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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Skagit Transit
January 1, 2018 through December 31, 2018

SECTION I - SUMMARY OF AUDITOR’S RESULTS

The results of our audit of the Skagit Transit are summarized below in accordance with Title 2
U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost
Principles, and Audit Requirements for Federal Awards (Uniform Guidance).

Financial Statements

We issued an unmodified opinion on the fair presentation of the basic financial statements in
accordance with accounting principles generally accepted in the United States of America
(GAAP).

Internal Control over Financial Reporting:

o Significant Deficiencies: We reported no deficiencies in the design or operation of internal
control over financial reporting that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.

We noted no instances of noncompliance that were material to the financial statements of the
Transit.

Federal Awards

Internal Control over Major Programs:

¢ Significant Deficiencies: We reported no deficiencies in the design or operation of internal
control over major federal programs that we consider to be significant deficiencies.

e Material Weaknesses: We identified no deficiencies that we consider to be material
weaknesses.
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We issued an unmodified opinion on the Transit’s compliance with requirements applicable to
each of its major federal programs.

We reported no findings that are required to be disclosed in accordance with 2 CFR 200.516(a).

Identification of Major Federal Programs

The following programs were selected as major programs in our audit of compliance in accordance
with the Uniform Guidance.

CFDA No. Program or Cluster Title
20.507 Federal Transit Cluster — Federal Transit Formula Grants
20.526 Federal Transit Cluster — Buses and Bus Facilities Formula,

Competitive, and Low or No Emissions Programs

The dollar threshold used to distinguish between Type A and Type B programs, as prescribed by
the Uniform Guidance, was $750,000.

The Transit did not qualify as a low-risk auditee under the Uniform Guidance.

SECTION Il - FINANCIAL STATEMENT FINDINGS

None reported.

SECTION IIl - FEDERAL AWARD FINDINGS AND QUESTIONED
COSTS

None reported.
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

Skagit Transit
January 1, 2018 through December 31, 2018

This schedule presents the status of federal findings reported in prior audit periods.

Audit Period: Report Ref. No.: Finding Ref. No.: CFDA Number(s):
FY2017 1021872 2017-001 20.507

Federal Program Name and Granting Pass-Through Agency Name: Department of
Agency: Federal Transit Administration Transportation

Finding Caption:
The Transit did not have adequate internal controls to ensure compliance with federal
suspension and debarment requirements.

Background:

The Transit purchased two vanpool vehicles through the state contract totaling $68,000.
Controls were not effective in ensuring its contractors had not been suspended or debarred as
the Transit did not obtain a written certification or review EPLS before paying on the invoice.
We considered this deficiency in internal control to be a material weakness.

This issue was initially identified by the Federal Transit Administration during their fiscal year
2017 program review and noted in their report.

Status of Corrective Action: (check one)

X Fully L] Partially 1 Not Corrected U Finding is con§|dered no
Corrected Corrected longer valid

Corrective Action Taken:

The corrective action required a revised process to conduct responsibility determinations prior
to award of a contract as required by FTC C. 4220.1F and to submit to the FTA regional office,
documentation that responsibility determinations were made before procurement award.
Skagit Transit submitted to FTA the revised procedures, Procedure 180.26 approved July 6,
2017 and documentation showing responsibility determination prior to award of the next
federally funded procurement.

The revised procedures have been incorporated into contract checklists and have been
performed since the finding in March 2017.
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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

Skagit Transit
January 1, 2018 through December 31, 2018

Board of Directors
Skagit Transit
Burlington, 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
Skagit Transit, as of and for the year ended December 31, 2018, and the related notes to the
financial statements, which collectively comprise the Transit’s basic financial statements, and have
issued our report thereon dated September 13, 2019.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the financial statements, we considered the Transit’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 Transit’s
internal control. Accordingly, we do not express an opinion on the effectiveness of the Transit’s
internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the Transit'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.
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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 Transit’s financial statements are free
from material misstatement, we performed tests of the Transit’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
Transit’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 Transit’s internal control
and compliance. Accordingly, this communication is not suitable for any other purpose. However,
this report is a matter of public record and its distribution is not limited. It also serves to
disseminate information to the public as a reporting tool to help citizens assess government
operations.

A

Pat McCarthy
State Auditor
Olympia, WA

September 13, 2019
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR
EACH MAJOR FEDERAL PROGRAM AND REPORT ON

INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH THE UNIFORM GUIDANCE

Skagit Transit
January 1, 2018 through December 31, 2018

Board of Directors
Skagit Transit
Burlington, Washington

REPORT ON COMPLIANCE FOR EACH MAJOR FEDERAL
PROGRAM

We have audited the compliance of the Skagit Transit, with the types of compliance requirements
described in the U.S. Office of Management and Budget (OMB) Compliance Supplement that could
have a direct and material effect on each of the Transit’s major federal programs for the year ended
December 31, 2018. The Transit’s major federal programs are identified in the accompanying
Schedule of Findings and Questioned Costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Transit’s major federal
programs based on our audit of the types of compliance requirements referred to above. We
conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).
Those standards and the Uniform Guidance require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
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referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about the Transit’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. Our audit does not provide a legal determination on the Transit’s compliance.

Opinion on Each Major Federal Program

In our opinion, the Transit complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended December 31, 2018.

REPORT ON INTERNAL CONTROL OVER COMPLIANCE

Management of the Transit is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered the Transit’s internal control over
compliance with the types of requirements that could have a direct and material effect on each
major federal program in order to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in accordance with the Uniform
Guidance, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of the Transit’s
internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, in internal control over compliance with a type of compliance
requirement of a federal program that is less severe than a material weakness in internal control
over compliance, yet important enough to merit attention by those charged with governance.
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Our consideration of internal control over compliance 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. We did not identify any deficiencies
in internal control over compliance that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

Purpose of this Report

The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other
purpose. However, this report is a matter of public record and its distribution is not limited. It
also serves to disseminate information to the public as a reporting tool to help citizens assess
government operations.

A

Pat McCarthy
State Auditor
Olympia, WA

September 13, 2019
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INDEPENDENT AUDITOR’S REPORT ON
FINANCIAL STATEMENTS
Skagit Transit
January 1, 2018 through December 31, 2018

Board of Directors
Skagit Transit
Burlington, Washington

REPORT ON THE FINANCIAL STATEMENTS

We have audited the accompanying financial statements of the Skagit Transit, as of and for the
year ended December 31, 2018, and the related notes to the financial statements, which collectively
comprise the Transit’s basic financial statements as listed on page 15.

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 an opinion 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 Transit’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 Transit’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 opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Skagit Transit, as of December 31, 2018, and the changes in financial

position and cash flows thereof for the year then ended in accordance with accounting principles
generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis 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.

Office of the Washington State Auditor Page 13



Supplementary and Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Transit’s basic financial statements. The accompanying Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as required by
Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements,
Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). This schedule
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 basic financial statements. The information has been subjected to the
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 basic financial statements or to the basic 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.

