PORT OF
PORT TOWNSEND

SERVING ALL OF JEFFERSON COUNTY

Port of Port Townsend
Special Meeting beginning at 5:00 p.m.

Via https://zoom.us/ - or call (253) 215-8782 — and use Webinar ID: 862 6904 3651, Password: 911887
This meeting will only be accessible remotely, as per Governor's Proclamation 20-28.

Special Meeting Agenda

The purpose of this meeting is to have a 2018-2019 Audit Exit Conference with the Office of the
Washington State Auditor.

Zachary Wilson, Assistant Audit Manager, and
Carol Ehlinger, Audit Manager,

will present the results of the Port Financial Statements and Accountability Audits for 2018 & 2019.

PO Box 1180 | Port Townsend, WA 98368 | (360) 385-0656



PORT OF PORT TOWNSEND
AGENDA COVER SHEET

MEETING DATE

AGENDA ITEM

AGENDA TITLE

STAFF LEAD

REQUESTED

ATTACHMENTS

April 22, 2020

Consent [ 1%t Reading [ 2" Reading [ Regular Business [ Informational

Special Meeting:
2018-2019 Audit Exit Conference with the Office of the Washington State Auditor.
Zachary Wilson, Assistant Audit Manager, & Carol Ehlinger, Audit Manager

Finance Director Abigail Berg
Information 1 Motion/Action ] Discussion

1. Exit Package

The purpose of this meeting is to have a 2018-2019 Audit Exit Conference with the Office of the
Washington State Auditor.

Zachary Wilson, Assistant Audit Manager, &

Carol Ehlinger, Audit Manager,
will present the results of the Port Financial Statements and Accountability Audits for 2018 & 2019.

The exit package will not be reviewed during the meeting; however, a PowerPoint presentation will be
given via shared screen on Zoom.

Auditors are expecting that the Exit Package be read in advance, and if Commission has any questions,
please ask them at the meeting.



Office of the Washington State Auditor

Pat McCarthy

Exit Conference: Port of Port Townsend

The Office of the Washington State Auditor’s vision is increased trust in government. Our mission is to provide
citizens with independent and transparent examinations of how state and local governments use public funds, and
develop strategies that make government more efficient and effective.

The purpose of this meeting is to share the results of your audit and our draft reporting. We value and appreciate
your participation.

Audit Reports

We will publish the following reports:

e Accountability audit for January 1, 2018 through December 31, 2019 — see draft report.
¢ Financial statement audit for January 1, 2018 through December 31, 2019 — see report.
e Industrial Development Corporation of the Port of Port Townsend — see report.

Audit Highlights

We want to thank Abigail Berg for her cooperation and timely responses to our audit requests throughout the
audit. We appreciate the friendly and professional interactions while we worked through the District’s first cash
basis and remote audit.

Recommendations not included in the Audit Reports

Exit Items

We have provided exit recommendations for management’s consideration. Exit items address control deficiencies
or non-compliance with laws or regulation that have an insignificant or immaterial effect on the entity, or errors
with an immaterial effect on the financial statements. Exit items are not referenced in the audit report.

Status of Prior Management Letter items

Brief Description Resolved Unresolved
Port Leases and Accounts Receivable Mostly resolved — see
exit item

Communications required by audit standards

In relation to our financial statement audit report, we would like to bring to your attention:

e There were no uncorrected misstatements in the audited financial statements.
e There were no material misstatements in the financial statements corrected by management during the
audit.



Finalizing Your Audit

Report Publication

Audit reports are published on our website and distributed via e-mail in an electronic .pdf file. We also offer a
subscription service that allows you to be notified by email when audit reports are released or posted to our
website. You can sign up for this convenient service at: https://portal.sao.wa.gov/SAOPortal/

Management Representation Letter

We have included a copy of representations requested of management.

Audit Cost

At the entrance conference, we estimated the cost of the audit to be $22,400 and actual audit costs will
approximate that amount.

Your Next Scheduled Audit
Your next audit is scheduled to be conducted in Summer 2021 and will cover the following general areas:

e Accountability for Public Resources

¢ Financial Statement

e Federal Programs

e Industrial Development Corporation of the Port of Port Townsend assessment audit

The estimated cost for the next audit based on current rates is $28,300 plus travel expenses. This preliminary
estimate is provided as a budgeting tool and not a guarantee of final cost.

Working Together to Improve Government

Audit Survey

When your report is released you will receive an audit survey from us. We value your opinions on our audit
services and hope you provide feedback.

Local Government Support Team

This team provides support services to local governments through the Budget, Accounting, and Reporting System
(BARS) and annual online filing technical assistance, provides accounting, reporting and BARS training. Our
website and client portal offers many resources, including a client Help Desk that answers auditing and accounting
questions, updated BARS manuals, access to resources and recorded trainings, and additional accounting and
reporting resources. Additionally this team assists with the online filing of your financial statements.

The Center for Government Innovation

The Center for Government Innovation of the Office of the Washington State Auditor offers services designed to
help you, help the residents you serve at no additional cost to your government. What does this mean? They
provide expert advice in areas like building a Lean culture to help local governments find ways to be more
efficient, effective and transparent. The Center also provides financial management technical advice and best



practices and resources. These can be accessed from the “Improving Government” tab of our SAO website and
help you act on accounting standard changes, comply with regulations, protect public resources, minimize your
cybersecurity risk and respond to recommendations in your audit. The Center also offers the Financial Intelligence
Tool, better known as FIT, to help you assess and monitor your finances and compare your financial operations
to other local governments like you. You can email the Center for a personal training session to learn all the
benefits using the FIT tool can provide. The Center understands that time is your most precious commodity as a
public servant, and wants to help you do more with the limited hours you have. If you are interested in learning
how the Center can help you maximize your effect in government, call them at (564) 999-0818 or email them at
Center(@sao.wa.gov.

Questions?

Please contact us with any questions about information in this document or related audit reports.

Kelly Collins, CPA, Director of Local Audit, (564) 999-0807, Kelly.Collins@sao.wa.gov

Tina Watkins, CPA, Assistant Director of Local Audit, (360) 260-6411 Tina.Watkins@sao.wa.gov

Carol Ehlinger, Program Manager, (360) 895-6133, EhlingerC@sao.wa.gov

Zac Wilson, Audit Lead, (360) 810-0572, wilsonz@sao.wa.gov




Exit Recommendations
Port of Port Townsend
Audit Period Ending:

We are providing the following exit recommendations for management’s consideration. They are
not referenced in the audit report. We may review the status of the following exit items in our next
audit.

Accountability:
Leases
We found one T-hanger lease expired in 2016 and has not been renewed and one lease did not

exist out of the 10 we tested.

We recommend all space being leased by tenants have a current lease agreement in place to
outline terms.

Page 1 of 1
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Board of Commissioners
Port of Port Townsend
Port Townsend, Washington

Report on Accountability

Thank you for the opportunity to work with you to promote accountability, integrity and openness
in government. The Office of the Washington State Auditor takes seriously our role of providing
state and local governments with assurance and accountability as the independent auditor of public
accounts. In this way, we strive to help government work better, cost less, deliver higher value and
earn greater public trust.

Independent audits provide essential accountability and transparency for Port operations. This
information is valuable to management, the governing body and public stakeholders when
assessing the government’s stewardship of public resources.

Attached is our independent audit report on the Port’s compliance with applicable requirements
and safeguarding of public resources for the areas we examined. We appreciate the opportunity to
work with your staff, and we value your cooperation during the audit.

