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Public Utility District No.1 of Jefferson County 
Management’s Discussion and Analysis 
 
Our discussion and analysis of the Public Utility District No.1 of Jefferson County’s financial 
performance provides an overview of the District’s financial activities for the years ended 
December 31, 2012, 2011 and 2010.  Please read it in conjunction with the District’s basic 
financial statements which begin on page 5.  This annual financial report consists of two parts – 
Management’s Discussion and Analysis (this section) and the Basic Financial Statements. 
 
BASIC FINANCIAL STATEMENTS 
 
The District’s basic financial statements include four components: 
 
Statements of Net position 
Statements of Revenues, Expenses and Changes in Net Position 
Statements of Cash Flows 
Notes to Financial Statements 
 
The statements of net position provide a basis for evaluating the capital structure of the District 
and assessing its liquidity and financial flexibility. 
 
The statements of revenues, expenses and changes in net position present information which 
shows how the District’s net position changed during each year.  All of the year’s revenues and 
expenses are recorded when the underlying transaction occurs, regardless of the timing of the 
related cash flows.  The statements of revenues, expenses and changes in net position measure the 
success of the District’s operations during the year and determine whether the District has 
recovered its costs through user fees and other charges. 
 
The statements of cash flows provide information regarding the District’s cash receipts and cash 
disbursements during the year.  These statements report cash activity in four categories: 
 
Operating 
Noncapital financing 
Capital financing 
Investing 
 
These statements differ from the statements of revenues, expenses and changes in net position by 
only accounting for transactions that result in cash receipts or cash disbursements. 
 
The notes to financial statements provide a description of the accounting policies used to 
prepare the financial statements and present material disclosures required by generally accepted 
accounting principles that are not otherwise present in the financial statements. 
 
FINANCIAL HIGHLIGHTS 
 
Following is a summary of financial highlights for the Public Utility District No.1 of Jefferson 
County for the years ended December 31, 2012, 2011, and 2010: 
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2012 2011 2010 2009

Current and Other Assets  $   8,965,639  $   9,712,911  $ 10,362,785  $ 11,194,525 
Capital Assets 24,187,373 22,076,375 22,096,535     22,304,657 
   Total Assets 33,153,012 31,789,286 32,459,320     33,499,182 

Current and Other Liabilities          522,371          207,776          313,683          787,459 
Current Portion of Debt          660,400          548,862          559,855          539,258 
Long-term Debt     11,671,704     10,158,780     10,638,206     10,751,912 
   Total Liabilities 12,854,475 10,915,418 11,511,744 12,078,629

TOTAL NET POSITION  $ 20,298,537  $ 20,873,868  $ 20,947,576  $ 21,420,553 

2012 2011 2010 2009

Invested in Capital Assets,
   net of Debt  $ 12,130,300  $ 11,647,993  $ 10,898,474  $ 10,546,199 
Restricted Assets       3,260,984 3,436,268 2,793,419       2,451,320 

Unrestricted Assets       4,907,253 5,789,607       7,255,683       8,423,034 

TOTAL NET POSITION  $ 20,298,537  $ 20,873,868  $ 20,947,576  $ 21,420,553 

NET POSITION DETAIL

CONDENSED FINANCIAL POSITION

NET POSITION

 
 
 
 

2012 2011 2010 2009

Operating Revenues  $   1,912,086  $   1,768,330  $   1,824,237  $   1,888,076 
Non-Operating Revenues          761,062          831,620          629,739          718,133 
   Total Revenues       2,673,148       2,599,950       2,453,976       2,606,209 

Operating Expenses       2,297,446       1,827,690       1,654,239 1685658

Non-Operating Expenses          951,033          845,968       1,336,497 1123299
   Total Expenses       3,248,479       2,673,658       2,990,736       2,808,957 
Income (Loss)        (575,331)          (73,708)        (536,760)        (202,748)
Capital Contributions                      -                      -                      -                      - 
Change in Net Position        (575,331)          (73,708)        (536,760)        (202,748)

Total Net Position, January 1     20,873,868     20,947,576     21,420,553     21,623,301 
Prior period adjustment            63,783 
Total Net Position, January 1, restated     20,873,868     20,947,576     21,484,336     21,623,301 
Total Net Position, December 31  $ 20,298,537  $ 20,873,868  $ 20,947,576  $ 21,420,553 

CONDENSED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
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Assets 
Current and restricted assets have decreased by $747,272 in 2012, $649,874 in 2011, and 
$831,740 in 2010.  This was due primarily as a result of expenditures related to preliminary costs 
of acquisition of an electric utility and the improvement and acquisition of water facilities.  The 
District had capital assets in the amount of $24.2M, $22.1M, $22.1M as of December 31, 2012, 
2011, and 2010, respectively.  The increase in asset additions in 2012 and 2011 was offset by 
current year depreciation of system assets.  Additionally, the District’s cash and investments 
totaled $4.9M, $5M, and $4.8M in 2012, 2011 and 2010, respectively.  Capital assets are detailed 
in Note 3 to the financial statements. 
 
Liabilities 
Current liabilities increased by $394,745 in 2012 primarily related to preliminary costs related to 
acquisition of the electric business in April 2013 and remained static in the two years prior.  
Long-term debt decreased by $490,419 in 2011 as there was no new debt issued and reflecting 
payments on existing debt and increased by $1.4M in 2012 primarily due to State Drinking Water 
loans related to the new water treatment plant under construction and an additional acquisition 
debt related to the purchase of the Kala Point Water system.  Long term debt is detailed in Note 6 
to the financial statements. 
 
The District’s current ratio, that is current assets divided by current liabilities, widely believed to 
be the best indicator of liquidity or ability to operate in the current and near term, presents a 2.3 to 
1 ratio in 2012, and a ratio of 3.98 to 1 ratio in 2011 indicating that the District continues to have 
strong liquidity with the ability to meet its current obligations. 
 