OTHER REPORTING REQUIRED BY GOVERNMENT AUDITING
STANDARDS

In accordance with Government Auditing Standards, we have also issued our report dated
September 13, 2019 on our consideration of the Transit’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 Transit’s internal control over financial reporting and compliance.

<oy

Pat McCarthy
State Auditor
Olympia, WA

September 13, 2019
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FINANCIAL SECTION

Skagit Transit
January 1, 2018 through December 31, 2018

REQUIRED SUPPLEMENTARY INFORMATION

Management’s Discussion and Analysis — 2018

BASIC FINANCIAL STATEMENTS

Statement of Net Position — 2018

Statement of Revenues, Expenses and Changes in Net Position — 2018
Statement of Cash Flows — 2018

Notes to Financial Statements — 2018

SUPPLEMENTARY AND OTHER INFORMATION

Schedule of Expenditures of Federal Awards — 2018
Notes to the Schedule of Expenditures of Federal Awards — 2018
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Skagit Transit

Management Discussion & Analysis

This section of Skagit Transit’s Annual Financial Report presents management’s overview and
analysis of the PTBA’s financial performance for the fiscal year ending December 31, 2018. This
section should be read in conjunction with the financial statements and notes to the financial
statements that follow this section.

Financial Highlights

e The assets of Skagit Transit exceeded its liabilities at December 31, 2018, by $40,396,839.
Of this amount, $15,582,171 may be used to meet Skagit Transit’s ongoing obligations to
provide services to the public, including the capital program, and to meet the obligations
of creditors.

e Skagit Transit’s total net position increased by $153,817 in 2018. The overall financial
condition of Skagit Transit as of December 31, 2018 was considered unchanged. At year-
end, the budget was balanced with Skagit Transit projected to remain in the black for
operating expenses throughout 2019.

e Passenger Fares increased by $45,250 between 2017 and 2018.

e Skagit Transit remained free of long-term debt during the period.

Summary Statement of Net Position

2018 2017
Assets
Current Assets $16,502,976 $16,337,591
Capital Assets 24,814,668 24,630,194
Total Assets 41,317,644 40,967,785
Liabilities
Current Liabilities 660,149 481,187
Noncurrent Liabilities 260,655 243,576
Total Liabilities 920,805 724,762
Net Position
Investment in Capital Assets 24,814,668 24,630,194
Unrestricted 15,582,171 15,612,829
Total Net Position $40,396,839 $40,243,023




Summary Statement of Revenues, Expenses and Changes in Fund Net Position

2018 2017

Operating Revenues:

Passenger Fares $909,834 $864,584
Non-Operating Revenues

Sales Tax 13,055,020 11,776,859

Interest 157,437 72,420

Grants 646,508 2,221,345

Gain (loss) on Disposition of

Assets 44 521 24,044

Other Non-operating Revenues 87,021 56,580
Total Revenues 13,990,507 15,015,832
Operating Expenses

Operations 8,180,142 7,340,228

Maintenance 2,585,527 2,492,224

Administration 3,437,885 2,910,956

Depreciation/Amortization 2,446,808 2,296,560
Total Expenses 16,650,362 15,039,968
Net Income (loss) Before
Contributions (1,750,021) (24,137)

Capital Contributions 1,893,828 879,456
Increase (decrease) in net position 143,807 855,318
Prior Period Adjustment 10,010
Net Position - Beginning of period 40,243,023 39,387,704
Net Position - End of period $40,396,839 $40,243,023

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the basic financial
statements. The notes to the financial statements also contain more detail on some of the
information presented in the financial statements. The financial statements of Skagit Transit report
information about the PTBA using accounting methods similar to those used by private sector
companies.

The Statement of Net Position presents information on all the PTBA’s assets and liabilities, with
the difference between the two reported as net position. Over time, increases and decreases in net
position may serve as a useful indicator of whether the financial position of the PTBA is improving
or deteriorating.

The Statement of Revenues, Expenses and Changes in Fund Net Position present information
showing how the PTBA’s net position changed during the fiscal year. All changes in net positions
are reported as soon as the underlying event giving rise to the change occurs, regardless of the
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timing of related cash flows. Thus revenues and expenses are recorded in this statement for some
items that will only result in cash flows in future fiscal periods (for example, sales tax collected by
merchants but not yet remitted to the PTBA, and earned but unused vacation leave).

This MD&A should be viewed along with the attached financial statements.

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided within financial statements. The notes to the financial
statements can be found in this report.,

Financial Analysis
Net Position

For the year ending December 31, 2018, assets exceeded liabilities by $40,396,839. Transit
is a capital-intensive enterprise, and 61.43% of Skagit Transit’s net assets are invested in
capital assets.

Skagit Transit ended 2018 with $24,814,668 in Capital Assets. See Note 3 for further
information.

During 2018 Capital Assets increased by $184,474. Skagit Transit’s purchased assets
includes a Safety Training modular building, a propane filling station, Architecture &
Engineering for the MOA2 facility, HVAC upgrade at Skagit Station, one (1) Fixed Route
bus, seven (7) ParaTransit buses, thirteen (13) Vanpool vans, a mobile bus washing
machine, a mobile wireless vehicle lift, digital radio upgrades, a server upgrade, and two
(2) bus shelters. Inventory levels increased by $24,641 during 2018. It is expected that
inventory levels will be maintained at appropriate levels to match our service levels.

Cash and cash equivalents decreased by $299,491 in 2018 from 2017.

Skagit Transit was successful in receiving state and federal grants to fund some of the
capital projects such as replacement and expansion transit coaches, expansion of routes,
and MOAZ2 design and engineering. Skagit Transit continues to aggressively seek all
available grants.

Operating Revenues

Operating revenues from fares increased by $45,250 during 2018. Fixed Route service
had a revenue increase of $30,089 or 6.9%, Paratransit had an increase of $699, or 8.9%
and Vanpool had an increase of $14,462, or 3.1%. Fixed Route ridership increased by
9.3% and Vanpool by 2.1%. Paratransit increased by 4.4%. For all modes, there were
907,487 unlinked passenger trips in 2018. Fares are structured so that commuter routes
are two times the local fixed route fare and paratransit is operated fare free.
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Non-Operating Revenues

Revenues from the transit portion of the sales tax increased by $1,278,161 or 10.85% over
2017. In November 2008, the proposition to increase sales tax from 2/10 of 1% to 4/10 of
1% was approved by the voters and went into effect in April 2009.

Interest income was $157,437 in 2018. It increased in 2018 by 117.4% compared to the
$72,420 received in 2017.

Grant revenues were derived from thirteen (13) federal, state and local grants for use in
capital and operating expenditures.

