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Finance & Ultility Department 208 S Pacific, Suite 102 P.O. Box 819 Kelso, Washington
360-423-0900 fax 360-425-9807

June 27, 2013

To the Honorable David Futcher, Mayor
Members of the City Council

Stephen Taylor, City Manager

Citizens of the City of Kelso

State Jaw requires that all local governments publish within 150 days of the close of each
fiscal year financial statements covering the full period of each fiscal year, in accordance
with the forms and methods prescribed by the Washinglon State Auditor’s Office. In
addition to the State reporting requirements, the City has chosen to issue our financial
report in conformity with generally accepted accounting practices (GAAP) and hereby
submit this comprehensive annual financial report (CAFR) of the City of Kelso for the
fiscal year ended December 31, 2012.

This report consisls of management’s representations concerning the finances of the City
of Kelso (City). Consequently, management assumes full responsibility for the
completeness and reliability of all of the information presented in this report. To provide
a reasonable basis for making these representations, management of the City has
established a comprehensive internal control framework that is designed both to protect
the government’s assets from loss, thefl, or misuse and to compile sufficient reliable
information for the preparation of the City’s financial stalements in conformity with
GAAP, Because the cost of internal controls should not outweigh their benefits, the
Cily’s 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. As management, we assert that, to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

The City of Kelso’s financial statements have been audited by the Washington State
Auditor’s Office. The goal of the independent audit was (o provide reasonable assurance
that the financial statements of the City for the fiscal year ended December 31, 2012, are
free of material misstatement, The independent audit involved examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements; assessing
the accounting principles used and significant estimates made by management; and
evaluating the overall financial statement presentation.  The independent auditor
concluded, based upon the audit, that therc was a reasonable basis for rendering an



unqualified opinion that the City of Kelso’s financial statements for the fiscal year ended
December 31, 2012, arve fairly presented in conformity with GAAP. The independent
auditor’s report is presented as the first component of the financial section of this report.

GAAP require 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 MD&A and
should be read in conjunction with it. The City’s MD&A can be found immediately
following the report of the independent auditors.

Profile of the Government

The City of Kelso, incorporated in 1889, is located in southwestern Washington on the
Cowlitz River, approximately 127 miles south of the City of Seattle, Washington and 50
miles north of the City of Portland, Oregon. The City, which serves as the Cowlitz
County seat, lies adjacent to the City of Longview. Together, these two cities comprise
of the Kelso/Longview metropolitan area, the major population center of Cowlitz County.
The City of Kelso currently occupies a land area of 8 square miles and serves a
population of 11,930.

The City of Kelso operates under the Council-Manager form of government. The
Council is responsible, among other things, for passing ordinances, adopting the budget,
appointing committees, and hiring both the Cily Manager and Attorney. The City
Manager is responsible for carrying out the policies and ordinances of the Council, for
overseeing the day-to-day operations of the City, and for appointing the heads of the
various departments. The Council is elected via City-wide vote. Council members serve
four-year staggered terms, with three/four Council members elected every two years.
The City Council elects a Mayor {rom the Council membership for a two-year term.

The City of Kelso provides a full range of services, including police, fire protection (City
contracts with Cowlitz County Fire District No. 2), refuse removal (City contracts with
Waste Control Equipment Inc.), a municipal airport, street maintenance, transit system
(City contracts with River Cities Transit), water and sewer utilities, library services, and
parks and recreation facilities.

Cities and counties of the State of Washington must comply with the Budgeting,
Accounting, and Reporting System (BARS) prescribed by the Office of the State Auditor
as authorized under RCW 43.09.200 and RCW 43.09.230. State law also provides for
annual independent audits by the Washington State Auditor’s Office and requires timely
submission of annual financial reports to the State for review. The financial system of
the City of Kelso incorporates a system of financial and administrative controls that
ensure the safeguarding of assets and the reliability of financial reports. Consequently
they are designed to provide recasonable assurance that transactions are executed in
accordance with management authorization, recorded in conformity with GAAP, that
accountability of control over assets and obligations exists, and that sufficient reporting
and review exists to provide adequate information for analysis and comparability of data.




Internal control is an area of audit by the State Auditor as well and City management
takes action upon recommendations made by the State.

The City of Kelso prepares a biennial budget in accordance with RCW 35.A.34. The
biennial budget serves as the foundation for the City’s financial planning and control.
The budget process begins in mid summer of even-numbered years. All departments of
the City are required to submit requests for appropriation to the City Clerk on or before
the fourth Monday in September. The City Manager uses these requests as the starting
point for developing a proposed budget. The City Manager then submits the proposed
budget to the City Council for review prior to November 1. The City Council is required
to hold public hearings on the proposed budget and to adopt a final budget by no later
than December 31, the close of the City’s fiscal year. The appropriated budget is
prepared by fund. The City Manager is authorized to transfer budgeted amounts between
departments within any fund and object classes within departments; however, any
revisions that alter the total expenditures of a fund must be approved by the Council.
Budget-to-actual comparisons are provided in this report for each individual
governmenial fund for which an appropriated annual budget has been adopted. For the
general and arterial street funds this comparison is presented on pages 35-36 as part of
the basic financial statements for the governmental funds. For governmental funds, other
than those previously mentioned, with appropriated annual budgets, this comparison is
presented in the governmental fund subsection of this report, which starts on page 92.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it
is considered from the broader perspective of the specific environment within which the
City of Kelso operates.

Local economy. Kelso’s economy is predominately retail, commercial and service
oriented, The largest employers in the City include Foster Farms Poultry Processing
Plant, Cowlitz County, and Kelso School District. The City also has a mall that
encompasses over 420,000 square feet and includes two anchor stores; Macy’s and 1.C,
Penney. Additional employment is provided by regional employers such as Longview
Fibre Company, Peacellealth/St. John’s Hospital, and Weyerhaeuser Company which are
located in neighboring Longview, Washington.

The economy of the region is based on a mixture of industrial, commercial and service
activily. Wood and paper products processing, steel processing, trade and port activity,
as well as healthcare, make up the economic foundation of the area. The economy as a
whole has become more diversified in recent years, but remains materially dependent on
the forest products industry and, as a resull, is relatively vulnerable to the cyclical
downturns of that industry. The average unemployment rate for the Kelso/Longview
metropolitan arca in 2012 was 10.9 percent compared with state and national rates of 8.2
percent and 8.1 percent, respectively.




Long-term financial planning. As always the City of Kelso will strive to continue
providing basic services at current levels. Funding priorities for long-term operating and
capital needs are reviewed and updated annually during the budget process and again at
the council retreat. Over the past decade the City has been particularly successful in
obtaining grants and low interest loans for the upgrade of roadway and utility
infrastructure. One of the primary goals of the City is to upgrade its infrastructure to help
attract new business to the region which, in turn, will increase our tax base.
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Washington State Auditor
Troy Kelley

INDEPENDENT AUDITOR’S REPORT
June 27, 2013

Mayor and City Council
City of Kelso
Kelso, Washington

REPORT ON FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund and the aggregate remaining fund information of the
City of Kelso, Cowlitz County, Washington, as of and for the year ended December 31, 2012,
and the related notes to the financial statements, which collectively comprise the City's basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the City's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the City's internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the
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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
hasis for our audit opinions.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of the City of Kelso, Cowlitz County,
Washington, as of December 31, 2012, and the respective changes in financial position and,
where applicable, cash flows thereof, and the respective budgetary comparison for the General
and Arterial Street funds for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Matters of Emphasis Regarding Material Misstatements in Previously Issued Financial
Statements

As described in Note V to the financial statements, the City's 2011 basic financial statements
have been restated to correct a misstatement. Our opinion is not modified with respect to this
matter.

Matters of Emphasis Regarding Implementation of New Accounting Standard

As described in Note V, during the year ended December 31, 2012, the City has implemented
the Governmental Accounting Standards Board Statement No. 63, Financial Reporting of
Deferred Outflows of Resources, Deferred Inflows of Resources and Net Position. Our opinion
is not modified with respect to this matter.

Other Matters
Required Supplementary information

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis on pages 17 through 28, pension trust fund information
on page 84 and information on postemployment benefits other than pensions on pages 84 and
85 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City's basic financial statements as a whole. The accompanying
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information listed as combining financial statements on pages 88 through 104 is presented for
purposes of additional analysis and is not a required part of the basic 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. This
information has been subjected to auditing procedures applied in the audit of the basic 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 basic financial
statements taken as a whole,

The information identified in the table of contents as the introductory and Statistical Sections is
presented for purposes of additional analysis and is not a required part of the basic financial
statements of the City. Such information has not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on it.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING STANDARDS

In accordance with Government Auditing Standards, we will also issue our report dated June
27, 2013, on our consideration of the City's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. That report will be issued under separate cover in the Cily's
Single Audit Report. The purpose of that report is to describe the scope of our testing of internal
control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering the City's internal controi over financial reporting and compliance.

