Management’s Discussion and Analysis

As management of Carolina County, we offer readers of Carolina County’s financial statements this narrative overview and analysis of the financial activities of Carolina County for the fiscal year ended June 30, 2011.  We encourage readers to read the information presented here in conjunction with additional information that we have furnished in the County’s financial statements, which follow this narrative. 
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Revenues:

Program revenues:

Charges for services 2,991,922 $     2,932,084 $    1,006,103 $     946,677 $      3,998,025 $     3,878,761 $    

Operating grants and contributions 12,726,092      13,206,309     12,200             11,966           12,738,292      13,218,275     

Capital grants and contributions 726,891           100,775          125,878           117,827         852,769           218,602          

General revenues:

Property taxes 55,493,338      55,575,617     -                       -                     55,493,338      55,575,617     

Other taxes 13,502,695      14,063,657     -                       -                     13,502,695      14,063,657     

Grants and contributions not              

restricted to specific programs

145,522           142,612          101,000           -                     246,522           142,612          

Other 1,748,990        1,714,010       5,960               9,584             1,754,950        1,723,594       

Total revenues 87,335,450      87,735,064     1,251,141        1,086,054      88,586,591      88,821,118     

Expenses:

General government 7,080,704        6,855,675       -                       -                     7,080,704        6,855,675       

Public safety 7,275,482        7,042,038       -                       -                     7,275,482        7,042,038       

Transportation 1,134,158        1,099,997       -                       -                     1,134,158        1,099,997       

Economic and physical development 1,136,399        1,113,334       -                       -                     1,136,399        1,113,334       

Human services 22,424,065      22,699,723     22,424,065      22,699,723     

Cultural and recreation 2,353,261        1,442,202       -                       -                     2,353,261        1,442,202       

Education 43,118,616      41,825,058     43,118,616      41,825,058     

Interest on long-term debt 695,925           675,047          -                       -                     695,925           675,047          

Landfill -                      -                      286,728           197,391         286,728           197,391          

Water and sewer -                      -                      483,282           458,525         483,282           458,525          

Total expenses 85,218,610      82,753,074     770,010           655,916         85,988,620      83,408,990     

Increase in net assets before transfers

and special item 2,116,840        4,981,990       481,131           430,138         2,597,971        5,412,128       

Transfers (100,000)         (975,000)         100,000           975,000         -                       -                      

27,482             -                      -                       -                     27,482             -                      

Increase in net assets

2,044,322        4,006,990       581,131           1,405,138      2,625,453        5,412,128       

Net assets, beginning

17,767,159      13,760,169     6,641,235        5,236,097      24,408,394      18,996,266     

Net assets, ending

19,811,481 $   17,767,159 $  7,222,366 $     6,641,235 $   27,033,847 $   24,408,394 $  

Special item - sale of park land

Financial Highlights 
· The assets of Carolina County exceeded its liabilities at the close of the fiscal year by $27,033,847 (net assets).  

· The government’s total net assets increased by $2,625,453, primarily due to increased net assets in the General Fund. 

· As of the close of the current fiscal year, Carolina County’s governmental funds reported combined ending fund balances of $15,502,589, after a net increase in fund balance of $2,809,761.  Approximately 50.8 percent of this total amount, or $7,884,517, is restricted or non-spendable.  

· At the end of the current fiscal year, unassigned fund balance for the General Fund was $6,942,031, or 8.3 percent of total general fund expenditures for the fiscal year. 

· Carolina County’s total debt increased by $1,171,834 (8.3%) during the current fiscal year.  The key factors in this increase are the $1.2 million in certificates of participation issued for school capital needs and the $675,000 in bond anticipation notes issued to fund Water and Sewer Districts’ capital needs.   

