




Our audit was performed for the purpose of forming opinions on the financial statements that 
collectively comprise the County's basic financial statements. The accompanying information 
listed as Combining and Individual Fund Statements and Schedules on pages 65 through 203 
and Supplementary Schedules on pages 212 through 218 is presented for purposes of 
additional analysis and is not a required part of the basic financial statements. This information 
has been subjected to auditing procedures applied in the audit of the basic financial statements 
and, in our opinion, is fairly stated, in all material respects, in relation to the basic financial 
statements taken as a whole. 

The information identified in the table of contents as the Introductory and Statistical Sections is 
presented for purposes of additional analysis and is not a required part of the basic financial 
statements of the County. Such information has not been subjected to the auditing procedures 
applied in the audit of the basic financial statements and, accordingly, we express no opinion on 
it. 

Sincerely, 

BRIAN SONNTAG, CGFM 
STATE AUDITOR 
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       MANAGEMENT’S   
__________________________DISCUSSION & ANALYSIS 



Management’s Discussion and Analysis 
 
As management of Kitsap County, we offer readers of the Kitsap County’s financial 
statements this narrative overview and analysis of the financial activities of Kitsap 
County for the fiscal year ended December 31, 2007. We encourage readers to consider 
the information presented here in conjunction with additional information that we have 
furnished in our letter of transmittal, which can be found section II of this report. All 
amounts, unless otherwise indicated, are expressed in millions of dollars. 
 
Financial Highlights 
• The assets of Kitsap County exceeded its liabilities at the close of the most recent 

fiscal year by $525.15 (net assets). Of this amount, $127.90 (unrestricted net assets) 
may be used to meet the government’s ongoing obligations to citizens and creditors. 

• The government’s total net assets increased by $13.23, with $9.38 on the 
Governmental side and $3.85 on the Business-Type side.  A portion of the increase on 
the Governmental side was attributed to the continued investment in infrastructure, 
increasing fixed assets by $2.88.   While most of the increase on the Business-Type 
side was attributed paying off portions of non-current debt $2.27. 

• As of the close of the current fiscal year, the Kitsap County governmental funds 
reported combined ending fund balances of $95.85, an increase of $.26 over the prior 
year.  Approximately $84.27 of this amount is available for spending at the 
government discretion (unreserved, undesignated fund balance). 

• At the end of the current fiscal year, unreserved, undesignated fund balance for the 
general fund was $9.31, or 10.5 percent of the total general fund expenditures. 

• The Kitsap County’s total general obligation debt decreased by $5.57 (5.2 percent) 
during the current fiscal year. This represented 2007 principle payments and no new 
bonds. 

 
Overview of the Financial Statements 
This discussion and analysis is intended to serve as an introduction to the Kitsap 
County’s basic financial statements. The Kitsap County basic financial statements are 
comprised of three components: 1) government-wide financial statements, 2) fund 
financial statements, and 3) notes to the financial statements. This report also contains 
other supplementary information in addition to the basic financial statements themselves. 
 
Government-wide financial statements. The government-wide financial statements are 
designed to provide readers with a broad overview of the Kitsap county finances, in a 
manner similar to a private-sector business. 
 
The statement of net assets presents information on all of the Kitsap County’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 Kitsap County is improving or deteriorating. 
 
The statement of activities presents information showing how the government’s net assets 
changed during the most recent fiscal year. All changes in net assets are reported as soon 
as the underlying event giving rise to the change occurs, regardless of the timing of the 
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related cash flows. Thus, revenues and expenses are reported in this statement for some 
items that will only result in cash flows in the future fiscal periods (e.g., uncollected taxes 
and earned but unused vacation leave). 
 
Both of the government-wide financial statements distinguish functions of  Kitsap 
County that are principally supported by taxes and intergovernmental revenues 
(governmental activities) from other functions that are intended to recover all or a 
significant portion of their costs through user fees and charges (business-type activities). 
The governmental activities of the Kitsap County include general government, public 
safety, highways and streets, economic development, and culture and recreation. The 
business-type activities of Kitsap County include solid waste, sewer, surface water, and 
golf operations. 
 
The government-wide financial statements can be found on pages 13-14 of this report. 
 
Fund financial statements. A fund is a grouping of related accounts that is used to 
maintain control over resources that have been segregated for specific activities or 
objectives. Kitsap County, like other local governments, uses fund accounting to ensure 
and demonstrate compliance with finance-related legal requirements. All of the funds of 
the Kitsap County can be divided into three categories: governmental funds, proprietary 
funds, and fiduciary funds. 
 
Governmental funds. Governmental funds are used to account for essentially the same 
functions reported as governmental activities in the government-wide financial 
statements. However, unlike the government-wide financial statements, governmental 
fund financial statements focus on near-term inflows and outflows of spendable 
resources, as well as on balances of spendable resources available at the end of the fiscal 
year. Such information may be useful in evaluating a government’s near-term financing 
requirements. 
 
Because the focus of governmental funds is narrower than that of the government-wide 
financial statements, it is useful to compare the information presented for governmental 
funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term 
impact of the government’s near-term financial decisions. Both the governmental fund 
balance sheet and the governmental fund statement of revenues, expenditures, and 
changes in fund balances provide a reconciliation to facilitate this comparison between 
governmental funds and governmental activities. 
 
Kitsap County maintains ninety-four individual governmental funds. Information is 
presented separately in the governmental fund balance sheet and in the governmental 
fund statement of revenues, expenditures, and changes in fund balances for the general 
fund, county roads fund, real estate excise tax fund, mental health and home entitlement, 
all of which are considered major funds. Data from the other eighty-nine governmental 
funds are combined into a single, aggregated presentation. Individual fund data for each 
of these nonmajor governmental funds is provided in the form of combining statements 
elsewhere in this report. 
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Kitsap County adopts an annual appropriated budget for all it’s funds. A budgetary 
comparison statement has been provided for each of the major funds to demonstrate 
compliance with this budget. The basic governmental fund financial statements can be 
found on pages 17 – 27 of this report. 
 