Sincerely,

Ty X Kid ey

TROY KELLEY
STATE AUDITOR
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Management’s Discussion and Analysis

As management of the City of Kelso, we offer readers of the City of Kelso’s financial
statements this narrative overview and analysis of the financial activities of the City for
the fiscal year ended December 31, 2012. We encourage readers to consider the
information presented in conjunction with additional information that we have furnished
in our letter of transmittal. All amounts reported in the MD&A, unless otherwise
indicated, are expressed in thousands of dollars.

Financial Highlights

e The assets of the City of Kelso exceeded its liabilities at the close of the most
recent fiscal year by $83,845 (net position). Capital assets, net of depreciation
and related debt, account for $70,188 or 83.7% of total net assets. $11,622 or
13.9% of total net position (unrestricted net position) may be used to meet the
government’s ongoing obligations to citizens and creditors.

o The government’s total net position increased by $2,174 during 2012.

o As of the close of the current fiscal year, the City of Kelso’s governmental funds
reported combined ending fund balances of $6,259, an increase of $793 in
comparison with the prior year, Approximately 64% of this amount, $3,987, is
available for spending at the government’s discretion (unrestricted fund balance).

e At the end of the current fiscal year, unrestricted fund balance for the general fund
was $3,276, or 39% of total general fund expenditures.

o The City of Kelso’s total debt (exclusive of compensated absences) decreased by
$535 during the current fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Kelso’s
basic financial statements. The City’s basic financial statements comprise three
components: 1) governmenlt-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.

Government-wide financial statements, The government-wide financial statements are
designed to provide readers with a broad overview of the City’s finances, in a manner
similar to a private-sector business.

The statement of net position presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net position. Over lime,
increases or decreases in net position may serve as a uscful indicator of whether the
financial position of the City is improving or deteriorating.

The statement of activities presents information showing how the government’s net
position changed during the most recent fiscal year. All changes in netl posilion are
reported as soon as the underlying event giving rise to the change occurs, regardless of




the timing of related cash flows, Thus, revenues and expenses are reported in this
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 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 include general government, security of persons and property,
physical environment, transportation, economic environment, and culture and recreation,
The business-type activities of the City include a water/sewer enterprise, a solid waste
enterprise, a storm water drainage enterprise, and an airport.

Fund financial statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. The City of Kelso, like other State and local governments, uses fund
accounting to ensurc and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary {unds.

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, as well as on balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating a government’s near-term financial
requirements.

Because the focus of 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 City’s near-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in
fund balances provide a reconciliation (o facilitale this comparison between governmental
funds and governmental activities.

The City of Kelso maintains ten individual governmental funds. Information is presented
separately in the governmental fund balance sheets and in the govermmental fund
statement of revenues, expenditures, and changes in fund balances for the general fund
and the arterial street fund, which are considered to be major funds. Data from the other
eight governmental funds are combined into a single, aggregated presentation. Individual
fund data for each of these nonmajor governmental funds is provided in the form of
combining statements elsewhere in this report.
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The City of Kelso adopts a biennial appropriated budget for all of its governmental funds.
Budgetary comparison statements have been provided for these funds to demonstrate
compliance with this budget.

Proprietary funds. The City of Kelso maintains two different 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 water/sewer and solid waste departments, its airport, and for its storm
water drainage department. Internal service funds are an accounting device used to
accumulate and allocate costs internally among the City’s various functions. The City
uses an internal service fund to account for the acquisition of its vehicle fleet. A portion
of the acquisition fund has been included within the business-type functions. The
remainder of these services predominantly benefit governmental rather than business-
type functions and have been included within governmental activities in the government-
wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide
separate information for the water/sewer, solid waste, and storm water drainage
departments, as well as, the City’s airport. However, only the water/sewer, solid waste
and airport funds are considered to be major funds of the City. The internal service fund
is also presented separately in the proprietary fund financial statements.

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

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.

Other information. In addition to the basic financial statements and accompanying
notes, this report also presents the combining statements, referred to earlier in connection
with nonmajor governmental funds, which are presented immediately following the
foles,

Government-wide Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of a City’s
financial position, In the case of the City of Kelso, assets exceeded liabilitics by $83,845
al the close of the most recent fiscal year, The following is a condensed version of the
Government-Wide Statement of Net Position as of December 31, 2012 with comparable
data provided for the previous year.
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City of Kelso’s Net Position

Governnmental Business-type
activities activities Total
2012 2011 2012 2011 2012 2011

Current and other assets $7,828 $6,059 $ 9,099 $8,537  $16,927  $14,596
Capital assets (net) 50,989 50,690 28,568 27,776 79,557 78.466

Total assets 58.817 56,749 37,667 36,313 96,484 93,062
Long-term liabilities outstanding 4,279 4,230 6,699 7,081 10,978 11,311
Other liabilities 403 481 1,258 1015 1,661 2,096

Total liabilities 4,682 4711 1,957 8.696 12,639 13,407
Net assets:
Net investinent in capital assets 48,199 47,753 21,989 20,809 70,188 68,562
Restricted 1,442 1,349 593 592 2,035 1,941
Unrestricted 4,494 2.936 7,128 6,216 11,622 9,152

Total net position $54,135  $52,038  $29,710  $27,617 $83.845  $79,655

By far the largest portion of the City’s net position (83.7 percent) reflects its investment
in capital assets (e.g., land, buildings, machinery, and equipment), less any related debt
used to acquire those assets that is still outstanding, The City uses these capital assets to
provide services to citizens; consequently, these assets are not available for future
spending. Although the City’s investment in its capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided
from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

An additional portion of the City of Kelso’s net position (2.4 percent) represenis
resources that are subject lo external restrictions on how they may be used. The
remaining balance of unrestricted net position $11,622 may be used to meet the City’s
ongoing obligations to citizens and creditors.

At the end of the current fiscal year, the City of Kelso is able to report positive balances
in all three categories of net position, both for the government as a whole, as well as for
its separate governmental and business-{ype activities.

Governmental activities. Governmental activities increased the City of Kelso’s nel
position by $899 in 2012, Revenues and expenditures increased in 2012 by $1,069 and

$27, respectively. Key elements for these changes are as follows:

e Capital grants increased by $632 in 2012,
o Operating grants increased by $270 in 2012.
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City of I{elso’s Changes in Net Assets

Governmental Business-type
activilies activities Total
2012 2011 2012 2011 2012 2011
Revenues:
Program revenuces:
Charges for services $747 $782 39471  $9,538 $10,218 $10,320
Operating grants and contributions 894 624 193 238 1,087 862
Capital grants and contributions L455 822 457 - 1,912 822
General revenues:
Property taxes 1,175 1,159 - - 1,175 [,159
Sales and use laxes 2,103 2,154 - - 2,103 2,154
Utility taxes 2,827 2,611 - - 2,827 2,611
Business taxes 755 713 - - 755 713
Excise taxes 86 111 - - 86 it
Penalties and interest S 4 - - 5 4
Staie entitlements 573 572 - - 373 572
Investment carnings 64 68 Il 15 75 83
Other 26 21 - - 26 21
Total revenues 10,710 9,041 10,132 9.791 20.842 19,432
Expenses:
General government 1,312 1,453 - - 1,312 1,453
Security of persons and property 4,533 4,543 - - 4,533 4,543
Physieal environment 431 422 - - 431 422
Transportation 1,722 1,703 - - 1,722 1,703
Economic cnvironiment 590 396 - - 590 396
Culturc and recreation 1,066 1,054 - - 1,066 1,054
Interest on long-term debt 117 173 - - 117 173
Water/Sewer - - 6,610 6,578 6,610 6,578
Storm water - - 571 580 571 580
Solid wastc - - 1,294 1,235 1,294 1,235
Alrpori - - 422 380 422 380
Total expenses 9.771 9.744 8.897 8,773 18.668 18,517
Change in net position before transfers 939 (103) 1,235 1,018 2,174 915
Translers (40) 4 40 (4 - -
Change in net position 899 (99) 1,275 1,014 2,114 915
Ne{ position — beginning, restated for 201 2* 53,2306 52,137 28435 26,0603 81,671 78740
Net position — cnding 834,135 $32,038 $29.710 $27,017 $83,845 $79.655

*See note V.G
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Expenses and Program Revenues — Governmental Activities
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Business-type activities.

Business-type activities increased the City of Kelso’s net

position by $1,275. Business-type activity revenues and expenses increased by $341
and $124, respectively, in 2012, Operating revenues exceeded operating expenses in
2012 by $1,203 in the water/sewer fund.

