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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

4Culture
King County
January 1, 2011 through December 31, 2011

Board of Commissioners
4Culture
Seattle, Washington

We have audited the financial statements of the governmental activities and each major fund of
the 4Culture, Washington, as of and for the year ended December 31, 2011, which collectively
comprise the Authority’s basic financial statements, and have issued our report thereon dated
December 17, 2012. During the year ended December 31, 2011, the Authority implemented
Governmental Accounting Standards Board Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions.

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.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit, we considered the Authority’s internal control over
financial reporting as a basis for designing our auditing procedures 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 Authority’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control
over financial reporting.

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 Authority's financial statements will not be
prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be deficiencies, significant deficiencies or material weaknesses.
We did not identify any deficiencies in internal control over financial reporting that we consider
to be material weaknesses, as defined above.
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COMPLIANCE AND OTHER MATTERS

As part of obtaining reasonable assurance about whether the Authority’s financial statements
are free of material misstatement, we performed tests of the Authority’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. However, we noted certain
matters that we have reported to the management of the Authority in a separate letter dated
December 17, 2012.

This report is intended for the information and use of management and the Board of
Commissioners. 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

December 17, 2012
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Independent Auditor’s Report on Financial
Statements

4Culture
King County
January 1, 2011 through December 31, 2011

Board of Commissioners
4Culture
Seattle, Washington

We have audited the accompanying financial statements of the governmental activities and
each major fund of the 4Culture, Washington, as of and for the year ended December 31, 2011,
which collectively comprise the Authority’s basic financial statements as listed on page 5.
These financial statements are the responsibility of the Authority’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 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 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 and each major fund of the
4Culture, as of December 31, 2011, and the respective changes in financial position, and the
respective budgetary comparison for the General Fund, Lodging Tax Special Revenue Fund
and 1 percent For Art Revenue Fund funds, for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

As described in Note 1, during the year ended December 31, 2011, the Authority implemented
Governmental Accounting Standards Board Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions.

In accordance with Government Auditing Standards, we have also issued our report on our
consideration of the Authority’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.
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Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 6 through 10 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 the 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.

BRIAN SONNTAG, CGFM

STATE AUDITOR

December 17, 2012
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King County
January 1, 2011 through December 31, 2011

REQUIRED SUPPLEMENTARY INFORMATION

Management’s Discussion and Analysis — 2011

BASIC FINANCIAL STATEMENTS

Statement of Net Assets — 2011

Statement of Activities — 2011
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Statement of Revenues, Expenditures and Changes in Fund Balances — Governmental
Funds — 2011
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CULTURAL DEVELOPMENT AUTHORITY OF KING COUNTY
dba 4CULTURE
Management’s Discussion and Analysis
For the Year Ended December 31, 2011

MANAGEMENT DISCUSSION AND ANALYSIS

This discussion and analysis of the financial performance of 4Culture, the Cultural Development Authority
of King County (the CDA), presents a narrative overview and analysis of the financial activities of the CDA
for the year ended December 31, 2011. This information should be considered in conjunction with the
CDA'’s financial statements and notes to the financial statements, which follow.

FINANCIAL HIGHLIGHTS - 2011

As of December 31, 2011, the CDA’s total net assets were $48.9 million, including $50.8 million of
restricted net assets expendable for programs and a $1.9 million deficit in unrestricted net assets. Total
net assets of the CDA increased by $7.1 million, or 17.1%, for the year ended December 31, 2011. This
increase was composed of $15.3 million of total revenues, $8.1 million of total expenses, and $0.1 million
of intergovernmental payments to King County.

As of December 31, 2011, the CDA’s total fund balances were $55.5 million, including $54.4 million
restricted for specific purposes. Total fund balances of the CDA increased by $5.7 million, or 11.6%, for
the year ended December 31, 2011. This increase was composed of $14.3 million of total fund revenues,
$8.1 million of total fund expenditures, and $0.5 million of net financing uses including intergovernmental
payments to King County.

OVERVIEW OF THE FINANCIAL STATEMENTS
This discussion and analysis is intended to serve as an introduction to the CDA’s basic financial
statements, which include three components: (1) government-wide financial statements; (2) fund financial

statements; and (3) notes to the financial statements.

Government-wide financial statements

The government-wide financial statements are designed to provide readers with a broad overview of the
CDA'’s finances in a manner similar to a private sector business. The statement of net assets provides
information about the CDA’s financial position, including assets, liabilities and net assets, which assists in
assessing the CDA’s financial position at the end of the year. The statement of activities presents
information on how the CDA’s net assets changed during the fiscal year. Over time, increase or
decreases in the CDA’s net assets may serve as a useful indicator of whether the financial position of the
CDA is improving or deteriorating.

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. This basis of accounting is similar to that used by most
businesses, taking into account revenues and expenses connected with the current fiscal year,
regardless of the timing of cash receipts and payments.

