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October 9, 2007

To the Honorable Mayor, Members of the Town Council, and the Citizens of the Town of
Southern Pines:

State law requires that all general-purpose local governments publish within six months of
the close of each fiscal year a complete set of financial statements presented in conformity
with generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public accountants.
Pursuant to that requirement, the Comprehensive Annual Financial Report (CAFR) of the
Town of Southern Pines, North Carolina (Town) for the fiscal year ended June 30, 2007 is
hereby submitted.

This report was prepared by the Town's Finance Department and consists of
management’s representations concerning the finances of the Town of Southern Pines.
Consequently, management assumes full responsibility for the completeness and
reliability of all the information presented in this report. To provide a reasonable basis for
making these representations, management of the Town has established a
comprehensive internal control framework that is designed to protect the government’'s
assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the Town’s financial statements in conformity with GAAP. Because the cost
of internal controls should not outweigh their benefits, the Town's comprehensive
framework of internal controls has been designed to provide reasonable rather than
absolute assurance that the financial statements will be free from material misstatement.
We assert that to the best of our knowledge and belief, this financial report is complete
and reliable in all material respects.

Dixon Hughes PLLC, a firm of licensed certified public accountants, has audited the
Town'’s financial statements. The goal of the independent audit was to provide reasonable
assurance that the financial statements of the Town for the fiscal year ended June 30,
2007, are free of material misstatement. The independent audit involved examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements;
assessing the accounting principles used and significant estimates made by management;
and evaluating the overall financial statement presentation. The independent auditor
concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the Town'’s financial statements for the fiscal year ended June 30,
2007, are fairly presented in conformity with GAAP. The independent auditor’'s report is
presented as the first component of the financial section of this report.



The Town of Southern Pines is required by State law to have an annual independent
financial audit. A compliance audit in accordance with Government Auditing Standards is
also required. The auditor’s report required by Government Auditing Standards is found in
the Compliance Section of this report.

GAAP requires that management provide a narrative introduction, overview, and analysis
to accompany the basic financial statements in the form of Management’s Discussion and
Analysis (MD&A). This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it. The Town’s MD&A can be found immediately
following the report of the independent auditors.

PROFILE OF THE TOWN

The Town of Southern Pines, North Carolina, was incorporated in 1887, and is located on
the fringe of the Piedmont section of the State in an area known as the Sandhills. The
Town has a 2007 population of approximately 11,990 and is located in Moore County.
The Town encompasses 16.45 square miles. The Town provides a full range of services
including police and fire protection, streets, planning and zoning, parks and recreation,
library, fleet maintenance, and general administrative services. The Town also operates
water and sewer utility services.

The Town operates under the Council-Manager form of government. The legislative body
of the government of the Town is comprised of a Mayor and a four-member Town Council.
The Town Council is responsible, among other things, for passing ordinances, adopting
the budget, appointing committees and hiring the Town Manager. The Mayor and Council
are elected at-large by the Citizens, with the Mayor being elected separately. The Mayor
serves a four-year term, and is the presiding officer of the Council. Members of the Town
Council serve four-year terms as well. Town Council elections are held every two years in
order that the terms of office are staggered. The Town Manager is responsible for carrying
out the polices and ordinances of the Town Council, for overseeing the day-to-day
operations of the Town, and for appointing the heads of the various departments.

The annual budget serves as the foundation for the Town’s financial planning and control.
The Town has a formal operating budget process, which begins in January of each year.
The Town Council receives the recommended budget in May. The Council is required to
hold a public hearing on the proposed budget and to adopt a final budget by no later than
June 30, the close of the Town's fiscal year. Legal budgetary control for operating
budgets is exercised at the fund and department level. Transfers of appropriations
between departments and funds require the approval of the Town Council. Formal
budgetary integration and encumbrance accounting are employed as management control
devices during the year. Budget to actual comparisons are provided in this report for each
individual governmental fund and the proprietary fund for which an appropriated annual
budget has been adopted.