Net Position 
Total net position decreased $573,331, $73,708, and $472,977 for 2012, 2011, and 2010, 
respectively.  These decreases in net position are due primarily to non-operating losses related to 
legal and other preliminary costs of the acquisition of an electric utility which is detailed below. 
 
Operating Revenue and Expenses 
Operating revenues increased by $143,756 in 2012, decreased by $55,907 in 2011, and decreased 
by $63,839 in 2010 with corresponding operating expenses increasing by $469,756 in 2012, 
increasing by$173,451 in 2011, and decreasing by $31,419 in 2010.  This resulted with a net 
decrease in net income of $501,623 in 2012, an increase of net income of $463,052 in 2011, and a 
decrease in net income by $334,012 in 2010.   
 
Fluctuations in operating revenues were primarily due to addition of new customers or weather 
related.  Additionally, operating expenses related to gearing up for the electric transition 
significantly increased in 2012 just three months prior to acquisition and operation of the electric 
utility.  Expenses which could be directly attributed to the acquisition, such as legal and 
preliminary engineering were classified as non-operating “public power preliminary costs” as 
reflected in the statement of revenues, expenses and changes in net position found on page 6 of 
the following financial statements. 
 
Overall Financial Position 
The District’s overall financial position continues to remain sound in 2012, 2011 and 
2010.  The District has maintained consistent operating net income while increasing and 
improving services to new and existing customers.   
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FUTURE PLANS FOR DEVELOPMENT AND EXPANSION 
 
The District continues to grow in providing services to its constituents and is currently in 
the process of improving and initiating service to water customers including the 
acquisition of the Kala Point Water system and the construction of a new water filtration 
plant.  The District has maintained stable rates for the water systems.  During 2008 the 
voters of Jefferson County voted to authorize the District to explore the possibility of 
providing electric service to residents.   
 
In May, 2010 the District entered into an agreement with Puget Sound Energy (PSE) for 
the purchase of PSE’s electric system in eastern Jefferson County for $103 Million. The 
District finalized the acquisition of the electric system in March of 2013 and began 
providing power services on April 1, 2013.  The system serves 18,000 customers in 
eastern Jefferson County.  Total District revenues are expected to increase significantly 
with the operation of the electric facility.  The District has obtained a long term contract 
with the Bonneville Power Authority (BPA) to provide its lowest cost power. 
 
In 2013, the District acquired loan proceeds of approximately $115M from the United 
States Department of Agriculture Rural Utility Service to finance the acquisition of the 
electric system as described above plus additional improvements and transition costs.  It 
has also obtained a line of credit from a local bank as secondary financing source for 
supplementary and interim financing purposes.   
 
REQUESTS FOR INFORMATION 
 
The basic financial statements, notes and management discussion and analysis are 
designed to provide a general overview of the District’s finances.  Questions concerning 
any of the information provided in this report should be directed to the District at PO Box 
929, Port Hadlock, WA  98339-0929. 
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2012 2011

ASSETS

Current Assets
Cash and investments  $        1,656,369  $       1,601,591 
Receivables (net):                           -                         - 
     Accounts               173,718              158,100 
     Assessments               650,000              960,000 
Other current assets                   6,208                  5,478 
TOTAL CURRENT ASSETS 2,486,295 2,725,169

Noncurrent Assets
Long term portion of assessments receivable            3,218,361           3,551,474 

Restricted assets:
     Cash               347,515              370,668 
     Investments            2,913,468           3,065,600 

6,479,344 6,987,742
Capital Assets
     Utility Plant          30,442,501         27,756,551 
     Less: Accumulated depreciation           (6,255,128)         (5,680,176)
Total Capital Assets 24,187,373 22,076,375
TOTAL NONCURRENT ASSETS 30,666,717 29,064,117

TOTAL ASSETS  $      33,153,012  $     31,789,286 

LIABILITIES
Current Liabilities

     Accounts payable               320,932                47,237 
     Accrued interest                 97,658                88,146 
     Current portion of long-term debt               660,400              548,862 
       TOTAL CURRENT LIABILITIES 1,078,990 684,245

Noncurrent Liabilities
     Vacation and sick leave accrual               103,781                72,393 
     PWTF loans payable            4,483,599           3,071,766 
     Bonds payable            4,386,609           4,678,420 
     Notes payable            2,801,496           2,408,594 
        TOTAL NONCURRENT LIABILITIES 11,775,485 10,231,173

     TOTAL LIABILITIES 12,854,475 10,915,418
NET POSITION

Invested in capital assets - net of related debt          12,130,300         11,647,993 
Restricted:
     For debt service            3,013,332           3,065,600 
     For property tax qualified expenditures               247,652              370,668 
Total restricted 3,260,984 3,436,268
Unestricted            4,907,253 5,789,607
TOTAL  NET POSITION  $      20,298,537  $     20,873,868 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Net Position

As of December 31, 2012 and 2011
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2011 2010

ASSETS

Current Assets
Cash and investments  $    1,601,591 $    2,015,109 
Receivables (net):                       -                     - 
     Accounts           158,100          167,969 
     Assessments           960,000       1,560,000 
Other current assets               5,478              5,478 
TOTAL CURRENT ASSETS 2,725,169 3,748,556

Noncurrent Assets
Long term portion of assessments receivable        3,551,474       3,820,810 

Restricted assets:
     Cash           370,668          206,126 
     Investments        3,065,600       2,587,293 

6,987,742 6,614,229
Capital Assets
     Utility Plant      27,756,551     27,280,408 
     Less: Accumulated depreciation       (5,680,176)      (5,183,873)
Total Capital Assets 22,076,375 22,096,535
TOTAL NONCURRENT ASSETS 29,064,117 28,710,764