Operating Expenses

Operating expenses increased during 2018 mostly as a result of a 2% COLA increase for
all employees, a 5% increase for ParaTransit Operators, an increase to the Benefit rates,
the addition of 6 FTE’s, and increased revenue hours for Fixed Route (7.3%) and
ParaTransit (7.0%).

Fixed Route refers to regularly scheduled buses operating on established routes.
ADA Paratransit service is scheduled through a dispatch center.

Vanpool service was initiated in June 2002. The Skagit Transit Vanpool program
remained fairly consistent throughout 2018 with an average of 47 active vanpool groups.
The program has seen slow but steady growth for the year. This is the ideal way to grow
the program and we are hoping the trend continues. The Vanpool program accrued a total
of 1,057,836 revenue miles in 2018, ending the year with over 320 participants. As
always, expansion is a sought after goal. Yet to sustain active groups, support and
assistance remains a primary focus. The vanpool fleet is currently updating with the
addition of new Ford Transit and Chrysler Pacifica vans. The program will continue to
provide an affordable and environmentally friendly option for long distance commuting.

Operating Expenses by Department
Operations — $8,180,142 - The department is responsible for all on-street services,
including operators, dispatchers, and scheduling for bus service to the public.

Maintenance - $2,585,527 — The department is responsible for all vehicles
including fueling, parts, cleaning, servicing, and facility upkeep.

Administration - $3,437,885 — The department is responsible for all other functions
including executive direction, planning, marketing, information systems,
purchasing, finance, human resource, and safety.

Depreciation/Amortization - $2,446,808 - This is the estimated pro-ration of the
cost of capital assets over the useful life of the asset.

Total Operating Expenses were $16,650,362.
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Capital Assets are depreciated based on their actual costs spread over their useful life.
Economic Factors and Future Outlook

Skagit County includes the Mount Vernon Urbanized Area (UZA). This UZA is comprised of the
urban growth areas of the cities of Mount Vernon, Burlington, and Sedro-Woolley. This
designation of the UZA brings to Skagit Transit the availability of receiving federal funding for
urban transit systems. It also brings the responsibility of Skagit Transit’s involvement in the new
Metropolitan Planning Organization.

The population of Skagit County has been growing at rates slightly less than population growth
throughout the state. During the time period from April 2010 through July 2018, the county
population grew at 9.7% rate compared to 12.1% for the state.

The economy had been hit hard by the layoffs by the various large employers located in Seattle
and Everett. The economy has been recovering in 2018.

Skagit Transit’s main source of revenue is a portion of the local sales tax, which also serves as an
economic barometer. The sales tax revenue increased by 6.7% in 2015 over 2014, 8.7% in 2016
over 2015, 5.9% in 2017 over 2016, and 10.9% in 2018 over 2017.

The county’s average unemployment rate in 2018 was 5.9% compare to 4.5% for the state.

Skagit Transit’s revenues were severely cut in 2000 when the Motor Vehicle Excise Tax (MVET)
was removed. Skagit Transit operated slightly reduced service levels for the next two years using
reserve funding as authorized by our Board of Directors. When the PTBA residents soundly
defeated an attempt to increase the local transit portion of sales tax in September of 2002, Skagit
Transit was forced to reduce service substantially and live within its revenue flow. The budget
was designed to allow minimal growth in services while staying within the revenue stream. In
November 2008, the Proposition to increase sales tax by 2/10 of 1% for Skagit Transit was passed.
And in April 2009, the sales tax percentage for Skagit Transit was increased to 4/10 of 1%. The
increase in sales tax revenue will ensure Skagit Transit will be able to implement more services in
the PTBA.

Grant applications are submitted for identified agency needs where there is a funding shortage.
2019 FTA Capital funding is actively being sought for the construction of the new Maintenance
Operations and Administration Facility Project currently in the design phase.

Skagit Transit management has made a commitment to meeting the needs of the public, but in a
financially sound manner.

Capital Assets

Skagit Transit’s investment in capital assets as of December 31, 2018 amounted to $24,814,668
net accumulated depreciation/amortization. Capital assets consist of transit coaches and other
vehicles, buildings, equipment, transit centers and park and ride lots. Capital assets increased by
.75% during the year, which includes a Safety Training modular building, a propane filling station,
Architecture & Engineering for the MOA?2 facility, HVAC upgrade at Skagit Station, one (1) Fixed
Route bus, seven (7) ParaTransit buses, thirteen (13) Vanpool vans, a mobile bus washing
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machine, a mobile wireless vehicle lift, digital radio upgrades, a server upgrade, and two (2) bus
shelters

Please refer to Note 3 of Notes to the Financial Statements for more information.

Request for Information

This financial report is designed to provide a general overview of the PTBA’s finances for all
those who have an interest in this agency’s finances. Questions concerning any of the
information presented in this report or requests for additional financial information should be
addressed to the Manager of Finance & Administration, 600 County Shop Lane, Burlington, WA
98233, telephone 360-757-8801.
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Skagit Transit
Statement of Net Position
December 31, 2018

ASSETS
Current Assets:

Cash $ 4,751,208
Investments 8,786,879
Taxes receivables 2,260,722
Accounts receivable
(net of allowance for uncollectibles) 13,269
Due from other governments 307,450
Inventory 383,448

Total Current Assets 16,502,976

Noncurrent Assets:
Capital assets not being Depreciated

Land 5,935,314
Right of way 850,000
Construction in Progress 457,962
Capital assets being Depreciated/Amortized
Buildings 8,895,588
Improvements other than buildings 6,216,851
Vehicles 15,446,151
Intangible Assets 1,056,529
Equipment & Furnishings 1,876,791
Less: Accumulated Depreciation/Amortization

Buildings (3,094,992)
Improvements other than buildings (1,535,137)
Vehicles (9,281,633)
Equipment & Furnishings (1,233,695)
Intangible Assets (775,060)
Total Net Capital Assets 24,814,668

Total Noncurrent Assets 24,814,668

Total Assets 41,317,644

LIABILITIES
Current Liabilites:

Accounts payable 44,406
Compensated Absences 378,205
Benefit payable 96,832
Taxes and other payables 140,707
Total Current Liabilities 660,149

Noncurrent liabilities:

Compensated Absences 260,655
Total Noncurrent Liabilities 260,655
Total Liabilities 920,805

NET POSITION

Net Position:

Net Investment in Capital Assets 24,814,668
Unrestricted 15,582,171
Total Net Position $ 40,396,839

The Notes to the Financial Statements are an integral part of this statement
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Skagit Transit

Statement of Revenues, Expenses, and Changes in Fund Net Position
For Fiscal Year Ended December 31, 2018

Operating Revenues:
Passenger Fares $ 909,834

Total Operating Revenues 909,834

Operating Expenses:

Operations 8,180,142
Maintenance 2,585,527
Administration 3,437,885
Depreciation/Amortization 2,446,808
Total Operating Expenses 16,650,362

Operating Income (Loss) (15,740,528)

Non-Operating Revenues (Expenses):