The CDA'’s activities in 2011 are all classified as governmental activities, which are principally supported
by intergovernmental revenues. The CDA reported no business-type activities in 2011, which are
intended to recover all or a significant portion of their costs through user fees and charges to external
users of services.
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Fund Financial Statements

The CDA, like other public authorities and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All CDA funds used in 2011 are
categorized as major governmental funds. Governmental fund financial statements are reported using
the current financial resources measurement focus and the modified accrual basis of accounting. The
statements focus on how cash and other financial assets can be readily converted to financial resources
and the balances left at year-end that are available for use. Such information can be useful in
determining whether there will be adequate financial resources to meet the current needs of the CDA.
The CDA presents a combining balance sheet and combining statement of revenues, expenditures, and
changes in fund balances for its funds. Each of these statements provides a reconciliation to the
government-wide financial statements.

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.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Analysis of Net Assets

Net assets may serve over time as a useful indicator of the CDA’s financial position. At December 31,
2011, total net assets of the CDA were $48,904,066, an increase of 17.1% over the net assets of the
previous year. Net assets included $50,808,004 of restricted net assets expendable for programs and a
$1,903,938 deficit in unrestricted net assets.

Net Assets as of December 31,

2011 2010
Assets:
Cash and cash equivalents $16,631,322 $ 5,884,898
Investments 37,760,508 42,944,225
Other assets 1,838,611 1,669,326
Total assets 56,230,441 50,498,449
Liabilities:
Current liabilities 5,336,728 6,319,202
Noncurrent liabilities 1,989,647 2,420,012
Total liabilities 7,326,375 8,739,214
Net Assets:
Invested in capital assets, net of related debt - -
Restricted
Expendable 50,808,004 17,725,424
Nonexpendable - 26,377,636
Unrestricted (1,903,938) (2,343,825)
Total net assets $48,904,066 $41,759,235

Other assets primarily include a $1.1 receivable from King County for lodging tax revenues. Current
liabilities include $5.0 million of deferred revenues related to the One Percent (1%) for Art program.
Noncurrent liabilities include $1.9 million for the total of future required intergovernmental payments to
King County for the principal portion of debt service requirements on County bonds issued for cultural
purposes before December 31, 2002.

Changes in restricted net assets are primarily due to the result of timing differences between the
recognition of individual programs’ revenues and their related expenditures. Restricted net assets have
historically increased in total each year due to the required set-asides of annual lodging tax revenues to
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NOTE 10— RESTRICTED AND UNRESTRICTED NET ASSETS

The maijority of the CDA’s net assets and fund balances are restricted because the amounts are constrained
for a specific purpose by enabling legislation. Net assets at December 31, 2011 include the following:

Restricted expendable net assets - $50,808,004 is restricted for use for arts and cultural programs, including
1) $2,274,586 of expendable net assets in the General Fund restricted for specific grants or other program
commitments, 2) $7,857,090 of expendable net assets in the Lodging Tax Special Revenue Fund restricted
for outstanding and future arts and cultural program grants, and 3) $40,676,328 of expendable net assets in
the Cultural Special Account Fund restricted for use for arts and cultural programs.

Unrestricted net assets - $1,903,938 deficit is the result of long-term commitments that are greater than
currently available resources. The deficit corresponds to the total noncurrent liability recognized by the CDA
for to the total of future required intergovernmental payments to King County for the principal portion of debt
service requirements on County bonds issued for cultural purposes before December 31, 2002. Per King
County ordinance, these long-term commitments are to be funded by future lodging tax revenues.

NOTE 11 — OTHER DISCLOSURES

Related Parties

The CDA was formerly the Office of Cultural Resources (OCR), a King County agency, prior to commencing
operations on January 1, 2003. The CDA is included as a discrete component unit in King County’s annual
financial statements. Significant transactions between the two entities include 1) the annual transfer of
lodging tax revenues, one percent for art funds and other program support from King County to the CDA, and
2) annual debt service payments from the CDA to King County, as disclosed in the fund financial statements.
The CDA reports the amounts of receivables due from King County for program support and unearned
revenues from King County for the one percent for art program on its government-wide statement of net
assets.

Significant Revenue Concentration

The majority of the CDA’s revenues are received from King County, including lodging tax and one percent for
art revenues. Reduction or elimination of King County funding sources could have a substantial detrimental
impact on the CDA operations. No such reductions are anticipated in 2012; however, current legislation
discontinues the use of lodging tax receipts for cultural purposes in King County from 2013 to 2020. The
CDA is actively involved in strategic planning to address this future revenue decline.

Designation of Future Revenues

As noted in Note 7, the source of funds for required intergovernmental payments from the CDA to King
County is annual lodging tax revenues. Legislation providing for the use of lodging tax revenues in King
County for cultural purposes is currently scheduled to expire at the end of 2012. In the event that the CDA is
required to continue making debt service payments to King County after the expiration of the lodging tax
revenues in 2012, the CDA has designated annual cultural special account fund interest earnings to be the
funding source for debt service payments to King County for 2013 to 2021. In the unanticipated event that
annual interest earnings on the special account are insufficient to meet debt service requirements in 2013-
2021, the CDA has designated other expendable special account fund balances to be the source of debt
service payments.
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