TOTAL ASSETS  $  31,789,286 $  32,459,320 

LIABILITIES
Current Liabilities

     Accounts payable             47,237          114,802 
     Accrued interest             88,146          120,914 
     Current portion of long-term debt           548,862          559,855 
       TOTAL CURRENT LIABILITIES 684,245 795,571

Noncurrent Liabilities
     Vacation and sick leave accrual             72,393            77,967 
     PWTF loans payable        3,071,766       3,110,533 
     Bonds payable        4,678,420       4,843,704 
     Notes payable        2,408,594       2,683,969 
        TOTAL NONCURRENT LIABILITIES 10,231,173 10,716,173

     TOTAL LIABILITIES 10,915,418 11,511,744
NET POSITION

Invested in capital assets - net of related debt      11,647,993     10,898,474 
Restricted:
     For debt service        3,065,600       2,628,865 
     For property tax qualified expenditures           370,668          164,554 
Total restricted 3,436,268 2,793,419
Unestricted        5,789,607       7,255,683 
TOTAL  NET POSITION  $  20,873,868 $  20,947,576 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Net Position

As of December 31, 2011 and 2010
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2012 2011

OPERATING REVENUES

Water fees  $        1,775,657  $       1,574,624 
System development fees                 61,250                40,950 
Other charges for services                 75,179              152,756 

TOTAL OPERATING REVENUES 1,912,086 1,768,330

OPERATING EXPENSES

Personnel services               924,065              767,178 
Purchase of services               118,964                97,183 
Materials and supplies               221,728              139,732 
Property and liability insurance                 47,076                43,524 
Taxes and licenses               109,246                94,083 
Auto and travel                 29,655                41,779 
Professional fees               102,323                66,869 
Office and administrative               169,437                81,039 
Depreciation               574,952              496,303 

TOTAL OPERATING EXPENSES 2,297,446 1,827,690

NET OPERATING INCOME (LOSS) (385,360) (59,360)

NONOPERATING REVENUES (EXPENSES)

Federal and State grant revenue                           -                         - 
Property taxes               561,551              553,611 
Public power preliminary costs              (406,979)            (389,819)
Regional studies              (105,644)              (57,289)
Assessment interest income               186,574              184,195 
Investment interest income                   1,427                24,714 
Timber harvest tax and other                 11,510                69,100 
Interest expense              (438,410)            (398,860)

TOTAL NONOPERATING REVENUES AND EXPENSES (189,971) (14,348)

CHANGE IN NET POSITION (575,331) (73,708)

      Net Position, January 1          20,873,868         20,947,576 
NET POSITION, DECEMBER 31  $      20,298,537  $     20,873,868 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Revenue, Expenses, and Changes in Net Position

For the years ended December 31, 2012 and 2011
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2011 2010

OPERATING REVENUES

Water fees  $    1,574,624 $    1,569,426 
System development fees             40,950            29,400 
Other charges for services           152,756          225,411 

TOTAL OPERATING REVENUES        1,768,330       1,824,237 

OPERATING EXPENSES

Personnel services           767,178          681,345 
Purchase of services             97,183          159,849 
Materials and supplies           139,732          147,884 
Property and liability insurance             43,524            43,039 
Taxes and licenses             94,083            76,606 
Auto and travel             41,779            34,411 
Professional fees             66,869            54,710 
Office and administrative             81,039            48,864 
Depreciation           496,303          407,531 

TOTAL OPERATING EXPENSES        1,827,690       1,654,239 

NET OPERATING INCOME (LOSS)            (59,360)          169,998 

NONOPERATING REVENUES (EXPENSES)

Federal and State grant revenue                       -            13,600 
Property taxes           553,611          376,227 
Public power preliminary costs          (389,819)         (597,978)
Regional studies            (57,289)         (325,744)
Assessment interest income           184,195          206,670 
Investment interest income             24,714            11,012 
Timber harvest tax and other             69,100            22,230 
Interest expense          (398,860)         (412,775)

TOTAL NONOPERATING REVENUES AND EXPENSES            (14,348)         (706,758)

CHANGE IN NET POSITION            (73,708)         (536,760)

      Net Position, January 1      20,947,576     21,420,553 
Prior period adjustment            63,783 
Net Position, January 1 (Restated)      20,947,576     21,484,336 

NET POSITION, DECEMBER 31  $  20,873,868 $  20,947,576 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Revenue, Expenses, and Changes in Net Position

For the years ended December 31, 2011 and 2010
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2012 2011

Cash flows from operating activities

Cash received from customers  $        1,957,718  $       1,778,199 
Cash payments for goods and services              (524,311)            (631,351)
Cash payments to employees              (955,080)            (761,604)
Net cash provided (used) by operating activities                  478,327                385,244 

Cash flows from noncapital financing activities

Payments received on assessments               643,113              869,336 
Net nonoperating revenues (expenses)                 60,438              175,603 
Net cash provided by noncapital financing activities                  703,551             1,044,939 

Cash flows from capital financing activities
Proceeds on new debt            2,257,508              228,007 
Principal payments on debt              (705,905)            (734,501)
Interest paid              (428,898)            (427,124)
Payments for capital acquisitions           (2,613,091)            (476,143)
Net cash provided (used) by capital financing activities              (1,490,386)            (1,409,761)

Cash flows from investing activities
Receipts  of interest               188,001              208,909 
Net cash provided by investing activities               188,001              208,909 

Net increase (decrease)  in cash and cash equivalents                 (120,507)                229,331 

Cash and investments-January 1            5,037,859             4,808,528 

Cash and investments-December 31  $        4,917,352  $       5,037,859 
Cash and equivalents  at year end consist of:

     Operating  cash and investments            1,656,369 1,601,591
     Restricted  cash and investments            3,260,983 3,436,268