Sales Tax 13,055,020
Interest 157,437
Grants 646,508
Gain (loss) on Disposition of Assets 44,521
Other Non-operating Revenues (Expenses) 87,021
Total Non-Operating Revenues (Expenses) 13,990,507
Income(loss) before contributions, gains, losses, other (1,750,021)
revenues and expenses —
Capital Contributions 1,893,828
Increase (decrease) in net position 143,807
Prior Period Adjustment $ 10,010
Net Position - Beginning of period $ 40,243,023
Net Position - End of period $ 40,396,839

The Notes to the Financial Statements are an integral part of this statement.
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Skagit Transit
Statement of Cash Flows

For Fiscal Year Ended December 31, 2018

Cash Flows From Operating Activities:
Cash Recevied from Customers
Cash Payments to Suppliers for Good & Services
Cash Payments to Employees for Services
Other Cash Receipts
Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities:
Sales Tax Received
Federal, State and Local Assistance Received
Net Cash Provided (Used) by Noncapital and
Related Financing Activities

Cash Flows from Capital and Related Financing Activities:
Acquistion and Construction of Capital Assets
Capital Grants and Contributions
Proceeds from Sale of Equipment
Net Cash Provided (Used) by Capital and
Related Financing Activities

Cash Flows from Investing Activities:
Purchase of Investment Securities
Interest on Investments
Net Cash Provided (Used) by Investing Activities
Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning

Cash and Cash Equivalents, Ending

The Notes to the Financial Statements are an integral part of this statement.

$ 949,650
(3,468,632)
(10,553,510)
89,907

(12,982,585)

12,895,062
579,178

13,474,240

(2,631,282)
1,796,929
43,207

(791,147)

(155,865)
155,865

(299,491)

5,050,699

$ 4,751,208
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Skagit Transit
Reconciliation Operating Loss / Operating Activities
For Fiscal Year Ended December 31, 2018

Reconciliation of Operating Loss to Net Cash Provided
by Operating Activities
Operating Loss

Adjustments to Reconcile Operating Income to Net Cash
Provided by Operating Activities
Depreciation/Amortization on Capital Assets
Nonoperating Expenses/Misc Nonoperating Revenue

Change in Assets and Liabilities
Decrease (Increase
Decrease (Increase
Increase (Decrease
Increase (Decrease

in Accounts Receivable

in Inventories

in Accounts Payable

in Wages & Benefits Payable

~— — ~— ~—

Total Adjustments

Net Cash Provided (Used) by Operating Activities

The Notes to the Financial Statements are an integral part of this statement.

$

(15,740,528)

2,446,808
89,907

39,816
(24,641)
(182,518)

388,572

2,757,944

$

(12,982,585)
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Notes to Financial Statements
December 31, 2018

Note 1: Summary of Significant Accounting Policies

Skagit Transit Authority (Skagit Transit) was authorized on November 3, 1992 and operates
under the laws of the State of Washington applicable to a Public Transportation Benefit Area
(PTBA). The accounting and reporting policies of Skagit Transit conform to Generally
Accepted Accounting Principles (GAAP) 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 following summary of the
significant accounting policies is presented to assist the reader in interpreting the financial
statements. The more significant policies are described below. These notes should be viewed
as an integral part of the accompanying financial statements.

a) Reporting Entity

Skagit Transit is a special purpose government and provides public transportation to
the general public and is supported primarily through local sales tax. The agency is
governed by an elected nine member board. Skagit Transit has no component units.
Skagit Transit’s basic financial statements include the financial position and results of
the operations of the PTBA. A review of other units of local government, using the
criteria set forth in GAAP, indicates there are no additional entities or funds for which
the PTBA has reporting responsibilities. Based on the standards set by GASB-14, there
are no component units of Skagit Transit.

b) Basis of Accounting & Presentation
The accounting records of Skagit Transit are maintained in accordance with methods
prescribed by the State Auditor Office under the authority of Chapter 43.09 of the
RCW. Skagit Transit uses the Budgeting, Accounting and Reporting System (BARS)
for Transit Districts (GAAP) in the State of Washington.

Funds are accounted for on a cost of services or an economic resources measurement
focus. This means that all assets and all liabilities (whether current or noncurrent)
associated with their activity are included on their statements of net position (or balance
sheets). Their reported fund net position is segregated into net investment in capital
assets, restricted and unrestricted components of net position. Operating statements
present increases (revenues and gains) and decreases (expenses and losses) in net
position. Skagit Transit discloses changes in cash flows by a separate statement that
presents their operating, noncapital financing, capital and related financing and
investing activities.

Skagit Transit uses the full-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 fund(s).

Skagit Transit distinguishes between operating revenues and expenses from

nonoperating ones. Operating revenues and expenses result from providing services
and producing and delivering goods in connection with Skagit Transit’s principal
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¢)

ongoing operations. The principal operating revenues of the transit are charges to
customers for fare box collections and bus pass sales. Operating expenses for Skagit
Transit include (e.g., the cost of sales and services, administrative expenses,
depreciation on capital assets, etc.). All revenues and expenses not meeting this
definition are reported as non-operating revenues and expenses.

The accounting records of Skagit Transit are maintained in accordance with the
methods prescribed by the Federal Transit Administration (FTA) and the Washington
State Auditor under the authority of Revised Code of Washington (R.C.W.) 43.09. The
authority for the FTA to prescribe an accounting and reporting system is found in
Section 15 of the Federal Transit Act of 1992, as amended.

Skagit Transit began participating in the FTA National Transit Database beginning with
FY 2005. A Six-Year Planning summary report has been sent to the Washington State
Department of Transportation (WSDOT), under separate cover.

Assets, Liabilities, and Net Position

a) Cash and Cash Equivalents

It is Skagit Transit’s policy to invest all temporary cash surpluses. For purposes of
the Statement of Cash Flows, the agency considers all highly liquid investments
with a maturity of three months or less when purchased to be cash equivalents.
State statutes permit Skagit Transit to invest in obligations of the United States,
certificates of deposits issued by banks that are designated as public depositories
by the Washington Public Deposit Commission, the Local Government Investment
Pool of the Washington State Treasurer or authorized investments through the
Skagit County Treasurer.

The State Treasurer’s Local Government 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. For other property and investments — See
Note 2.

b) Receivables
Accounts receivable consist mainly of bus passes sold, vanpool charges and local
sales tax collected. Total accounts receivable was $13,269 and local sales tax
receivable was $2,260,722.

