, machinery and equip-
ment, and work in progress.
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E. Depreciation

Depreciation on all assets is provided using the straight-line basis over estimated useful lives as

follows:
Type of Asset

Buildings & Structures
Improvements other than buildings
Infrastructure

Machinery & Equipment

Estimated Service Life

45-50 Years
5-50 Years
25-80 Years
2-20 Years

Depreciation expense was charged to governmental and business-type activities as follows:

Governmental Activities:

General Government $ 390,321
Public Safety 250,383
Economic Enviroment 24,596
Utilities and Environment 78,172
Transportation 1,122,505
Culture and Recreation 240,834
Total Depreciation - Governmental Activities $ 2,106,811
Business-Type Activities:

Electric Utility $ 1,091,732
Water Utility 744,498
Wastewater Utility 1,495,370
Solid Waste Collection Utility 1,995
Solid Waste Transfer Station/Landfill Utility 339,933
Stormwater Utility 22,465
Medic | Utility 1,353
Total Depreciation - Business-Type Activities $ 3,697,345
F Construction Commitments

The City of Port Angeles has active construction projects as of December 31, 2008. The General

Governmental Construction Progress includes the following:
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Fund 310
US0621 Eastern Corridor Phase Il
PK0801 Elks Pickleball Court
TRO010 16th Street Sidewalk
US0215 8th Street Bridge Replacement
US0518 Lauridsen Bridge Widening
USO0531 Dry Creek Bridge