ECONOMIC CONDITIONS

Local Economy - The economic profile of the Town is a mixture of manufacturing,
tourism, retirement and agriculture. Tourism continues to show growth trends. The
meeting/convention business remained consistent in total room night bookings. Direct
spending by visitors continues to be high, placing Moore County eleventh in the one
hundred counties in North Carolina. For the entire state, the County continues to rank
second in revenues generated per resident. A major USGA golf championship was held in



Southern Pines during 2007. The Town currently benefits from a favorable economic
environment and local indicators point to continued stability.

The unemployment rate in Moore County was 5.1% as of June 30, 2007. Additionally, the
assessed value of taxable property in the Town increased 4.5% over last year due to
normal growth.

Long Term Financial Planning - The Town has several ongoing capital projects to meet
the needs of the citizens. During fiscal year 2007, the Town achieved a number of
improvements in municipal operations and services provided to the citizens of the Town.
Some of the more significant accomplishments for the year and major program initiatives
for the future are discussed below.

During 2007, the Town was awarded a Community Development Block Grant as well as a
grant funded by the NC Rural Center Economic Infrastructure Program for the
infrastructure of a corporate park to be located in Southern Pines. Funding for the
infrastructure project will be provided by the developer in addition to the grant funding. A
pharmaceutical company will be locating in the corporate park which will result in the
creation of 50-75 full time jobs. The infrastructure project will also provide for future
growth in the Town of Southern Pines.

Land was purchased for the site of the new police station facility during 2007. The
purchased land is adjacent to the existing fire station and will enable the Town’s public
safety facilities to be located in the same central location. An architectural firm is currently
in the design and development phase of the project.

Construction continued on several capital projects during 2007. The projects were the
renovation of the freight depot that was donated to the Town by CSX Transportation and
the continued construction of the multi-project recreation construction fund that included
an additional neighborhood park. Also continued was the expansion of the water
treatment system. The initial expansion increased the capacity from 5 million gallons per
day to 8 million gallons a day.

Street resurfacing also continued to keep our streets among the best maintained in the
State. Sewer and water line replacements and improvements also continued during 2007.
Vehicles and equipment continued to be replaced on a scheduled basis.

Cash Management Polices and Practices - The deposits of the Town are made in
board-designated official depositories and are collateralized as required by State
statute. The Town maintains a pooled cash and investment account that is
available for use by all funds, except those restricted by statutes or other legal reasons.
Cash temporarily idle during the year was invested in the North Carolina Capital
Management Trust, an SEC registered mutual fund. All deposits of the Town are insured
by federal depository insurance or collateralized by pledged securities. All of the Town's
investments at June 30, 2007 were classified in the lowest risk category as defined by the
Governmental Accounting Standards Board.

Risk Management - The Town is exposed to various risks of loss related to torts; theft of,

damage to, and destruction of assets; injuries to employees; and natural disasters.  The
Town protects itself from potential loss through the purchase of commercial insurance for



primary and/or excess coverage for individual claims exceeding specific amounts. The
Town’s insurance coverage is more fully described in note 10 of the financial statements.

Various risk control techniques are practiced by the Town including employee safety
programs, and a drug free workplace program with mandatory drug screening for new
employees as well as random drug screening for existing employees.

Pension and other post-employment benefits — The Town sponsors a single-employer
defined benefit pension plan for its sworn law enforcement officers. Each year, an
independent actuary engaged by the pension plan calculates the amount of the annual
contribution that the Town must make to the pension plan to ensure that the plan will be
able to fully meet its obligations to eligible retired employees on a timely basis. The Town
is required by State statute to provide these retirement benefits and has chosen to fund
the benefit payments on a pay-as-you-go basis. The Town is currently making payments
to three retired law enforcement officers.

The State of North Carolina contributes, on behalf of the Town, to the Firemen’'s and
Rescue Squad Workers’ Pension Fund, which is a cost-sharing multiple-employer defined
benefit pension plan. The State funds this plan through appropriations. Plan members,
who are eligible fire personnel, are required to contribute $10 per month. The Town has
no obligation with employee benefits offered through this plan.