¢) Amounts Due From Other Governments
Amounts due from other governments include grant reimbursements of $295,496,
sales tax interest of $3,767, and fuel refunds of $8,187.

d) Inventories
Inventory consists of fuel, repair parts and supplies. No general administrative
expenses are included in the inventory valuation. Expenses are recorded as the
materials are consumed. Inventory is valued on the average cost method. At
December 31, 2018, Skagit Transit carried an inventory valued at $383,448 for
consumable parts and supplies used in the maintenance and repair of vehicles and
facilities.
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e) Restricted Assets and Liabilities
Skagit Transit has no restricted assets and liabilities.

f) Capital Assets
Capital Assets include property, facilities, and equipment and are capitalized at
total acquisition cost provided that such costs exceed $5,000 and the asset has a
useful life of at least one year. Depreciation and Amortization is recorded on all
depreciable capital assets on a straight-line basis over the following estimated
useful lives:

Land Not Depreciated
Buildings 30 -50 years
Buses 5 -12 years
Other Vehicles 5-7 years

Shop Equipment 10 years

Route Improvements 20 years
Furniture & Fixtures 10 years
Intangible Assets 5-10 years
Computer Equipment 5 years

Vehicle Improvements 3-5 years

Capital Assets & Related Depreciation/Amortization — See Note 3

g) Compensated Absences
Compensated absences are absences for which employees will be paid using
general leave.

General leave, which may be accumulated up to 25 days, is payable upon
resignation, retirement, or death if the employee has successfully completed their
probation period.

All compensated absences that are unused at the end of each year are listed on the
balance sheet as a liability. The current liability for compensated absences equaled
$53,717 as of December 31, 2018 and noncurrent liability was $260,655.

The classification of short-term and long-term is based on a five-year historical
average on leave paid as a percentage of the liability.

Current Noncurrent

Liability Liability Total
Beginning Balance $ 51,583 $ 243,576 $ 295,158
Leave Earned 87,505 700,121 787,626
Leave Paid 85,371 683,041 768,412
Ending Balance 53,717 260,655 314,372
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h)

)

Fund Reserves & Designations — See Note 10

There were no material violations of finance related legal or contractual
provisions during FY 2018.

Note 2 — Deposits & Investments

a)

b)

Deposits

The Board of Directors of Skagit Transit adopted Resolution 2001-06 appointing
its own treasurer. The treasurer is responsible for the management and
investment decisions of the Transit’s deposit and investment accounts. The Board
also approved an Interlocal agreement with the Skagit County Treasurer to invest
the Transit’s reserve funds in an instrument authorized by law for the Treasurer of
Skagit County.

Skagit Transit has established direct banking services with Skagit Bank.

Skagit Transit’s deposits are covered entirely by Federal Depository Insurance
(FDIC) or by collateral held in a multiple financial institution collateral pool
administered by the Washington Public Deposit Protection Commission (PDPC).

Custodial credit risk

Custodial credit risk is the risk that in the event of the failure of a counterparty to
an investment transaction the Transit will not be able to recover the value of'its
investments or collateral securities that are in the possession of the outside party.
There is minimal risk within our investment in the LGIP and Skagit Treasurer’s
office. The LGIP and the Treasurer’s assets are primarily allocated in U.S.
Government-backed obligations, federally insured demand deposits, and
certificates of deposit.

Investments

State of Washington under Chapter 39.59 RCW limits the investment of public
funds by local governments to the following authorized instruments: (i) bonds of
the State or any local government in the State, (ii) general obligation bonds of any
other state or local government thereof which have at the time of investment one
of the three highest credit ratings of a nationally recognized rating agency, (iii)
registered warrants of a local government in the same county as the local
government making the investment, (iv) obligations of the U.S. government, its
agencies and wholly owned corporations, or obligations issued or guaranteed by
supranational institutions, provided that at the time of investment, the United
States government must be the largest shareholder of such institution, (v)
obligations of the Federal Home Loan Bank, Fannie Mae and other government-
sponsored enterprises whose obligations are or may become eligible as collateral
for advances to member banks as determined by the board of governors of the
federal reserve system, (vi) bankers’ acceptances purchased in the secondary
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market, (vii) commercial paper purchased in the secondary market, subject to
State Investment Board policies, and (viii) corporate notes purchased in the
secondary market, subject to State Investment Board policies.

Investments Measured at Amortized Cost

As of December 31, 2018, the transit held the following investments at amortized
cost:

Type of Maturities Transit’s own Investments held Total
Investment investments by Transit as an
agent for others
WA State Local Less Than One $8,786,879 $0 $8,786,879
Government Year
Investment Pool
Total $8,786,879 $0 $8,786,879

Custodial credit risk

Custodial credit risk is the risk that in the event of the failure of a counterparty to
an investment transaction the Transit will not be able to recover the value of its
investments or collateral securities that are in the possession of the outside party.
There is minimal risk within our investment in the LGIP and Skagit Treasurer’s
office. The LGIP and the Treasurer’s assets are primarily allocated in U.S.
Government-backed obligations, federally insured demand deposits, and
certificates of deposit.

Interest Rate Risk

Interest rate risk is the risk that changes in interest will adversely affect the fair
market value of an investment. Skagit County Treasurer and state pool policies
state that safety of funds is the number one priority in all investment decisions.
The LGIP and the County Treasurer investment policy requires a 90-day
maximum on the weighted average maturity. Thus, all investments held are
considered to have a low interest rate risk.

Credit Risk

Credit risk is the risk that an issuer of an investment will not fulfill its obligation
to the holder of the investment. Funds currently held at the LGIP and the County
Treasurer have minimal to no risk. The investment policy for those limits the
types of securities available for investment to obligations of the U.S. Government
or its agencies, bankers’ acceptance, commercial paper, certificate of deposit, or
obligations of the state of Washington.
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Note 3 — Capital Assets & Related Depreciation/Amortization

Major expenses for Capital Assets, including major repairs to assets that increase their useful
lives, are capitalized. Maintenance, repairs and minor renewals are accounted for as expenses
when incurred.

All Capital Assets are valued at historical cost (or estimated historical cost, where historical
cost is not known) or estimated market value for donated assets.

Furnishings, equipment and buildings are capitalized if they have a useful life of more than
one year and an acquisition cost of $5,000 or more per unit. Items that are sensitive in nature
and whose acquisition cost is less than $5,000 are coded to an appropriate expense category
when purchased, but are assigned a capital asset number.

Skagit Transit has acquired certain assets with funding provided by federal financial assistance
programs. Depending on the terms of the agreements involved, the federal government could
retain an equity interest in these assets. However, Skagit Transit has sufficient legal interest
to accomplish the purposes for which the assets were acquired, and has included such assets
within the applicable account.

The original cost of operating property retired or otherwise disposed of and the cost of
installation is charged to accumulated depreciation. However, in the case of the sale of a
significant operating unit or system, the original cost is removed from Skagit Transit asset
accounts, accumulated depreciation is charged with the accumulated depreciation related to
the property sold, and the net gain or loss on disposition is credited or charged to income.

Depreciation and Amortization is computed on the straight-line basis. Depreciation and
Amortization expense is charged to operations to allocate the cost of Capital Assets over their
estimated useful lives, using the straight-line method with useful lives of three to fifty years.