Proprietary funds. Kitsap County maintains two different types of proprietary funds. 
Enterprise funds are used to report the same functions presented as business-type 
activities in the government-wide financial statements. Kitsap County uses enterprise 
funds to account for its Sanitary Sewer operations, Solid Waste activities, Surface Water 
Utility, and Golf Course activities.  Internal service funds are an accounting device used 
to accumulate and allocate costs internally among the Kitsap County various functions. 
Kitsap County uses internal service funds to account for its management information 
systems, self-insurance activities, and fleet of equipment. Because all these services 
predominantly benefit governmental rather than business-type functions, they have been 
included within the governmental activities in the government-wide financial statements. 
 
Proprietary funds provide the same type of information as the government-wide financial 
statements, only in more detail, The proprietary fund financial statements provide 
separate information for the Solid Waste, and Sewer funds and Surface Water Utility, 
which are considered  major funds of Kitsap County. Conversely, all the internal service 
funds are combined into single, aggregated presentation in the proprietary fund financial 
statements. Individual fund data for the internal service funds is provided in the form of 
combining statements elsewhere in this report. The basic proprietary fund financial 
statements can be found on pages 27 – 32 of this report. 
 
Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of 
parties outside the government. Fiduciary funds are not reflected in the government-wide 
financial statements because the resources of these funds are not available to support 
Kitsap County’s own programs. The accounting used for fiduciary funds is much like that 
used for proprietary funds. The basic fiduciary fund financial statements can be found on 
pages 33 – 34 of 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 on pages 35 – 63 
of this report. 
 
The combining statements referred to earlier in connection with nonmajor governmental 
funds and internal service funds are presented immediately following the required 
supplementary information on pensions. Combining and individual fund statements and 
schedules can be found on pages 61 – 202 of this report.  
 
Government-wide Financial Analysis 
As noted earlier, net assets may serve over time as a useful indicator of a government’s 
financial position. In the case of Kitsap County, assets exceeded liabilities by $525.40 at 
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college and university employees not participating in national higher education 
retirement programs; judges of district and municipal courts; and employees of local 
governments. PERS participants who joined the system by September 30, 1977, are 
Plan 1 members. Those who joined on or after October 1, 1977 and by either, 
February 28, 2002 for state and higher education employees, or August 31, 2002 for 
local government employees, are Plan 2 members unless they exercise an option to 
transfer their membership to Plan 3. PERS participants joining the system on or after 
March 1, 2002 for state and higher education employees, or September 1, 2002 for 
local government employees have the irrevocable option of choosing membership in 
either PERS Plan 2 or PERS Plan 3. The option must be exercised within 90 days of 
employment. An employee is reported in Plan 2 until a choice is made. Employees 
who fail to choose within 90 days default to PERS Plan 3. PERS defined benefit 
retirement benefits are financed from a combination of investment earnings and 
employer and employee contributions. PERS retirement benefit provisions are 
established in the state statute and may be amended only by the State Legislature.  

 
Plan 1 members are vested after the completion of  five years of eligible service. 
Plan 1 members are eligible for retirement at any age after 30 years of service, or at 
the age of 60 with five years of service, or at the age of 55 with 25 years of service. 
The annual benefit is 2 percent of the average final compensation per year of 
service, capped at 60 percent. The average final compensation is based on the 
greatest compensation during any 24 eligible consecutive compensation months. 
Plan 1 retirements from inactive status prior to the age of 65 may receive actuarially 
reduced benefits.  The benefit is actuarially reduced to reflect the choice of a survivor 
option.  A cost-of-living allowance ( COLA) is granted at age 66 based upon years of 
service times the COLA amount, increased by three percent annually.  Plan 1 
members may also elect to receive an additional COLA amount (indexed to the 
Seattle Consumer Price Index), capped at three percent annually.  To offset the cost 
of this annual adjustment , the benefit is reduced. 

 
Plan 2 members are vested after the completion of five years of eligible service. Plan 
2 members may retire at the age of 65 with five years of service, or at the age of 55 
with 20 years of service, with an allowance of 2 percent of the average final 
compensation per year of service. The average final compensation is based on the 
greatest compensation during any eligible consecutive 60-month period. Plan 2 
retirements prior to the age of 65 receive reduced benefits. If retirement is at age 55 
or older with at least 30 years of service, a 3 percent per year reduction applies; 
otherwise, an actuarial reduction will apply. The benefit is also actuarially reduced to 
reflect the choice of a survivor option. There is no cap on years of service credit; and 
a cost-of-living allowance is granted (indexed to the Seattle Consumer Price Index), 
capped at 3 percent annually.  
 
Plan 3 has a dual benefit structure. Employer contributions finance a defined benefit 
component, and member contributions finance a defined contribution component. 
The defined benefit portion provides a benefit calculated at 1 percent of the average 
final compensation per year of service. The average final compensation is based on 
the greatest compensation during any eligible consecutive 60-month period. Effective 
June 7, 2006, Plan 3 members are vested in the defined benefit portion of their plan 
after ten years of service ; or after five years if twelve months of that service are 
earned after age 44; or after five service credit years earned in PERS Plan 2 prior to 
June 1, 2003.  Plan 3 members are immediately vested in the defined contribution 
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portion of their plan. Vested  Plan 3 members are eligible to retire with full benefits at 
age 65, or at age 55 with 10 years of service. Retirements prior to the age of 65 
receive reduced benefits. If retirement is at age 55 or older with at least 30 years of 
service, a 3 percent per year reduction applies; otherwise, an actuarial reduction will 
apply.  The benefit is also actuarially reduced to reflect the choice of a survivor 
option. There is no cap on years of service credit; and Plan 3 provides the same 
cost-of-living allowance as Plan 2. The defined contribution portion can be distributed 
in accordance with an option selected by the member, either as a lump sum or 
pursuant to other options authorized by the Employee Retirement Benefits Board. 
 