Sincerely,

Signature Here (Please do not remove this line)
Pat McCarthy

State Auditor

Olympia, WA

Americans with Disabilities

In accordance with the Americans with Disabilities Act, we will make this document available in
alternative formats. For more information, please contact our Olffice at (564) 999-0950, TDD
Relay at (800) 833-6388, or email our webmaster at webmaster(@sao.wa.gov.

Insurance Building, P.O. Box 40021 ¢ Olympia, Washington 98504-0021 « (564) 999-0950 ¢ Pat.McCarthy@sao.wa.gov
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REMINDER: Right click “No table of content entries found” below | click “Update Field” --
Do NOT edit the TOC, which will be updated by OS during report processing. If changes are
needed, please use the comment field in the Audit Review Library.
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AUDIT RESULTS

Results in brief

This report describes the overall results and conclusions for the areas we examined. In those
selected areas, Port operations complied, in all material respects, with applicable state laws,
regulations, and its own policies, and provided adequate controls over the safeguarding of public
resources.

In keeping with general auditing practices, we do not examine every transaction, activity, policy,
internal control, or area. As a result, no information is provided on the areas that were not
examined.

About the audit

This report contains the results of our independent accountability audit of the Port of Port
Townsend from January 1, 2018 through December 31, 2019.

Management is responsible for ensuring compliance and adequate safeguarding of public resources
from fraud, loss or abuse. This includes the design, implementation and maintenance of internal
controls relevant to these objectives.

This audit was conducted under the authority of RCW 43.09.260, which requires the Office of the
State Auditor to examine the financial affairs of all local governments. Our audit involved
obtaining evidence about the Port’s use of public resources, compliance with state laws and
regulations and its own policies and procedures, and internal controls over such matters. The
procedures performed were based on our assessment of risks in the areas we examined.

Based on our risk assessment for the years ended December 31,2019 and 2018, the areas examined
were those representing the highest risk of fraud, loss, abuse, or noncompliance. We examined the
following areas during this audit period:

e Tenant leases — compliance with contract terms

e Accounts payable — general disbursements

e Payroll- leave cash outs and electronic funds transfers
e Self-insurance for unemployment compensation

Office of the Washington State Auditor Page 4
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RELATED REPORTS

Financial

Our opinion on the Port’s financial statements is provided in a separate report, which includes the
Port’s  financial  statements. = That report is available on our  website,
http://portal.sao.wa.gov/ReportSearch.

Office of the Washington State Auditor Page 5
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INFORMATION ABOUT THE PORT

The Port of Port Townsend was created in 1925 by a vote of Jefferson County citizens. The Port’s
primary mission is to develop economic opportunities. The Port owns industrial and commercial
property, three marinas and launch ramps, an RV Park, a work yard and boat yard, an airport and
three additional recreational and water use properties throughout the county. An elected, three-
member Board of Commissioners governs the Port. The Board appoints an Executive Director to
manage Port operations and a Director of Finance/Port Auditor to manage the Port’s finances.
There are 33 employees. The county levies and collects taxes on behalf of the Port. For 2018 and
2019, the Port operated on annual budgets of approximately $7.4 and $8 million, respectively.

Contact information related to this report
Address: Port of Port Townsend
2701 Jefterson St
PO Box 1180
Port Townsend, WA 98368
Contact: Abigail Berg, Director of Finance & Administration
Telephone: 360-379-4975
Website: www.portofpt.com

Information current as of report publish date.

Audit history

You can find current and past audit reports for the Port of Port Townsend at
http://portal.sao.wa.gov/ReportSearch.

Office of the Washington State Auditor Page 6
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ABOUT THE STATE AUDITOR’S OFFICE

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

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

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

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

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

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

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

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (564) 999-0950

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

Website | www.sao.wa.gov

Office of the Washington State Auditor Page 7
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Office of the Washington State Auditor
Pat McCarthy

December 28, 2020

Board of Commissioners
Port of Port Townsend
Port Townsend, Washington

Report on Financial Statements

Please find attached our report on the Port of Port Townsend’s financial statements.
We are issuing this report in order to provide information on the Port’s financial condition.

Sincerely,

Pat McCarthy
State Auditor
Olympia, WA

Americans with Disabilities

In accordance with the Americans with Disabilities Act, we will make this document available in
alternative formats. For more information, please contact our Office at (564) 999-0950, TDD
Relay at (800) 833-6388, or email our webmaster at webmaster@sao.wa.gov.

Insurance Building, P.O. Box 40021 * Olympia, Washington 98504-0021 ¢ (564) 999-0950 ¢ Pat.McCarthy@sao.wa.gov
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Port of Port Townsend
January 1, 2018 through December 31, 2019

Board of Commissioners
Port of Port Townsend
Port Townsend, Washington

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the financial statements of the
Port of Port Townsend, as of and for the years ended December 31, 2019 and 2018, and the related
notes to the financial statements, which collectively comprise the Port’s financial statements, and
have issued our report thereon dated December 23, 2020.

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

As discussed in Note 5 to the 2019 financial statements, during the year ended December 31, 2019,
the Port adopted new accounting guidance for presentation and disclosure of postemployment
benefits other than pensions, as required by the BARS manual.

As discussed in Note 10 to the 2019 financial statements, in February 2020, a state of emergency
was declared that could have a negative financial effect on the Port.

Office of the Washington State Auditor Page 4



As discussed in Note 9 to the 2018 financial statements, the Port has elected to change its method
of accounting from generally accepted accounting principles to a special purpose framework
during the year ended December 31, 2018.

INTERNAL CONTROL OVER FINANCIAL REPORTING

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

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the Port’s financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

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

COMPLIANCE AND OTHER MATTERS

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

The results of our tests disclosed no instances of noncompliance or other matters that are required
to be reported under Government Auditing Standards.
- 00|

Office of the Washington State Auditor Page 5



PURPOSE OF THIS REPORT

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

N ,/M%

Pat McCarthy
State Auditor
Olympia, WA

December 23, 2020

Office of the Washington State Auditor Page 6



INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
Port of Port Townsend
January 1, 2018 through December 31, 2019

Board of Commissioners
Port of Port Townsend
Port Townsend, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Port of Port Townsend, for the
years ended December 31, 2019 and 2018, and the related notes to the financial statements, which
collectively comprise the Port’s financial statements, as listed on page 11.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

Office of the Washington State Auditor Page 7



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

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

Unmodified Opinion on Regulatory Basis of Accounting (BARS Manual)

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the cash and investments of the Port of Port Townsend, and its changes in cash and investments,
for the years ended December 31, 2019 and 2018, on the basis of accounting described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

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

Office of the Washington State Auditor Page 8



Adverse Opinion on U.S. GAAP

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of the Port of Port Townsend, as of December 31, 2019 and 2018,
or the changes in financial position or cash flows thereof for the years then ended, due to the
significance of the matter discussed in the above “Basis for Adverse Opinion on U.S. GAAP”
paragraph.

Matters of Emphasis

As discussed in Note 5 to the 2019 financial statements, during the year ended December 31, 2019,
the Port adopted new accounting guidance for presentation and disclosure of postemployment
benefits other than pensions, as required by the BARS manual. Our opinion is not modified with
respect to this matter.

As discussed in Note 10 to the 2019 financial statements, in February 2020, a state of emergency
was declared that could have a negative financial effect on the Port. Our opinion is not modified
with respect to this matter.

As discussed in Note 9 to the 2018 financial statements, the Port has elected to change its method
of accounting from generally accepted accounting principles to a special purpose framework
during the year ended December 31, 2018. Our opinion is not modified with respect to this matter.

Other Matters
Supplementary and Other Information

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

Office of the Washington State Auditor Page 9



OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
December 23, 2020 on our consideration of the Port’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering the Port’s internal control over financial reporting and compliance.