Capital Assets and accumulated depreciation/amortization are categorized at January 1, 2018,
and again at December 31, 2018. Depreciation and Amortization for 2018 is as follows:

Beginning
Asset Type Bal Increase Decrease Ending Bal
Capital Assets not Being Depreciated
Land $5,915,899 $19,415 - $5,935,314
Right of Way 850,000 - - 850,000
Construction/Work in Progress 83,915 383,949 9,902 457,962
Total Assets not Being Depreciated 6,849,814 403,364 9,902 7,243,276
Capital Assets Being Depreciated/Amortized
Buildings 8,771,666 123,922 - 8,895,588
Improvements other than
buildings 6,192,701 32,532 8,382 6,216,851
Vehicles 14,595,223 2,015,754 1,164,825 15,446,151
Equipment & Furnishings 1,667,614 219,989 10,811 1,876,791
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Intangible Assets

Total Assets Being
Depreciated/Amortized

Less Depreciation/Amortization for:

Buildings

Improvements other than
buildings

Vehicles
Equipment & Furnishings

Intangible Assets
Total Assets Being
Depreciated/Amortized

Total Capital Assets, Being
Depreciated/Amortized, Net

Total Net Capital Assets

Individual useful lives are assigned to newly acquired or rebuilt assets as follows:

Land
Buildings
Buses

Other Vehicles

Shop Equipment
Route Improvements
Furniture & Fixtures
Intangible Assets
Computer Equipment
Vehicle Improvements

Note 4 — Prepaid Rent — Skagit Station

Skagit Transit had no prepaid rent at year end 2018.

Note 5 — Qualified Retirement

Not Depreciated
30 -50 years

5 -12 years
5-7 years
10 years
20 years
10 years
5-10 years

5 years

3-5 years

1,056,529 - - 1,056,529
32,283,732 2,392,197 1,184,018 33,491,910
$2,726,302 $36,690 - $3,094,992

1,376,097 161,136 2,096 1,535,137

8,596,657 1,793,944 1,108,967 9,281,633

1,125,155 119,352 10,811 1,233,695

679,142 95,919 - 775,060
14,503,352 2,639,040 1,121,874 15,920,518
$17,780,380 $17,571,392
$24,630,194 $24,814,668

Effective January 1, 1998, the Board of Directors approved Resolution No. 64 declaring
Empower-Retirement (formally Great-West Retirement Services) as Skagit Transit’s third
party administrator for the Skagit Transit 401(a) and 457 plans. All of Skagit Transit’s
employees have the opportunity to participate in a 401(a) Defined Contribution Plan.
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Effective 7/01/2002, the employees voted to participate in Social Security (OASDI/Old Age,
Survivors and Disability Insurance). At that time, the Skagit Transit Board of Directors
modified the contribution levels to be:

401(a) Defined Contribution Plan (mandatory)
5.00% by Skagit Transit
5.00% by the employee

401(a) Defined Contribution Plan

A defined contribution plan provides benefits in return for services rendered, provides an
account for each participant, and specifies how contributions to the individual’s accounts are
to be determined instead of specifying the amount of benefits the individual is to receive.
Under a defined contribution plan, the benefits a participant will receive depend solely on the
amount contributed to the participant’s account, the returns earned on investments of those
contributions, and forfeitures of other participants’ benefits that may be allocated to such
participants’ accounts.

Skagit Transit employees begin mandatory participation in the 401(a) plan on the first day of
employment. Contributions made by Skagit Transit vest over a 5-year period, upon the
completion of each year of service (10%, 20%, 30%, 40%, 100%). An employee who leaves
Skagit Transit is entitled to Skagit Transit contributions plus investment earnings at the vesting
level attained. As of December 31, 2018, there were 141 current employees and 103 former
employees participating in the plan.

Plan balances and contributions for FY 2018 and FY 2017 were as follows:

FY 2018 FY 2017
401(a) 401(a)
Beginning Balance 6,945,242 5,850,747
Employee 401(a) Contributions 416,990 343,882
SKAGIT TRANSIT 401(a) Contributions 368,883 334,431
Loan Issuances (125,328) (124,339)
Loan payments 140,481 195,247
Distributions (716,649) (226,923)
Adjustments (287,711) 477,811
Earnings 86,106 94,386
Total Ending Fund Balances $6,828,014 $6,945,242
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Under Current IRS rules, the 401(a) plan is held in trust for the employees. It is the opinion of
Skagit Transit’s legal counsel that Skagit Transit has no liability for losses under the plans, but
does have the duty of due care that would be required of an ordinary prudent investor.

There are no other post-employment benefits.

Note 6 — Insurance

A.

Unemployment Insurance
Skagit Transit has elected to remain self-insured for unemployment compensation.

State Industrial Insurance
Skagit Transit is covered by State Industrial Insurance.

Medical

Skagit Transit is a member of the Association of Washington Cities Employee Benefit
Trust Health Care Program (AWC Trust HCP). Chapter 48.62 RCW provides that two
or more local government entities may, by Interlocal agreement under Chapter 39.34
RCW, form together or join a pool or organization for the joint purchasing of insurance,
and/or joint self-insurance, to the same extent that they may individually purchase
insurance or self-insure.

An agreement to form a pooling arrangement was made pursuant to the provisions of
Chapter 39.34 RCW, the Interlocal Cooperation Act. The AWC Trust HCP was formed
on January 1, 2014 when participating cities, towns, and non-city entities of the AWC
Employee Benefit Trust in the State of Washington joined together by signing an
Interlocal Governmental Agreement to jointly self-insure certain health benefit plans
and programs for participating employees, their covered dependents and other
beneficiaries through a designated account within the Trust.

As of December 31, 2018, 257 cities/towns/non-city entities participate in the AWC
Trust HCP.

The AWC Trust HCP allows members to establish a program of joint insurance and
provides health and welfare services to all participating members. The AWC Trust HCP
pools claims without regard to individual member experience. The pool is actuarially
rated each year with the assumption of projected claims run-out for all current
members. The AWC Trust HCP includes medical, dental and vision insurance through
the following carriers: Kaiser Foundation Health Plan of Washington, Kaiser
Foundation Health Plan of Washington Options, Inc., Regence BlueShield, Asuris
Northwest Health, Delta Dental of Washington, and Vision Service Plan. Eligible
members are cities and towns within the state of Washington. Non-City Entities (public
agency, public corporation, intergovernmental agency, or political subdivision within
the state of Washington) are eligible to apply for coverage into the AWC Trust HCP,
submitting application to the Board of Trustees for review as required in the Trust
Agreement.

Skagit Transit utilizes the Medical insurance through AWC.
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Participating employers pay monthly premiums to the AWC Trust HCP. The AWC
Trust HCP is responsible for payment of all covered claims. In 2018, the AWC Trust
HCP purchased stop loss insurance for Regence/Asuris plans at an Individual Stop Loss
(ISL) of $1.5 million through Life Map, and Kaiser ISL at $1 million with Companion
Life through ASG Risk Management. The aggregate policy is for 200% of expected
medical claims.