Judicial Benefit Multiplier 
Beginning January 1, 2007 , judicial members of PERS may choose to participate in 
the Judicial Benefit Multiplier Program (JBM) . Current justices or judges in PERS 
Plan 1 and 2 may make a one-time irrevocable election to pay increased 
contributions that would fund a retirement benefit with a 3.5 percent multiplier.  The 
benefit would be capped at 75 percent of average financial compensation.  Judges in 
PERS Plan 3 can elect a 1.6 percent of pay per year of service benefit, capped at 
37.5 percent of average compensation.  
 
Members who choose to participate in JBM will accrue service credit at the higher 
multiplier beginning with the date of their election, pay higher contributions, stop 
contributing to the Judicial  Retirement Account (JRA), and be given the option to 
increase the multiplier on past judicial service.  Members who do not choose to 
participate will: continue to accrue service credit at the regular multiplier; continue to 
participate in JRA, if applicable; never be a participant in the JBM Program; and 
continue to pay contributions at the regular PERS rate. 

 
Justices and judges who are newly elected or appointed to judicial service and 
choose to become PERS members on or after January 1, 2007, or who have not 
previously opted into PERS membership, are required to participate in the JBM 
Program 
 
Justices and judges who are newly elected or appointed to judicial service will:  
return to prior PERS Plan if membership had previously been established; be 
mandated into Plan 2 and not have a Plan 3 transfer choice, if a new PERS member; 
accrue the higher multiplier fo all judicial service; not contribute to JRA; and not have 
the option to increase the multiplier fo past judicial service. 
 
There are 1,188 participating employers in PERS. Membership in PERS consisted of 
the following as of the latest actuarial valuation date for the plans of September 30, 
2006: 
 

 

Retirees and Beneficiaries Receiving Benefits 70,201     
Terminated Plan Members Entitled to But Not Yet Receiving Benefits 25,610     
Active Plan Members Vested 105,215   
Active Plan Members Non-vested 49,812     

Total 250,838    
 

Funding policy 
Each biennium, the state Pension Funding Council adopts Plan 1 employer 
contribution rates, Plan 2 employer and employee contribution rates, and Plan 3 
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employer contribution rates. Employee contribution rates for Plan 1 are established 
by statue at 6 percent for state agencies and local government unit employees, and 
7.5 percent for state government elected officers. The employer and employee 
contribution rates for Plan 2 and the employer contribution rate for Plan 3 are 
developed by the Office of the State Actuary to fully fund Plan 2 and the defined 
benefit portion of Plan 3. All employers are required to contribute at the level 
established by the Legislature. Under  PERS Plan 3, employer contributions finance 
the defined benefit portion of the plan, and member contributions finance the defined 
contribution portion.  The Employee Retirement Benefits Board sets Plan 3 employee 
contribution rates. Six rate options are available ranging from 5 to 15 percent; two of 
the options are graduated rates dependent on the employee’s age. As a result of the 
implementation of the Judicial Benefit Multiplier Program in January 2007, a second 
tier of employer and employee rates was developed to fund, along with investment 
earnings, the increased retirement benefits of those justices and judges that 
participate in the program.  The methods used to determine the contribution 
requirements are established under state statue in accordance with chapters 41.40 
and 41.45 RCW. 

 
The required contribution rates expressed as a percentage of current-year covered 
payroll, as of December 31, 2007, were as follows: 

               

                     

PERS Plan 1 PERS Plan 2 PERS Plan 3
Employer* 6.13%** 6.13%** 6.13%***
Employee 6.00%**** 4.15%**** *****  

         
*The employer rates include the employer administrative expense fee currently set at 0.16%. 
** The employer rate for the state elected officials is 9.12% for PLAN 1 AND 6.13% FOR Plan 2                   
     and  Plan 3 . 
*** Plan 3 defined benefit portion only.  

      **** The employee rate for state elected officials is 7.50% for Plan 1 and 4.15% for Plan 2.  
***** Variable from 5.0% minimum to 15.0% maximum based on the rate selected by the PERS  

3 member. 
 
      Members participating in JBM: 
 

PERS Plan 1 PERS Plan 2 PERS Plan 3
Employer - State 8.63% 8.63% 8.63%**

Agency*
Employer - Local 6.13% 6.13% 6.13%**

Govt.*
Employee - State 9.76% 7.88% 7.50%***

Agency
Employee - Local 12.26% 10.38% 7.50%***

Govt.  
 

*The employer rates include the employer administrative expense fee currently set at 0.16%. 
** Plan 3 defined benefit portion only.  
*** Minimum rate. 

 
 

Both the County and the employees made the required contributions. The County’s 
required contributions for the years ending December 31 were as follows: 
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PERS Plan 1 PERS Plan 2 PERS Plan 3
2007 182,206$            2,504,110$     601,393$        
2006 111,284$            1,306,570$     517,894$        
2005 77,395$             708,080$       86,049$           

 
Law enforcement officers’ and fire fighters’ retirement system (LEOFF) plans 1 
and 2 
Plan description 
LEOFF is a cost-sharing multiple-employer retirement system comprised of two 
separate defined benefit plans.  LEOFF participants who joined the system by 
September 30, 1977 are Plan 1 members.  Those who joined on or after October 1, 
1977 are Plan 2 members.  Membership in the system includes all full-time, fully 
compensated, local law enforcement officers and firefighters. LEOFF is comprised 
primarily of non-state employees, with the Department of Fish and Wildlife 
enforcement officers, who were first included prospectively effective July 27, 2003 
being an exception.  In addition , effective July 24, 2005, current members of PERS 
who are emergency medical technicians can elect  to become members of LEOFF 
Plan 2.  Effective July 1, 2003 the LEOFF Plan 2 Retirement Board was established 
to provide governance of LEOFF Plan 2.  The Board’s duties include adopting 
contribution rates and recommending policy changes to the Legislature for the 
LEOFF Plan 2 retirement plan.   LEOFF defined  benefit retirement benefits are 
financed from a combination of investment earnings, employer and employee 
contributions, and a special funding situation in which the state pays through state 
legislative appropriations. LEOFF retirement benefit provisions are established in 
state statue and may be amended by the State Legislature. 
 