Expenses and Program Revenues — Business-type Activities
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Key elements for the change in net position are as follows:

e The City increased the water and sewer rates by 7.5% and 3.0%, respectively,
in 2012,

e The City increased the garbage collection rates by 2.5% in 2012.

e Payments made to the regional sewage treatment plant decreased by $211 in
2012. See Note V.D.

Financial Analysis of the Government’s Funds

As noted earlier, the City of Kelso uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

Governmental Funds, The focus of the City of Kelso’s governmental funds is to
provide information on near-term inflows, outflows, and balances of spendable resources.
Such information is useful in assessing the City of Kelso’s financing requirements. In
particular, unrestricted fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the cunrent fiscal year, the City of Kelso’s governmental funds reported
combined ending fund balances of $6,259, an increase of $793 in comparison with the
prior year. Approximately 64% of this total amount ($3,987) constitutes unrestricted
fund balance (unassigned, assigned, and committed), which is available for spending at
the City’s discretion. The remainder of fund balance is restricted or nonspendable to
indicate that it is not available for new spending because it is restricted 1) to pay for
tourism promotion and for the acquisition and/or operation of tourisim-related facilities
($132), 2) to pay for low income housing ($54), 3) to pay for housing rehabilitation
($1,060), 4) for a variety of other restricted purposes ($196), or it is nonspendable 1) for
interfund loans that are not payable/receivable in the current period ($517), or 2} for
long-term notes receivable that will not become available in the current period ($312).

As mentioned earlier, the City of Kelso maintains ten individual governmental funds.
Two of these funds are classified as major funds for the purposes of this report, based on
criteria set forth by the GASB. Those funds are the General Fund and the Arterial Strect
Fund.

The general fund is the chief operating fund of the City of Kelso. At the end of the
current fiscal year, total fund balance of the general fund was $3,369. All but $306 of
this fund balance is unassigned, $54 is restricted for low income housing, $38 is
restricted for the maintenance of City streets and $213 has been commitied by the City
for maintenance of City owned bridges. Unassigned fund balance represents 39 percent
ol total general fund operating expenditures (excludes capital expenditures and transfers).

The fund balance of the Cily of Kelso’s general fund increased by $486 during the
curtent fiscal year. This increase in fund balance can be attributed to the climination of




eleven full-time positions in 2011 and 2 full-time positions in 2012. Nine of the thirteen
positions were eliminated through attrition,

The arterial street fund accounts for the receipt and expenditure of a portion of the State-
levied motor vehicle fuel taxes distributed to the City as well as various grants. Revenues
are designated for construction, improvement, chip sealing, seal coating, and repair of
streets or for payment of related municipal indebtedness. In 2012, the arterial street fund
expended in excess of $1.9 million on roadway improvements.

Proprictary funds. The City of Kelso’s proprietary funds provide the same type of
information found in the government-wide financial statements, but in more detail.

Unrestricted net position of the water/sewer fund at the end of the year amounted to
$5,428, and for the solid waste fund amounted to $518. The total net position for the
water/sewer fund increased by $1,025 and the total net position for the solid waste fund
decreased by $126, Residential and commercial water rates were increased by 7.5% and
sewer rates were increased by 3.0% in 2012, Factors concerning the finances of these
two funds have already been addressed in the discussion of the City of Kelso’s business-
type activities,

General Fund Budgetary Highlights

Differences between the original budget and the final amended budget ($333 increase in
appropriations) can be briefly summarized as follows:

e $300 for the clean up a blighted property.

e $62 for police operations.

o $(16) for miscellanecus Community Development operations.
e $(13) for miscellaneous operations.

$375 of this increase was funded by grants and $42 was added back to reserves. At the
end of the year, operating revenues exceeded budgetary estimates by $113. Operating
expenditures and transfers were $359 less than budgetary estimates.

Capital Asset and Debt Administration

Capital Assets. The City of Kelso’s investment in capital assets for its governmental and
business type activities as of December 31, 2012 amounts to $70,188 (net of related debt
and accumulated depreciation). This investment in capital assets includes land, buildings
and structures, improvements, machinery and equipment, park facilities, and
infrastructure (roads, highways, and bridges constructed after December 31, 1979).
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Major capital asset events during the cutrent fiscal year included the following:

e [ 2012, the City of Kelso continued the planning/preliminary engineering phase
and began the Right-of-Way acquisition phase of the West Main Street
Realignment project in West Kelso. The West Main Street Realignment project
runs from the Allen Street Bridge on the west end of Allen Street, to the west city
limits of Kelso at West Cowlitz Way. The Realignment Project stems from
growing traffic, congestion and accidents along the corridor. The goal of the
project is to redevelop the streets in the area to deal with those issues, and at the
same time provide a desirable business friendly environment. During the
planning phase the city decided on the final alignment option, developing the
supporting environmental documents and developing engineering plans, estimates
and specifications for construction. The planning phase is being funded entirely
by a federal grant. The total cost of this project through December 31, 2012 was
$2,557.

e The Paxton Road Water Reservoir project was substantially completed in 2012.
This project consists of the construction of a 2 million gallon water reservoir with
accumulated costs of $3,798 through December 31, 2012,

e Various waterline replacement projects were completed in 2012. These projects
consisted of the installation of 2.26 miles of new water mains throughout the City.,
The total cost of these projects through December 2012 was $2,118.

City of Kelso’s Capital Assets
{(net of depreciation)

Governmental Business-type
activities activities Total
2012 2011 2012 2011 2012 2011

Land $18,133  $18,133 $484 $484 $18,617 $18,617
Buildings and structures 7,612 7,863 5,268 5,424 12,880 13,287
Improvements other than —y 7q7 | 997 175690 15109 19,356 17,106
buildings

Machinery and equipment 319 353 586 697 905 1,050
Infrastructure 20,042 19,946 - 20,042 19,946
Construction in progress 3,096 2,398 4,601 6,062 1,757 8,460
Total £50,989 $£50,690 $28,508 §$27,176 $79,557 $78,400

Additional information on the City of Kelso’s capital assets can be found in note [V.C,

Long-term debt. At the end of the current fiscal year, the City of Kelso had total bonded
debt outstanding of $2,585. 100% of this amount is backed by the full faith and credit of
the City. The remainder of the Cily of Kelso’s debt represents bonds secured solely by
specified revenue sources (i.¢., revenue bonds).
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City of Kelso’s Outstanding Debt
General Obligation and Revenue Bonds

Governmental Business-type
activities activitics Total
2012 2011 2012 2011 2012 2011
General obligation bonds $2,585 $2,710 $- $- $2,710 $2,710
Revenue bonds - - 4,865 5,050 5,050 5,050
Total $2,585 $2,710 $4,865 $£5,050 $7.450 $7,760

The City of Kelso’s total bonded debt decreased by $310 during the current fiscal year.

In addition to the bonded debt mentioned above, the City has two Public Works Trust
Fund loans, two Drinking Water State Revolving Fund loans, and one miscellaneous note
outstanding at year end. The total amount outstanding at year end for these loans is
$1,919,

Additional information on the City of Kelso’s long-term debt can be found in note IV.E.

The City of Kelso is authorized to issue debt pursuant to the Acts of the State of
Washington. With voter approval the City can issue debt up to 2.5 percent of the
assessed valuation of taxable property within the City. Without a vote, the City can incur
debt up to an amount equal to 1.5 percent of the assessed valuation. Further, voted
indebtedness is permitted for water, artificial lights, and sewerage up to 2.5 percent of
assessed valuation, with an additional 2.5 percent available for acquiring open space for
park facilities. The combination of unlimited tax (voted) and limited tax (non-voted)
general obligation debt for all purposes cannot exceed 7.5 percent of assessed valuation.

Economic Factors and Next Year’s Budgets and Rates

e The annual average unemployment rate for the Kelso/Longview metropolitan area
in 2012 was 10.9 percent, which is a decrease from a rate of 12.0 percent in 2011,
This compares unfavorably to the State’s average unemployment rate of 8.2
percent and the national average raie of 8.1 percent.

o In late 2008, the City began to experience a severe downturn in economic activity.
This downturn, which has continued through 2012, has manifested itself’ with
decreased sales, business, and gambling tax revenucs, as well as, decreased
building permit revenues. In addition, the rate of return on the City’s investments
has fallen to .24% at December 31, 2012 from as high as 4.6% just five years ago.

o The City’s ability to raise property taxes has been further limited by 1-747. 1-747
is a voter approved initiative that reduces the allowable property tax growth limit
to lower of 1 percent or the Implicit Price Deflator.