All non-probationary full-time Town employees participate in the statewide North Carolina
defined benefit pension plan. The State of North Carolina administers the plan.
Plan members are required to contribute six percent of their annual covered salary. The
Town is required to contribute at an actuarially determined rate. The 2007 rate for
employees not engaged in law enforcement is 4.91% and 4.78% for law enforcement
officers.

All non-probationary full-time Town employees participate in the Supplemental Retirement
Income Plan, a multiple-employer defined contribution pension plan, administered by the
Department of the State Treasurer and a Board of Trustees. Eligible employees may
make voluntary contributions. State statute requires that the Town contribute 5% of
annual covered salary for all law enforcement officers. The Town makes the same
contribution for all other eligible employees’ covered salary.

The Town does not offer any type of post employment benefit other than health insurance
covered under the Consolidated Omnibus Budget Reconciliation Act (COBRA) act.

Additional information on the Town’s pension arrangements and post employment benefits
can be found in notes 7 and 8 of the financial statements.

AWARDS AND ACKNOWLEDGEMENTS

Certificate of Achievement — The Government Finance Officers Association of the
United States and Canada (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting (CAFR) to the Town of Southern Pines, North Carolina for its
comprehensive annual financial report for the fiscal year ended June 30, 2006. This was
the sixteenth consecutive year that the Town has received this award. The CAFR is a
prestigious national award that recognized conformance with the highest standards for
preparation of state and local government financial reports. In order to be awarded a
Certificate of Achievement, a government unit must publish an easily readable and
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efficiently organized comprehensive annual financial report, whose contents conform to
program standards. Such a CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current
report continues to meet the Certificate of Achievement Program’s requirements and we
are submitting it to the GFOA to determine eligibility for another certificate.

Acknowledgments — The preparation of this report would not have been possible without
the dedicated efforts of the entire staff of the Finance Department, as well as the
cooperation of the other departments of the Town of Southern Pines. We would like to
thank Dixon Hughes PLLC the Town’s independent auditors, for their assistance and
dedication in preparing this report. In addition, we wish to express our appreciation to the
Mayor, and the Town Council for their continued support, leadership, and professionalism
in conducting the financial affairs of the Town.

Respectfully submitted,

Reagan D. Parsons Crystal J. Gabric
Town Manager Director of Finance
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INDEPENDENT AUDITORS' REPORT

The Honorable Mayor and Members of
the Town Council

Town of Southern Pines

Southern Pines, North Carolina

We have audited the accompanying financial statements of the governmental activities,
the business-type activities, each major fund, and the aggregate remaining fund
information of the Town of Southern Pines, North Carolina as of and for the year ended
June 30, 2007, which collectively comprise the Town'’s basic financial statements as listed
in the table of contents. These financial statements are the responsibility of Town of
Southern Pines’ management. Our responsibility is to express opinions on these basic
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, the business-
type activities, each major fund, and the aggregate remaining fund information of the
Town of Southern Pines, North Carolina as of June 30, 2007 and the respective changes
in financial position and cash flows, where appropriate, thereof and the respective
budgetary comparison for the general fund for the year then ended, in conformity with
accounting principles generally accepted in the United States of America.

Management’'s Discussion and Analysis and the Law Enforcement Officer's Special
Separation Allowance Schedule of Funding Progress and Schedule of Employer
Contributions are not a required part of the basic financial statements, but are
supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required
supplementary information. However, we did not audit this information and express no
opinion thereon.

Page 1



In accordance with Government Auditing Standards, we have also issued our report
dated October 3, 2007 on our consideration of Town of Southern Pines’ internal control
over financial reporting and our tests of its compliance with certain provisions of laws,
regulations, contracts and grants. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

Our audit was performed for the purpose of forming opinions on the basic financial
statements of Town of Southern Pines, North Carolina, taken as a whole. The individual
fund financial statements and schedules, as well as the accompanying schedule of
expenditures of federal and State awards and the statistical information are presented for
purposes of additional analysis and are not a required part of the basic financial
statements. Such information has been subjected to the 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 introductory and statistical sections of the Comprehensive Annual Financial Report
(CAFR) have not been audited by us and, accordingly, we express no opinion on their
contents.