<t v/fz%%

Pat McCarthy
State Auditor
Olympia, WA

December 23, 2020

Office of the Washington State Auditor Page 10



FINANCIAL SECTION

Port of Port Townsend
January 1, 2018 through December 31, 2019

FINANCIAL STATEMENTS

Fund Resources and Uses Arising from Cash Transactions — 2019
Fund Resources and Uses Arising from Cash Transactions — 2018
Notes to Financial Statements — 2019
Notes to Financial Statements — 2018

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Liabilities — 2019
Schedule of Liabilities — 2018
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Port of Port Townsend

Fund Resources and Uses Arising from Cash Transactions
For the Year Ended December 31, 2019

Beginning Cash and Investments

30810
30880
388 /588

Revenues
310
320
330
340
350
360

Total Revenues:

Expenditures
540

Reserved
Unreserved
Net Adjustments

Taxes

Licenses and Permits
Intergovernmental Revenues
Charges for Goods and Services
Fines and Penalties
Miscellaneous Revenues

Transportation

Total Expenditures:
Excess (Deficiency) Revenues over Expenditures:
Other Increases in Fund Resources

391-393, 596
385
386 /389

381, 382, 395,
398

Debt Proceeds

Special or Extraordinary Items
Custodial Activities

Other Resources

Total Other Increases in Fund Resources:

Other Decreases in Fund Resources

594-595
591-593, 599
585

586 / 589
581, 582

Capital Expenditures

Debt Service

Special or Extraordinary Items
Custodial Activities

Other Uses

Total Other Decreases in Fund Resources:

Increase (Decrease) in Cash and Investments:
Ending Cash and Investments

5081000
5088000

Reserved
Unreserved

Total Ending Cash and Investments

The accompanying notes are an integral part of this statement.

992,234
524,267

1,004,079

444,787
4,953,533

1,644,397

8,046,796

4,905,238

4,905,238

3,141,558

571,865
209,925

781,790

852,905
1,010,338
579,079
80,896

2,623,218

1,400,130

1,233,195
1,683,435

2,916,630

Page 12



Port of Port Townsend
Fund Resources and Uses Arising from Cash Transactions
For the Year Ended December 31, 2018

Beginning Cash and Investments

30810 Reserved 872,234
30880 Unreserved 929,133
388 /588 Net Adjustments (138,264)
Revenues
310 Taxes 980,645
320 Licenses and Permits -
330 Intergovernmental Revenues 401,091
340 Charges for Goods and Services 4,622,140
350 Fines and Penalties -
360 Miscellaneous Revenues 1,351,968
Total Revenues: 7,355,844
Expenditures
540 Transportation 5,323,944
Total Expenditures: 5,323,944
Excess (Deficiency) Revenues over Expenditures: 2,031,900

Other Increases in Fund Resources
391-393,596 Debt Proceeds -

385 Special or Extraordinary Items -
386 /389 Custodial Activities 600,596
381, 382, 395, Other Resources 83,772
398
Total Other Increases in Fund Resources: 684,368
Other Decreases in Fund Resources
594-595 Capital Expenditures 795,026
591-593,599  Debt Service 1,459,564
585 Special or Extraordinary Items -
586 / 589 Custodial Activities 608,280
Total Other Decreases in Fund Resources: 2,862,870
Increase (Decrease) in Cash and Investments: (146,602)
Ending Cash and Investments
5081000 Reserved 992,234
5088000 Unreserved 524,267
Total Ending Cash and Investments 1,516,501

The accompanying notes are an integral part of this statement. Page 13



Note 1 - Summary of Significant Accounting Policies

The Port of Port Townsend was incorporated in 1924 and operates under the laws of the state of
Washington applicable to a port district. The Port is a special purpose government and shares the same
geographic boundaries as Jefferson County, Washington. The Port is independent from Jefferson County
government and is administered by a Board of Commissioners with three (3) members each elected by Port
district voters. The county levies and collects taxes on behalf of the Port.

The Port owns and operates the Port Townsend Marine Industrial Park, the Port Townsend Boat Haven, and
the Port Townsend Ship Yard. These contiguous properties provide marina and dock facilities as well as
marine related commercial businesses, and ship yard haul out and services to vessels up to 300 tons. The
Port also owns and operates the Jefferson County International Airport, a 300-acre general aviation facility
located seven (7) miles from Port Townsend, Washington. Adjoining the airport is 25 acres which is planned
for future industrial park development. The Port also owns and operates the 30-acre Point Hudson facility,
located at the east end of downtown Port Townsend. This facility offers approximately 4,000 linear feet of
boat moorage, 50 recreational vehicles sites, and additional marine related and commercial property rentals.
In Quilcene, the Port owns and operates a small, warm water marina with a boat ramp, and alongside it is a
leased property for an oyster cultivating operation. Finally, the Port owns six (6) additional recreational and
water use properties throughout Jefferson County.

Management has considered all potential component units in defining the reporting entity. These financial
statements present the Port and its component unit. The component unit discussed below is included in the
district’s reporting entity because of the existence of its operational or financial relationship with the district.

The Industrial Development Corporation (IDC), a public corporation, is authorized to facilitate the issuance
of tax-exempt non-recourse revenue bonds to finance industrial development within the corporate
boundaries of the Port. Revenue bonds issued by the Corporation are payable from revenues derived
because of the industrial development facilities funded by the revenue bonds. The bonds are not a liability
or contingent liability of the Port or a lien on any of its properties or revenues other than industrial facilities
for which they are used. There have been no IDC bond issues since 1988.

The IDC is governed by the Port’s three (3) member Commission. The IDC’s account balances and
transactions are included as a blended unit within the Port’s financial statements. Separate financial
statements of the individual component unit discussed above can be obtained from the Port administrative
offices at 2701 Jefferson Street, Port Townsend, WA.

The Port reports financial activity in accordance with the Cash Basis Budgeting, Accounting and Reporting
System (BARS) Manual prescribed by the State Auditor’s Office under the authority of Washington State
law, Chapter 43.09 RCW. This manual prescribes a financial reporting framework that differs from
generally accepted accounting principles (GAAP) in the following manner:

e Financial transactions are recognized on a cash basis of accounting as described below.

e Component units are required to be disclosed but are not included in the financial
statements.

e Government-wide statements, as defined in GAAP, are not presented.

e Allfunds are presented, rather than a focus on major funds.

e The Schedule of Liabilities is required to be presented with the financial statements as

Page 14



supplementary information.
e Supplementary information required by GAAP is not presented.
e Ending balances are not presented using the classifications defined in GAAP.

A. Fund Accounting

The Port maintains its accounts on the basis of funds, specifically an enterprise fund. This
type of fund accounts for operations that provide goods or services to the public and are
supported primarily through user charges and uses a separate set of self-balancing accounts
that comprises its cash and investments, revenues and expenditures.

B. Basis of Accounting and Measurement Focus

Financial statements are prepared using the cash basis of accounting and measurement focus.
Revenues are recognized when cash is received, and expenditures are recognized when paid.

In accordance with state law RCW 36.40.200, Jefferson County is allowed and has opted to use an
open period to recognize expenditures paid during twenty (20) days after the close of the fiscal year
for claims incurred during the previous period. Since Jefferson County acts as the Port’s treasurer,
the Port is allowed and has opted to follow the county’s policy of using the same
twenty (20) day open period for expenses.

C. Cash and Investments

See Note 2, Deposits and Investments.

D. Capital Assets
Capital assets are assets with an initial individual cost of more than $10,000 and an estimated
useful life more than one (1) year. Capital assets and inventory are recorded as capital

expenditures at the time of purchase.