All of these factors were considered in preparing the City of Kelso’s budget for the 2013
fiscal year.
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At the end of the current fiscal year the unassigned fund balance in the general fund is
$3,063. In 2013, the City anticipates spending down $115 of this unassigned fund
balance.

In 2013, water and sewer rates will be increased by 7.5% and 3.0%, respectively. These
rate increases are necessary to keep pace with inflation, for future capital upgrades, and
the increased cost of sewage treatment.

Requests for Information

This financial report is designed to provide a general overview of the City of Kelso’s
finances for all those with an interest in the City’s finances. Questions concerning any of
the information provided in this report or requests for additional financial information
should be addressed to the Office of the Finance Director, P.O. Box 819, Kelso,
Washington 98626.
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City of Kelso
Statement of Net Position
December 31, 2012

PRIMARY GOYERNMENT

Governmental Business-type
Activities Activities Total
ASSETS
Cash & cash equivalents $ 4,995,808 $ 5,400,626 $ 10,396,434
Receivables (net of allowance for uncollectibles): 2,503,770 1,783,066 4,286,836
Iiternal balances (500,000) 500,000 -
Prepaids - 5,890 5,890
lnveitory - 133,461 133,461
Deferred charges 97,737 77,766 175,603
Long-term notes receivable 731,039 - 731,039
Restricted assets - 1,198,137 1,198,137
Capital asseis net of accumulated depreciation:
Land 18,133,171 484,292 18,617,463
Buildings 7,611,766 5,267,831 12,879,597
Improvements other than buildings 1,786,591 17,569,477 19,356,068
Machinery and cquipment 319,402 585,781 905,183
Infrastructure 20,041,960 - 20,041,960
Construction in progress 3,095,640 4,660,909 7,756,549
Total assels 58,816,884 37,667,236 96,484,120
LIABILITIES
Accounts payable and other current liabilitics 370,168 630,045 1,000,213
Interest payable 10,023 23,319 33,342
Unearned revenue 23,342 335,340 358,682
Liabilities payable from restricted assets - 269,221 269,221
Long-term liabilities:
Due within one year 254,171 422,590 676,761
Due in more than one year 4,024,490 6,276,974 10,301,464
Total liabilitics 4,682,194 7,957,489 12,639,683
NET POSITION
Net investment in capital assets 48,199,043 21,989,056 70,188,099
Restricted for:
Debt service - 592 774 592,774
Capital projects 48,792 - 48,792
Promotion of tourism 131,507 - 131,507
Paths and trails 37,433 - 37,433
Street maintenance 38,300 - 38,300
Parks 14,806 - 14,806
Criminal Justice 56,858 - 53,858
Aftordable housing 54,184 - 54,184
Housing rebabilitation 1,060,100 - 1,060,100
tnrestricted 4,493,667 7,127,917 11,621,584
Total net position $ 54,134,890 $ 29,709,747 $ 83,844,437

The notes to the linancial statements are an integral part of this statement.

30




UDWANEIS SIR JO Led [EISIIUL UE 218 SIUDLUNTLS [BIOUTUL L3 OF $210u M,

LEVPPRER & LyLl'60L62 § QB9'PEL'YG § Sutpus - uowisod 18N
eEY0LOLB S6.L'vEP' 82 8¥9'eEZ ES (DA 210U 928) peisss “JutuutTsg - uonssod WN
¥E6°ELL'E 256'vLT' L [ womsod 19U w aSusy?)

818'629'L L00'LE LERLG ) SI3]SUEI PUE SONUIAJL TRIDUDS (210
- 000'Ct (0oc'ow) SIoJsUes]

2092 - C10'92 SROSUT]{BOSHN
Ze0'6L 100"} L LE0'YO STUILLIED JUDLISIALY
1EP'TLS - LEY'ZLS (PA12LIS3IUNT) STUALLINIUD MG
1ZP's " LZv's 182U P SANUUIY
16208 " L£2'98 SONTY 2SIONY
2SE' 5L - 85E'+G/ SINEL SSIUISTIE
8.8 Iew'e - 81£'/28'T soxm AN
68201 - 89Z'C0L'T SONEL $2[Eg
L91°GLL L - L9LGLL saxm Ayadord

SINUDADY [RIOUID)

(Gee'ler's) § LS6'E2Z'L § (9££'6/9'9) § 288 LL6'L § 8298071 § Z¥2'eLZ oL § 642'799'01 § udwwA0d Arwed 2oL
A LSB'EZZ L - 50895y $E5¢6L ZLL LY 5559688 SILLABIE F-SSIUISR [0,
B¥9'/SZ 6¥9'L5Z - 50828y 0600zt 0€5'9Z1 985 1ZY vodiry
§19'88 5/9'85 - - 0LL°0G SH'RLS 0¥6'0L5 B0M Lo

(Loz'221) {Loz'LzL) - - €812 ¥RLUPPLL PSLEET L ASTAL PIOG
PERVED'L ¥EG'FEQ'L - 000'vZ - £10'129°L 6LL0L9'9 JIMISLDTT

SSIIANDE Ua.ﬂnwmucﬂv:m

(9£€'629'9) - (9££°629°9) €95 ¥G¥ L LG4'€68 0L0'LPL 0ZL0LL'6 SOUANDE [EIUAUWIA0T (210,

(zze'oL1L) - (zz6°9L1) - - - 226911 199D ULH-SU0] O 151K

(F8e' L¥6) - (r8E" L+6) 228'vZ - Z0.'66 ¥L6'680'L UOPTAIOAL PUT 2T

(626'¥Y) - (646'v1) - GES' 8L 86.°9Z1 Zee'068 JUIUIUCIALY DUUOUOIT

(985'09) - (985°09} geL'eey L - 602182 ogg Lzl ucuzuodsuel ]

(892 '¥z¥) - (89L'72¥) - - 8¥6'S 9LL0EY UDLLONAUD [E2USAL

(z15'508'¢) - (zLe's9g'e) - 95L'GLY ¥ES'Z6L Z0E'CECY Auadord put suosisd Jo AUNRg

{cei'1zz'l) ¢ - $ (ogrizzl) ¢ - 3 - $ 618°06 $ 666 LIEL § WINPT [E10UID)

s

TUALIDE [TIUSLURIDAOD)
FUNBUIIA0E TR

[EEA SIUIALIY SHUADDY SUOLNQLIUC) SUOBNGLIUOTY ONAING sasuadng STEISOISUG05 0N,
sdAr-ssousng |EIUSURIIAOLY 29 swEsn [ended PUE SjUBID 10§ SoGreyD
IUIWLIIACL) ATERILL] Junedo
UOLUEC 1oN UL SABUBYD) SINUIADY WELF0I]

pue anuoAdy {ssuadxa) 19N

T10T L€ 129G PIPUE 18I A YL 40,
SUNALIY JO JUILNIG
OSITH 30 ALID

3



City of Kelso
Balance Sheet
Governmental Funds

‘The notes 1o the finarcial statements are an integrd part of this smlcmg%

December 31, 2012
Other Total
General Arterial Street Governmental Governmental
Fund Fund Funds Funds
ASSETS
Cash & cash equivalents $ 2,084,093 s 253,953 $ 2,042,893 3 4,380,939
Receivables (net)y
Taxes 1,317,720 - - 1,317,720
Accounts 241,857 - - 241,857
Assessments - 23,342 - 23,342
e from other funds 55,000 - 123,812 178,812
Due from other governments 198,125 635,325 87,401 920,851
Advances te other funds - - 517,130 517,130
Long-tera notes receivable - - 731,039 731,039
Tolal assels $ 3,906,795 ] 912,620 $ 3,502,275 $ 8,321,690
LIABILITIES AND FUND BALANCES
|iabilities:
Accounts payable 226,077 109,134 6,248 341,459
DDue to other funds - 523,812 55,000 678,812
Due to other govemments 28,709 - - 28,709
Advances from other funds - 517,130 - 517,130
Deferred revenue 282,995 166,814 47,167 496,976
Total liabitities 537,781 1,416,890 108,415 2,063,086
Fund Balances:
Nouspendable:
Lotsp-term notes - - 312,268 312,268
Advances - - 517,130 517,130
Restricted for:
Paths and trails 192 - 37,244 37,433
Prometion of tourism - - 131,507 131,507
Housing/neighborheod rehabilitation - - 1,060,100 1,060,100
|.ow income housing 54,184 - - 54,184
Criminal justice - - 56,858 56,858
Parks - - 14,8086 14,808
Street maintgnance 38,300 - - 38,300
Capital projects - - 48,792 48,792
Committed to:
Bridge maintenance 213,264 - - 213,264
Assigned to:
Debt service - - 1,071,763 1,071,763
Other purposes - - 143,395 143,395
Unassigned 3,063,074 (504,270) - 2,558,804
Tolal fund balances 3,369,014 {504,270) 3,393,860 6,258,604
‘Fotal Hiabilities and fund balances 5 3,906,795 3 912,620 s 3,502,275
Amounts reported for governmental activities in the statemont of net
position are different because:
Capital assets used in governmentad activities are nat financial
resources and, therefore, are not reported in the funds. 50,881,320
Other assets ate not avaitable to pay for current-peried expenditures
atd, therefore, are deferred in the funds. 473,634
Net Pension and Net OPER Assets or Obligations are not censidered
to represent a financial resource or Habidity and, therefore,
are not reported in the funds. {1,103,340)
Internal service funds are used by management to charge the costs
of fleet management to individual finds. The assets and liabilities
of the internal service funds are included in povernmental activities
in the statement of et position. 712,079
Long-team liabilities, including bonds payable, are not due and payable
in the curent period and therefore are not reported in the funds {3,087,607)
Net position of governmental activitics $ 54,134,690