· Carolina County maintained its AAA bond rating for the 15th consecutive year.  
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4,642,071

      

 

5,750,541

      

 

303,013

       

 

208,710

       

 

4,945,084

       

 

5,959,251

      

 

Total liabilities

17,971,108

    

 

18,192,241

    

 

3,315,676

    

 

2,733,494

    

 

21,286,784

     

 

20,925,735

    

 

Net assets:

Invested in capital assets, net of

 related debt

10,870,916

    

 

12,973,571

    

 

6,814,349

    

 

5,036,381

    

 

17,685,265

     

 

8,308,497

      

 

Restricted

5,332,717

      

 

1,521,472

      

 

-

                  

 

-

                  

 

5,332,717

       

 

1,521,472

      

 

Unrestricted

3,607,848

      

 

3,272,116

      

 

408,017

       

 

1,604,854
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Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Carolina County’s basic financial statements.  The County’s basic financial statements consist of three components; 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the financial statements (see Figure 1). The basic financial statements present two different views of the County through the use of government-wide statements and fund financial statements.  In addition to the basic financial statements, this report contains other supplemental information that will enhance the reader’s understanding of the financial condition of Carolina County.
Required Components of Annual Financial Report

Figure 1
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Detail

Basic Financial Statements

The first two statements (Exhibits 1 and 2) in the basic financial statements are the Government-wide Financial Statements.  They provide both short and long-term information about the County’s financial status. 

The next statements (Exhibits 3 through 11) are Fund Financial Statements.  These statements focus on the activities of the individual parts of the County’s government.  These statements provide more detail than the government-wide statements.  There are four parts to the Fund Financial Statements:  1) the governmental funds statements; 2) the budgetary comparison statements; 3) the proprietary fund statements; and 4) the fiduciary fund statements.

The next section of the basic financial statements is the notes.  The notes to the financial statements explain in detail some of the data contained in those statements.  After the notes, supplemental information is provided to show details about the County’s non-major governmental funds and internal service funds, all of which are added together in one column on the basic financial statements.  Budgetary information required by the General Statutes also can be found in this part of the statements. 

Following the notes is the required supplemental information.  This section contains funding information about the County’s pension plans.

Government-wide Financial Statements 

The government-wide financial statements are designed to provide the reader with a broad overview of the County’s finances, similar in format to a financial statement of a private-sector business.  The government-wide statements provide short and long-term information about the County’s financial status as a whole. 

The two government-wide statements report the County’s net assets and how they have changed.  Net assets are the difference between the County’s total assets and total liabilities.  Measuring net assets is one way to gage the County’s financial condition.  

The government-wide statements are divided into three categories:  1) governmental activities; 2) business-type activities; and 3) component units.  The governmental activities include most of the County’s basic services such as public safety, parks and recreation, and general administration.  Property taxes and state and federal grant funds finance most of these activities.  The business-type activities are those that the County charges customers to provide.  These include the water and sewer and landfill services offered by Carolina County.  The final category is the component units.  Carolina County Hospital is a public hospital operated by a not-for-profit corporation that has leased the hospital from the County for the next 99 years.  The County appoints the board of trustees for the Hospital and has issued debt on its behalf.  Although legally separate from the County, the ABC Board is important to the County because the County is financially accountable for the Board by appointing its members and because the Board is required to distribute its profits to the County.

The government-wide financial statements are on Exhibits 1 and 2 of this report. 

Fund Financial Statements

The fund financial statements provide a more detailed look at the County’s most significant activities.  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.  Carolina County, like all other governmental entities in North Carolina, uses fund accounting to ensure and reflect compliance (or non-compliance) with finance-related legal requirements, such as the General Statutes or the County’s budget ordinance.  All of the funds of Carolina County can be divided into three categories:  governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds – Governmental funds are used to account for those functions reported as governmental activities in the government-wide financial statements.  Most of the County’s basic services are accounted for in governmental funds.  These funds focus on how assets can readily be converted into cash flow in and out, and what monies are left at year-end that will be available for spending in the next year.  Governmental funds are reported using an accounting method called modified accrual accounting. This method also has a current financial resources focus.  As a result, the governmental fund financial statements give the reader a detailed short-term view that helps him or her determine if there are more or less financial resources available to finance the County’s programs.  The relationship between government activities (reported in the Statement of Net Assets and the Statement of Activities) and governmental funds is described in a reconciliation that is a part of the fund financial statements.  

