KING COUNTY, WASHINGTON

NOTE 2 — RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

Explanation of certain differences between the Governmental Funds Balance Sheet and the
Government-wide Statement of Net Assets:

The governmental funds balance sheet includes a reconciliation between fund balance - total
governmental funds and net assets — governmental activities as reported in the government-
wide statement of net assets. One element of that reconciliation explains, “Long-term liabilities,
including bonds payable, are not due and payable in the current period and therefore are not
reported in the funds.” The details of this $875,804 thousand difference are as follows (in
thousands):

Bonds payable $ 770,998
Less: Deferred charge on refunding (to be amortized
as interest expense) (2.463)
Deferred charge for issuance costs (to be
amortized over life of debt) (3.340)
Plus: Unamortized premiums on bonds sold 21,548
Accrued interest payable 5,985
Capital leases payable 4,000
Compensated absences 73,177
Unemployment compensation payable 1,181
Other postemployment benefits 11,688
Rebatable arbitrage 30

Net adjustment to reduce fund balance - fotal
governmental funds to arrive at net assets —
governmental activities $875.804

Explanation of certain differences between the Governmental Funds Statement of Revenues,
Expenditures, and Changes in Fund Balances and the Government-wide Statement of
Activities:

The governmental funds statement of revenues, expenditures, and changes in fund balances
includes a reconciliation between net changes in fund balances - total governmental funds
and changes in net assets of governmental activities reported in the government-wide
statement of activities. One element of that reconciliation explains, “Governmental funds
report capital outlays as expenditures. However, in the statement of activities the cost of those
assefts is allocated over their estimated useful lives and reported as depreciation expense." The
details of this $67,463 thousand difference are as follows (in thousands):

Capital outlay $ 105,673
Depreciation expense (38,210)

Net adjustment to increase net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 67,463
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NOTE 2 - CONTINUED

Another element of that reconciliation states, "The net effect of various miscellaneous
fransactions involving capital assets (e.g., sales, trade-ins, and donations) is fo decrease net
assets.” The details of this $27,683 thousand difference are as follows (in thousands):

In the statement of activities, only the gain on the sale
of capital assets is reported. In the governmental
funds, the proceeds from the sale increase financial
resources. The change in net assets differs from the
change in fund balance by the book value of the
capital assets sold. $ (91.461)

Donations of capital assets increase net assets in the
statement of activities, but do not appearin the
governmental funds because they are not financial
resources. 63,778

Net adjustment to decrease net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ (27.683)

Another element of that reconciliation states, “Revenues in the statement of activities that do
not provide current financial resources are not reported as revenues in the governmental
funds.” The detdails of this $1,081 thousand difference are as follows (in thousands):

Property tax accrual $ 1,291

Surface Water Management service charge accrual 95
Probation and parole service charge accrual 70
Work release service charge net accrual (129)
Fines and forfeits net accrual 246

Net adjustment to increase net changes in fund
balances - total governmental funds fo arrive at
changes in net assets of governmental activities $ 1,081
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NOTE 2 - CONTINUED

Another element of that reconciliation states, “The issuance of long-term debt provides current
financial resources to governmental funds, while the repayment of the principal of long-term
debt consumes the current financial resources of governmental funds. Neither fransaction has
any effect on net assets. Also, governmental funds report the effect of issuance costs,
premiums, and similar items when debt is first issued, whereas these amounts are deferred and
amortized in the statement of activities.” The details of this $44,234 thousand difference are as
follows (in thousands):

Debt issued or incurred

Issuance of general obligation bond anticipation notes $ (48.755)
Principal repayments 79,071
Receipts from component units for principal repayments (1,028)
Payment to escrow agent 14,946

Net adjustment to increase nef changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 44,234

Another element of that reconciliation states, "Some expenses reported in the statement of
activities do not require the use of current financial resources and therefore are not reported
as expenditures in governmental funds.” The details of this $8,680 thousand difference are as
follows (in thousands):

Compensated absences $ 2,312
Accrued unemployment compensation 130
Other postemployment benefits : 6,348
Accrued rebatable arbitrage (88)
Accrued interest 162
Amortization of issuance costs 755
Amortization of deferred charge on refunding 3,685
Amortization of bond premiums (4,624)

Net adjustment to decrease net changes in fund
balances - total governmental funds to arrive at
changes in net assets of governmental activities $ 8.680
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Another element of that reconciliation states, "Net revenues and expenses of certain activities
of internal service funds are reported with governmental activities.” The details of this $5,162
thousand difference are as follows (in thousands):

Investment interest earnings $ 6,920°
Revenues related to services provided to outside parties 3,973
Expenses related to services provided to outside parties (3,.212)
Gain on disposal of capital assets 307
Interest on long-term debt (10,884)
Capital contributions 894
Transfers in 1,366
Transfers out (6.496)
Internal service fund gains allocated to governmental

activities _12,294

Net adjustment to increase net changes in fund
balances — total governmental funds to arrive at
changes in net assets of governmental activities $ 5162

Explanation of certain differences between the Proprietary Funds Statement of Net Assets and
the Government-wide Statement of Net Assets:

The proprietary funds statement of net assets includes a reconciliation between net assets —
total enterprise funds and net assets of business-type activities as reported in the government-
wide statement of net assets. The description of the reconciliation is * Adjustment to reflect the
consolidation of internal service fund activities related to enterprise funds.” The assets and
liabilities of one internal service fund, Wastewater Equipment Rental Fund, are included in the
business-type activities in the statement of net assets because the fund was established to
serve the Water Quality Enterprise. The details of this $5,753 thousand difference are as follows
(in thousands):

Net assets of the business-type activities internal service fund $ 9.377
Internal receivable representing charges in excess of cost to

the enterprise funds by the governmental activities internal

service funds — prior years (9,365)
Internal payable representing the amount overcharged to the

enterprise funds by the governmental activities internal

service funds — current year 5741
Net adjustment to increase net assets — tofal enterprise funds to

arrive at net assets of business-type activities $ 5.753
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Explanation of certain differences between the Proprietary Funds Statement of Revenues,
Expenses, and Changes in Fund Net Assets and the Government-wide Statement of Activities:

The proprietary funds statement of revenues, expenses, and changes in fund net assets
includes a reconciliation between change in net assets — total enterprise funds and change in
net assets of business-type activities as reported in the government-wide statement of
activities. The description of the reconciliation is “Adjustment to reflect the consolidation of
internal service fund activities related to enterprise funds.” The details of this $6,345 thousand
difference are as follows (in thousands):

Investment interest earnings $ 190
Revenues related to services provided to outside parties 4]

Expenses related to services provided to outside parties (39)
Gain on disposal of capital assets 6
Transfer in ' 166
Transfers out (117)
Internal service fund gains allocated to business-type activities 6,098

Net adjustment to increase change in net assets — fotal
enterprise funds to arrive at change in net assets of business-

type activities $6.345
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