E. Compensated Absences

Vacation leave may be accumulated up to 320 days and is payable upon separation or retirement, if
the employee has worked at least six (6) continuous months as a regular employee with the Port.
Sick leave policy allows employees to cash out up to 50% of their accrued sick leave hours,
dependent on longevity with the Port, upon termination of employment, and capped at
a maximum cash out of 250 hours.

The total compensated absences balance as of December 31, 2019 was $173,413. See Schedule 09,
Schedule of Liabilities.

F. Long-Term Debt

See Note 4, Long Term Debt.

Page 15



G. Reserved Portion of Ending Cash and Investments

Beginning and Ending Cash and Investments is reported as reserved when it is subject to
restrictions on use imposed by external parties or due to internal commitments established by the
Port Commission via resolution. When expenditures that meet restrictions are incurred, the Port
intends to use reserved resources first before using unreserved amounts.

Reservations of Ending Cash and Investments consist of $1,233,195 as of December 31, 2019. The
details of the total reserve balances are as follows:

Hazardous Waste Reserve S 25,000
Contingency Reserve 75,000
Unemployment Reserve 10,000
Operating Reserve 180,000
Port Townsend Boat Haven Reserve 562,261

Port-Wide Capital Reserve
Total Reserves

380,934
$1,233,195

Note 2 — Deposits and Investments

It is the Port’s policy to invest all temporary cash surpluses.

All deposits and certificates of deposit are covered by the Federal Deposit Insurance Corporation and/or
the Washington Public Deposit Protection Commission. All investments are insured, registered or held
by the Port or its agent in the government’s name.

Most Port investments are with the Washington State Local Government Investment Pool (LGIP), which
is authorized by Chapter 294, Laws of 1986, and is managed and operated by the Washington State
Treasurer. The LGIP is reported at amortized cost which approximates fair value. Investments and
deposits by type at December 31, 2019 are as follows:

Investments held by Port as an Total
agent for other local governments,
Individuals or private organizations.

Type of Deposit/Investment Port’s own Deposits
and investments

LGIP $1,452,306 S 0 $1,452,306
General Fund (warrants)

(held by Jefferson County) $1,308,963 S 0 $.1,308,963
Kitsap Bank (depository) $97,209 S 0 $97,209
Kitsap Bank (checking) $52,000 S 0 $.52,000
U.S. Bank (I.D.C. CD) $3,656 S 0 $ 3,656
U.S. Bank (Quilcene checking)  $1,134 S 0 $1,134
U.S. Bank (1.D.C checking) $1,361 S 0 $1,361

Note 3 - Property Tax
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The county treasurer acts as an agent to collect property tax levied in the county for all taxing authorities.
Collections are distributed at the end of each month.

Property tax revenues are recognized when cash is received by the Jefferson County Treasurer.
Delinquent taxes are considered fully collectible because a lien affixes to the property after tax is levied.

The Port’s regular levy for the year 2019 was $0.180729 per $1,000 on an assessed valuation of
$5,577,421,241 for a total regular levy of $1,008,000.

Note 4 — Long Term Debt

Debt Service

The accompanying Schedule of Liabilities (09) provides more details of the outstanding debt and liabilities
of the Port and summarizes the Port’s debt transactions for year ended December 31, 2019.

The future debt service requirements for general obligation (G.0O.) bonds are as follows:

G.O0. Bonds| Principal Interest
2020{ $ 755,000 | $ 276,488

2021 785,000 250,888

2022 810,000 222,688

2023 835,000 193,588

2024 865,000 163,513
2025-2029 2,530,000 386,500
Totals| $ 6,580,000 | $ 1,493,663

Note 5 — OPEB Plans

The Port implemented OPEB reporting in 2019. The Port is a participating employer in the state’s Public
Employees Benefits Board (PEBB) program, a defined benefit plan administered by the Washington State
Health Care Authority. The plan provides medical, dental, and life insurance benefits for public employees
and retirees and their dependents on a pay-as-you-go basis. The plan provides OPEB benefits through
both explicit and implicit subsidies. The explicit subsidy is a set dollar amount that lowers the monthly
premium paid by members over the age of 65 enrolled in Medicare Parts A and B. PEBB determines the
amount of the explicit subsidy annually. The implicit subsidy results from the inclusion of active and non-
Medicare eligible retirees in the same pool when determining premiums. There is an implicit subsidy from
active employees since the premiums paid by retirees are lower than they would have been if the retirees
were insured separately. The Port had 13 active plan members and four (4) retired plan members as of
December 31, 2019. As of December 31, 2019, the Port’s total OPEB liability was $865,135 as calculated
using the alternative measurement method. The Port contributed $11,067 to the plan for the year ended
December 31, 2019.
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Note 6 — Pension Plans

A. State Sponsored Pension Plans

Substantially all Port full-time and qualifying part-time employees participate in the PERS Plan Il and PERS
Plan Ill, which is administered by the Washington State Department of Retirement Systems (DRS), under
cost-sharing, multiple-employer public employee defined benefit and defined contribution retirement
plans.

The State Legislature establishes, and amends, laws pertaining to the creation and administration of all
public retirement systems.

The Department of Retirement Systems, a department within the primary government of the State of
Washington, issues a publicly available comprehensive annual financial report (CAFR) that includes
financial statements and required supplementary information for each plan. The DRS CAFR may be
obtained by writing to:

Department of Retirement Systems
Communications Unit

P.O. Box 48380

Olympia, WA 98540-8380

Also, the DRS CAFR may be downloaded from the DRS website at www.drs.wa.gov.

At June 30, 2019 (the measurement date of the plans), the Port’s proportionate share of the collective net
pension liabilities, as reported on the Schedule 09, was as follows:

Employer Allocation % Liability (Asset)
Contributions
PERS 1 $99,579 0.013888% $534,043
PERS 2/3 $146,556 0.017944% $174,297

Note 7 — Risk Management

Port of Port Townsend is a member of Enduris. Chapter 48.62 RCW provides the exclusive source of
local government entity authority to individually or jointly self-insure risks, jointly purchase insurance or
reinsurance, and to contract for risk management, claims, and administrative services. The Pool was
formed July 10, 1987 pursuant to the provisions of Chapter 48.62 RCW, Chapter 200-100 WAC, and
Chapter 39.34 RCW when two (2) counties and two (2) cities in the State of Washington joined together
by signing an interlocal governmental agreement to fund their self-insured losses and jointly purchase
insurance and administrative services. As of August 31, 2019, there are 547 Enduris members
representing a broad array of special purpose districts throughout the state. Enduris provides property
and liability coverage as well as risk management services and other related administrative services.
Members make an annual contribution to fund the Pool and share in the self-insured retention. The self-
insured retention is:
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e 51,000,000 self-insured retention on liability loss - the member is responsible for the first $5,000
of the amount of each claim, while Enduris is responsible for the remaining $995,000 on a
liability loss.

e $250,000 self-insured retention on property loss - the member is responsible for the first $5,000
of the amount of each claim, while Enduris is responsible for the remaining $245,000 on a
property loss.

Enduris acquires reinsurance from unrelated insurance companies on a “per occurrence” basis to cover
all losses over the self-insured retentions as shown on the policy maximum limits. Liability coverage is
for all lines of liability coverage including Public Official’s Liability. The Property coverage is written on
an “all risk”, blanket basis using current Statement of Values. The Property coverage includes but is not
limited to mobile equipment, boiler and machinery, electronic data processing equipment, business
interruption, course of construction and additions, property in transit, fine arts, cyber and automobile
physical damage to insured vehicles. Liability coverage limit is $20 million per occurrence and property
coverage limit is $1 billion per occurrence. Enduris offers crime coverage up to a limit of $1 million per
occurrence.