Carolina County adopts an annual budget for its General Fund, as required by the General Statutes.  The budget is a legally adopted document that incorporates input from the citizens of the County, the management of the County, and the decisions of the Board about which services to provide and how to pay for them.  It also authorizes the County to obtain funds from identified sources to finance these current period activities.  The budgetary statement provided for the General Fund demonstrates how well the County complied with the budget ordinance and whether or not the County succeeded in providing the services as planned when the budget was adopted.  The budgetary comparison statement uses the budgetary basis of accounting and is presented using the same format, language, and classifications as the legal budget document.  The statement shows four columns:  1) the original budget as adopted by the board; 2) the final budget as amended by the board; 3) the actual resources, charges to appropriations, and ending balances in the General Fund; and 4) the difference or variance between the final budget and the actual resources and charges.  

Proprietary Funds – Carolina County has one kind of proprietary funds. Enterprise Funds are used to report the same functions presented as business-type activities in the government-wide financial statements.  Carolina County uses enterprise funds to account for its water and sewer activity and for its landfill operations.  These funds are the same as those separate activities shown in the business-type activities in the Statement of Net Assets and the Statement of Activities.  

Fiduciary Funds – Fiduciary funds are used to account for resources held for the benefit of parties outside the government.  Carolina County has four fiduciary funds, one of which is a pension trust fund and three of which are agency funds.

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 start on pages 35-J-43 of this report. 

Other Information – In addition to the basic financial statements and accompanying notes, this report includes certain required supplementary information concerning Carolina County’s progress in funding its obligation to provide pension benefits to its employees.  Required supplementary information can be found beginning on page 35-J-93 of this report. 

Government-Wide Financial Analysis

As noted earlier, net assets may serve over time as one useful indicator of a government’s financial condition.  The assets of Carolina County exceeded liabilities by $27,033,847 as of June 30, 2011.  The County’s net assets increased by $2,625,453 for the fiscal year ended June 30, 2011. One of the largest portions $17,685,265 (65.4%) reflects the County’s investment in capital assets (e.g. land, buildings, machinery, and equipment), less any related debt still outstanding that was issued to acquire those items.  Carolina County uses these capital assets to provide services to citizens; consequently, these assets are not available for future spending.  Although Carolina County’s investment in its capital assets is reported net of the outstanding related debt, the resources needed to repay that debt must be provided by other sources, since the capital assets cannot be used to liquidate these liabilities.  An additional portion of Carolina County’s net assets $5,332,717 (19.72%) represents resources that are subject to external restrictions on how they may be used.  The remaining balance of $4,015,865 (14.85%) is unrestricted.  
Carolina County’s Net Assets

Figure 2

Several particular aspects of the County’s financial operations positively influenced the total unrestricted governmental net assets:


· Continued diligence in the collection of property taxes by maintaining a collection percentage of 97.53%, higher than the statewide average of 97.05%.

· Increased charges for services revenue due to growth in the use of County facilities.

· Continued low cost of debt due to the County’s high bond rating.

Carolina County’s Changes in Net Assets

Figure 3
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Governmental activities.  Governmental activities increased the County’s net assets by $2,044,322, thereby accounting for 77.9% of the total growth in the net assets of Carolina County.  Key elements of this increase are as follows:


· Increase in fee revenue for Parks and Recreation Department

· Solicitation of additional grant revenues for the Public Safety Department

· Solicitation of additional grant revenues for the Parks and Recreation Department to fund expanded activity programs

· Maintenance of the County’s high tax collection rate of 97.53%

Business-type activities.  Business-type activities increased Carolina County’s net assets by $581,131, accounting for 22.1% of the total growth in the government’s net assets.  Key elements of this increase are as follows:


· Water and sewer fee increases that help cover the cost of providing the service

· Reduced costs in operation of landfill

Financial Analysis of the County’s Funds

As noted earlier, Carolina County uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds.  The focus of Carolina County’s governmental funds is to provide information on near-term inflows, outflows, and balances of usable resources.  Such information is useful in assessing Carolina County’s financing requirements.  Specifically, fund balance available for appropriation can be a useful measure of a government’s net resources available for spending at the end of the fiscal year.  