Plan 1 members are vested after the completion of  five years of eligible service. 
Plan 1 members are eligible for retirement with five years of service at the age 50. 
The benefit per year of service calculated as a percent of final average salary is as 
follows: 
 

                   

Term of Service Percent of Final Average
20 or more years 2.00%
10 but less than 20 years 1.50%
5 but less than 10 years 1.00%  

 
The final average salary is the basic monthly salary received at the time of 
retirement, provided a member has held the same position or rank for 12 months 
preceding the date of retirement. Otherwise, it is the average of the highest 
consecutive 24 months’ salary within the last 10 years of service. If membership was 
established in LEOFF after February 18, 1974, the service retirement benefit is 
capped at 60 percent of the final average salary. A cost-of-living allowance is granted 
(indexed to Seattle Consumer Price Index). 
 
Plan 2 retirement benefits are vested after an employee completes five years of 
eligible service. Plan 2 members may retire at the age 50 with 20 years of service, or 
at the age 53 with five years of service, with an allowance of 2 percent of the final 
average salary per year of service. The final average salary is based on the highest 
consecutive 60 months. The Plan 2 retirements prior to the age of 53 are actuarially 
reduced for each year that the benefit commences prior to age 53 and to reflect the 
choice of a survivor option. If the member has at least 20 years  of service and is age 
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50, the reduction is 3 percent for each year prior to age 53. There is no cap on years 
of service credit; and a cost-of-living allowance is granted (indexed to Seattle 
Consumer Price Index), capped at three percent annually. 
 
There are 383 participating employers in LEOFF. Membership in LEOFF consisted of 
the following as of the latest actuarial valuation date for the plans of September 30, 
2006: 
 

 

Retirees and Beneficiaries Receiving Benefits 8,951      
Terminated Plan Members Entitled To But Not Yet Receiving Benefits 602         
Active Plan Members Vested 12,711    
Active Plan Members Nonvested 3,603      

Total 25,867     
 

Funding Policy 
Starting on July 1, 2000, Plan 1 employers and employees will contribute zero 
percent as long as the plan remains fully funded. Employer and employee 
contribution rates are developed by the Office of the State Actuary to fully fund the 
plan. Plan 2 employers and employees are required to pay at the level adopted by 
the LEOFF Plan 2  Retirement Board.  All employers are required to contribute at the 
level required by the state law. The Legislature by means of a special funding 
arrangement appropriated money from the state General Fund to supplement the 
current service liability and fund the prior service costs of Plan 2 in accordance with 
the requirements of the Pension Funding Council and the LEOFF Plan 2 Retirement 
Board. However, this special funding situation is not mandated by the state 
constitution and this funding requirement could be returned to the employers by a 
change of statute.  

 
The required contribution rates expressed as percentage of current-year covered 
payroll, as of December 31, 2007, were as follows: 

   

                  

LEOFF Plan 1 LEOFF Plan 2
Employer* 0.16%           5.35%**
Employee 0.00% 8.64%

State N/A 3.45%    
 

*The employer rates include the employer administrative expense fee currently set at 0.16%. 
 ** The employer rate for ports and universities is 8.80%. 
 

Both the County and the employees made the required contributions. The County’s 
required contributions for the years ending December 31 were as follows: 

 

                  

LEOFF Plan 1 LEOFF Plan 2
2007 287$                     442,481$             
2006 441$                     386,283$             
2005 441$                     316,589$              

 
Public Safety Employees’ Retirement System  (PSERS) Plan 2 
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Plan Description 
PSERS was created by the 2004 legislature and became effective July 1, 2006.  
PSERS is a cost-sharing multiple-employer retirement system comprised of a single 
defined  benefit plan, PSERS Plan 2. 
 
PSERS Plan 2 membership includes full-time employees of a covered employer on or 
before July 1, 2006, who met at least one of the PSERS eligibility criteria, and elected 
membership during the election period of July 1, 2006 to September 30, 2006; and  
those full-time employees , hired on or after July 1, 2006 by a covered employer, that  
meet at least one of the PSERS eligibility criteria. 
 
A covered employer is one that participates in PSERS.  Covered employers include: 
State of Washington agencies: Department of Corrections; Department of Natural 
Resources, Parks and Recreation Commission, Gambling Commission, Washington 
State Patrol, Liquor Control Board; Washington state counties; and Washington state 
cities except for Seattle, Tacoma and Spokane. 
 
To be eligible for PSERS, an employee must work on a full-time basis and: 
 
     .     have completed a certified criminal justice training course with the authority to  
           arrest, conduct criminal investigations, enforce the criminal laws of  Washington, 
           and carry a firearm as part of the job; OR  
     .     have primary responsibility to ensure the custody and security of incarcerated     
           or probationary individuals; OR 
     .     function as a limited authority Washington peace officer, as defined in RCW  
           10.93.020; OR 
     .     have primary responsibility to supervise eligible members who meet the above 
           criteria 
          
PSERS defined benefit retirement benefits are financed from a combination of 
investment earnings and employer and employee contributions.  PSERS retirement 
benefit provisions are established in state statute and may be amended only by the 
State Legislature. 
 

Plan 2 members are vested after the completion of  five years of eligible 
service.  PSERS  Plan 2 members may retire at the age of 65 with five 
years of service, or at the age of 60 with at least 10 years of PSERS 
service credit, with an allowance of 2 percent of the average final 
compensation per year of service.  The average final compensation is the 
monthly average of the member’s 60 consecutive highest-paid service 
credit months, excluding any severance pay such as lump-sum payments 
for deferred sick leave, vacation or annual leave.  Plan 2 retirees prior to 
the age of 60 receive reduced benefits.  If retirement is at age 53 or older 
with at least 20 years of service, a 3 percent per year reduction for each 
year between the age at retirement and age 60 applies.  There is no cap on 
years of service credit; and a cost-of-living allowance is granted ( indexed 
to the Seattle Consumer Price Index ) , capped at 3 percent annually. 
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There are 69 participating employers in PSERS.  Membership in PSERS consisted 
of the following as of the latest actuarial valuation date for the plan of September 30, 
2006: 
 
  Retirees and Beneficiaries Receiving Benefits 0
  Terminated Plan Members Entitled To But Not Yet Receiving Benefits 0
  Active Plan Members Vested 0
  Active Plan Members Non-vested 2,073

TOTAL 2,073  
 
Funding Policy 
Each biennium, the state Pension Funding Council adopts Plan 2 employer and 
employee contribution rates.  The employer and employee contribution rates for Plan 
2 are developed by the Office of the State Actuary to fully fund Plan 2.  All employers 
are required to contribute at the level established by the Legislature.  The methods 
used to determine the contribution requirements are established under state statute 
in accordance with chapters 41.37 and 41.45 RCW. 
 