 $        4,917,352  $       5,037,859 
Reconciliation of operating income to net cash

provided  (used) by operating activities: 

Operating income (loss)              (385,360)              (59,360)
Adjustments to reconcile operating income to net

     cash provided (used) by operating activities:

      Depreciation expense               574,952                496,303 

     (Increase)  decrease in accounts receivable                (15,618)                    9,869 

     Increase (decrease)  in accounts payable               304,353                 (61,568)

Net cash provided by operating activities  $           478,327  $          385,244 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Cash Flows

For the years ended December 31, 2012 and 2011
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2011 2010

Cash flows from operating activities

Cash received from customers  $    1,778,199 $    1,800,334 
Cash payments for goods and services          (631,351)         (572,703)
Cash payments to employees          (761,604)         (675,348)
Net cash provided (used) by operating activities           385,244          552,283 

Cash flows from noncapital financing activities

Payments received on assessments           869,336          815,291 
Net nonoperating revenues (expenses)           175,603         (525,265)
Receipt of federal and state grants                       -            13,600 
Net cash provided by noncapital financing activities        1,044,939          303,626 

Cash flows from capital financing activities
Proceeds on new debt           228,007                     - 
Principal payments on debt          (734,501)         (560,397)
Interest paid          (427,124)         (417,920)
Payments for capital acquisitions          (476,143)         (199,409)
Net cash provided (used) by capital financing activities       (1,409,761)      (1,177,726)

Cash flows from investing activities
Receipts  of interest           208,909          217,682 
Net cash provided by investing activities           208,909          217,682 

Net increase (decrease)  in cash and cash equivalents           229,331         (104,135)
Cash and investments-January 1        4,808,528       4,912,663 
Cash and investments-December 31  $    5,037,859 $    4,808,528 
Cash and equivalents  at year end consist of:

     Operating  cash and investments        1,601,591       2,015,109 
     Restricted  cash and investments        3,436,268       2,793,419 

 $    5,037,859 $    4,808,528 
Reconciliation of operating income to net cash

provided  (used) by operating activities: 

Operating income (loss)            (59,360)          169,998 
Adjustments to reconcile operating income to net

     cash provided (used) by operating activities:

      Depreciation expense           496,303          407,531 
     (Increase)  decrease in accounts receivable               9,869           (23,903)
     Increase (decrease)  in accounts payable            (61,568)             (1,343)
Net cash provided by operating activities  $       385,244 $       552,283 

Public Utility District No. 1 of Jefferson County
Comparative Statement of Cash Flows

For the years ended December 31, 2011 and 2010
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PUBLIC UTILITY DISTRICT NO. 1 OF JEFFERSON COUNTY 

 
NOTES TO FINANCIAL STATEMENTS 

For the Years Ended December 31, 2012, 2011 and 2010 
 
These notes are an integral part of the accompanying financial statements. 
 
NOTE 1 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The accounting policies of Public Utility District No. 1 of Jefferson County (District) conform 
to generally accepted accounting principles (GAAP) as applicable to proprietary funds of 
governmental utilities.  The following is a summary of the most significant policies (including 
identification of those policies which result in material departures from generally accepted 
accounting principles): 
 
Reporting Entity 
The District is a municipal corporation governed by an elected three member board. As 
required by generally accepted accounting principles, management has considered all potential 
component units in defining the reporting entity. The District has no component units. 
 
Basis of Accounting and Presentation 
The accounting records of the District are maintained in accordance with methods prescribed 
by the State Auditor under the authority of Chapter 43.09 RCW. 
 
The District uses the Uniform System of Accounts for Class A and B Water Utilities as 
prescribed by the National Association of Regulatory Utility Commissioners. The District's 
predominant business activity is the provision of water service to the residents of 
unincorporated Jefferson County.  The accompanying financial statements include the 
financial position and results of operations of all enterprise operations which the District 
manages. The financial statements include, as well, the assets and liabilities of all funds for 
which the District has a custodial or trust responsibility. 
 
The District uses the accrual basis of accounting where revenues are recognized when earned 
and expenses are recognized when incurred.  Capital asset purchases are capitalized and long-
term liabilities are accounted for in the appropriate funds. 
 
Unbilled utility service receivables are recorded at year end. 
 
The District distinguishes between operating and non-operating revenues and expenses.  
Operating revenues and expenses are defined as related to the sale of water to customers and 
to other services that are usually provided under standard rate schedules or by contractual 
arrangements. Operating expenses for the District include the cost of sales and services, 
administrative expenses, utility taxes, and depreciation on capital assets. Non-operating 
revenues and expenses include property tax revenues, preliminary public power study costs, 
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regional studies, assessment revenues and expenses, interest income and expense, and other 
items not usually directly related to the provision of water or sewer service. 
 
The accounting policies of the District conform to generally accepted accounting principles 
applicable to governmental units.  The Governmental Accounting Standards Board (GASB) is 
the accepted standard setting body for establishing governmental accounting and financial 
reporting principles.  The District has applied all applicable GASB pronouncements including 
GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred 
Inflows of Resources, and Net Position. 
 
Deposits and investments 
For purposes of the statement of cash flows, the District considers all highly liquid 
investments (including restricted assets) with a maturity of three months or less when 
purchased to be cash equivalents. 
 
Cash include cash on hand, demand deposits and certain short-term investments held in the 
Jefferson County treasury.  The Jefferson County Treasurer acts as the Treasurer of the District 
and as such invests cash in excess of current requirements in various interest-bearing securities 
which are disclosed as a part of the District’s investments. 
 
Restricted Assets 
In accordance with bond resolutions, related agreements and laws, separate restricted accounts 
have been established.  These assets are restricted for specific uses including debt service, bond 
reserve and capital additions, and are classified as current or noncurrent assets, as appropriated. 
 