Since Enduris is a cooperative program, there is joint liability among the participating members.

The contract requires members to remain in the Pool for a minimum of one year and must give notice 60
days before terminating participation. The Master Agreement (Intergovernmental Contract) is
automatically renewed after the initial one (1) full fiscal year commitment. Even after termination, a
member is still responsible for contribution to Enduris for any unresolved, unreported and in-process
claims for the period they were a signatory to the Master Agreement.

Enduris is fully funded by its member participants. Claims are filed by members with the Pool and are
administered in house.

The Pool is governed by a Board of Directors which is comprised of seven board members. The Pool’s
members elect the Board and the positions are filled on a rotating basis. The Board meets quarterly and
is responsible for conducting the business affairs of Enduris.

Note 8 — Leases
The Port leases a significant portion of airport, industrial and marine terminal land to tenants under

operating leases expiring in various years through the year 2057. Minimum future rental revenue on
operating leases is as follows:
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Years Ending Lease
December 31 Amounts
2020( S 978,831

2021 843,395

2022 734,958

2023 705,132

2024 618,987
2025-2057| 6,393,848
Totals| $10,275,151

Note 9 — Other Disclosures

In March of 2019, the Port Commission decided to take a second multi-year Industrial Development Levy
(IDD) as allowed per RCW 53.36.160. An IDD levy is capped at $0.45 per $1,000 of property AV annually
for asix (6) year period and may be taken over a 20-year period with the same cap [a six (6) year calculation
with a $0.45 per year cap]. As allowed by section (2) of this RCW, there were enough registered voters
that petitioned this intent to levy and it was, therefore, put to the voters on the November 2019 ballot.
The levy passed in the November 2019 election and the Port Commission subsequently levied $0.13 per
$1,000 for the tax year 2020. The 2020 IDD levy was estimated to be $809,354.

Note 10 - Subsequent Event

In February 2020, the Governor of the state of Washington declared a state of emergency in response to
the spread of a deadly new virus, Covid-19. In the weeks following the declaration, precautionary
measures to slow the spread of the virus were ordered. These measures included closing schools, colleges
and universities, cancelling public events, prohibiting public and private gatherings, and requiring people
to stay home unless they are leaving for an essential function.

The Port responded to this event by closing offices to the public and only doing business via phone, email
and USPS mail, and providing staff with personal protective equipment, hand sanitizer, sanitizing wipes,
etc. A revised budget model was developed to address the potential financial impact of Port operations.
Ultimately, operations were not impacted as significantly as initially estimated. As we move into 2021,
the Port continues to be conservative in its revenue projections, while closely monitoring expenses since
the full effect of the virus is yet unknown.
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Note 1 - Summary of Significant Accounting Policies

The Port of Port Townsend was incorporated in 1924 and operates under the laws of the state of
Washington applicable to a port district. The Port is a special purpose government and shares the same
geographic boundaries as Jefferson County, Washington. The Port is independent from Jefferson County
government and is administered by a Board of Commissioners with three (3) members each elected by Port
district voters. The county levies and collects taxes on behalf of the Port.

The Port owns and operates the Port Townsend Marine Industrial Park, the Port Townsend Boat Haven, and
the Port Townsend Ship Yard. These contiguous properties provide marina and dock facilities as well as
marine related commercial businesses, and ship yard haul out and services to vessels up to 300 tons. The
Port also owns and operates the Jefferson County International Airport, a 300-acre general aviation facility
located seven miles from Port Townsend, Washington. Adjoining the airport is 25 acres which is planned for
future industrial park development. The Port also owns and operates the 30-acre Point Hudson facility,
located at the east end of downtown Port Townsend. This facility offers approximately 4,000 linear feet of
boat moorage, 50 recreational vehicles sites, and additional marine related and commercial property rentals.
In Quilcene, the Port owns and operates a small, warm water marina with a boat ramp, and alongside it is a
leased property for an oyster cultivating operation. Finally, the Port owns six (6) additional recreational and
water use properties throughout Jefferson County.

Management has considered all potential component units in defining the reporting entity. These financial
statements present the Port and its component unit. The component unit discussed below is included in the
district’s reporting entity because of the existence of its operational or financial relationship with the district.

The Industrial Development Corporation (IDC), a public corporation, is authorized to facilitate the issuance
of tax-exempt non-recourse revenue bonds to finance industrial development within the corporate
boundaries of the Port. Revenue bonds issued by the Corporation are payable from revenues derived
because of the industrial development facilities funded by the revenue bonds. The bonds are not a liability
or contingent liability of the Port or a lien on any of its properties or revenues other than industrial facilities
for which they are used. There have been no IDC bond issues since 1988.

The IDC is governed by the Port’s three (3) member Commission. The IDC’s account balances and
transactions are included as a blended unit within the Port’s financial statements. Separate financial
statements of the individual component unit discussed above can be obtained from the Port administrative
offices at 2701 Jefferson Street in Port Townsend, WA.

The Port reports financial activity in accordance with the Cash Basis Budgeting, Accounting and Reporting
System (BARS) Manual prescribed by the State Auditor’s Office under the authority of Washington State
law, Chapter 43.09 RCW. This manual prescribes a financial reporting framework that differs from
generally accepted accounting principles (GAAP) in the following manner:

e Financial transactions are recognized on a cash basis of accounting as described below.

e Component units are required to be disclosed but are not included in the financial
statements.

e Government-wide statements, as defined in GAAP, are not presented.

e All funds are presented, rather than a focus on major funds.

e The Schedule of Liabilities is required to be presented with the financial statements as
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supplementary information.
e Supplementary information required by GAAP is not presented.
e Ending balances are not presented using the classifications defined in GAAP.

A. Fund Accounting

The Port maintains its accounts on the basis of funds, specifically an enterprise fund. This
type of fund accounts for operations that provide goods or services to the public and are
supported primarily through user charges and uses a separate set of self-balancing accounts
that comprises its cash and investments, revenues and expenditures.

B. Basis of Accounting and Measurement Focus

Financial statements are prepared using the cash basis of accounting and measurement focus.
Revenues are recognized when cash is received, and expenditures are recognized when paid.

In accordance with state law RCW 36.40.200, Jefferson County is allowed and has opted to use an
open period to recognize expenditures paid during twenty (20) days after the close of the fiscal year
for claims incurred during the previous period. Since Jefferson County acts as the Port’s treasurer,
the Port is allowed and has opted to follow the county’s policy of using the same
twenty (20) day open period for expenses.

C. Cash and Investments

See Note 2, Deposits and Investments.

D. Capital Assets
Capital assets are assets with an initial individual cost of more than $5,000 and an estimated useful
life more than one (1) year. Capital assets and inventory are recorded as capital expenditures

at the time of purchase.

E. Compensated Absences

Vacation leave may be accumulated up to 320 days and is payable upon separation or retirement, if
the employee has worked at least six (6) continuous months as a regular employee with the Port.
Sick leave policy allows employees to cash out up to 50% of their accrued sick leave hours,
dependent on longevity with the Port, upon termination of employment, and capped at
a maximum cash out of 250 hours.

The total compensated absences balance as of December 31, 2018 was $163,134. See Schedule 09,
Schedule of Liabilities.

F. Long-Term Debt

See Note 4, Long Term Debt.
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G. Reserved Portion of Ending Cash and Investments

Beginning and Ending Cash and Investments is reported as reserved when it is subject to
restrictions on use imposed by external parties or due to internal commitments established by the
Port Commission via resolution. When expenditures that meet restrictions are incurred, the Port
intends to use reserved resources first before using unreserved amounts.