The General Fund is the chief operating fund of Carolina County.  At the end of the current fiscal year, Carolina County’s fund balance available in the General Fund was $7,886,039, while total fund balance reached $14,921,567.  The Governing Body of Carolina County has determined that the county should maintain an available fund balance of 20% of general fund expenditures in case of unforeseen needs or opportunities, in addition to meeting the cash flow needs of the County.  The County currently has an available fund balance of 9.38% of general fund expenditures, while total fund balance represents 16% of that same amount.  The County plans to take corrective action to increase the percentage of fund balance to 20% of general fund expenditures.
At June 30, 2011, the governmental funds of Carolina County reported a combined fund balance of $15,502,589, a 22. 3 percent increase over last year.  The primary reason for this increase is the increase in fund balance in the General Fund. 

General Fund Budgetary Highlights.  During the fiscal year, the County revised the budget on several occasions.  Generally, budget amendments fall into one of three categories:  1) amendments made to adjust the estimates that are used to prepare the original budget ordinance once exact information is available; 2) amendments made to recognize new funding amounts from external sources, such as Federal and State grants; and 3) increases in appropriations that become necessary to maintain services.  Total amendments to the General Fund decreased all revenues by only $971,158.

Proprietary Funds.  Carolina County’s proprietary funds provide the same type of information found in the government-wide statements but in more detail.  Unrestricted net assets of the Landfill Fund at the end of the fiscal year amounted to $60,993, and those for the Water and Sewer District- No.1 Fund equaled $345,273. The total growth in net assets for both major funds was $41,284 and $532,347 respectively.  Other factors concerning the finances of these funds have already been addressed in the discussion of Carolina County’s business-type activities.  


Capital Asset and Debt Administration

Capital assets.  Carolina County’s capital assets for its governmental and business – type activities as of June 30, 2011, totals $23,299,465 (net of accumulated depreciation).  These assets include buildings, roads and bridges, land, machinery and equipment, park facilities, and vehicles.  

Major capital asset transactions during the year include:


· Purchased new equipment for the Public Safety Department

· Purchased new vehicles for County motor pool

· Disposed of old equipment in the Public Safety Department

· Sold unused park land 

· Addition of construction in progress on Water and Sewer plant facilities

· Purchased Computer Software

Carolina County’s Capital Assets

(net of depreciation)

Figure 4
	
	Governmental
Activities 
	Business-Type
Activities 
	
	

	
	
	
	Total

	
	2011
	2010
	2011
	2010
	2011
	2010

	
	
	
	
	
	
	

	Land
	$  1,831,706
	$1,795,206
	$   326,500
	$   326,500
	$2,158,206
	$ 2,121,706

	
	
	
	
	
	
	

	Buildings and systems
	9,524,816
	10,157,958
	7,104,691
	6,665,086
	16,629,507
	16,823,044

	Improvements other than buildings
	890,227
	939,827
	-
	-
	890,227
	939,827

	
	
	
	
	
	
	

	Equipment and furniture
	1,042,327
	651,479
	123,476
	131,011
	1,165,803
	782,490

	
	
	
	
	
	
	

	Infrastructure
	702,639
	728,656
	-
	-
	702,639
	728,656

	
	
	
	
	
	
	

	Vehicles and motorized equipment
	497,804
	431,001
	70,744
	78,784
	568,548
	509,785

	
	
	
	
	
	
	

	Computer Software
	4,755
	4,880
	-
	-
	4,755
	4,880

	
	
	
	
	
	
	

	Computer Equipment
	23,668
	34,982
	-
	-
	23,668
	34,982

	
	
	
	
	
	
	

	Construction in progress
	440,563
	294,467
	715,549
	-
	1,156,112
	294,467

	Total
	$ 14,958,505
	$15,038,456
	$8,340,960
	$7,201,381
	$23,299,465
	$22,239,837

	
	
	
	
	
	
	


Additional information on the County’s capital assets can be found in Note III.A.5 of the Basic Financial Statements.  