Because of certain bond covenants the District is required to establish and maintain prescribed 
amounts of resources (cash and investments) that can be used only to service outstanding debt.  
These required reserves are maintained by the County Treasurer in restricted funds attributable to 
each debt instrument. 
 
Receivables  
All receivables are reported at their gross value and where appropriate, are reduced by the 
estimated portion that is expected to be uncollectible.  Assessments receivable represent the 
future amounts due on improvement district assessments.  Grant receivables represent amounts 
due from Federal, State and other government entities regarding reimbursement for costs 
incurred under grant agreements 
 
Capital Assets and Depreciation 
Property, plant, and equipment is stated at cost.  Assets with a useful life of more than one year 
and a cost of more than $1,000 are capitalized.  Where cost could not be determined from 
available records, estimated historical cost was used to record the estimated value of the assets.  
Assets acquired by gift or bequest are recorded at their estimated fair market value at the date of 
transfer.  Interest incurred for interim financing during the construction process is capitalized and 
included in the cost of the related asset. 
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Depreciation of exhaustible capital assets used by the District is charged as an expense against 
operations, and accumulated depreciation is reported on the balance sheet.  Depreciation has 
been provided over the estimated useful lives using the straight-line method. 
 
The estimated useful lives for each major class of depreciable capital assets are as follows: 
  Buildings     25-30 years 
  Equipment       5-10 years 
  Water & sewer systems   25-45 years 
  Office & computer equipment    3-7   years 
 
Property tax revenues 
Property taxes are levied and collected by the Jefferson County Treasurer.  They are recognized 
as revenue when collected. 
 
Vacation, sick leave and other compensated absences 
District employees are entitled to certain compensated absences based on their length of 
employment and subject to union agreements.  With minor exceptions, compensated absences 
either vest or accumulate when they are earned.  The amounts accrued as of December 31, 2012, 
2011, and 2010 were $103,781, $72,393, and $77,967, respectively. 
 
Post-employment healthcare benefits 
The District does not provide post-employment healthcare benefits except those mandated by the 
Consolidated Omnibus Budget Reconciliation Act (COBRA).  The requirements established by 
COBRA are fully funded by employees who elect coverage under the Act, and no direct costs are 
incurred by the District. 
 
NOTE 2 –CASH, DEPOSITS AND INVESTMENTS 
 
All bank deposits of the District are entirely insured.  The Jefferson County Treasurer acts as the 
Treasurer for the District and as such invests funds not needed for current operations.  As of 
December 31, 2012, 2011 and 2010 all investments of the District were invested through the 
Jefferson County Treasurer’s Office, primarily in the State of Washington Investment Pool.  The 
District has no investments in derivative instruments.  Investments are valued at cost which is 
substantially equivalent to their current market value.  All investments in Certificates of Deposit 
have maturities of one year or less. 
 
Risk management of investment instruments is as follows: 
 
Interest Rate Risk – The District’s exposure to fair value losses arising from increasing interest 
rates is managed by limiting the maturity to between six months and one year. 
 
Credit Risk – Through its investment policy the County Treasurer manages credit risk by 
restricting County investments to obligations of the U.S. Treasury, U.S. Government agencies 
and instrumentalities, primary certificates of deposit issued by qualified public depositories 
designated by the Washington Public Deposit Protection Commission and the Washington State 
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local government investment pool.  Over 60% of the County Treasurer’s investments are in the 
Washington State investment pool. 
 
Custodial Credit Risk – Custodial credit risk is the risk that in the event of a bank failure the 
District’s (County Treasurer’s) deposits may not be recovered.  As of December 31, 2012, 2011 
and 2010 all investments are insured by either Federal Depository Insurance or the Washington 
Public Deposit Protection Commission. 
 
NOTE 3 – CAPITAL ASSETS AND DEPRECIATION 
 
Following is a summary of 2012, 2011 and 2010 changes in capital assets:  
 

Balance Transfers & Balance

1/1/2012 Addtions Deletions 12/31/2012

Capital assets not being depreciated

   Land 2,265,000$     2,265,000$    

   Construction in progress 515,990           555,299        1,071,289      

Capital assets being depreciated

   Buildings 225,207           12,832           238,039          

   Office/computer equipment 109,084           18,222           127,306          

   Equipment 247,184           116,558        363,742          

   Water and sewer systems 24,394,086     1,983,039     26,377,125                                                

Less:  accumulated depreciation (5,680,176)     (574,952)       (6,255,128)    

Totals 22,076,375$  2,110,998$  ‐$                        24,187,373$ 

2012

 
 

Balance Transfers & Balance

1/1/2011 Addtions Deletions 12/31/2011

Capital assets not being depreciated

   Land 2,265,000$     2,265,000$    

   Construction in progress 60,186             459,694        3,890          515,990          

Capital assets being depreciated

   Buildings 225,207           225,207          

   Office/computer equipment 96,780             12,304           109,084          

   Equipment 243,039           4,145             247,184          

   Water and sewer systems 24,390,196     3,890             24,394,086    

Less:  accumulated depreciation (5,183,873)     (496,303)       (5,680,176)    

Totals 22,096,535$  (16,270)$       3,890$        22,076,375$ 

2011
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Balance Transfers & Balance

1/1/2010 Addtions Deletions 12/31/2010

Capital assets not being depreciated

   Land 2,265,000$     2,265,000$    

   Construction in progress 4,575,751       4,515,565         60,186            

Capital assets being depreciated

   Buildings 225,207           225,207          

   Office/computer equipment 96,780             12,304           96,780            

   Equipment 239,574           4,145             243,039          

   Water and sewer systems 19,678,687     3,890             24,390,196                                                

Less:  accumulated depreciation (4,776,342)     (445,050)       (5,183,873)    

Totals 22,304,657$  (424,711)$    4,515,565$       22,096,535$ 

2010

 
 
NOTE 4 – PENSION PLANS 
 
Substantially all District full-time and qualifying part-time employees participate in one of the 
statewide retirement systems administered by the Washington State Department of Retirement 
Systems under cost sharing multiple-employer defined benefit public employee retirement plans.  
The Department of Retirement Systems, a department within the primary government of the 
State of Washington, issues a publicly available comprehensive annual financial report 
containing historical trend information and may be obtained from the Department of Retirement 
Systems, Administrative Services Division, P.O. Box 48380, Olympia, WA 98504. 
 