October 3, 2007

Page 2
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Management’s Discussion and Analysis

As management of the Town of Southern Pines, we offer readers of the Town of
Southern Pines’ financial statements this narrative overview and analysis of the financial
activities of the Town of Southern Pines (Town) for the fiscal year ended June 30, 2007.
We encourage readers to review the information presented here in conjunction with
additional information that we have furnished in the Town’s financial statements, which
follow this narrative and the transmittal letter found in the Introductory Section.

Financial Highlights

The assets of the Town of Southern Pines exceeded its liabilities at the close of
the fiscal year by $70,224,180. The assets of the governmental activities
exceeded liabilities by $36,241,099 and the assets of the business-type activities
exceeded liabilities by $33,983,081.

The government’s total net assets increased by $3,010,946, due to an increase
in both the governmental activities and the business type net assets.

As of the close of the current fiscal year, the Town of Southern Pines
governmental funds reported combined ending fund balances of $10,506,266, an
increase of $130,865 in comparison with the prior year. Approximately 42.8
percent of this total amount, or $4,492,831, is available for spending at the
government’s discretion (unreserved undesignated fund balance). The Town
maintains a minimum of 25% of budgeted expenditures in available fund balance
for cash flow and emergencies. The remainder is used for capital expenditures.
As of the close of the current fiscal year, the Town’s business-type activities
reported combined ending net assets of $33,983,081, an increase of $1,606,525.
The increase is due in part to a reduction in long-term debt.

At the end of the current fiscal year, unreserved fund balance for the General
Fund was $5,970,070 or 55.1 percent of total General Fund expenditures for the
fiscal year.

The Town maintained its A2 bond rating from Moody’s Investors Services, and
an A+ from Standard and Poor’s Corporation for the 9th consecutive year. The
Standard and Poor's A+ bond rating was affirmed during fiscal year 2006. The
North Carolina Municipal Council increased the Town’s rating from 84 to 85,
which is comparable to a rating of A1/A+ by the national rating agencies.
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Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the Town’s
basic financial statements. These basic financial
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 Town 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 the Town of Southern Pines.

Figure 1:

statements consist of three

Required Components of Annual Financial Report

Management’'s Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
Summary » Detail
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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 Town'’s financial status.

The next statements (Exhibits 3 through 10) are Fund Financial Statements. These
statements focus on the activities of the individual parts of the Town’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 therein. After the notes
and required supplemental financial data, supplemental information is provided to
show details about the Town’s individual funds. Budgetary information required by the
General Statutes also can be found in this part of the statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide the reader with a
broad overview of the Town’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 Town’s financial status as a whole.

The two government-wide statements are the statement of net assets and the statement
of activities. Net assets are the difference between the Town'’s total assets and total
liabilities. Measuring net assets is one way to gauge the Town’s financial condition.
Over time, increases or decreases in net assets help determine whether the Town's
financial position is improving or deteriorating. The statement of activities presents
information which demonstrates how the Town’s net assets changed during the most
recent fiscal year.

The government-wide statements are divided into two categories: 1) governmental
activities and 2) business-type activities. The governmental activities include most of the
Town'’s basic services such as public safety, public works, parks and recreation, library,
planning and inspections, transportation, and general administration. Property taxes
and intergovernmental revenues finance most of these activities. The business-type
activities are those that the Town charges customers to provide. These include the
water and sewer services offered by the Town.

The government-wide financial statements are contained in Exhibits 1 and 2 of this
report.
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Fund Financial Statements

The fund financial statements provide a more detailed look at the Town'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.
The Town, like all other governmental entities in North Carolina, uses fund accounting to
ensure and reflect compliance with finance-related legal requirements including the
General Statutes and the Town’s budget ordinance. All of the funds of the Town 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 Town’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 which provides a short-term spending 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 Town’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.

The Town 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 Town, the management of the Town, and the decisions of the Town
Council about which services to provide and how to pay for them. It also authorizes the
Town to obtain funds from identified sources to finance these current period activities.
The budgetary statement provided for the General Fund demonstrates how well the
Town complied with the budget ordinance and whether or not the Town 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 Council; 2) the
final budget as amended by the Council; 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 — The Town has one enterprise fund. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide
financial statements. The Town uses an enterprise fund to account for its water and
sewer activity. This fund is the same as the function shown in the business-type
activities in the Statement of Net Assets and the Statement of Activities.