City of Kelso
Statement of Revenues, Expendituires and Changes in Fund Balances
Governmental Funds
For the Year Ended December 3§, 2012

Other
Arterinl Street Governmental
General Fund Funds Total
Revenues
Taxes $ 6,770,001 $ - $ 184,860 $ 6,954,951
Licenses and permits 194,965 - - 194,865
Intergovernmental 840,432 1,699,238 426,373 3,066,043
Charges lor services 897,282 162,706 28,568 878,556
Fines 140,313 - - 140,313
Investmenlt earnings 29,606 8 34,626 64,240
Rental/lease income 86,077 - - 86,077
Miscellaneous 11,719 11,093 14,707 37,5619
Total revenues 8,870,485 1,863,045 689,134 11,422,664
Expenditures
Current:
General government 1,619,519 - - 1,619,519
Security of persons and property 3,988,663 - 307,035 4,296,598
Physical environment 570,797 - - 570,797
Transportation 478,928 - - 478,928
Lconomic environment 493 826 - 90,868 584,694
Culture and recreation 614,137 - 167,331 781,468
Debt service:
Prineipal - 22,713 125,000 147,713
Interest and bond issuance costs - 40,439 70,542 110,881
Capital outlny:
General govermment 40,528 - - 40,528
Transportation 72,647 1,866,304 - 1,838,851
Culture and recrealion 19,271 - 518 19,789
Total expenditures 7,898,316 1,929,456 762,194 10,589,866
Excess (defliciency) of revenues
over (under) expenditures 972,169 (66,411) (73,060) 832,698
Other financing sources (uses)
Fransfers in - 306,385 190,280 496,665
Transfers out (486,535) (130) {50,000) {536,665)
Total other financing sources (uses) {486,535} 306,255 140,280 (40,000)
Net change in fund balances 485,634 239,844 67,220 792,698
Fund balances - beginning, restated (sce note V.G) 2,883,380 (744,114) 3,326,640 5,465,906
Fund balances - ending $ 3,369,014 $ (504,270) $ 3,393,860 $ 6,258,604

The notes to the linancial statements are an integral part of this statement.
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City of Kelso
Reconciliation of the Statement of Revenues,
Expenditures, and Changes In [Fund Balances of Governmental Funds
To the Statement of Activities
For the Year Ended December 31, 2012

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

<

Net change in tund balances - total governmental funds (page 31) 792,698
Governmental funds report capital outlays as expenditures. However, in the

statement of activities the cost of those assets are allocated over their estimated

useful lives and reported as depreciation expense. This is the amount by which

capital outlays exceeded depreciation in the currend period. 300,400

The net eflect of various miscetlaneous transactions involving capital assets
(i.e. sales, trade-ins, and donations) is o increase net position, 29,521

The net eflect of underfunding the City's annual required contribution to the
FFiremen's Pension Fund. (11,801

The net effect of underfunding the City's annual required contribution for post-retirement
health care benefits for LEOIT 1 {Law Enforcement Officers and Fire Fighters) employees. (129,232)

Revenues in the statement of activities that do not provide current financial resources (176,320}
are not reporied as revenues in the funds.

The issuance of long-term debt {c.g. bonds, notes) provides current financial
resources to govermnental funds, while the repayment of the principal of long-term
debt consumes the current {inancial resources of governmental funds, Neither
transaction, however, has any effect on net position. Also, governmental funds
report the effect of issuance costs, premiums, discounts, and similar items when
debt is first issued, whereas these amounts are deferred and amortized in the
statement of activities. This amount is the net cffect of these differences in the
treatment of long-term debl and related items. 147,713

Some expenses reporied in the statement of activities do not require the vse of
current financial resources and, therefore, are not reported as expenditures in

govermmental funds, (61,111)

Some expenses reported in the governmental funds have already been reported in
the statement of activities in prior years, 163

Internal service funds arc uscd by management to charge the costs of fleet
acquisition Lo individual funds.

The net revenue of certain activities of internal service funds is reported with
goveramental activities. 7,011

Change in net position of governmental activities {page 29) $ 899,042

The notes to the financial statements are an integral part of this statement.
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City of Kelso
General Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual
For the Year Ended December 31, 2012

Budgeted Amounts Variance
Actual With Final
QOriginal Final Amounts Budget
Revenues
‘Faxes $ 5,601,584 $ 5,601,584 $ 5,805,868 $ 204,284
Licenses and permits 200,500 200,500 194,965 (5,535)
Intergovernmentat 441,000 781,000 763,161 {17,839}
Charges for services 679,417 679,417 686,872 7,455
Fines 131,000 161,000 135,813 {25,187}
Investment earnings 10,300 10,300 28,961 18,661
Contributions 19,850 19,850 - {19,850}
Other misceltanecus 57,000 57,000 7,735 {49,265}
Total reventes 7,140,651 7,510,651 7,823,375 112,724
Expenditures
General government:
Council 82,029 82,029 79,089 2,930
Municipal court 192,600 192,800 179,776 12,824
Manager 195,087 195,087 149,335 45,752
Finance 564,484 564,484 553,505 10,979
Attorney 140,587 110,750 89,199 21,561
Other - unclassificd 681,489 663,792 568,605 95,187
Totat general government 1,856,276 1,808,742 1,619,519 189,223
Security of persons and property:
Police 3,263,548 3,352,680 3,351,517 1,163
Jail 338,960 312,000 307,184 4,816
Fire 240,000 240,000 240,000 -
Other 91,000 81,000 89,962 1,038
Total sccurity of persons and property 3,933,508 3,895,680 3,988,663 7,017
Physical environment 614,461 614,461 570,797 43,664
FEeonoemic environment 325,804 609,884 493,826 116,058
Capital outiay - - 40,528 {40,528}
Total expenditures 6,730,049 7,028,767 8,713,333 315,434
Excess (deficiency) of revenues
over (under) expenditures 410,602 481,884 910,042 428,158
Other financing sources (uses)
Transfers owt {465,055) {500,055) {456,180) 43,875
Total other financing sources (uses) (465,055) {500,055) {456,180) 43,875
Net change in fund batances
budgetary basis (64,453} (18,171) 453,862 472,033
Reconcifiation of budgetary/GAAD hasis:
Basis difterence (See note HLB.) 31,772
Net change in fund batances
GAAD basis 485,634
Fund balances - beginaing, restated (sec note V.G 2,883,380
Fund balances - ending 5 3,369,014

The notes Lo the financial statements are an integral part of this statement.




City of Kelso
Arterial Street Fund
Statement of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual

For the Year Ended December 31, 2012

Budgeted Amounts Variance
Actunl With Final
Original Final Antounts Budget
Revenues
Intergovernmental $ 2,020,000 $ 5,897,000 $ 1,699,238 $ (4197,762)
Charges for services 152,000 152,000 152,706 706
livestment earnings - - 8 8
Miscellancous 2,700 2,700 11,083 8,393
Total revenues 2,174,700 6,051,700 1,863,045 (4,188,655)
Expenditures
Capital outlay 2,250,000 6,160,000 1,866,304 4,293,696
Debt Service:
Principal 141,088 141,088 22,713 118,375
Interest 40,440 40,440 40,439 1
Total expenditures 2,431,528 6,341,528 1,929,456 4412072
Excess {deficiency) of revenues
over (under) expenditures (256,828) (289,828) (66,411} 223,417
Other financing sources (uses)
Transfers in 261,755 294 755 306,385 11,630
Transfers out (350) (350) {130} 220
Total other financing sources (uses) 261,405 294 405 306,255 11,850
Net change in fund balances 4577 4577 239,844 235,267
Fund balances - beginning (744,114) {744,114) (744,114) -
1'and balances - ending $ (739,537) $ (739,537) & (504,270) $ 235,267
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ASSETS
Current Assets;
Cash & cash equivalents
Restricted cash, cash equivalents, and
invesiments:
Customer deposits
Grant for capital improvements
Accounts receivable
Due from other governmenés
Due from other tunds
Prepaid expense
Insventory
Total current asscts

Noncurrent assets:
Restricted ecash, cash equivalents, and
investmenis:
Revenue bond covenant accounts
Deferred charges
Capital Assets:
Land
Buildings and structures
Improvements other than buildings
Machinery and equipment
Construction in progress
Less accumuiated depreciation
Total capital assets (net of
accumulated depreciation)
Total roncurrent assets
Total Assels

The netes to the financial statements are an integeal part of this statement.