Reservations of Ending Cash and Investments consist of $992,234 as of December 31, 2018. These
reserve dollars are per Commission resolutions, as follows:

Hazardous Waste Reserve S 25,000
Contingency Reserve 75,000
Unemployment Reserve 10,000
Port Townsend Boat Haven Reserve 592,234
Port-Wide Capital Reserve 290,000
Total Reserves $992,234

Note 2 — Deposits and Investments

It is the Port’s policy to invest all temporary cash surpluses.

All deposits and certificates of deposit are covered by the Federal Deposit Insurance Corporation and/or
the Washington Public Deposit Protection Commission. All investments are insured, registered or held
by the Port or its agent in the government’s name.

Most Port investments are with the Washington State Local Government Investment Pool (LGIP), which
is authorized by Chapter 294, Laws of 1986, and is managed and operated by the Washington State
Treasurer. The LGIP is reported at amortized cost which approximates fair value. Investments and
deposits by type at December 31, 2018 are as follows:

Type of Deposit/Investment Port’s own Deposits Investments held by Port as an Total
and investments agent for other local governments,
Individuals or private organizations.

LGIP $1,225,618 S 0 $1,225,618
General Fund (warrants)

(held by Jefferson County) $129,387 S 0 $129,387
Kitsap Bank (depository) $101,301 S 0 $101,301
Kitsap Bank (checking) $52,000 S 0 $.52,000
U.S. Bank (I.D.C. CD) S 3,654 S 0 S 3,654
U.S. Bank (Quilcene checking)  $3,180 S 0 $3,180
U.S. Bank (1.D.C checking) $1,361 S 0 $1,361

Note 3 - Property Tax
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The county treasurer acts as an agent to collect property tax levied in the county for all taxing authorities.
Collections are distributed at the end of each month.

Property tax revenues are recognized when cash is received by the Jefferson County Treasurer.
Delinquent taxes are considered fully collectible because a lien affixes to the property after tax is levied.

The Port’s regular levy for the year 2018 was $0.192365 per $1,000 on an assessed valuation of
$5,111,357,748 for a total regular levy of $983,244.

Note 4 — Long Term Debt

Debt Service

The accompanying Schedule of Liabilities (09) provides more details of the outstanding debt and liabilities
of the Port and summarizes the Port’s debt transactions for year ended December 31, 2018.

The debt service requirements for general obligation (G.0.) bonds are as follows:

G.O. Bonds Principal Interest
2019| $ 715,000 | $ 300,588
2020 755,000 276,488
2021 785,000 250,888
2022 810,000 222,688
2023 835,000 193,588
2024 - 2029 3,395,000 550,013
Total| $ 7,295,000 [ $ 1,794,250

Note 5 — OPEB Plans

The Port has a commitment to pay for post-employment benefits for employees that participate in the
Public Employment Benefits Board (PEBB) healthcare coverage. These benefits include medical, dental,
vision, LTD, and life insurance. No retirees received benefits during the year and $0 was paid out for those
benefits during the year.

Note 6 — Pension Plans

A. State Sponsored Pension Plans

Substantially all Port full-time and qualifying part-time employees participate in the PERS Plan Il and PERS
Plan Ill, which is administered by the Washington State Department of Retirement Systems (DRS), under
cost-sharing, multiple-employer public employee defined benefit and defined contribution retirement
plans.
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The State Legislature establishes, and amends, laws pertaining to the creation and administration of all
public retirement systems.

The Department of Retirement Systems, a department within the primary government of the State of
Washington, issues a publicly available comprehensive annual financial report (CAFR) that includes
financial statements and required supplementary information for each plan. The DRS CAFR may be
obtained by writing to:

Department of Retirement Systems
Communications Unit

P.O. Box 48380

Olympia, WA 98540-8380

Also, the DRS CAFR may be downloaded from the DRS website at www.drs.wa.gov.

At June 30, 2018 (the measurement date of the plans), the Port’s proportionate share of the collective net
pension liabilities, as reported on the Schedule 09, was as follows:

Employer Allocation % Liability (Asset)
Contributions
PERS 1 $101,806 0.015231% $680,222
PERS 2/3 $150,092 0.019452% $332,126

Note 7 — Risk Management
Port of Port Townsend is a member of Enduris. Port of Port Townsend is a member of Enduris. Chapter
48.62 RCW provides the exclusive source of local government entity authority to individually or jointly

self-insure risks, jointly purchase insurance or reinsurance, and to contract for risk management, claims,
and administrative services. Enduris was formed July 10, 1987 pursuant to the provisions of Chapter
48.62 RCW, Chapter 200-100 WAC, and Chapter 39.34 RCW. Two (2) counties and two (2) cities in the
State of Washington joined together by signing an interlocal governmental agreement to fund their self-
insured losses and jointly purchase insurance and administrative services. As of August 31, 2018, there
are 549 Enduris members representing a broad array of special purpose districts throughout the state.
Enduris provides property and liability coverage as well as risk management services and other related
administrative services.

Members make an annual contribution to fund Enduris and share in the self-insured retention of the
jointly purchased excess and/or reinsurance coverage. The self-insured retention is:

e 51,000,000 self-insured retention on liability loss - the member is responsible for the first $5,000
of the amount of each claim, while Enduris is responsible for the remaining $995,000 on a
liability loss.

e $250,000 self-insured retention on property loss - the member is responsible for the first $5,000

of the amount of each claim, while Enduris is responsible for the remaining $245,000 on a
property loss.
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Enduris acquires reinsurance from unrelated insurance companies on a “per occurrence” basis to cover
all losses over the self-insured retentions as shown on the policy maximum limits. Liability coverage is
for all lines of liability coverage including Public Official’s Liability. The Property coverage is written on
an “all risk”, blanket basis using current Statement of Values. The Property coverage includes but is not
limited to mobile equipment, boiler and machinery, electronic data processing equipment, business
interruption, course of construction and additions, property in transit, fine arts, cyber and automobile
physical damage to insured vehicles. Liability coverage limit is $20 million per occurrence and property
coverage limit is S1 billion per occurrence. Enduris offers crime coverage up to a limit of $1 million per
occurrence.

Since Enduris is a cooperative program, there is a joint liability among the participating members.

The contract requires members to continue membership for a period of not less than one (1) year and
must give notice 60 days before terminating participation. The Master Agreement (Intergovernmental
Contract) is automatically renewed after the initial one (1) full fiscal year commitment. Even after
termination, a member is still responsible for contribution to Enduris for any unresolved, unreported
and in-process claims for the period they were a signatory to the Master Agreement.

Enduris is fully funded by its member participants. Claims are filed by members with Enduris and are
administered in house.

A Board of Directors consisting of seven (7) board members governs Enduris. The Pool’s members elect
the Board and the positions are filled on a rotating basis. The Board meets quarterly and is responsible
for conducting the business affairs of Enduris.

Enduris did not have any claim settlements that exceeded limits in the last three years.

Note 8 — Leases

The Port leases a significant portion of airport, industrial and marine terminal land to tenants under
operating leases expiring in various years through the year 2057. Minimum future rental revenue on
operating leases is as follows:

Year Ending

December 31 Amount
2019 S 778,398
2020 720,832
2021 643,209
2022 534,495
2023 510,982
2024 - 2057 5,668,164
Total $ 8,856,081

Note 9 — Other Disclosures

In January 2019, the Port Commission unanimously voted to change from full accrual basis of accounting
to a cash basis of accounting for reporting purposes. Transactions having cash impacts in 2018, but
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recorded on an accrual basis in previous years, have generally been adjusted to ensure the financial
statements include a fair presentation of a full twelve months of revenues and expenses on the cash basis
of reporting. Such transactions include, but may not be limited to, property taxes, pre-paid expenses, pre-
paid insurance and unearned revenue. After making the adjustments for cash basis presentation for fiscal
year 2018, the only notable variances when comparing from the prior year financial activity (prepared on
an accrual basis), was beginning unreserved cash. The following adjustments were required to beginning
unreserved cash:
e $22,245 addition for 2017 expenses properly posted back to 2017 for the accrual presentation of
the 2017 report, and
e 546,460 reduction for 2018 beginning warrants payable which does not reduce cash in an accrual
presentation but is properly reduced in cash presentation.