The required contribution rates expressed as a percentage of current-year covered 
payroll, as of December 31, 2007were as follows: 
 
 

                  

PSERS Plan 2
Employer* 8.55%
Employee 6.57%  

 
*The employer rate includes an employer administrative expense 
  of 0.16% 

 
Both the County and the employees made the required contributions, The County’s 
required contributions for the years ended December 31 were as follows: 
 

              

PSERS Plan 2
2007 279,281$                          
2006 52,805$                             

 NOTE 9. RISK MANAGEMENT 
The county is exposed to various risks of loss related to torts, theft, damage to, and 
destruction of assets, errors or omissions, injuries to employees, and natural disasters. 
RCW 48.62 authorizes the governing body of any governmental entities to individually or 
jointly self-insure risks, jointly purchase insurance or reinsurance, and to contract for risk 
management, claims, and administrative services. The County uses the Washington 
Counties Risk Pool to insure its liability risks including public officials’ errors and 
omissions. The Pool was formed on August 18, 1988, and it currently has 29 
participating counties. The members are required to remain in the program for a 
minimum of five years and must give a one-year notice before terminating membership. 
A member county is still responsible for contributions to the pool for unresolved, 
unreported, and in-process claims for the period that it was a signatory to the inter-local 
agreement. The settlements did not exceed the insurance coverage for any of the 
programs in the last three years. 
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Workers compensation 

The County assumes risk for Workers compensation as allowed by the State statue 
up to $400,000 per occurrence. Losses above that amount are covered by excess 
workers’ compensation insurance with statutory limits. Each department of the 
County is charged based on actuarial studies of the loss history, which are 
performed every two years. As of December 31, 2007, the County’s estimated total 
undiscounted outstanding liability for the workers’ compensation program is 
approximately $1,950,000. It is funded at the 60% confidence level.  
 
 

 

Workers Compensation
31-Dec-06 31-Dec-07

Unpaid claims, beginning of fiscal year 2,119,116$    2,071,317$   
Incurred claims (including IBNRs) 1,224,489      901,071        
Claim payments (1,272,288)    (1,022,388)    
Unpaid claims, end of fiscal year 2,071,317$    1,950,000$   

General Liability
31-Dec-06 31-Dec-07

Unpaid claims, beginning of fiscal year 2,448,141$    2,512,317$   
Incurred claims (including IBNRs) 505,333         983,212        
Claim payments (441,157)       (614,224)       
Unpaid claims, end of fiscal year 2,512,317$    2,881,305$   

Year  ended

Year  ended

 
 

General liability 
The County has $20,000,000 per occurrence liability protection with a $500,000 
deductible with the Washington Counties Risk Pool (WCRP). The County is 
responsible for the first $500,000; the Pool acquires reinsurance from unrelated 
underwriters to cover all losses above $100,000 per occurrence. The Pool reinsures 
the risks to the maximum policy limit. The County has never had a claim in excess of 
the policy limits. This policy also covers auto liability, employment and public officials’ 
liability. 
 

Property insurance 
The county has a $50,000 per occurrence deductible and is insured for up to $50 
million per occurrence through an independent insurance carrier. The earthquake 
coverage has a deductible of 2% of the total damage per occurrence with a $100,000 
minimum and $1,000,000 maximum deductible. 

 
Crime/dishonesty insurance 

The employee crime/dishonesty policy has a $5,000 deductible and  $1,000,000 in 
coverage. This policy is endorsed to include a Position bond, which provides certain 
elected officials with bond coverage as required by the State statue. 

NOTE 10. LONG-TERM DEBT 
In the government-wide financial statements, and proprietary fund financial statements, 
long-term debt and other long-term obligations are reported as liabilities. Bond premiums 
and discounts, as well as issuance costs, are deferred and amortized over the life of the 
bonds using the effective interest method. Bonds Payable is reported net of the 
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applicable bond premium or discount. Bond issuance costs are reported as deferred 
charges and amortized over the term of the related debt. 
 
In the fund financial statements, governmental funds recognize bond premiums and 
discounts, as well as bond issuance costs, during the current period. The face amount of 
debt issued is reported as other financing sources. Premiums received on debt 
issuances are reported as other financing uses. Issuance costs, whether or not withheld 
from the actual debt proceeds received, are reported as debt service expenditures. 

 
State law provides that debt cannot be incurred in excess of the following percentages of 
the value of the taxable property of the County : 
1.5% - Without a vote of the people 
2.5% - With a vote of the people 
5.0% - With a vote of the people, provided the indebtedness in excess of 2.5% is for 
utilities, parks, or open space development. 
 
As of December 31, 2007 the debt limits for the County were as follows: 
 

Without
a Vote 2.50% 5.00%

Legal Limit 428,692,314$    714,487,190$    1,428,974,380$    
Applicable Outstanding Debt 115,045,681     115,045,681     115,045,681         
Margin Available 313,646,633$    599,441,509$    1,313,928,699$    

With a Vote

 
 

A. General Obligation Bonds 
The government issues general obligation and revenue bonds to provide funds for 
the purchase of assets and  the acquisition and construction of major capital 
facilities. Bonded indebtedness has also been entered into to advance refund 
several general obligation and revenue bonds. General obligation bonds have been 
issued for both governmental and business-type activities and are being repaid from 
the applicable resources. The revenue bonds are being repaid by proprietary fund 
revenues.  