Trust and Agency Funds — Trust and agency funds are used to account for resources
held for the benefit of parties outside the government. Agency funds are not reflected in
the government-wide financial statements because the resources of those funds are not
available to support the Town’s own programs. The accounting used for agency funds is
much like that used for proprietary funds.
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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 begin on page 28 of this
report.

Other Information — In addition to the basic financial statements and accompanying
notes, this report includes certain required supplementary information concerning the
Town’s progress in funding its obligation to provide pension benefits to its employees.
Required supplementary information can be found beginning on page 49 of this report.

Government-Wide Financial Analysis of the Town of Southern Pines

As noted earlier, net assets may serve over time as one useful indicator of a
government’s financial condition. The assets of the Town exceeded liabilities by
$70,224,180 as of June 30, 2007. The Town’s net assets increased by $3,010,946 for
the fiscal year ended June 30, 2007. However, 77.51% reflects the Town’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. The Town uses these capital
assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the Town’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 the Town’'s net assets, 0.05%, represents resources that are
subject to external restrictions on how they may be used. The remaining balance of
$15,760,733 is unrestricted.

The following (Figure 2) reflects condensed information on the Town’s net assets.

Figure 2:
The Town of Southern Pines
Statement of Net Assets
Governmental Governmental Business-Type Business-Type
Activities Activities Activities Activities Total Total
2007 2006 2007 2006 2007 2006
Current and other assets $ 11,233,665 $ 10,859,335 $ 6,084,214 $ 5,437,008 17,317,879 16,296,343
Capital assets 26,713,228 25,570,117 29,214,160 28,778,907 55,927,388 54,349,024
Total assets 37,946,893 36,429,452 35,298,374 34,215,915 73,245,267 70,645,367
Long-term liabilities 749,097 856,450 511,897 1,002,014 1,260,994 1,858,464
Other liabilities 956,697 736,324 803,396 837,345 1,760,093 1,573,669
Total liabilities 1,705,794 1,592,774 1,315,293 1,839,359 3,021,087 3,432,133
Net assets:
Invested in capital assets,
net of related debt 26,203,921 24,905,903 28,224,160 27,293,907 54,428,081 52,199,810
Restricted 35,366 29,916 - - 35,366 29,916
Unrestricted 10,001,812 9,900,859 5,758,921 5,082,649 15,760,733 14,983,508
Total net assets $ 36,241,099 $ 34,836,678 $ 33,983,081 $ 32,376,556 70,224,180 67,213,234
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Several particular aspects of the Town’s financial operations positively influenced the
total unrestricted governmental net assets:

e Increased property tax revenue due to annexations and economic growth. Actual
revenue exceeded the amount budgeted by $119,261.

e Increased sales tax revenue due to the economic growth in the Town. Actual
revenue exceeded the amount budgeted by $344,069.

e Continued low cost of debt due to the Town’s good bond ratings.

Changes in Net Assets

The Town'’s total revenues and expenses for governmental and business-type activities
are reflected in Figure 3.

Figure 3:

Town of Southern Pines
Changes in Net Assets

Governmental Governmental Business-Type Business-Type
Activities Activities Activities Activities Total Total
2007 2006 2007 2006 2007 2006
Revenues:
Program revenues:
Charges for services $ 1,317,586 $ 1,294,272 $ 4,880,712 $ 4,481,797 $ 6,198,298 $ 5,776,069
Operating grants and contributions 615,134 525,673 - - 615,134 525,673
Capital grants and contributions 564,979 239,701 899,119 379,848 1,464,098 619,549
General revenues:
Property taxes 5,739,695 5,357,867 - - 5,739,695 5,357,867
Other taxes 3,621,266 3,485,829 - - 3,621,266 3,485,829
Other 583,233 479,506 263,252 166,528 846,485 646,034
Total revenues 12,441,893 11,382,848 6,043,083 5,028,173 18,484,976 16,411,021
Expenses:
General government 3,409,836 3,234,465 - - 3,409,836 3,234,465
Public safety 4,190,726 3,872,906 - - 4,190,726 3,872,906
Culture and recreation 1,586,789 1,555,104 - - 1,586,789 1,555,104
Transportation 1,305,999 1,301,081 - - 1,305,999 1,301,081
Economic & physical development 521,189 409,535 - - 521,189 409,535
Interest on long-term debt 24,183 11,952 - - 24,183 11,952
W ater and sewer - - 4,435,308 4,089,521 4,435,308 4,089,521
Total expenses 11,038,722 10,385,043 4,435,308 4,089,521 15,474,030 14,474,564
Increase in net assets before transfers 1,403,171 997,805 1,607,775 938,652 3,010,946 1,936,457
Transfers 1,250 - (1,250)
Increase in net assets 1,404,421 997,805 1,606,525 938,652 3,010,946 1,936,457
Net assets, July 1 34,836,678 33,838,873 32,376,556 31,437,904 67,213,234 65,276,777
Net assets, June 30 $ 36,241,099 $ 34,836,678 $ 33,983,081 $ 32,376,556 $ 70,224,180 $ 67,213,234
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Governmental activities — Governmental activities increased the Town'’s net assets by
$1,404,421, thereby accounting for 46.64% of the total growth in the net assets of the
Town. Key elements of this increase are as follows:

e Current tax collections increased $370,308 over the prior year due to growth in
new home construction in the Town.

e Other taxes and licenses increased $94,615 over the prior year due to an
increase in local option sales tax revenue.

e Investment earnings increased $105,526 due to a more favorable investment
climate.

e Capital grants and contributions increased $325,278 over the prior year.

Figure 4:

Town of Southern Pines
Expenses and Program Revenues-Governmental Activities
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Figure 5:

Town of Southern Pines
Revenues by Source — Governmental Activities
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Business-type activities: Business-type activities increased the Town’s assets by
$1,606,525 accounting for 53.36% of the total growth in the government’s net assets.
Key elements of this increase are as follows:

Capital contributions in the amount of $899,119.

Liability reduction due to the retirement of general bonded debt principal.
Charges for services for business-type activities increased $398,915.

Investment earnings increased $71,301 due to a more favorable investment
climate.

e Impact fees remained consistent.
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Financial Analysis of the Town’s Funds

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

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

As of the end of the current fiscal year, the Town’s governmental funds reported
combined ending fund balances of $10,506,266, an increase of $130,865 or a 1.26
percent increase in comparison with the prior year. Of this amount, $4,492,831 or
42.76% is unreserved, undesignated fund balance, which is available for spending at the
government’s discretion. The remainder of fund balance is reserved to indicate that it is
not available for new spending because it has already been committed.

The General Fund is the chief operating fund of the Town. At the end of the current
fiscal year, unreserved fund balance of the General Fund was $5,970,070 while total
fund balance reached $7,193,493, an increase of $759,006 from the previous year. As a
measure of the General Fund’s liquidity, it may be useful to compare both unreserved
fund balance and total fund balance to total fund expenditures. Unreserved fund
balance represents 55.1 percent of total General Fund expenditures, while total fund
balance represents 66.4 percent of that same amount.

As stated earlier, key factors in the growth of the General Fund balance are:

* Increased property tax revenue due to annexations and growth.
» Increased sales tax revenue due to economic growth.

The remaining fund balance amount of $3,312,773 is comprised of the Police Station
Major Capital Project Fund and the Non-major Governmental Funds which realized a net
decrease of $628,141. Projects included in the non-major governmental fund are the
construction of recreational facilities and improvements as well as, road construction, the
renovation of the freight depot and the cemetery perpetual care fund.

General Fund Budgetary Highlights: During the fiscal year, the Town 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.

During the year there was a $41,982 net increase in appropriations between the original
and final amended budget. Following are the main components of the increase:

= $25,500 appropriation for the recognition of additional funding from Moore
County for rescue performance.