Long-term Debt.  As of June 30, 2011, Carolina County had total bonded debt outstanding of $13,880,000 all of which is debt backed by the full faith and credit of the County. 
Carolina County’s Outstanding Debt

Figure 5

Carolina County’s total debt increased by $1,171,834 (8.3 percent) during the past fiscal year, primarily due to the $675,000 bond anticipation notes issued for water and sewer improvements and the $1.2 million issued in certificates of participation to finance school capital needs.   

As mentioned in the financial highlights section of this document, Carolina County maintained for the 15th consecutive year, its Aaa bond rating from Moody’s Investor Service and AAA rating from Standard and Poor’s Corporation and FitchRatings.  This bond rating is a clear indication of the sound financial condition of Carolina County.  Carolina County is one of the few counties in the country that maintains the highest financial rating from both major rating agencies.  This achievement is a primary factor in keeping interest costs low on the County’s outstanding debt.  

The State of North Carolina limits the amount of general obligation debt that a unit of government can issue to 8 percent of the total assessed value of taxable property located within that government’s boundaries. The legal debt margin for Carolina County is $500,926,323.  The County has $1,250,000 in bonds authorized but un-issued at June 30, 2011. 

Additional information regarding Carolina County’s long-term debt can be found in Note III.B.7 of this audited financial report.

Economic Factors and Next Year’s Budgets and Rates

The following key economic indicators reflect the growth and prosperity of the County.


· The County is enjoying a low unemployment rate of 5.1%, lower than the state average of 6.3%

· Retail vacancy rates are low, having stayed in the 5-10% range all year 

· New manufacturing jobs were created in the last year bringing 4,000 new jobs to our County

Budget Highlights for the Fiscal Year Ending June 30, 2012
Governmental Activities  Property taxes (benefiting from the economic growth) and revenues from permits and fees are expected to lead the increase in revenue projections by 2.0 percent.  The County will use these increases in revenues to finance programs currently in place.  

Budgeted expenditures in the General Fund are expected to rise approximately 10% to $93,200,000.  The largest increments are in employee compensation, including funding compensation and benefits adjustments.  


Business – type Activities: The water and sewer rates in the County will increase by 5%, primarily to cover increased costs of operations.  General operating expenses will increase by 2% to cover increased personnel costs, and 2.5% to cover increased costs of material, supplies, and other operating expenses.  Rates for landfill services will increase by an average of 4% to cover an equal increase in operating costs there, primarily in personnel costs and equipment maintenance expense.  

Requests for Information

This report is designed to provide an overview of the County’s finances for those with an interest in this area.  Questions concerning any of the information found in this report or requests for additional information should be directed to Sara Spartan, Director of Finance, Carolina County, 123 Dogwood Lane, Dogwood, North Carolina  00000.  
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Note to preparer – Discussions should be limited to major funds of the primary government.





Note to preparer - Add here any other discussion about the General Fund budget for the new fiscal year that you wish to highlight.








Note to preparer - List items such as number of new jobs created in unit, number of occupied square feet of business property, unemployment rate and how it compares to state average, total retail sales for the unit for the year, etc. The following is an example based on Carolina County.








Note to preparer - List major activities, including demolitions.  Include summary of acquisitions and disposals in each major fund.  The following is an example based on Carolina County.








Note to preparer - Insert here a brief discussion about differences between budgeted and actual numbers and why this occurs, if material.








Note to preparer - List here anything you wish to highlight with regards to business-type activities as reasons for increases in net assets.  








Note to preparer - List here anything you wish to highlight with regards to governmental activities as a factor in increasing your net assets.  The following is an example based on Carolina County.








Note to preparer - List here anything you wish to highlight – fee revenue or tax  revenue increases due to annexation and/or economic growth, reductions in spending, savings from debt refunding, new operating grants received, etc. The following is an example based on Carolina County.