 
General obligation bonds currently outstanding are as follows: 
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Maturity Interest Original Amount of
Issued Name & Purpose Range Rate % Amount Installment

1996 -  Refunding 11/1/08 - 11/1/12 5.35 - 5.7 $9,875,000    630,000 - 2,675,000
1999 - Open space purchase 12/1/08 - 12/1/18 4.15 - 4.9 5,100,000    240,000 - 375,000
1999B - Purchase  911 equip 7/1/08 - 7/1/19 4.75 - 5.3 10,680,000     70,000 - 515,0005
2000 - Jail Addition 7/1/08 - 7/1/10 4.8 - 4.9 20,000,000    570,000 - 630,000
2001 -  Refunding 11/1/08 - 11/1/20 4.50 - 5.0 11,215,000    235,000 - 1,260,000
2002A - Special Event Center 10/1/08- 10/1/26 4.3 - 5.375 11,395,000    380,000 - 910,000
2003 - Public Works Annex 12/1/08 - 12/1/27 3.0 - 4.875 10,250,000    320,000 - 565,000
2003B - Administrative Building 12/1/08 - 12/1/28 2.75 - 4.75 17,805,000    390,000 - 1,465,000
2004 - Gen. Govt. - Refunding 7/1/08 - 7/1/29 3.25 - 5.0 20,664,719    465,000 - 1,075,000
2004 - Bus.-type - Refunding 7/1/08 - 7/1/09 3.25 - 3.25 535,281    107,240 - 113,595
2005 -  Refunding 7/1/08 - 7/1/25 3.25 - 5.0 18,995,000     30,000 - 1,500,000
2006 - Improve Buildings & Parks 7/1/08 - 7/1/31 4.0 - 5.0 18,085,000    505,000 - 985,000

Total 154,600,000$   
 

 
The annual debt service requirements to maturity for general obligation bonds 
are as follows: 
 

Year Ending
December 31 Principal Interest Principal Interest

2008 5,922,760           5,117,832          107,240            7,174                 
2009 6,131,405           4,870,114          113,595            3,692                 
2010 6,110,000           4,600,014          -                       -                         
2011 4,170,000           4,322,576          -                       -                         
2012 7,035,000           4,135,491          -                       -                         

2013 - 2017 23,890,000         16,761,099        -                       -                         
2018 - 2022 27,405,000         10,792,056        -                       -                         
2023 - 2027 22,610,000         4,353,570          -                       -                         
2028 - 2032 5,515,000           527,130             -                       -                         

  Total 108,789,165$     55,479,882$     220,835$         10,866$             

Business-type ActivitiesGovernmental Activities

 
As of December 31, 2007  the County had $45,000 outstanding in special 
assessment debt to provide funds for the construction of streets in new 
residential developments. The bonds will be repaid from amounts levied against 
the property owners benefited by this construction. In the event that a deficiency 
exists because of unpaid or delinquent special assessments at the time a debt 
service payment is due, the County must provide resources to cover the 
deficiency until other resources, for example, foreclosure proceeds, are received. 
 
Debt service requirements for special assessments are: 
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Special Assessment Bonds
Year Ending

December 31 Principal Interest
2008 -                     2,407              
2009 -                     2,408              
2010 -                     2,407              
2011 -                     2,408              
2012 10,000            2,407              

2013 - 2017 35,000            1,873              
  Total 45,000$          13,910$         

Governmental Activities

 

B. Revenue bonds 
The revenue bonds currently outstanding are as follows: 

Maturity Interest Original Amount of 
Issued Name & Purpose Range Rate % Amount Installment

Sewer 1999 12/1/08 - 12/1/18 4.25 - 5.1 11,010,000  515,000 - 810,000
Sewer Refunding 2001 7/1/08 - 7/1/16 3.625 - 5.625 13,075,000 1,115,000 - 1,620,000
D.O.E. Loan # L0400026 5/1/08 - 5/1/25 1.5 14,188,000   234,887 - 303,064
PWTF Loan # PW-01-691-036 7/1/08 - 7/1/21 0.5 2,605,000   150,816 - 150,816

Total 40,878,000$  

 
Debt service requirements for revenue bonds and loans are as follows:  
 
Revenue Bond

Year Ending
December 31 Principal Interest

2008 2,252,356             1,081,641            
2009 2,324,478             1,011,459            
2010 2,401,707             931,167               
2011 2,484,046             847,222               
2012 2,566,496             759,356               

2013 - 2017 12,868,219           2,062,771            
2018 - 2022 4,236,261             279,292               
2023 - 2027 1,492,857             33,863                 

  Total 30,626,420$         7,006,771$           

C. Compensated absences 
It is the policy of the County to permit employees to accumulate earned but unused 
vacation and sick pay benefits. There is no liability for unpaid accumulated sick leave 
earned after January 1, 1984. Sick leave earned before January 1, 1984 is payable 
at 50% at retirement or death, and employees may accumulate up to a maximum of 
150 days. 
 
All vacation pay is accrued when incurred in the government-wide, and proprietary 
fund financial statements. An employee may accumulate up to 360 hours (45days). 
All outstanding vacation leave is payable upon resignation, retirement, or death. 

D. Other liabilities 
 
 Notes Payable 
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The County has a Note Payable of $5.167 million due to the Kitsap County 
Consolidated Housing Authority from the purchase of part of the Norm Dick’s 
Government Center. The County has since sold a portion of the property to the 
Kitsap County Health District. The County signed a $5.167.  Million note with the 
Kitsap County Health District, which will be used to repay the Kitsap County 
Consolidated Housing Authority. 

NOTE 11. LEASES 
Operating leases 
The County does not have any non-cancelable operating leases. 
 
Capital Leases 
The County does not have any non-cancelable capital leases. 
 

