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Washington State Auditor
Brian Sonntag

March 2, 2007

Mayor and City Council
City of Bainbridge Island
Bainbridge Island, Washington

Report on Financial Statements

Please find attached our report on the City of Bainbridge Island’s financial statements.

We are issuing this report in order to provide information on the City’s financial condition.

In addition to-this work, we look at other areas of our audit client's operations for compliance with state
laws and regulations. The results of that audit will be included in a separately issued accountability

report.

Sincerely,

BRIAN SONNTAG, CGFM
STATE AUDITOR

Insurance Building, P.O. Box 40021 * Olympia, Washington 98504-0021 < (360) 902-0370 * (866) 902-3900 * TDD Relay (800) 833-6388
FAX (360) 753-0646 « http://www_sao.wa.gov
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Independent Auditor’s Report on internal
Control over Financial Reporting and on
Compliance and Other Matters in Accordance
with Government Auditing Standards

City of Bainbridge Island
Kitsap County
January 1, 2005 through December 31, 2005

Mayor and City Council
City of Bainbridge Island
Bainbridge Island, Washington

We have audited the financial statements of the governmental activities, the business-type activities, each
major fund and the aggregate remaining fund information of the City of Bainbridge Island, Kitsap County,
Washington, as of and for the year ended December 31, 2005, which collectively comprise the City's
basic financial statements, and have issued our report thereon dated January 23, 2007.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to the financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the City's internal control over financial reporting in
order to determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide an opinion on the internal control over financial reporting.

Our consideration of the internal control over financial reporting would not necessarily disclose all matters
in the internal control that might be material weaknesses. A material weakness is a reportable condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. We noted no matters involving
internal control over financial reporting and its operation that we consider to be material weaknesses.

COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the City’s financial statements are free of
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, the objective of our audit of the
financial statements was not to provide an opinion on overall compliance with these provisions.
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 herein under Government Auditing Standards.

Washington State Auditor's Office
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This report is intended for the information and use of management and the Mayor and City Council.
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.

BRIAN SONNTAG, CGFM

STATE AUDITOR

January 23, 2007

Washington State Auditor's Office
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Independent Auditor’s Report on Financial
Statements

City of Bainbridge Island
Kitsap County
January 1, 2005 through December 31, 2005

Mayor and City Council
City of Bainbridge island
Bainbridge Island, Washington

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Bainbridge Island,
Kitsap County, Washington, as of and for the year ended December 31, 2005, which collectively comprise
the City's basic financial statements as listed on page 5. These financial statements are the responsibility
of the City's management. 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 Comptrolier 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 of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of the City of Bainbridge Island, as of December 31, 2005,
and the respective changes in financial position and cash flows, where applicable, thereof, for the year
then ended, in conformity with accounting-principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report 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 the internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The management's discussion and analysis on pages 6 through 12 and budgetary comparison
information on pages 45 through 48 are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principaily of inquiries of management regarding the methods
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of measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

BRIAN SONNTAG, CGFM

STATE AUDITOR

January 23, 2007

Washington State Auditor's Office
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Financial Section

City of Bainbridge Island
Kitsap County
January 1, 2005 through December 31, 2005

REQUIRED SUPPLEMENTAL INFORMATION

Management's Discussion and Analysis — 2005

BASIC FINANCIAL STATEMENTS

Statement of Net Assets — 2005

Statement of Activities — 2005

Balance Sheet Statement — Major Governmental Funds — 2005

Statement of Revenues, Expenditures and Changes in Fund Balance — Major Governmental
Funds - 2005

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances of
Major Governmental Funds to the Statement of Activities — 2005

Statement of Net Assets — Proprietary Funds — 2005

Statement of Revenues, Expenses and Changes in Net Assets — Proprietary Funds — 2005

Statement of Cash Flows — Proprietary Funds - 2005

Statement of Net Assets - Fiduciary Funds — 2005

Notes to the Financial Statements — 2005

REQUIRED SUPPLEMENTAL INFORMATION

Budgetary Comparison Schedule — General Fund — 2005

Budgetary Comparison Schedule — Special Revenue Fund — Streets — 2005
Budgetary Comparison Schedule — Special Revenue Fund — Real Estate Tax — 2005
Notes to Required Supplemental Information — 2005
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CITY OF BAINBRIDGE ISLAND
MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED DECEMBER 31, 2005

This discussion and analysis of the financial results of the City of Bainbridge Island for the calendar and
fiscal year ending December 31, 2005 is intended to provide a narrative discussion that will provide
parties that read financial statements with information to make informed decisions and draw relevant
conclusions about the City. Please read it in conjunction with the accompanying Transmittal Letter, the
Basic Financial Statements and the accompanying Notes to the Financial Statements. All figures
presented in this discussion and analysis are shown in thousands (000’s), unless otherwise noted.