Note to preparer: - Continue to list any other significant financial highlights here.
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								Governmental Activities				Business Type Activities				Total

								2011		2010		2011		2010		2011		2010

		Revenues:

				Program revenues:

						Charges for services		$   2,991,922		$   2,932,084		$   1,006,103		$   946,677		$   3,998,025		$   3,878,761

						Operating grants and contributions		12,726,092		13,206,309		12,200		11,966		12,738,292		13,218,275

						Capital grants and contributions		726,891		100,775		125,878		117,827		852,769		218,602

				General revenues:

						Property taxes		55,493,338		55,575,617		-		-		55,493,338		55,575,617

						Other taxes		13,502,695		14,063,657		-		-		13,502,695		14,063,657

						Grants and contributions not              restricted to specific programs		145,522		142,612		101,000		-		246,522		142,612

						Other		1,748,990		1,714,010		5,960		9,584		1,754,950		1,723,594

						Total revenues		87,335,450		87,735,064		1,251,141		1,086,054		88,586,591		88,821,118

		Expenses:

				General government				7,080,704		6,855,675		-		-		7,080,704		6,855,675

				Public safety				7,275,482		7,042,038		-		-		7,275,482		7,042,038

				Transportation				1,134,158		1,099,997		-		-		1,134,158		1,099,997

				Economic and physical development				1,136,399		1,113,334		-		-		1,136,399		1,113,334

				Human services				22,424,065		22,699,723						22,424,065		22,699,723

				Cultural and recreation				2,353,261		1,442,202		-		-		2,353,261		1,442,202

				Education				43,118,616		41,825,058						43,118,616		41,825,058

				Interest on long-term debt				695,925		675,047		-		-		695,925		675,047

				Landfill				-		-		286,728		197,391		286,728		197,391

				Water and sewer				-		-		483,282		458,525		483,282		458,525

						Total expenses		85,218,610		82,753,074		770,010		655,916		85,988,620		83,408,990

		Increase in net assets before transfers

						and special item		2,116,840		4,981,990		481,131		430,138		2,597,971		5,412,128

		Transfers						(100,000)		(975,000)		100,000		975,000		-		-

		Special item - sale of park land						27,482		-		-		-		27,482		-

		Increase in net assets						2,044,322		4,006,990		581,131		1,405,138		2,625,453		5,412,128

		Net assets, beginning						17,767,159		13,760,169		6,641,235		5,236,097		24,408,394		18,996,266

		Net assets, ending						$   19,811,481		$   17,767,159		$   7,222,366		$   6,641,235		$   27,033,847		$   24,408,394
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								Governmental				Business-type

								Activities				Activities				Total

								2011		2010		2011		2010		2011		2010

		Current and other assets						$   22,824,084		$   20,920,944		$   2,197,082		$   2,173,348		$   25,021,166		$   23,094,292

		Capital assets						14,958,505		15,038,456		8,340,960		7,201,381		23,299,465		22,239,837

						Total assets		37,782,589		35,959,400		10,538,042		9,374,729		48,320,631		45,334,129

		Long-term liabilities outstanding						13,329,037		12,441,700		3,012,663		2,524,784		16,341,700		14,966,484

		Other liabilities						4,642,071		5,750,541		303,013		208,710		4,945,084		5,959,251

						Total liabilities		17,971,108		18,192,241		3,315,676		2,733,494		21,286,784		20,925,735

		Net assets:

				Invested in capital assets, net of

				related debt				10,870,916		12,973,571		6,814,349		5,036,381		17,685,265		8,308,497

				Restricted				5,332,717		1,521,472		-		-		5,332,717		1,521,472

				Unrestricted				3,607,848		3,272,116		408,017		1,604,854		4,015,865		14,578,425

						Total net assets		$   19,811,481		$   17,767,159		$   7,222,366		$   6,641,235		$   27,033,847		$   24,408,394
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		Carolina County's Outstanding Debt

		General Obligation and Revenue Bonds

				Governmental				Business-type

				Activities				Activities				Total

				2011		2010		2011		2010		2011		2010

		General obligation bonds		$   11,290,000		$   11,836,000		$   1,915,000		$   2,165,000		$   13,205,000		$   14,001,000

		Bond anticipation notes		- 0		- 0		675,000		- 0		675,000		- 0

		Capitalized leases		272,589		179,755		- 0		- 0		272,589		179,755

		Installment purchases		1,200,000		- 0		- 0		- 0		1,200,000		- 0

		Total		$   12,762,589		$   12,015,755		$   2,590,000		$   2,165,000		$   15,352,589		$   14,180,755
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