NOTE 12. CHANGES IN LONG-TERM LIABILITIES 
Long-term liability activity for the year ended December 31, 2007, was as follows: 

 
Beginning Ending Due Within

Governmental activities: Balance Additions Reductions Balance One Year
Bond payables:

General obligation bonds 114,343,737$       5,554,572$         108,789,165$       5,922,760$     
Special assessment debt 65,000                  -                          20,000                45,000                  -                      

Total bond payable 114,408,737         -                          5,574,572           108,834,165         5,922,760       
Capital leases 58,000                  -                          58,000                -                            -                      
Compensated absences 4,571,974             4,074,172            3,820,128           4,826,018             480,280          
Internal services comp. 156,285                192,152               167,775              180,662                10,392            
Notes Payable 5,272,500             80,000                 105,000              5,247,500             125,000          
Net OPEB Obligation -                            758,601               -                          758,601                -                      
Other liabilities 967,093                -                          178,912              788,181                78,912            

Governmental-activities
  Long-term liabilities 125,434,589$       5,104,925$          9,904,387$         120,635,127$       6,617,344$     

Business-type activities
Bond payable:

General obligation bonds 331,263$              -$                        110,428$            220,835$              107,240$        
Unamortized premium 11,137$                11,137$                
Revenue bonds 20,715,000           -                          1,565,000           19,150,000           2,252,356       
Unamortized premium 465,288                -                          47,432                417,856                

Total bond payable 21,522,688           -                          1,722,860           19,799,828           2,359,596       
Other liabilities 12,091,761           -                          615,340              11,476,421           615,340          
Compensated absences 434,980                444,611               430,650              448,941                80,767            

 Business-type activities
   Long-term liabilities 34,049,429$         444,611$             2,768,850$         31,725,190$         3,055,703$     
   Total 159,484,018$       5,549,536$          12,673,237$        152,360,317$       9,673,047$     

 
 
 
Internal service funds predominantly serve the governmental funds. Accordingly, long-
term liabilities for these are included as part of the above totals for governmental 
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activities. The General fund generally liquidates the claims, judgments, and 
compensated absences from the governmental activities. 
 
All bond issues comply with arbitrage regulations as verified by an outside consultant, 
Arbitrage Compliance Specialists, Inc. Five-year reports are prepared as required.  
 

 

NOTE 13. CONTINGENCIES AND LITIGATIONS 
The county is a defendant in various lawsuits. Although the outcome of these 
lawsuits is not presently determinable, in the opinion of the County’s legal advisor the 
resolution of these matters will not have a material adverse effect on the financial 
condition of the County. 
 
As of the December 31, 2007, the County acts as guarantor of several Kitsap County 
Consolidated Housing Authority’s bond issues. There is an outstanding balance of 
$42.74 million as of December 31, 2007. 
 
The county participates in a number of federal and state assisted programs. These 
grants are subject to audit by the grantors or their representatives. Such audits could 
result in requests for reimbursement to grantor agencies for expenditures disallowed 
under the terms of the grants. Other than the instances described above, county 
management believes that such disallowances, if any, will be immaterial. 

NOTE 14. INTER-FUND BALANCES AND TRANSFERS 
1. Advances to/From other funds 
The Advance balance is the outstanding long-term loan between funds. It is 
usually more than one year. 

 
 
 
 
 
 

Advances
From Non Major Total

General Fund 160,000              160,000$    
County Roads 500,000$            500,000$    

Advances To

 
2.  Due from other funds/Due to other funds 
The outstanding balances between funds result mainly from the time lag between 
the dates that 1) interfund goods and services are provided, 2) transactions are 
recorded in the accounting system, and 3) payments between funds are made. 
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Due to Gen. County Home Non Solid Sewer Enterprise Internal Agency
Other Funds Fund Roads Entitlement Major Waste Utility Non Major Service Funds Total

General Fund 1,077,100 97 77,356     1,077 101,932 129,006 88,576 1,358 1,476,502
County Rds 135,142 264,608 3,973 8,584 3,510 14,571 430,388
Home Entitle 0 19,937 19,937
Non Major 259,090 19,937 824,976 817 1,104,820
Solid Waste 1,233 644,997 702 1,044 647,976
Sewer Utility 234 123 72,181 25,750 98,288
Ent. Non Major 9,802 12,941 9,376 46,594 78,713
Internal Serv. 3,514 637,862 2,641 123,859 311,488 1,079,364

Total 3,748 2,120,352 20,034 1,189,518 735,986 244,453 517,392 103,147 1,358 4,935,988

Due from other funds

 
      3.  Transfer   

Transfers are used to 1) move revenues from funds with collection authorization 
to the debt service funds as debt principal and interest payments become due, 2) 
move unrestricted revenues to finance various programs that the county must 
account for in other funds.  

 

IN General County Real Estate Mental Non Internal
OUT Fund Roads Excise tax Health Major Service Total

General Fund -                  -                    7,500    1,317,805      -                    1,325,305     
County Roads -                  1,000,000     -           1,206,158      -                    2,206,158     
REET -                  1,000,000     -           4,961,781      -                    5,961,781     
Mental Health -                  -                    -           -                     -                    -                    
Nonmajor 2,501,918   27,342          -                    -           5,992,655      -                    8,521,915     
Solid Waste -                  -                    -           -                     -                    -                    
Sewer -                  -                    -           149,374         -                    149,374        
Nonmajor Ent -                  -                    -           234,021         -                    234,021        
Int. Serv 21,284        -                    -           23,700           -                    44,984          
   Total 2,523,202   2,027,342     -                    7,500    13,885,494    -                    18,443,538   

      TRANSFERS-FUND FINANCIAL STATEMENTS

  
 

NOTE 15. RECEIVABLES AND PAYABLES. 
 
Federal grants and assistance awards made on the basis of entitlement periods 
are reported as “due from other government” (inter-government receivables) and 
revenues in the year in which entitlement occurs. Federal or state reimbursement 
type grants for the acquisition of capital assets of proprietary fund types are 
reported as “due from other government” (inter-governmental receivables) and 
“capital contributions” in the year during which the related expenditure occurs. All 
other federal and state reimbursement type grants are reported as “due from 
other government” (inter-governmental receivables) and revenues in the year in 
which the related expenditure or expenses are incurred. 
 