FINANCIAL HIGHLIGHTS

o The Assets of the City exceeded its Liabilities at the close of the most recent fiscal year by $110,705.
Of this amount, $8,749 may be used to meet the City’s ongoing obligations to citizens and creditors.

« The City’s total net assets increased by $4,005, primarily due to increases in capital assets and an
improved revenue climate.

e As of the close of the current fiscal year, the City’s governmental funds reported combined ending
fund balances of $4,520, an increase of $220 in comparison to the prior year.

« Approximately 94% of this combined ending fund balances, or $4,368, is considered unreserved and
is available for spending at the City’s discretion.

e At the end of the current fiscal year, unreserved fund balance for the general fund was $1,987, or
18% of total general fund expenditures.

« The City's total debt increased by $3,115 during the year. The increase is due primarily to the
issuance of $4.3 million in Public Works Trust Fund loans from the State of Washington for
Wastewater and Storm and Surface Water Management projects.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City of Bainbridge Island’s
Basic Financiai Statements. The Financial Statements presented herein include all of the activities of the
City of Bainbridge Island using the Integrated Approach as prescribed by GASB Statement No. 34.

Government-Wide Financial Statements

The Government-Wide Financial Statements are designed to provide readers with a broad overview of
the City of Bainbridge Island’s finances, in a manner similar to a private-sector business. They present
Governmental Activities and Business Type Activities separately. These statements include all assets of
the City (including infrastructure) as well as all liabilities (including long-term debt). Additionally, certain
eliminations have occurred in regards to Interfund Activity, Payables and Receivables.

Washington State Auditor's Office
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The Statement of Net Assets presents information on all of the City of Bainbridge Island’s Assets and
Liabilities, with the difference between the two reported as Net Assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the City of
Bainbridge Island is improving or deteriorating.

The Statement of Activities and Changes in Net Assets presents information showing how the
government’s net assets changed during the most recent fiscal year. All of the current year's revenues
and expenses are taken into account regardless of the timing of the related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in future
fiscal periods.

In the Statement of Net Assets and the Statement of Activities and Changes in Net Assets, we
distinguish the City’s functions that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a portion of their costs
through user fees and charges (business-type activities). The activities of these two distinctions are as
follows:

Governmental activities - Most of the City's basic services are reported in this category, including the
General Government, Police, Planning and Community Development and Public Works. Property And
Sales Taxes, User Fees, Interest Income, Franchise Fees, and State and Federal Grants finance these
activities.

Business-type activities - The City charges a fee to customers to cover all or most of the cost of certain
services it provides. The City's Water system, Wastewater system, Storm and Surface Water
Management system and Building and Development Services activities are reported in this category.

The Government-Wide Financial Statements can be found in this report.

FUND FINANCIAL STATEMENTS

Unlike Government-Wide Financial Statements, the focus of Fund Financial Statements is directed to
specific activities of the City rather than the City as a whole. Except for the General Fund, a specific fund
is established to satisfy managerial control over resources or to satisfy finance-related legal requirements
established by external parties or governmental statutes or regulations. The City's fund financial
statements are divided into three broad categories, namely, (1) Governmental Funds, (2) Proprietary
Funds, and (3) Fiduciary Funds.

Governmental Funds Financial Statements consist of a Balance Sheet and Statement of Revenues,
Expenditures, and Changes in Fund Balances and are prepared on a Modified-Accrual Basis of
Accounting. In general, these statements have a short-term emphasis and, for the most part, measure
and account for cash and other assets that can be easily converted to cash. For example, amounts
reported on the balance sheet include items such as cash and receivables collectible within a very short
period of time, but do not include capital assets such as land and buildings. Fund liabilities include
amounts that are to be paid within a very short period after the end of the fiscal year. The difference
between a fund's total assets and total liabilities is labeled as the fund balance, and generally indicates
the amount that can be used to finance the next year's activities. Likewise, the operating statement for
governmental funds reports only those revenues and expenditures that were collected in cash or paid
with cash, respectively, during the current period or very shortly after the end of the year. The balances
and activities accounted for in governmental funds are also reported in the governmental activities
columns of the Government-Wide Financial Statements.

The City presents in separate columns funds that are most significant to the City (Major Funds) and all
other Governmental Funds are aggregated into a single column (Non-Major Funds).

The Governmental Fund Financial Statements can be found in this report.

Washington State Auditor's Office
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Proprietary Funds Financial Statements consist of a Statement of Net Assets, Statement of Revenues,
Expenses and Changes in Fund Net Assets and Statement of Cash Flow, and are prepared on an
accounting basis that is similar to the basis used to prepare the Government-Wide Financial Statements.
For financial reporting purposes, Proprietary Funds are grouped into Enterprise Funds and Internal
Service Funds. The City has no Internal Service funds. The City uses Enterprise Funds to account for
Business-Type Activities that charge fees to the customers for the use of specific goods or services.
Balances and activities accounted for in the City's Enterprise Funds are also reported in the business-
Type Activities columns of the Government-Wide Financial Statements.