Note 10 — Prior Period Adjustment

The prior period adjustment in the amount of $138,264 is for items related to 2017 and years prior in
warrants payable. The prior period adjustment corrects warrants payable in this amount and debited
fund balance; this was entered as of 12/31/2018. This does not change the ending 2017 balance or
beginning 2018 balance and therefore needed a manual adjustment to the financial statements.
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Port of Port Townsend
Schedule of Liabilities
For the Year Ended December 31, 2019

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
General Obligation Debt/Liabilities
251.11 2010 LTGO Bond 12/1/2029 3,870,000 - 265,000 3,605,000
251.11 2015 LTGO Bond 7/1/2025 3,425,000 - 450,000 2,975,000
Total General Obligation Debt/Liabilities: 7,295,000 - 715,000 6,580,000
Revenue and Other (non G.0.) Debt/Liabilities
259.12 Compensated Absences 163,134 35,706 25,511 173,329
264.30 Pension Liabilities 1,012,347 - 304,007 708,340
264.40 OPEB Liabilities - 865,135 - 865,135
Total Revenue and Other (non G.0.) 1,175,481 900,841 329,518 1,746,804
Debt/Liabilities:
Total Liabilities: 8,470,481 900,841 1,044,518 8,326,804
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Port of Port Townsend
Schedule of Liabilities
For the Year Ended December 31, 2018

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
General Obligation Debt/Liabilities
251.11 2010 LTGO Bond 12/1/2029 4,105,000 - 235,000 3,870,000
251.11 2015 LTGO Bond 7/1/2025 3,855,000 - 430,000 3,425,000
Total General Obligation Debt/Liabilities: 7,960,000 - 665,000 7,295,000
Revenue and Other (non G.0.) Debt/Liabilities
252.11 2013 Revenue Bond 11/1/2018 409,507 - 409,507 -
259.12 Compensated Absences 180,245 29,692 46,803 163,134
264.30 Pension Liabilities 1,352,474 - 340,127 1,012,347
Total Revenue and Other (non G.0.) 1,942,226 29,692 796,437 1,175,481
Debt/Liabilities:
Total Liabilities: 9,902,226 29,692 1,461,437 8,470,481
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ABOUT THE STATE AUDITOR’S OFFICE

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

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

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

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

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

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

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

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (564) 999-0950

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

Website | www.sa0.wa.gov

Office of the Washington State Auditor Page 30
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Board of Commissioners
Industrial Development Corporation of the Port of Port Townsend
Port Townsend, Washington

Report on Assessment Audit

Thank you for the opportunity to work with you to promote accountability, integrity and openness
in government. The Office of the Washington State Auditor takes seriously our role of providing
state and local governments with assurance and accountability as the independent auditor of public
accounts. In this way, we strive to help government work better, cost less, deliver higher value and
earn greater public trust.

The attached report describes the procedures performed and conclusions for the areas we reviewed.
We appreciate the opportunity to work with your staff, and we value your cooperation during the
assessment audit.

Sincerely,

Signature Here (Please do not remove this line)
Pat McCarthy

State Auditor

Olympia, WA

Americans with Disabilities

In accordance with the Americans with Disabilities Act, we will make this document available in
alternative formats. For more information, please contact our Olffice at (564) 999-0950, TDD
Relay at (800) 833-6388, or email our webmaster at webmaster(@sao.wa.gov.

Insurance Building, P.O. Box 40021  Olympia, Washington 98504-0021 « (564) 999-0950 « Pat.McCarthy@sao.wa.gov
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AUDIT SUMMARY

Results in brief

Based on the procedures performed, nothing came to our attention in the areas we reviewed that
caused us to believe the Corporation was not in substantial compliance with applicable state laws,
regulations, and its own policies, or had significant weaknesses in controls over the safeguarding
of public resources. Had we performed additional procedures, other matters might have come to
our attention that would have been reported.

About the assessment audit

This report contains the results of our independent audit of the Industrial Development Corporation
of the Port of Port Townsend from January 1, 2018 through December 31, 2019.

Management is responsible for ensuring compliance and adequate safeguarding of public resources
from fraud, loss or abuse. This includes the design, implementation and maintenance of internal
controls relevant to these objectives. Local governments are also required by state law (RCW
43.09.230) to prepare and submit certified annual reports to our Office summarizing such things
as revenues received, collections made, amounts receivable or payable, expenditures made, and
debt owed.

This assessment audit was conducted under the authority of RCW 43.09.260, which requires the
State Auditor’s Office to examine the financial affairs of all local governments at least once every
three years. Assessment audits are risk-based, limited-scope reviews of small local governments,
generally defined as local governments with less than $300,000 in annual revenues. To help
minimize audit costs, our work for this engagement was conducted off-site primarily using
financial and other information provided by the Corporation.

This assessment audit was limited to the following:

e Verifying that annual reports submitted to our Office were complete and filed timely in
compliance with state law.

e Reviewing the Corporation’s annual revenues and expenditures for unusual transactions or
trends.

e Corroborating financial information reported by the Corporation by comparing its annual
revenues, expenditures, and cash and investment balances to third-party sources.

Office of the Washington State Auditor Page 3
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INFORMATION ABOUT THE CORPORATION

The Port of Port Townsend created the Industrial Development Corporation for the purpose of
facilitating economic development in Jefferson County through the financing of industrial
development facilities. The Corporation may issue tax-exempt Industrial Development Revenue
bonds for qualified industrial development projects. Bonds issued through the Corporation are the
debt of the private developer of the project. They are not obligations of the Corporation or the
Port. The Corporation has no employees and has no tax or operating revenue. The three Port
Commissioners serve as the Directors of the Corporation.

Contact information related to this report

Address: Industrial Development Corporation of the Port of Port Townsend
2601 Washington St
PO Box 1180
Port Townsend, WA 98368

Contact: Abigail Berg, Director of Finance & Administration

Telephone: 360-379-4975

Website: NA

Information current as of report publish date.

Audit history

You can find current and past audit reports for the Industrial Development Corporation of the Port
of Port Townsend at http://portal.sao.wa.gov/ReportSearch.

Office of the Washington State Auditor Page 4
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ABOUT THE STATE AUDITOR’S OFFICE

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

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

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

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

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

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

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

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (564) 999-0950

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

Website | www.sao.wa.gov

Office of the Washington State Auditor Page 5



LETTER OF REPRESENTATION TO BE TYPED ON CLIENT LETTERHEAD

January 27, 2021

Zachary Wilson, CFE
Assistant Audit Manager
451 Sedgwick Rd, Suite 200
Port Orchard WA 98367

To the Office of the Washington State Auditor:

We are providing this letter in connection with your audit of Port of Port Townsend for the period
from January 1, 2018 through December 31, 2019. Representations are in relation to matters
existing during or subsequent to the audit period up to the date of this letter.

Certain representations in this letter are described as being limited to matters that are significant
or material. Information is considered significant or material if it is probable that it would change
or influence the judgment of a reasonable person.