Participating employers’ contract to remain in the AWC HCP for a minimum of three
years. Participating employers with over 250 employees must provide written notice of
termination of all coverage a minimum of 12 months in advance of the termination
date, and participating employers with under 250 employees must provide written
notice of termination of all coverage a minimum of 6 months in advance of termination
date. When all coverage is being terminated, termination will only occur on December
31. Participating employers terminating a group or line of coverage must notify the
HCP a minimum of 60 days prior to termination. A participating employer’s
termination will not obligate that member to past debts, or further contributions to the
HCP. Similarly, the terminating member forfeits all rights and interest to the HCP
Account.

The operations of the Health Care Program are managed by the Board of Trustees or
its delegates. The Board of Trustees is comprised of four regionally elected officials
from Trust member cities or towns, the Employee Benefit Advisory Committee Chair
and Vice Chair, and two appointed individuals from the AWC Board of Directors, who
are from Trust member cities or towns.

The Trustees or its appointed delegates review and analyze Health Care Program
related matters and make operational decisions regarding premium contributions,
reserves, plan options and benefits in compliance with Chapter 48.62 RCW. The Board
of Trustees has decision authority consistent with the Trust Agreement, Health Care
Program policies, Chapter 48.62 RCW and Chapter 200-110-WAC.

The accounting records of the Trust HCP are maintained in accordance with methods
prescribed by the State Auditor’s office under the authority of Chapter 43.09 RCW.
The Trust HCP also follows applicable accounting standards established by the
Governmental Accounting Standards Board (“GASB”). In 2018, the retiree medical
plan subsidy was eliminated, and is noted as such in this report. Year-end financial
reporting is done on an accrual basis and submitted to the Office of the State Auditor
as required by Chapter 200-110 WAC. The audit report for the AWC Trust HCP is
available from the Washington State Auditor’s office.

Dental and Vision insurance
Skagit Transit pays 100% of the Premium for Dental and Vision insurance. Dental
coverage is through Delta Dental of Washington. Vision insurance is through VSP.

Life Insurance

Regular employees have a $12,000 term life insurance policy that also offers some
coverage for dependents. Skagit Transit pays the premium.
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F. Short & Long-Term Disability Insurance
Skagit Transit pays up to 2% of the gross wage of the regular employee (who works a
minimum 30 hours per week) to purchase short and long-term disability insurance. The
short-term disability benefit is for 180 days. The long-term disability benefits the
employee for two years beyond the exhaustion of the short-term benefit.

Note 7 — Risk Management

Skagit Transit is a member of the Washington State Transit Insurance Pool (WSTIP).
WSTIP is a 25-member self-insurance program located in Olympia, Washington. WSTIP
supplies Skagit Transit auto liability, general liability, public official’s liability coverage, all
risk property coverage, auto physical damage coverage, boiler and machinery coverage,
employee fidelity/crime coverage, and cyber liability coverage.

At the end of 2018, Skagit Transit retained a $5,000 deductible for its all-risk property
coverage which includes auto physical damage. Skagit Transit has a $5,000 deductible for
public official’s liability coverage and has no deductible for general and auto liability risks
covered by WSTIP.

WSTIP was formed by Interlocal Agreement on January 1, 1989, pursuant to Chapters 48.61
and 39.34 RCW. The purpose for forming WSTIP was to provide member transit agencies
joint self-insurance, joint purchasing of insurance and joint contracting for hiring of
personnel to provide risk management, claims handling, and administrative services. Transit
agencies joining WSTIP must remain members for a minimum of 36 months. Members may
withdraw after that time by giving six-month’s notice. Any member who withdraws will not
be allowed to rejoin for a period of 36 months.

Transit authorities applying for membership in WSTIP may do so on approval of a simple
majority vote of the WSTIP Board of Directors. Underwriting and rate-setting policies have
been established after consultation with actuaries. WSTIP members are subject to a
supplemental assessment in the event of deficiencies. If WSTIP’s assets were to be
exhausted, members would be responsible for WSTIP’s liabilities. WSTIP is regulated by
the Washington State Risk Manager and audited annually by the Washington State Auditor.

WSTIP utilizes a combination of self-insurance, reinsurance and excess insurance to provide
the limits noted in the summary below. Carriers include Government Entities Mutual,
Munich Reinsurance America, Lloyds of London, and Hallmark Specialty Insurance
Company for the liability lines; Evanston for auto physical damage; American International
Group Inc (AIG)/National Union Fire Insurance for the crime policy; and Beazley Cyber
Services for the cyber liability policy. The property carrier for all risk property and boiler
and machinery is Alliant Property Insurance Program provided by Alliant Insurance Services.

Skagit Transit has not presented any claims to WSTIP in the last year that exceeded its
current coverage limits through WSTIP.

Here is a summary of coverage provided in 2018:
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RISK / EXPOSURE COVERAGE DEDUCTIBLE
GENERAL LIABILITY: $25 million Per $0
Bodily Injury & occurrence
Property Damage
Personal Injury &
Advertising Injury
Contractual Liability
Personal Injury and $25 million Per offense $0
Advertising Injury
Contractual liability $0
Vanpool Driver $35,000 Per $0
Medical Expense occurrence
Protection
*Underinsured Motorist $60,000 Per $0*
Coverage (by mode) occurrence
PUBLIC OFFICIALS $25 million Per $5,000
LIABILITY occurrence
and aggregate
PROPERTY
COVERAGE $500 million Per $5,000
All perils subject to the occurrence,
following sublimits: all perils and
insureds/
members
combined
Flood zones A & V — $10 million Per $500,000
annual aggregate occurrence,
annual
aggregate
All flood zones except $50 million Per $500,000
A & V — annual occurrence,
aggregate annual
aggregate
Earthquake, volcanic $25 million Per 5% subject to
eruption, landslide, and occurrence, $500,000
mine subsidence -- annual minimum per
aggregate occurrence per
unit
AUTO PHYSICAL Fair market Limited to $5,000
DAMAGE value $1,350,000
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Auto Physical Damage any one
(below $250,000 in vehicle
value)
Auto Physical Damage Replacement Limited to $5,000
for all vehicles with a Cost $1,250,000
model year of 2005 or any one
later and valued over vehicle
$250,000
BOILER AND $100 million $250,000 or
MACHINERY $350,000
depending on size
of boiler
CRIME / PUBLIC $1 million Per $10,000
EMPLOYEE occurrence
DISHONESTY
including faithful
performance. Also
includes:
Employee theft $1 million Per $10,000
occurrence
Forgery or alteration $1 million Per $10,000
occurrence
Theft, disappearance $1 million Per $10,000
and destruction (inside occurrence
premises)
Robbery and safe $1 million Per $10,000
burglary (inside occurrence
premises)
Robbery and safe $1 million Per $10,000
burglary (outside occurrence
premises)
Computer fraud $1 million Per $10,000
occurrence
Funds Transfer Fraud $1 million Per $10,000
occurrence
Money orders and $1 million Per $10,000
counterfeit money occurrence
CYBER LIABILITY
Third Party Liability $25 million Annual policy $100,000*