The City presents in separate columns all Enterprise Funds. A Statement of Cash Flows is presented at
the Fund Financial Statement level for Proprietary Funds, but no equivalent statement is presented in the
Government-Wide Financial Statements for either Governmental Activities or Business-Type Activities.

The basic Proprietary Fund Financial Statements can be found in this of this report.

Fiduciary Funds Financial Statements consist of a Statement of Fiduciary Net Assets. These assets
are held by the City for other parties as an agent and cannot be used to finance City operations. The City
is responsible for ensuring that the activities reported in Fiduciary Funds are based on their intended
purposes. As noted earlier, Fiduciary Funds are presented in the Fund Financial Statements but are not
reported in the Government-Wide Financial Statements.

The basic Fiduciary Fund Financial Statements can be found in this report.

Notes to the Financial Statements -

The Notes provide additional information that is essential to a full understanding of the data provided in
the Government-Wide and Fund Financial Statements. The Notes to the Financial Statements can be
found in this report.

Other Information

In addition to the Basic Financial Statements and accompanying notes, this report also presents certain
Required Supplementary information concerning the City of Bainbridge Island’s budgetary comparisons.
Required Supplementary Information can be found in this report. This report also contains schedules
required by the Washington State Auditor’s Office.

GOVERNMENT-WIDE FINANCIAL ANALYSIS
Overall, the City's financial position has improved this past year. The City's overall financial position and

operations for the past two years are summarized as follows based on the information included in the
Government-Wide Financial Statements:

Governmental Business-Type
Financial Activities Activities Total
Position 2005 2004 2005 2004 2005 2004
Cash &
$6,140 $5,512 $7.621 $4,881 $13,761 $10,393
Equivalents
Other Assets 3,388 5,664 723 368 4111 6,032
Capital Assets 96,974 93,933 32,508 29758 | 129,482 | 123,691
Total Assets $106,502 | $105109 | $40,852 | $35007 | $147,354 | $140,117
Other Liabilities 1,934 1.658 1,192 1,351 3,126 3,009
Long-Term Debt 24.240 25,165 9,282 5,243 33,523 30,408
Total Liabilities $26,174 | $26,823 | $10,475 $6,594 | $36,649 33.417
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Invested in Capital 73,431 69,368 23,226 24,516 96,657 93,883
Assets net of debt

Restricted 2,423 3,364 2,876 112 5,299 3,476
Unrestricted 4,473 5,555 4,276 3,786 8,749 9,341
Total Net Assets $80,327 $78,286 $30,378 $28,414 | $110,705 | $106,700

In 2005 the total net assets of the City increased by $4,005 (about 3.8%). Governmental and Business-
Type assets increased $2,041 and $1,964, respectively. The increase is related to Capital Assets and a
positive revenue climate.

Governmental Business-Type
Activities Activities Total
Operations 2005 | 2004 2005 2004 2005 2004
Program Revenues:
Charges for Services $2,361 $1,858 $6,181 $5,571 $8,543 $7,429
Operating Grants &

Contributions 835 881 24 860 881
Capital Grants 1,300 5,439 914 904 2,214 6,343
Property Taxes 6,033 5,747 6,033 5,747
All Other Taxes 8,322 7,493 8,322 7,493
Interest 253 214 178 74 430 288
Other Revenues 765 846 64 16 829 862

Total Program Revenues
$19,869 $22.478 $7,361 $6,565 $27,231 $29,043
Program Expenses:
General 5,582 4,780 5,582 3,719
Judicial 401 573 401 573
Public Safety 3,052 2,830 3,052 2,830
Physical Environment 323 421 323 421
Transportation 3,275 2,985 3,275 2,985
Health & Human Svcs 340 325 340 325
Economic 991 1,017 991 1,017
Environment
Culture & Recreation 699 600 699 600
Water 1,718 1,603 1,718 1,603
Sewer 1,988 1,741 1,988 1,741
Storm & Surface
Water 1,027 1,140 1,027 1,140
Bldg & Develop Svcs 3,707 3,280 3,707 3,280
Total Program Expenses
$14,663 $13,531 $8,440 $7,764 $23,103 $21,295
Transfers (3,065) (2,175) 3,065 2,175
Changes in Net Assets
2,142 6,772 1,986 976 4,129 7,748
| Beginning Net Assets 78,286 71,729 28,413 27,449 106,700 99,178
Prior Period Adjustments
(101) (214) (22) (11 (123) (225)
Ending Net Assets $80,327 $78,286 $30,377 $28,413 $110,705 | $106,700
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