City of Kelso
Statement of Net Position
Propriefary Funds
December 31, 2012

Business-type Activilies - Enterprise Funds

Major Funds Non-majer Fund Equipment Reserve
Salid Water- Storm Internal

Waste Sewer Airport Water Total Service Fund
$ 428,104 % 3,624,118 $ 343,876 $ 497,818 $ 4,893,916 3 1,111,679
- 269,221 - - 269,221 -
- - 336,142 - 336,142 -
202,745 1,269,651 13,162 99,707 1,525,265 -
11,315 - 196,486 50,000 257,801 -
- 900,000 - - 900,000 -
- - 5,890 - 5,890 -
- 133,461 - - 133,461 -
642,164 6,136,451 895,556 647,625 8,321,696 1,111,579
- 592,774 - - 502 774 -
- 77,766 - 77,766 -
- 28,712 455,580 - 484,292 -
- 6,826,316 531,821 - 7,358,137 -
- 26,687,073 2,781,023 671,042 30,139,138 -
- 2,630,410 162,046 43,401 2,825,857 2,368,647
- 4,159,796 495,939 5174 4,660,909 -
- (15,364,204) (1,408,018} (273,968} (17,046,190) {2,115,290)
- 24,968,103 3,008,391 445,649 28,422 143 253,357
- 25,638,643 3,008,391 445,649 29,092,683 253,357
642,164 31,775,094 3,903,947 1,083,174 37,414,379 1,364 936
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LIABILITIES

Current Liabilities:
Accounts payable
Due to other funds
Compensated absences
Customer deposits
Accrued interest payable
Deferred revenue
Current revenue bonds payable
Current portion notes payable

Total current liabilities

Noncureent kabilities:
Compensated absences
Revenue bonds payable
Notes payable

‘T'otal noncurrent liatilities
Total Liabilities

NET POSITEON

Net investment in capital asscls
Restricted for debt service
Unrestricted

‘Total net position

Business-type Activities - Enterprise Funds

Adjustment to reflect the consolidation of internal service fund activities related to

enterprise funds:

Net position of business-type aclivitics

Major Funds Non-major Fund Internal
Solid Water- Storm Service
Waste Sewer Airport Waler TFotal Funs
124,282 302,345 105,774 7,644 630,045 -
- - 440,000 - 400,000 -
- 25,253 472 4,358 30,083 -
- 269,221 - - 269,221 -
23,319 - - 23,319 -
- 335,340 - 335,340 -
190,000 - - 190,000 -
- 187,607 15,000 - 202,507 -
124,282 1,087,645 866,586 12,002 2,080,515
75,759 1,416 13,072 90,247
4,675,000 - - 4,675,000
1,471,727 40,000 - 1,511,727 -
- 6,222,486 41,416 13,072 6,276,974
124,282 7,310,131 898,002 25,074 8,357,489 -
18,443,869 2,953,301 445649 21,842,909 253,357
592,774 - 582,774 -
517,882 5,428,320 52,5654 622,451 6,621,207 1,111,579
$ 517,882 $ 24,464,063 $ 3,005,945 $ 1,068,100 $ 29,056,800 $ 1,364,936
652,857
$29,709,747
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City of Kelso
Statement of Revenues, Expenses, and Changes in Fund Net Position
Proprictary Funds
For the Year Ended December, 31 2012

Business-lype Activities - Enterprise Funds

Major Funds Non-major Fund Equipment Reserve
Solid Water- Storm Internal
VWaste Sewer Airport Water Total Service Fund
Operating revenues:
Charges for services $ 1,139,928 $ 7,481,135 $ 123,470 $ 578,845 $ 9,323,378 187,387
Other operating revenue 4,856 95,767 3,060 - 103,683 -
Total operating revenues 1,144,784 7,576,902 126,530 578,845 9,427,061 187,387
Operating expenses:
General operations 783,153 2,521,904 211,176 517,809 4,034,042 .
Contracted processing eperations 332,380 2,148,294 - - 2,480,674 -
Maintenance 2,895 98,571 62,962 21,394 185,822 -
Depreciation - 633,414 128,744 22,368 784,526 163,057
Taxes 175,326 971,580 18,675 9,369 1,174,960 -
Tolal operating expenses 1,293,754 6,373,773 421,557 570,940 8,660,024 163,057
Operating income (loss) {148,970) 1,203,129 (295,027) 7,905 767,037 24,330
Nonoperating revenues (expenses):
Investment eamings 856 7,978 843 692 10,369 1,474
Intergovernmental 21,763 24,000 562,805 50,770 649,338 -
Olher - 16,723 - - 16,723 -
Interest expense - (226,179) (129} - {226,308) -
‘Total nonoperating revenues (expenses) 22,619 (178,478) 553,519 51,462 448,122 1,474
Income (loss) before transfers (126,351} 1,024,651 258,492 59,367 1,216,159 25,804
‘Transfers in - - 40,000 - 40,000 -
Change in net position (126,351} 1,024,651 288,492 59,367 1,256,159 25,804
Total net position - beginning, restated
(See note V.G) 644,233 23,440,312 2,707,453 1,008,733 1,339,132
Total net position - ending $ 517,882 $ 24,464,963 $ 3,005,945 $ 1,068,100 1,364,936
Adiustment to reflect the conselidation of internal service fund activities related to
enterprise funds: 18,793
Change in et position of business-1ype activities $ 1,274,852

The notes to the financial statements are an integral part of this statement.
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Cash flows from operating activities
Receipts from custormers and users
Receipts from other sources
Receipts from interfund senvices provided
Payments to suppliers
Payments {0 employees
Payments for interfiznd services used

Net cash provided (used) by
operating activities

Cash flows from noneapital fivasicing activities
Subsidies from local governments
Advances {to) from other funds
Operating grants received
Transfer from (to) other funds
Net cash provided {used) by noncapital
financing activities

Cash flows frem capital and
and related financing aclivities
Proceeds from capital recovery fees
Capital grants received
Acquisition and construction of capital assets
Principal paid on capital debt
Interest paid on capital debt
Net cash provided (used) by capital
financing activities

Cash flows from investing aclivities
Interest received
Net cash provided {used) by
investing activities

Net increase (decrease) in eash and ¢ash ¢quivalents
Cash and cash equivalents, Janvary |

Cash and eash equivalents, December 31

Reconciliatien of operaling income fto net
cash provided by operating aclivities:

Operating income (loss)

Adjustiments to reconcile operating income to net

cash provided (used) by operating nctivities:
Depreciation expense
{Increase) decrease in accounts seceivable
(In¢rease) decrease in prepaid expense
{Increase) decrease in inventory
Inerease {deceease) in customer deposits
Increase {eceease) in accounts payable
Tncrease {lecgease) in compensated absences

Tolal adjustaents
Net cash provided {used} by operating activities

City of Kelso
Statement of Cash Flows
Proprietary Funds
For the year ended December 31, 2052

Business-hype Activitics - Foterprise Funds

Major Funds Nen-majos Funds Equipment Reserve
Solid Water- Storm Tuternal
Waste Sewer Airport Whater Totals Service Fund
$ 1,135,719 § 7,407.370 $ 132,422 % 550,692 % 9,226,203 $ -
4,856 95,767 3,060 - 103,683 -
- 81,724 - 30,452 112,176 187,387
{1.201,445) (4,088,212) (181,813} (206,453) (5,677,923) -
(13,619) (1,180,883) (82,517} (275,428) (1,552,445) B
(68,509) {423,792) {31,611} {92,925) (616,837) -
{142,998) 1,891,974 (160,459) 6,340 1,594,857 187,387
- 24,000 120,000 - 144,600 -
- {900,000} 400,000 - (500,000) -
18,120 - - 104,139 119,259 -
- - 40,000 - 40,000 -
18,120 {876,000) 560,000 101,138 {196,741) -
- 15,723 - - 16,723 -
- - 172,468 - 172,468 -
. (1,522,874} (412,544) (7,160} (1,942,578} (39,777}
. (372,508) (15,000) - {387,506) -
- (221,591} {129) - {221,720) -
- {2,101,248) {255,205) (7,160} (2,363,613} {39,777}
8566 7.878 843 692 10,369 1,474
856 7.978 843 692 10,369 1,474
(124,022) {1,077,266) 145,179 101,011 {855,128) 149,084
552,126 5,563,409 534,839 396,807 7,047,181 962,495
$ 428,104 $ 4,486,113 $ 680,018 s 497 818 5 6,092,053 3 1,111,579
$ {148,970) % 1,203,129 S {295,027) $ 7,905 $ 767,037 3 24,330
- 633,414 128,744 22,368 764,526 163,057
(4,209) (30,163) 8,852 2,298 {23,121} -
- - 85 - 85
- 27,775 - 27,775 -
- 38,122 - - 38,122
10,181 13,882 (2,892) {26,846) (5,675}
- 5,815 {321) 614 6,108 -
5,972 688,845 134,668 (1,565} 827,820 163,057
S {142,998} § 1,891,974 S (160,459) S 6,340 3 1,694,857 $ 187,387