Governmental funds report deferred revenue in connection with receivables for 
revenues that are not considered available to liquidate liabilities of the current 
period. Governmental funds also defer revenue recognition in connection with 
resources that have been received, but not earned.  
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The County has an $11.395 million long-term receivable due from the Public 
Facility District, one of its component units. The County sold G.O. bonds and 
gave the proceeds to the PFD and the PFD pledged its sales tax revenue to pay 
the County back. The debt is carried on the County’s books and the note is 
reflected on the PFD books as well.  
 

NOTE 16. DEFERRED COMPENSATION 
The County offers its employees a deferred compensation plan created in accordance 
with Internal Revenue Code Section 457. The plan, available to all County employees, 
permits them to defer a portion of their salary until future years. The deferred 
compensation is not available to employees until termination, retirement, death, or 
unforeseeable emergency. 
 
All amounts of compensation deferred under the plan, all property and rights purchased 
with those amounts, and all income attributable to those amounts, property, or rights are 
(until paid or made available to the employee or other beneficiary) solely the property 
and rights of the County (without being restricted to the provisions of the benefits under 
the plan). It is subject only to the claims of the County’s general creditors. Participants’ 
rights under the plan are equal to those of general creditors of the County in an amount 
equal to the fair value of the deferred account for each participant. 
 
It is the opinion of the County legal counsel that the County has no liability for losses 
under the plan but does have the duty of due care that would be required of an ordinary 
prudent investor. The County believes that it is unlikely that it will use the assets to 
satisfy the claims of general creditors in the future. 
 
The investment carrying values of the plans are as follows: 
 
Investment company Fair Value
PEBSCO 14,899,257$            
ING 5,961,330                
Hartford 6,446,453                
ICMA 444,504                   

Total 27,751,544$            

NOTE 17. OTHER POST-EMPLOYMENT BENEFITS 
 
Plan Description 
As required by the Revised Code of Washington (RCW) Chapter 41.26, the County 
provides lifetime medical care for members of the Law Enforcement Officers and 
Firefighters (LEOFF) retirement system hired before October 1, 1977 under a defined 
benefit multi-employer healthcare plan.  The members necessary hospital, medical , and 
nursing care expenses not payable by worker’s compensation, social security, insurance 
provided by another employer, other pension plan or any other similar source are 
covered.  Under the authorization of the LEOFF Disability Board, direct payment is made 
for other retiree medical plan benefit provisions.  Financial reporting for the LEOFF 
retiree healthcare plan is included in the County’s Comprehensive Annual Financial 
Report.  As of December 31, 2007 there were 42 active participants in this closed plan. 
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Funding Policy 
Funding for LEOFF retiree healthcare costs is provided entirely by the County as 
required by RCW.  The County’s funding policy is based upon pay-as-you-go financing 

quirements. re
 
Annual OPEB Cost and Net OPEB Obligation 
The County’s annual other post employment benefit (OPEB) cost is calculated b
upon the annual required contribution (ARC), an amount determined using the 
alternative method permitted under GASB No. 45.  A single retirement age of 56.22 w
assumed for all active members for the purpose of determining the actuarial liability.  
Termination and mortality rates were assumed to follow the LEOFF 1 termination and 
mortality rates used in September 30, 2006 actuarial valuation issued by the Office of
State Actuary (OSA).  Healthcare costs and trends were determined by Millman and 
used by OSA in the state-wide LEOFF 1 medical performed in 2007.  The results were 
based on grouped data with 4 active groupings and 4 inactive groupings.  The actuarial 
cost method used to determine the actuarial accrued liability was Projected Cost Credit.
There assumptions are individually and collectively reasonable for the p

ased 

as 

 

  
urposes of this 

aluation.   

o 

s 

Statement of Net Assets.  The actuarial valuation 
as performed on February 11, 2008.  

 

v
 
The ARC represents the level of funding that, if paid on an ongoing basis, is projected t
cover the normal cost each year and amortize any unfunded actuarial liabilities over a 
period of thirty years as of January 1, 2007.  The following table shows the component
of the County’s annual OPEB cost for the year, the amount actually contributed to the 
plan, and changes in the County’s net OPEB.  The net OPEB obligation of $758,601 is 
included as a noncurrent liability on the 
w
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OTHER POST EMPLOYMENT BENEFITS OBLIGATION

YEAR ENDING
12/31/2007

Determination of Annual Required Contribution:

Normal Cost at year end 1,247,758$     
Amortization of UAAL* -                 
Annual Required Contribution (ARC) 1,247,758$     

Determination of Net OPEB Obligation:
Annual Required Contribution 1,247,758$     
Interest on prior year Net OPEB Obligation -                 
Adjustment to ARC -                 
Annual OPEB Cost 1,247,758$     
Contributions 489,157          
Increase in Net OPEB Obligations 758,601$        

Net OPEB Obligation - beginning of year -$               
Net OPEB Obligation - end of year 758,601$        

*Unfunded Actuarial Accrued Liability

 
 
       

NOTE 18. COMMITMENTS 
As of the end of the year the County has spent over $1.9 million for the renovation of 
the courthouse to prepare it for temporary use as it is decided what to do with it in 
the future.  No further commitments have been made to the project until future pans 
are finalized.  The County spent over $2.7 million for weatherization of the Public 
Works Building.  Another $.6 million has been committed to the project in 2008. 
 

NOTE 19. OTHER NOTE DISCLOURES 
 
 A. GASB – 45 Accounting for Other Post-Employment Benefits 

GASB 45 establishes standards for accounting and financial reporting for 
other post-employment benefits to be paid by the county.  Note 17 details 
changes made by the county to comply with this requirement. 
 

B. Change of Depreciable life of certain fixed assets of the county.       
Our policy previously stated buildings would have a useful life of 45 years 
for depreciation purposes.  In 2007 we adjusted the useful life to 20 – 45 
years.  This was done to recognize major components of the sewage 
treatment plants included in the Buildings account of the Sanitary Sewer 
operation are expected to need replacement approximately every 20 
years. 
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