Plan Description 
PERS is a cost-sharing multiple-employer retirement system comprised of three separate plans 
for membership purposes: Plans 1 and 2 are defined benefit plans and Plan 3 is a combination 
defined benefit / defined contribution plan. 
 
Membership in the system includes:  elected officials; state employees; employees of the 
Supreme, Appeals, and Superior courts (other than judges currently in a judicial retirement 
system); employees of legislative committees; community and technical colleges, college and 
university employees not in national higher education retirement programs; judges of district and 
municipal courts; and employees of local governments.  PERS participants who joined the 
system by September 30, 1977 are Plan 1 members.  Those who joined on or after October 1, 
1977 and before September 1, 2002 are Plan 2 members and those who joined on or after 
September 1, 2002 have the choice of Plan 2 or Plan 3. 
 
PERS retirement benefit provisions are established in state statute and may be amended only by 
the State Legislature. 
 
Plan 1 retirement benefits are vested after an employee completes five years of eligible service.  
Plan 1 members are eligible for retirement at any age after 30 years of service, or at the age of 60 
with five years of service, or at the age of 55 with 25 years of service.  The annual pension is 2 
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percent of the average final compensation per year of service, capped at 60 percent.  The average 
final compensation is based on the greatest compensation during any 24 eligible consecutive 
compensation months.   
 
If qualified, after reaching the age of 66 a cost-of-living allowance is granted based on years of 
service credit and is capped at 3 percent annually. 
 
Plan 2 retirement benefits are vested after an employee completes five years of eligible service.  
Plan 2 members may retire at the age of 65 with five years of service, or at the age of 55 with 20 
years of service, with an allowance of 2 percent of the average final compensation per year of 
service.  The average final compensation is based on the greatest compensation during any 
eligible consecutive 60-month period.  Plan 2 retirements prior to the age of 65 receive reduced 
benefits.  If retirement is at age 55 or older with at least 30 years of service, a 3 percent per year 
reduction applies; otherwise an actuarial reduction will apply.  There is no cap on years of 
service credit; and a cost-of-living allowance is granted (indexed to the Seattle Consumer Price 
Index), capped at 3 percent annually. 
 
Plan 3 has a dual benefit structure.  Employer contributions finance a defined benefit component, 
and member contributions finance a defined contribution component.  The defined benefit 
portion provides a benefit calculated at 1 percent of the average final compensation per year of 
service.  The average final compensation is based on the greatest compensation during any 
eligible consecutive 60-month period.  Plan 3 members become eligible for retirement if they 
have: at least ten years of service; or five years including twelve months that were earned after 
age 54; or five service credit years earned in PERS Plan 2 prior to June 1, 2003.  Plan 3 
retirements prior to the age of 65 receive reduced benefits.  If retirement is at age 55 or older 
with at least 30 years of service, a 3 percent per year reduction applies; otherwise an actuarial 
reduction will apply.  There is no cap on years of service credit, and Plan 3 provides the same 
cost-of-living allowance as Plan 2. 
 
The defined contribution portion can be distributed in accordance with an option selected by the 
member, either as a lump sum or pursuant to other options authorized by the Employee 
Retirement Benefits Board. 
 
There are 1,169 participating employers in PERS.  Membership in PERS consisted of the 
following as of the latest actuarial valuation date for the plans of June 30, 2011: 
 
Retirees and beneficiaries receiving benefits 76,899 

Terminated plan members entitled to but not receiving benefits 28,860 
Active plan members vested 105,521 
Active plan members nonvested 51,005 
Total 262,285 

 
 
Funding Policy 
Each biennium, the state Pension Funding Council adopts Plan 1 employer contribution rates, 
Plan 2 employer and employee contribution rates, and Plan 3 employer contribution rates.  

16



Employee contribution rates for Plan 1 are established by statute at 6 percent for state agencies 
and local government unit employees, and at 7.5 percent for state government elected officers.  
The employer and employee contribution rates for Plan 2 and the employer contribution rate for 
Plan 3 are developed by the Office of the State Actuary to fully fund Plan 2 and the defined 
benefit portion of Plan 3.  All employers are required to contribute at the level established by the 
Legislature.  PERS Plan 3 defined contribution is a non-contributing plan for employers.  
Employees who participate in the defined contribution portion of PERS Plan 3 do not contribute 
to the defined benefit portion of PERS Plan 3.  The Employee Retirement Benefits Board sets 
Plan 3 employee contribution rates.  Six rate options are available ranging from 5 to 15 percent; 
two of the options are graduated rates dependent on the employee’s age.  The methods used to 
determine the contribution requirements are established under state statute in accordance with 
chapters 41.40 and 41.45 RCW. 
 
The required contribution rates expressed as a percentage of current-year covered payroll, as of 
December 31, 2011 and 2012, were as follows: 

  PERS Plan 1 PERS Plan 2 PERS Plan 3 

Employer* 5.31% 5.31% 5.31% 

Employee 6.00% 4.59% *** 

 
*** Variable from 5.0% minimum to 15.0% maximum based on rate selected by the PERS 3 
member. 
 
Both the District and the employees made the required contributions.  The District’s required 
contributions for the years ending December 31 were as follows: 
 
    Employee     Employer     
2010        28,024       49,378 
2011        31,455       52,965 
2012        33,293       56,060 
 
Currently none of the District’s employees are included in the PERS Plan 1.  
 
