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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND
OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

City of Arlington
January 1, 2017 through December 31, 2017

Mayor and City Council
City of Arlington
Arlington, Washington

We have audited, in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States, the financial statements of the
City of Arlington, as of and for the year ended December 31, 2017, and the related notes to the
financial statements, which collectively comprise the City’s financial statements, and have issued
our report thereon dated October 19, 2018.

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

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the City’s internal
control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the City’s
internal control.
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A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the City's financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.

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

COMPLIANCE AND OTHER MATTERS

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

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

PURPOSE OF THIS REPORT

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

%t

Pat McCarthy
State Auditor
Olympia, WA

October 19, 2018
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
City of Arlington
January 1, 2017 through December 31, 2017

Mayor and City Council
City of Arlington
Arlington, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the City of Arlington, for the year
ended December 31, 2017, and the related notes to the financial statements, which collectively
comprise the City’s financial statements, as listed on page 10.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our 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
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relevant to the City’s preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the City’s internal control. Accordingly, we express no such
opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.

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

Unmodified Opinion on Regulatory Basis of Accounting (BARS Manual)

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

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position and results of operations of the City of Arlington, for the year ended
December 31, 2017, on the basis of accounting described in Note 1.

Basis for Adverse Opinion on U.S. GAAP

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

Adverse Opinion on U.S. GAAP

The financial statements referred to above were not intended to, and in our opinion they do not,
present fairly, in accordance with accounting principles generally accepted in the United States of
America, the financial position of the City of Arlington, as of December 31, 2017, or the changes
in financial position or cash flows for the year then ended, due to the significance of the matter
discussed in the above “Basis for Adverse Opinion on U.S. GAAP” paragraph.
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Other Matters
Supplementary and Other Information

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

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
October 19, 2018 on our consideration of the City’s internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards in
considering the City’s internal control over financial reporting and compliance.

%t

Pat McCarthy
State Auditor
Olympia, WA

October 19, 2018
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FINANCIAL SECTION

City of Arlington
January 1, 2017 through December 31, 2017

FINANCIAL STATEMENTS

Fund Resources and Uses Arising from Cash Transactions — 2017
Fiduciary Fund Resources and Uses Arising from Cash Transactions — 2017
Notes to Financial Statements — 2017

SUPPLEMENTARY AND OTHER INFORMATION
Schedule of Liabilities — 2017
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In-house services include risk management consultation, loss control field services, and
claims and litigation administration. WCIA contracts for certain claims investigations,
consultants for personnel and land use issues, insurance brokerage, actuarial, and
lobbyist services.

WCIA is fully funded by its members, who make annual assessments on a prospectively rated
basis, as determined by an outside, independent actuary. The assessment covers loss, loss
adjustment, reinsurance and other administrative expenses. As outlined in the interlocal,
W(CIA retains the right to additionally assess the membership for any funding shortfall.

An investment committee, using investment brokers, produces additional revenue by
investment of WCIA’s assets in financial instruments which comply with all State guidelines.

A Board of Directors governs WCIA, which is comprised of one designated representative
from each member. The Board elects an Executive Committee and appoints a Treasurer to
provide general policy direction for the organization. The WCIA Executive Director reports
to the Executive Committee and is responsible for conducting the day to day operations of
WCIA.

NOTE 10— OTHER DISCLOSURES

Biennial Budget

On March 7, 2016, City Council approved Ordinance 2016-005 establishing a biennial budget
process. The biennial budget authorizes spending on a two year basis. On November 21,
2016, the City Council adopted Ordinance 2017-020, the City’s first biennial budget.

Fund Closures
Fund 104-Program Development was closed in 2017. In 2012 this fund was created when

Police and Fire Department received donations from the Stillaguamish Tribe of Indians. Both
departments have used these donations and this fund is no longer needed.

Other Post-Employment Benefits (OPEB)

The City has a commitment to pay for post-employment benefits for employees that belong
to the Law Enforcement Officers and Fire Fighters Pension (LEOFF) Plan 1 (commonly
referred to LEOFF 1). These benefits, per the Revised Code of Washington Chapter 41.26.150
include the payment of medical costs and nursing care. Six LEOFF 1 retirees received benefits
during 2017 and a total of $43,263 was paid out for those benefits during the year.



Construction Commitments

The City has active construction projects as of December 31, 2017. At year end, the City’s
commitments are as follows;

Project Spent as of 12/31/17 Remaining Commitment
*Arlington Valley Road $416,133 $3,859,125
**Haller Splash Park $1,869 $1,198,131
Lift Station Upgrades $874,611 $38,151
**Taxiway Lighting Project FAA#26 $2,500 $640,272

*The Arlington Valley Road project was originally budgeted in 2016 but was contingent upon
receiving right of way access. We received right of way in 2018 and project will continue.

**Both Haller Splash Park and Taxiway Lighting is contingent upon grant funding; Grant was
awarded in 2018.
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City of Arlington
Schedule of Liabilities
For the Year Ended December 31, 2017

Beginning
ID. No. Description Due Date Balance Additions Reductions Ending Balance
General Obligation Debt/Liabilities
251.11 2007 LTGO - N Olympic Ave 12/1/2027 2,300,000 195,000 2,105,000
251.11 2010 LTGO - Refunding/Fire St. 12/1/2030 2,755,000 390,000 2,365,000
251.11 2010 LTGO - Refunding/800 MHZ 12/1/2021 180,000 40,000 140,000
251.11 2014 LTGO-Refunding 2004/Police 12/1/2034 7,095,000 85,000 7,010,000
Station
251.11 2014 LTGO-Police Vehicles 10/1/2024 270,760 103,653 167,107
251.11 2015 LTGO - Fire Apparatus 6/1/2025 1,422,221 151,501 1,270,720
251.11 2014 LTGO-Refunding 2009/Airport 12/1/2034 395,000 50,000 345,000
Expansion
263.61 Graafstra Note-Park Land 4/1/2040 3,200,000 - 3,200,000
263.51 Lease - Computers - 810-6523252- 2/1/2018 32,201 15,732 16,469
003
Total General Obligation Debt/Liabilities: 17,650,182 1,030,886 16,619,296
Revenue and Other (non G.0.) Debt/Liabilities
259.12 Compensated Absences 12/30/1899 1,243,501 128,957 1,114,544
252.11 2007 W/S Refunding 12/1/2017 425,000 425,000 -
252.11 2003 Revenue Bonds-Airport 8/1/2018 79,580 49,457 30,123
263.82 8826 PW Loan WWTP - PW-06-962- 7/1/2026 3,935,467 393,547 3,541,921
263.82 33(1)7 PW Loan WWTP - PR07-951- 7/1/2027 578,945 52,629 526,316
263.82 (2)8(1)8 PW Loan WWTP - PC08-951- 7/1/2028 6,352,940 529,411 5,823,529
263.82 Recovery Act Loan-DOE Loan 7/1/2029 4,574,950 257,594 4,317,356
L1000024
263.82 Base Revolving Fund Loan-DOE 7/1/2029 7,446,415 419,273 7,027,143
Loan L1000025
264.30 Pension Liabilities 5,211,232 975,037 4,236,195
Total Revenue and Other (non G.O.) 29,848,032 3,230,904 26,617,127
Debt/Liabilities:
Total Liabilities: 47,498,214 4,261,790 43,236,423
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ABOUT THE STATE AUDITOR’S OFFICE

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

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

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

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

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

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

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

Contact information for the State Auditor’s Office

Public Records requests | PublicRecords@sao.wa.gov

Main telephone | (360) 902-0370

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

Website | www.sao.wa.qov
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