and program
aggregate of
liability for all
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insured’s

combined
Information Security & $2 million Limit of $100,000%*
Privacy Liability Liability and
annual
aggregate
Privacy Notification $500,000 Annual $100,000%*
Costs aggregate —
limit
increases to
$1 million if
carrier’s
vendors
utilized
Penalties for regulatory $2 million Limit of $100,000%*
defense and penalties Liability and
annual
aggregate
Including a sub-limit $100,000 (Sub-limit)
for PCI Fines and
Penalties
Website Media Content $2 million Limit of $100,000*
Liability Liability and
annual
aggregate
First Party Computer
Security
Cyber Extortion Loss $2 million Limit of $100,000*
Liability and
annual
aggregate
Data Protection Loss and $2 million Limit of $100,000*
Business Interruption Liability and
Loss annual
aggregate
Including a sub-limit $100,000
for Forensic expense
And Dependent $500,000
business interruption
Fraudulent Instruction $50,000
Telecommunications $50,000
Fraud
Consequential $50,000

reputational loss
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*However, if covered loss exists, WSTIP’s general liability policy also includes a $50,000 limit of
coverage with no deductible.

Note 8 — Contingent Liabilities

Skagit Transit has recorded in its financial statements all material liabilities, including an
estimate for situations that are not yet resolved, but where, based on available information,
management believes it is probable that Skagit Transit will have to make payment. In the
opinion of management, Skagit Transit’s insurance policies and reserves are adequate to pay
all known or pending claims.

Based on the above criteria Skagit Transit has no unresolved claims against it as of December
31, 2018.

The agency participates in a number of Federally assisted programs. These grants are subject
to audit by the grantors or their representatives. Such audits could result in request for
reimbursement by grantor agencies for expenses disallowed under the terms of the grant.
Skagit Transit management believes that such disallowance, if any, will be immaterial.

Note 9 — Commitments & Leases

Commitments:

At December 31, 2018 Skagit Transit had the following in effect:

2018 Commitments — Contracts over $50.000

(Excluding Lease Agreements)

Contractor Contract No. & Title Initial Contract Term| Final Term Contract
Expiration Amount
Americaneagle.com | 11-024 / Website 3/1/12 — 2/28/17 2019 $126,000
Enhancement & Hosting Svcs
Associated 15-020-F / Card Lock Fueling 12/1/15-11/30/18 2022 $482,307
Petroleum Products | (vp & Staff/Svc Vehicles)
Associated 14-015-F / ULSD Fuel 2/1/15 - 1/31/20 2022 $1,916,046
Petroleum Products | Delivery
Blue Star Gas 16-012-F / Propane AutoGas 12/1/16 — 11/30/19 | Terminated $36,651
Card Lock Services
Cummins, Inc. 16-001 / Diesel Engine 5/1/16 — 4/30/21 None $50,408
Replacements
Frontline Cleaning | 15-015-P / Janitorial Services | 11/1/15—-10/31/18 2020 $137,349
Services Corp.
Garner’s Northwest, | 17-011-P / Landscape 9/1/17 — 8/31/20 8/31/22 $38,868
Inc. Maintenance
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Gillig, LLC 14-019-F / Fixed Route Transit | 7/1/15 — 6/30/20 None $2,761,899
Coaches

LNI Custom Mfg. 17-021-F / Bus Shelters 1/1/18 — 12/31/22 | Terminated

Langabeer & 13-013 / General Counsel 12/1/18 — 11/30/19

Traxler Legal Services $95,124

Mortenson Signs 14-004 / Vehicle Graphics 6/1/14 — 5/31/17 2019 $38,828

Les Schwab 14-008 / Tires & Related 9/1/14 — 8/31/16 2019 $376,252

(formerly Pat Rimmer) Services

Seaside Auto Body | 14-014 / Auto Body Services 2/1/15 - 1/31/20 2022 $97,602

Operating Leases:

As of December 31, 2018, Skagit Transit leases some office equipment. Total 2018 cost for lease
expense was $40,945. The future lease payments are as follows:

Year Annual Cost
2019 24,565
2020 22,709
2021 22,480
2022 10,359
2023 4931

Note 10 — Reserve Accounts

The Skagit Transit Board of Directors by Resolution No. 50 established a reserve account. In

subsequent action, the Board separated the account into three distinct categories. All action within
these accounts, not including usual interest receipts, is required to be Board approved. As of December
31, 2018, the account balances were:

Capital Reserve:

Facilities 400,000
Capital Replacement 3,993,142
Undesignated Reserve 2,233,777
Operating Reserve 2,159,961

Total:  $8,786,879

Note 11 — Prior Period Adjustments

A prior period adjustment was made to adjust 2017 payroll expenses paid in 2018 by $10,010. Skagit
Transit made a change in payroll procedure to pay all employees twice a month instead of monthly.
During the transition period, Skagit Transit processed a payroll for December 24 through December
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31,2017 and it was paid on January 5, 2018. The adjustment also includes 2018 payroll benefits
paid in 2017 for 2018.
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MCAG No. 2744

Skagqit Transit, Washington

Notes to the Schedule of Expenditures of Federal Awards

NOTE 1 - BASIS OF ACCOUNTING

This schedule is prepared on the same basis of accounting as the Skagit Transit's financial statements.
The Skagit Transit uses the accrual basis of accounting.

NOTE 2 - PROGRAM COSTS

The amounts shown as current year expenditures represent only the federal grant portion of the program costs,
after program income has been removed. Entire program costs, including the Skagit Transit's portion,
are more than shown.

NOTE 3 - INDIRECT COST RATE

The Skagit Tranportation Benefit District has not elected to use the 10-percent de minimis indirect cost rate allowed under the Uniform Guidance.
All amounts expended for both capital and operating projects are direct costs only.

NOTE: 2017 STATE GRANT REVENUE REPAID IN 2018
Due to unforseen circumstance Skagit Transit did not meet the requirements under agreement GCB2327 issued by Washington State DOT
Matching requirements of the agreement was based upon the equipment expanding the program or sustaining the program.

Four expansion vehicles were purchased. Payment received from WSDOT for reimbursment of the vans was calculated at 95%/5% grant/match ratio.

Due to reduction in demand for vanpool services only one vehicle was needed to expand the program,
the remaining three vans were placed into service as replacement vehicles to sustain services.
This caused an overpayment from the reimbursement received in 2017 of $24,750 which was returned to WSDOT in September 2018.
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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.sa0.wa.gov

Office of the Washington State Auditor Page 46
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