NOTE 5 - SELF INSURANCE 

 
The District is a member of the Public Utility Risk Management Services (PURMS) Self- 
Insurance fund. PURMS is a public entity risk pool organized December 30, 1976, pursuant to the 
provisions of the Revised Code of Washington, Chapter 54.16.200, and interlocal government 
agreements.  The program’s general objectives are to formulate, develop, and administer, on 
behalf of the member public utilities, a program of insurance, to obtain lower costs for that 
coverage, and to develop a comprehensive loss control program. 
 
PURMS consists of 20 members.  The risks shared by the members are defined in the Self 
Insurance Agreement.  PURMS consists of three pools for liability, property and health and 
welfare coverage.  The pools operate independently of one another and all members do not 
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participate in all pools.  The District participates in the liability, property and health and welfare 
pools. 
 
The pools are governed by a Board of Directors comprised of one designated representative from 
each participating member.  The administrator and elected Administrative Committee conduct the 
business of the pools. 
 
The pools are fully funded by its current and former members.  Members that withdraw from the 
fund are still responsible for their share of the assessments for occurrences while they were 
members.  Likewise terminated members continue to receive coverage for the time they were 
members. 
 
Each of PURMS Risk Pools is audited annually by the State Auditor’s Office.  In addition, as 
required by State regulations, PURMS provides quarterly financial reports to the State Risk 
Manager reflecting the claims and administrative expenses of the Risk Pools, and bi-annually, the 
State Risk Manager performs its own audit of PURMS’ Risk Pools.  Finally, on an annual basis, 
PURMS engages the services of the accounting firm of Moss Adams to perform a claims 
audit for each of the Risk Pools. 
 
Liability Risk Pool 
The liability risk pool has a $1 million liability coverage limit per occurrence.  In addition, the 
fund maintains $35 million of excess general liability insurance and $35 million of professional 
liability insurance over the $1 million retention.  A second layer of excess general liability 
insurance of $25 million is also maintained over the first layer of $35 million.  The fund maintains 
$35 million in directors and officers liability coverage with a retention of $500,000. The deductible 
is $250. 
 
Liability assessments are levied at the beginning of each calendar year to replenish the reserves to 
the designated level or at any time during the year that the actual reserves drop to $500,000 less 
than the designated level.  The District paid assessments in 2012 totaling $6,398.91. The current 
designated reserve level is $3 million.  
 
Property Risk Pool 
The majority of the property in the property pool has a self-insured retention of $250,000 per 
property loss.  Certain classes of property have higher retention requirements up to $750,000. In 
addition, the fund purchases $150 million of excess insurance over the $250,000 (or higher) 
retention level. The deductible varies but for most classes of property it is $250 
 
The designated property pool reserve balance is $750,000.  Property assessments are levied at the 
beginning of each calendar year to replenish the reserves to the designated level and at any time 
during the year that the actual reserves drop below $500,000. 
 
Health and Welfare Risk Pool 
 
The District participates in the PURMS Health and Welfare Risk Pool.  PURMS provides 
health and welfare insurance coverage for the Employees of each of its Members participating in 
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the Health & Welfare Risk Pool (“H&W Pool”) in accordance with the terms of the Health & 
Welfare Coverage of the SIA (“H&W Coverage”) and the terms of each Member’s respective 
Coverage Booklet provided to its Employees. 
 
The H&W Pool’s operations are financed by assessments of its participants.  Each month, each 
Participant of the H&W Pool is assessed for: (a) the cost the H&W Pool incurred during the 
preceding month for the H&W Claims for such Member’s Employees (“H&W Claims Costs”); 
and (b) for such Member’s share of Shared H&W Costs.   “Shared H&W Costs” consist of 
administrative expenses incurred by the H&W Pool, premiums for Stop-Loss Insurance, PPO 
Charges and Shared H&W Claims. 
 
The exposure of each Participant is limited by two different pairs of stop-loss points. For 2012, the 
Individual Stop Loss Point was $225,000 per Employee and the Aggregate Stop Loss Point 
was $14,059,584 for the combined Claims Costs of the Employees of all Participants of the H&W 
Pool. 
 
NOTE 6 – LONG TERM DEBT 
 
Long term debt of the District as of December 31, 2012, 2011 and 2010 consists of Revenue 
Bonds, private debt for the purchase of property and Public Works Trust Fund & Drinking Water 
loans as follows: 

Issue Issue
Date Amount 2012 2011 2010

Revenue Bonds
   LUD 11 4/99 1,090,000$   590,000$      630,000$      670,000$      
   LUD 13 11/97 155,000$      -                  10,000         20,000         
   LUD 14 4/09 2,000,000$   1,739,000     1,828,000     1,915,000     
   Tri-Area (USDA) 4/03 3,043,250$   2,718,009     2,759,282     2,798,559     

Subtotals 5,047,009     5,227,282     5,403,559     

Notes Payable
   LUD 15 6/08 1,053,076$   549,372       764,205       963,189       
   Kala Point Water 10/12 672,859$      672,859       -                  -                  
   Peterson Lake Loan 3/06 2,000,000$   1,579,265     1,644,381     1,720,780     

Subtotals 2,801,496     2,408,586     2,683,969     

Public Works Trust Fund &
   Drinking Water Loans
   PW-99-691-ELP-301 9/99 97,663$        35,979         41,121         21,092         
   PW-00-65120-008 3/03 157,168$      74,448         82,720         46,263         
   PW-02-691-066 10/02 1,186,719$   418,842       488,649       90,992         
   PW-05-691-024 5/05 948,924$      657,204       1,523,289     558,456       
   PW-05-691-025 6/06 2,000,000$   1,414,483     707,980       1,632,095     
   DM10-952-018 8/11 956,857$      956,857       -                  761,636       
   DM12-952-091 11/12 697,779$      697,779       228,007       -                  