The notes 1o the financial stateineants we an integeal part of this stalement
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City of Kelso
Statement of Fiduciary Net Position
Fiduciary Funds

December 31, 2012
Firemen's
Pension
Fund
Assets
Cash & cash equivalents $ 312,855
Total assets 312,855
Liabilities
Accounts payable 1,287
Total liabilities 1,287
Net Position
Held in trust for pension benefits $ 311,568

The notes to the financial statements are an integral part of this statement.
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City of Kelso

Statement of Changes in Fiduciary Net Position
Fiduciary Funds
For the year ended December 31, 2012

Additions
Contributions:
Employer
Total contributions
Investment earnings:
Interest
Total investment earnings
Total additions

Deductions
Pension benefits
Healthcare benefits
Administrative expenses

Total deductions
Change in net position
Net position - beginning
Net position - ending

The notes to the financial statements are an integral part of this statement,
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Firemen's
Pension
Fund

$ 226,417
226,417

425
425

226,842

57,211
143,816
541

201,668

25,174
286,394

$ 311,568
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CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

L. Summary of significant accounting policies

The financial statements of the City of Kelso have been prepared in conformity with
generally accepted accounting principals (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard setting
body for establishing governmental accounting and financial reporting principals. The
significant accounting policies are described below.

A. Reporting Entity

The City of Kelso was incorporated in January 1889 and operates under the laws of
the State of Washington applicable to a Charter Code City with a Council-Manager
form of government.

B. Government-wide and fund financial statements

The government-wide financial statements (i.c., the statement of net position and the
statement of activities) report information on all of the nonfiduciary activities of the
City.  Governmental activities, which normally are 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.

The statement of activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function. Certain indirect costs for centralized
services are included in program expenses reported for individual functions and
activities. 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 and 2) grants and contributions that are restricled to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as
general revenues.

Separate financial statements are provided for governmental funds, proprietary funds,
and fiduciary funds, even though the latter are excluded from the government-wide
financial statements. Major individual governmental funds and major individual
enterprise funds are reported as separate columns in the fund financial statements.

C. Measurement focus, basis of accounting, and financial statement presentation

The government-wide financial statements are reported using the economic resources
measuretent focus and the accrual basis of accounting, as are the proprietary fund and
fiduciary fund financial statements, Revenues are recorded when earned and expenses
are recorded when a liability is incurred, regardless of the timing of related cash flows.
Property tlaxes are recognized as revenues in the year for which they are levied.



CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the cwrent financial
resources measurement focus and the modified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues generally
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 generally are recorded when a liability is
incurred, as under accrual accounting, However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments, are recorded
only when payment is due.

Grants associated with the current fiscal period are considered to be susceptible to
accrual and so have been recognized as revenues of the current fiscal period. Only the
portion of special assessments 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 City. '

The City reports the following major governmental funds:

The general find is the City’s primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in
another fund.

The arterial street fiund accounts for the receipt and expenditure of a portion of the
State-levied motor vehicle fuel taxes distributed to the City as well as various grants,
Revenues are designated for construction, improvement, chip sealing, scal coating,
and repair of arterial streets or for payment of related municipal indebtedness.

‘The City reports the following major proprietary funds:

The water and sewer fund accounts for operations of providing water and sewer
services.

The solid waste fund accounts for operations of providing garbage collection services.
The airport fund accounts for operations of the local airport.

Additionally, the City reports the following fund types:
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CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

Internal service funds account for fleet management and acquisition services provided
to other departments of the City, or to other governments, on a cost reimbursement
basis.

The pension trust fund accounts for the activities of the Firemen’s Pension Fund,
which accumulates resources for pension and healthcare benefit payments to qualified
retired firemen and qualified spouses.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are charges
between the City’s water and sewer function and various other functions of the City.
Elimination of these charges would distort the direct costs and program revenues
reported for the various functions concerned.

Amounts reported as program revenues include 1) charges {o customers or applicants
for goods, services, or privileges provided, 2) operating grants and contributions, and
3) capital grants and contributions, including special assessments. Internally dedicated
resources are reported as general revenues rather than as program revenucs. Likewise,
general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund’s principal
ongoing operations. The principal operating revenues of the water/sewer enterprise
fund, of the solid waste enterprise fund, of the airport enterprise fund, of the storm
drain enterprise fund and of the City’s internal service funds are charges to customers
for sales and services, Operating expenses for enterprise funds and internal service
funds include the cost of sales and services, administrative expenses, and depreciation
on capital assets. All revenues and expenses not meeting this definition are reported
as nonoperating revenues and expenses.

D. Assets, liabilities, and net position or equity

1. Deposits and investinents
The City’s cash and cash equivalents are considered to be cash on hand, demand
deposits, and short-term investments with original maturities of three months or less
from the date of acquisition,

Stale statutes authorize the City to invest in obligations of the U. S. Treasury,
obligations of the State of Washington, general obligations of Washinglon State
municipalities, bankers’ acceptances, certificates of deposil with Washington State
banks, and the State Treasurer’s Investment Pool.

Investments of pension trust funds are not subject to the preceding limilations.




CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

Investments for the City are reported at fair value. The State Treasurer’s Investment
Pool operates in accordance with appropriate State laws and regulations. The reported
value of the pool is the same as the fair value of the pool shares.

2. Receivables and payables

Customer accounts receivable consist of amounts owed by private individuals or
organizations for goods and services provided, as well as, cowrt ordered fines. Taxes
receivable consist of property taxes and related interest and penalties (See Note V.
section B). Special assessments consist of assessments which are recorded when
levied and are liens against the property benefited. There is $557 in delinquent special
assessments as of December 31, 2012.

Because property taxes, special assessments, and utility billings are considered liens
on properly, no estimated uncollectible amounts are established. Receivables from
court ordered fines are shown net of allowance for uncollectibles. All other
receivables are considered immaterial and the direct write off method is used.

Activity between funds that are representative of lending/borrowing arrangements
outstanding at the end of the fiscal year are referred to as either “due to/from other
funds” (i.c., the current portion of interfund loans) or “advances to/from other funds”
(i.c., the non-current portion of interfund loans). 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.”

Advances between funds, as reported in the fund financial statements, are reported as
nonspendable in the fund balance section of the applicable governmental funds to
indicate that they are not available for appropriation and are not expendable available
financial resources.

3. Inventories

Inventories in governmental funds consist of expendable supplies held for
consumption. The cost is recorded as an expenditure at the time individual inventory
items are purchased. Ending inventories of materials and supplies are not recorded in

governmental funds as they are immaterial.

[nventories in proprictary funds are valued by the weighted average method which
approximates the market value. A physical count is taken once a year.

4, Restricted assels

Certain proceeds of the City’s water/sewer fund revenue bonds, as well as certain
resources set aside for their repayment, arc classified as restricted assets on the




CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

balance sheet because their use is limited by applicable bond covenants. The “revenue
bond current debt service” account is used to segregate resources accumulated for debt
service payments over the next twelve months. The “revenue bond reserve” account is
used to report resources set aside to make up potential future deficiencies in the
revenue bond current debt service account.

5. Capital assets

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 activities columns in the government-wide financial
statements. Capital assets are defined by the City as assets with an initial, individual
cost of more than $5,000 (amount not rounded) and an estimated useful life in excess
of one year, Such assects are recorded at historical cost or estimated historical cost if
purchased or constructed, Donated capital assets are recorded at estimated fair market
value at the date of donation,

The costs of normal maintenance and repairs that do not add to the value of the asset
or materially extend assets lives are not capitalized.