We confirm, to the best of our knowledge and belief, having made appropriate inquires to be able
to provide our representations, the following representations made to you during your audit. If we
subsequently discover information that would change our representations related to this period, we
will notify you in a timely manner.

General Representations:

1. We have provided you with unrestricted access to people you wished to speak with and
made available all relevant and requested information of which we are aware, including:

Financial records and related data.

b. Minutes of the meetings of the governing body or summaries of actions of recent
meetings for which minutes have not yet been prepared.

c. Other internal or external audits, examinations, investigations or studies that might
concern the objectives of the audit and the corrective action taken to address significant
findings and recommendations.

d. Communications from regulatory agencies, government representatives or others
concerning possible material noncompliance, deficiencies in internal control or other
matters that might concern the objectives of the audit.

e. Related party relationships and transactions.

f. Results of our internal assessment of business risks and risks related to financial
reporting, compliance and fraud.

2. We acknowledge our responsibility for compliance with requirements related to
confidentiality of certain information, and have notified you whenever records or data
containing information subject to any confidentiality requirements were made available.



We acknowledge our responsibility for compliance with applicable laws, regulations,
contracts and grant agreements.

We have identified and disclosed all laws, regulations, contracts and grant agreements that
could have a direct and material effect on the determination of financial statement amounts,
including legal and contractual provisions for reporting specific activities in separate funds.

We have complied with all material aspects of laws, regulations, contracts and grant
agreements.

We acknowledge our responsibility for establishing and maintaining effective internal
controls over compliance with applicable laws and regulations and safeguarding of public
resources, including controls to prevent and detect fraud.

We have established adequate procedures and controls to provide reasonable assurance of
safeguarding public resources and compliance with applicable laws and regulations.

We have no knowledge of any loss of public funds or assets or other illegal activity, or any
allegations of fraud or suspected fraud involving management or employees.

In accordance with RCW 43.09.200, all transactions have been properly recorded in the
financial records.

Abigail Berg Eron Berg
Director of Finance and Administration Executive Director



PORT OF &
PORT TOWNSEND

Serving all of Jefferson County

December 23, 2020

Zac Wilson, CFE

Assistant Audit Manager

451 S.W. Sedgwick Rd Suite 200
Port Orchard WA 98367

To the Office of the Washington State Auditor:

We are providing this letter in connection with your audit of the Port of Port Townsend for the
period from January 1, 2018 through December 31, 2019. Representations are in relation to
matters existing during or subsequent to the audit period up to the date of this letter.

Certain representations in this letter are described as being limited to matters that are significant
or material. Information is considered significant or material if it is probable that it would change
or influence the judgment of a reasonable person.

We confirm, to the best of our knowledge and belief, having made appropriate inquires to be able
to provide our representations, the following representations made to you during your audit. If
we subsequently discover information that would change our representations related to this
period, we will notify you in a timely manner.

General Representations:

1. We have provided you with unrestricted access to people you wished to speak with and
made available all relevant and requested information of which we are aware, including:

Financial records and related data.

b. Minutes of the meetings of the governing body or summaries of actions of recent
meetings for which minutes have not yet been prepared.

c. Other internal or external audits, examinations, investigations or studies that might
concern the objectives of the audit and the corrective action taken to address
significant findings and recommendations.

d. Communications from regulatory agencies, government representatives or others
concerning possible material noncompliance, deficiencies in internal control or other
matters that might concern the objectives of the audit.

e. Related party relationships and transactions.

2701 Jefferson Street P.O.Box 1180 Port Townsend, Washington 98368
p: (360) 385-0656 | e: info@portofpt.com| f: (360) 385-3988 | w: portofpt.com



Office of the Washington State Auditor
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Page 2
f. Results of our internal assessment of business risks and risks related to financial

reporting, compliance and fraud.

2 We acknowledge our responsibility for compliance with requirements related to
confidentiality of certain information and have notified you whenever records or data
containing information subject to any confidentiality requirements were made available.

3. We acknowledge our responsibility for compliance with applicable laws, regulations,
contracts and grant agreements.

4. We have identified and disclosed all laws, regulations, contracts and grant agreements that
could have a direct and material effect on the determination of financial statement amounts,
including legal and contractual provisions for reporting specific activities in separate funds.

5 We have complied with all material aspects of laws, regulations, contracts and grant
agreements.

6. We acknowledge our responsibility for establishing and maintaining effective internal
controls over compliance with applicable laws and regulations and safeguarding of public
resources, including controls to prevent and detect fraud.

e We have established adequate procedures and controls to provide reasonable assurance of
safeguarding public resources and compliance with applicable laws and regulations.

8. We have no knowledge of any loss of public funds or assets or other illegal activity, or
any allegations of fraud or suspected fraud involving management or employees.

9. In accordance with RCW 43.09.200, all transactions have been properly recorded in the

financial records.

Additional representations related to the financial statements:

10.  We acknowledge our responsibility for fair presentation of the financial statements and
believe financial statements are fairly presented in accordance with the Budgeting,
Accounting and Reporting Standards Manual (BARS Manual), which is a comprehensive
basis of accounting other than accounting principles generally accepted in the United States
of America.

11.  We acknowledge our responsibility for establishing and maintaining effective internal
control over financial reporting.

12.  The financial statements properly classify all funds and activities.



Office of the Washington State Auditor
December 23, 2020

Page 3

13.

14.

15.

16.

17.

18.

19.

20.

Revenues are appropriately classified by fund and account in accordance with the BARS
Manual.

Expenses are appropriately classified by fund and account, and allocations have been made
on a reasonable basis.

Ending cash and investments are properly classified as reserved and unreserved.
Significant assumptions we used in making accounting estimates are reasonable.

The following have been properly classified, reported and disclosed in the financial
statements. as applicable:

Interfund, internal, and intra-entity activity and balances.

b. Related-party transactions, including sales, purchases, loans, transfers, leasing
arrangements, and guarantees, and amounts receivable from or payable to related
parties.

Joint ventures and other related organizations.
d. Guarantees under which the government is contingently liable.

e. All events occurring subsequent to the fiscal year end through the date of this letter
that would require adjustment to, or disclosure in, the financial statements.

f. Effects of all known actual or possible litigation, claims, assessments, violations of
laws, regulations, contracts or grant agreements and other loss contingencies.

We have accurately disclosed to you all known actual or possible pending or threatened
litigation, claims or assessments whose effects should be considered when preparing the
financial statements. We have also accurately disclosed to you the nature and extent of our
consultation with outside attorneys concerning litigation, claims and assessments.

We acknowledge our responsibility to include all necessary and applicable disclosures
required by the BARS Manual, including:

a. Description of the basis of accounting, summary of significant accounting policies
and how this differs from Generally Accepted Accounting Principles (GAAP).

b. Disclosures similar to those required by GAAP to the extent they are applicable to
items reported in the financial statements.

c. Any additional disclosures beyond those specifically required by the BARS Manual
that may be necessary for the statements to be fairly presented.

We acknowledge our responsibility for reporting supplementary information (the Schedule
of Liabilities) in accordance with applicable requirements and believe supplementary
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information is fairly presented, in both form and content in accordance with those
requirements.

21.  We have disclosed to you all significant changes to the methods of measurement and
presentation of supplementary information, reasons for any changes and all significant
assumptions or interpretations underlying the measurement or presentation.

22.  We believe there are no uncorrected misstatements that would be material individually and

in the aggregate to the financial statements taken as a whole.

23.  We acknowledge our responsibility not to publish any document containing the audit report
with any change in the financial statements, supplementary and other information
referenced in the auditor’s report. We will contact the auditor if we have any needs for
publishing the audit report with different content included.

Eron Berg
Executive Director Director of Finance and Administration
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