Subtotals 4,255,592     3,071,766     3,110,534     

Totals 12,104,097$ 10,707,634$ 11,198,062$ 

Outstanding
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Changes in Long-term Liabilities 
 
During the years ended December 321, 2012, 2011 and 2010 the following transpired in long-
term liabilities: 
 

Beginning Ending
Balance Balance Due Within
1/1/2012 Additions Reductions 12/31/2012 One Year

Public Works Trust Fund
   Loans 3,071,766$   2,257,508$   1,073,682$   4,255,592$   294,693$  

Notes Payable 1,445,397     1,636,048     279,949       2,801,496     191,777    

Bonds Payable 6,190,471     -                  1,143,462     5,047,009     173,929    

Total Long-term Liabilities 10,707,634$  3,893,556$   2,497,093$   12,104,097$ 660,399$   
 

Beginning Ending
Balance Balance Due Within
1/1/2011 Additions Reductions 12/31/2011 One Year

Public Works Trust Fund
   Loans 3,110,533$   228,007$      266,774$      3,071,766$   245,950$  

Notes Payable 1,720,780     -                  275,383       1,445,397     122,851    

Bonds Payable 6,366,748     -                  176,277       6,190,471     180,061    

Total Long-term Liabilities 11,198,061$  228,007$      718,434$      10,707,634$ 548,862$   
 

Beginning Ending
Balance Balance Due Within
1/1/2010 Additions Reductions 12/31/2010 One Year

Public Works Trust Fund
   Loans 3,374,426$   -$                263,893$      3,110,533$   266,774$  

Notes Payable 1,782,166     -                  61,386         1,720,780     76,399      

Bonds Payable 6,601,866     -                  235,118       6,366,748     375,261    

Total Long-term Liabilities 11,758,458$  -$                560,397$      11,198,061$ 718,434$   
 
Revenues of the District are pledged to pay related debt.  Additionally, all revenue bonds require 
a portion of retained earnings to be reserved for future debt retirement.  The Jefferson County 
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Treasurer has established sufficient reserves and the District is in compliance with all debt 
covenants.  The District has no arbitrage liability with respect to its bond issues.  The District has 
no capital leases as of December 31, 2012. Operating leases for office equipment represent 
annual obligations of $12,960. 
 
NOTE 7 – SHORT TERM DEBT 
 
The District did not use short term debt to finance any activities for the years ended December 
31, 2012, 2011 and 2010. 
 
NOTE 8 – CONTINGENCIES AND LITIGATION 
 
In the opinion of the management, the District insurance policies and reserves are adequate for 
all known or pending claims.   
 
The District participates in a number of federal and state assisted programs.  These grants are 
subject to audit which could result in requests for reimbursement to the grantor agencies for 
disallowed expenditures.  District management believes that such disallowances, if any, will be 
immaterial. 
 
In 2010, the District was is the defendant in a class action lawsuit alleging that it illegally levied 
property tax within the city limits of Port Townsend.  The judge ruled in favor of the District.  
The court of appeals ruled in favor of the District.  Although the case could be referred to the 
Supreme Court, it is the opinion of council that the case is now closed.   
 
NOTE 9 – SUBSEQUENT EVENTS  
 
In May, 2010 the District entered into an agreement with Puget Sound Energy (PSE) for the 
purchase of PSE’s electric system in eastern Jefferson County for $103 Million.  The District 
took over the electric operations prior to the issuance of these financial statements in April, 2013.  
The system serves 18,000 customers in eastern Jefferson County. 
 
Subsequent to year end the District has consummated the purchase of PSE assets and has 
received funding from the United States Department of Agriculture Rural Utility Service in the 
amount of $115 Million.  The District has signed a power sales agreement with the Bonneville 
Power Administration (BPA) qualifying it for the federal agency’s lowest power rates starting 
June 30, 2013 and receiving power from BPA as of April 1, 2013.   
 
NOTE 10 – PARTICIPATION IN NORTHWEST OPEN ACCESS NETWORK, INC. 
(NoaNet) 
 
The District, along with other Washington State public entities, is a member of Northwest 
Open Access Network, Inc. (DBA NoaNet), a Washington nonprofit mutual corporation. NoaNet  
was  incorporated  in  February  2000  to  provide  a  broadband  communications backbone over 
public benefit fibers leased from BPA throughout Washington. The network began commercial 
operation in January 2001. 
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In July 2001, NoaNet issued $27 million in Telecommunications Network Revenue bonds 
(taxable) to finance the repayment of the founding members and the costs of initial construction, 
operations, and maintenance. The Bonds become due beginning in December 
2003 through December 2016 with interest due semi-annually at rates ranging from 5.05% to 
7.09%. Each member of NoaNet has entered into a Repayment Agreement to guarantee the debt 
of NoaNet. The District’s guarantee is limited to its 0.14% interest or $15,169.   In 2011 NoaNet 
issued refunding bonds providing a total net value savings of $1,590,000.  As a member of 
NoaNet, the District has guaranteed certain portions of NoaNet debt based on its proportionate 
share. 
 
Financial statements for NoaNet may be obtained by writing to:  Northwest Open Access 
Network, 21507 42nd Avenue South, #J-4, SeaTac, WA  98198.  Information may also be 
obtained from the NoaNet web site at www.noanet.net.  
 
NOTE 11 – PRIOR PERIOD ADJUSTMENT 
 
Adjustment of prior period errors in 2010 are recoded as a correction in beginning net position.  
The adjustment primarily represent errors in allocation, principal and interest, of assessments 
receivable. 
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