Property, plant, equipment and infrastructure of the City are depreciated using the
straight line method over the following estimated useful lives:

Assets Years
Buildings 10 - 50
Improvements 10 - 50
Public domain infrastructure 10 - 50
System infrastructure 10 - 50
Vehicles 5-10
Office equipment 3-10
Computer equipment 3-10

6. Compensated absences

It is the City’s policy to permit employces to accumulate earned but unused vacation,
comp-time, and sick pay benefits. All vacation pay, comp-time pay, and eligible sick
pay is acerued when incurred in the government-wide, proprietary, and fiduciary fund
financial statements. A liability for these amounts is reported in governmental funds
only il they have matured, for example, as a result of employee resignations and
retirements.

7. Long-term obligations
In the government-wide financial statements, and proprictary fund types in the fund

financial statements, long-term debt and other long-term obligations are reported as
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CITY OF KELSO
Notes fo the Financial Statements
December 31, 2012

liabilities in the applicable governmental activities, business-type activities, or
proprietary fund type statement of net position. Bond premiums and discounts, as well
as issuance costs, are deferred and amortized over the life of the bonds using the
straight line method. Bonds payable are reported net of the applicable bond premium
or discount.

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period. The face
amount of debt issued is reported as other financing sources. Premiums received on
debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld
from the actual debt proceeds received, are reported as debt service expenditures.

8. Net position/Fund balance

The difference between fund assets and liabilities is “net position” on the government-
wide, proprictary, and fiduciary fund statements, and is “fund balance” on the
governmental fund statements.

9. Fund balance components

The fund balance amounts for governmental funds have been classified in accordance
with GASB Statement No. 54, As a result, amounts are reported as nonspendable,
restricted, committed, assigned, or unassigned.

¢ Nonspendable fund balance includes items that cannot be spent. This includes
aclivity that is not in a spendable form (inventories, prepaid amounts, long-
term portion of loans/notes receivable, or property held for resale unless the
proceeds are restricted, committed or assigned) and activity that is legally or
contractually required to remain intact, such as a principal balance in a
permanent fund.

o Restricled fund balance have constraints placed upon the use of the resources
cither by an external party or imposed by law through a constitutional
provision or enabling legislation.

e Committed fund balance can be used only for specific purposes pursuant to
constraints imposed by a formal action of the City Council, the City’s highest
level of decision-making authority. City Council can commit fund balance by
passing an ordinance or resolution and may modify or rescind the ordinance or
resolution at any time through the passage of an additional ordinance or
resolution,

o Assigned fund balance includes amounts that are constrained by the City’s
intent to be used for a specific purpose, but are neither restricted nor
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CITY OF KELSO
Notes to the Financial Statements
December 31, 2012

committed. For governmental funds, other than the General Fund, this is the
residual amount within the fund that is not restricted or committed. The City
Council is the only body authorized to assign fund balances.

e Unassigned fund balance is the residual amount of the General Fund not
included in the four categories described above. Also, any deficit fund balances
within the other governmental fund types are reported as unassigned.

Each fund has been analyzed to classify the fund balance in accordance with GASB
Statement No. 54.

Generally, when both restricted and unrestricted resources are available for use, it is
the City’s policy to use restricted resources first, followed in order by committed,
assigned, and unassigned resources as they are needed.

The City does not have a formal minimum fund balance policy.

10. Data reclassifications |

Certain amounts presented in the prior year data have been reclassified in order to be
consistent with the current year’s presentation.

H. Reconciliation of government-wide and fund financial statements

A. Explanation of certain differences between the governmental fund balance
sheet and the government-wide statement of net position.

The governmental funds balance sheet includes a reconciliation between fund balance-
total governmental fimds and net position — governmental activities as reported in the
government-wide statement of net position. One element of that reconciliation
explains that “long-term liabilities, including bonds payable, are not due and payable
in the current period and therefore are not reported in the funds.” The details of this
$3,087,607 difference are as follows:

Bonds payable $(2,585,000)
Less: Deferred charges/loss on issuance (Lo be amortized

over life of debt) 97,737
Notes payable (204,487
Acerued interest payable (10,023)
Compensated absences {385,834)

Net adjustment to reduce fund balance — total governmental
Sfunds Lo arvive at nef position — governmental activities 3(3,087.607)
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Another element of that reconciliation explains that “capital assets used in
governmental activities are not financial resources and, therefore are not reported in
the funds.” The details of this $50,881,320 difference are as follows:

Capital assets used in governmental fund operations $71,403,440
Less: Accumulated depreciation (20,522,120}

Net adjustiment to increase fimid balance — total governmental
JSunds to arrive at nef position — governmental activities $50,881,320

Another element of that reconciliation explains that “Net Pension and Net OPEB
Assets or Obligations are not considered to represent a financial resource or liability
and, therefore, are not reported in the funds. The details of this $1,103,340 difference
are as follows:

Net pension obligation $ (29,673)
Net OPEB obligation (1.073.,667)

Net adjustment to reduce fund balance — total governmental
Junds to arrive at nef position — governmental activities $(1.103,34

Another element of that reconciliation explains that “Other assets are nol available to
pay for current-period expenditures and, therefore, are deferred in the funds. The
details of this $473,634 difference are as follows:

Property taxes receivable $ 120,058
Grants receivable 190,639
Court ordered fines receivable — net 162,937

Net adjustment to increase fund balance — fotal governmental
Sunds 1o arrive at net position - governmental activities

B. Explanation of certain differences between the governmental fund statement
of revenues, expenditures, and changes in fund balances and the government-
wide statement 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 position of governmental activities as reported
in the government-wide statement of activities. One element of that reconciliation
explains that “Governmental funds report capital outlays as expenditures. However, in
the statement of activities the cost of those assets are allocated over their estimated
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useful lives and reported as depreciation expense.” The details of this $300,400
difference are as follows:

Capital outlay $ 1,999.268
Depreciation expense (1,698.868)

Net adjustment to increase net changes in funds balances-
tofal governmental funds to artive at changes in nef position
of governmental activities

Another element of that reconciliation states that “The net effect of various
miscellaneous transactions involving capital assets (i.e., sales, trade-ins, and
donations) is to increase net position.” The details of this $29,521 difference are as
follows:

Donations of capital assets increase net position in the statement of
activities, but do not appear in the governmental funds because they
are not financial resources. $29,521

Net adjustment to increase net changes in fund balances —
total governmental fimds to arvive at changes in net position of
governmental activities.

Another element of that reconciliation states that “Revenues in the statement of
activities that do not provide current financial resources are not reported as revenues in
the funds.” The details of this $176,320 difference are as follows:

Property taxes $ @G1omn
Miscellaneous grants (174,819)
Court ordered fines 1,606

Net adjustment to decrease net changes in fund balances — total
governmental funds to arvive al changes in nef position of governmental
activities.

Another element of that reconciliation states that “The issuance of long-term debt
(e.g., bonds, notes) provides current financial resources to governmental funds, while
the repayment of the principal of long-term debt consumes the current financial
resources of governmental funds. Neither transaction, however, has any effect on net
position. Also, governmental funds report the effect of issuance costs, premiums,
discounts, and similar items when debt is [irst issued, whereas these amounts are
deferred and amortized in the statement of activities,” The details of this $147,313
difference are as follows:
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Principal repayments:
General obligation debt $ (125,000)
Note payable (22.713)

Net adjustment to increase net changes in fund balances —
total governmental funds to arrive at changes in nef position of
governmental aclivities. ¥ (147.713)

Another element of that reconciliation states that “Some expenses reported in the
statement of activities do not require the use of current financial resources and
therefore are not reported as expenditures in governmental funds.” The details of this
$61,111 difference are as follows:

Compensated absences $ (55,002)
Amortization of issuance costs (6,109

Net adjustment to decrease net changes in fund balances — total
governmemtal funds to aivive at changes in net position of
governmental activities. hE(INEDD!

II1. Stewardship, compliance, and accountability
A. Budgetary information

Biennial budgets are adopted for the general and special revenue funds on the
modified accrual basis of accounting. Proprietary fund budgets are also adopted
utilizing the modified accrual basis of accounting. Except as noted below, for
governmental funds, there are no material differences between the budgetary basis and
generally accepted accounting principles. Budgetary accounts are integrated in funds
ledgers for all budgeted funds, but the financial statements include budgetary
comparisons for annually budgeted governmental funds only. Budgets for debt
service and capital project funds are only required to be 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, however the City of Kelso also budgets on a biennial basis as
well. NCGA Statement 1 docs not require, and the financial statements do not present,
budgetary comparisons for proprietary fund types. Biennial budgets are adopted at the
level of the fund, and the budgets constitute the legal authority for expenditures at that
level. Subsidiary revenue and expenditure ledgers are used to compare the budgeted
amounts with actual 