= $18,400 appropriation for the recognition of revenue for the award of the
Governor’s Highway Safety Program grant and related expenditures.
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The actual operating revenues for the General Fund were greater than the final
budgeted amount by $940,804. Other taxes and licenses experienced an increase of
$394,648 due to higher than budgeted sales tax revenue. Ad valorem taxes were
$119,261 greater than the budgeted amount due to an actual higher than budgeted tax
collection rate. Permits and fees were $77,975 greater than budgeted due to the
increased number of permits and building inspections. Investment earnings were
$170,128 greater than budgeted due to a favorable interest rate environment.

The actual operating expenses for the General Fund were less than the final budgeted
amount by $859,650. The most significant difference of $344,875 was in the public
safety area due primarily to personnel vacancies in budgeted positions. General
government, cultural and recreational, and transportation also realized a savings of
$216,730, $165,056 and $109,449 respectively due to personnel vacancies and the
actual cost of capital equipment was less than the amount budgeted.

Proprietary Funds. The Town’s proprietary fund provides the same type of information
found in the government-wide statements but in more detail. Unrestricted net assets at
the end of the fiscal year amounted to $5,758,921. Other factors concerning the
finances of the fund have already been addressed in the discussion of the Town’'s
business-type activities.

Capital Asset and Debt Administration

Capital assets. The Town’s investment in capital assets for its governmental and
business—type activities as of June 30, 2007, totals $55,927,388 (net of accumulated
depreciation). These assets include buildings, streets, storm drainage, sidewalks, land,
machinery and equipment, park facilities, and vehicles.

Major capital asset transactions during the year include the following additions:
Governmental Funds:
Additions

Infrastructure additions of $206,385.

Various purchases of vehicles and equipment totaling $172,903.

Various purchases of furniture, fixtures and other equipment equaling $229,169.
Various purchases of machinery and equipment of $65,911.

Construction in progress of $1,325,455 in governmental-type activities for the
construction of various recreational facilities and improvements, construction of
various roads, the renovation and expansion of the police department, the
renovation of the freight depot and the construction of a parkway.

e Other improvements addition of $110,000 for the replacement of a light system at
one of the sports fields.

Retirements
e Disposals and surplused assets in the amount of $106,204.
e The demolition of a Town owned building in the amount of $284,502.
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Proprietary Funds:

Additions

e Construction in progress of $20,720 for the water treatment system expansion.
Construction in progress of $158,264 for various water and sewer improvements.
e Construction in progress of $50,281 for the water and sewer infrastructure of the

commerce park.

e Capital contributions of water and sewer lines in the amount of $848,838.
e Various equipment purchases of $238,572.

Retirements

e Disposals and surplused assets in the amount of $41,406.

Figure 6:
Town of Southern Pines
Capital Assets
Governmental Governmental Business-type Business-type
Activities Activities Activities Activities Total Total
2007 2006 2007 2006 2007 2006

Land $ 10,685,033 $ 10,685,033 $ 196,671 $ 196,671 $ 10,881,704 $ 10,881,704
Buildings and improvements 5,925,350 6,133,833 1,365,250 1,393,742 7,290,600 7,527,575
Other improvements 1,865,230 1,799,352 - - 1,865,230 1,799,352
Machinery and equipment 180,281 156,865 303,829 198,698 484,110 355,563
Infrastructure 3,157,466 3,304,458 - - 3,157,466 3,304,458
Plant and distribution systems - - 20,387,676 20,258,327 20,387,676 20,258,327
Vehicles and motorized
equipment 1,320,259 1,393,619 - - 1,320,259 1,393,619
Furniture, Fixtures, and other
equipment 479,428 322,231 - - 479,428 322,231
Construction in progress 3,100,181 1,774,726 6,960,734 6,731,469 10,060,915 8,506,195
Total Capital Assets (net of
accumulated depreciation) $ 26,713,228 $ 25,570,117 $ 29,214,160 $ 28,778,907 $ 55,927,388 $ 54,349,024

Additional information on the Town’s capital assets can be found in note 5 of the Basic

Financial Statements.
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Long-term Debt. As of June 30, 2007, the Town had bonded debt outstanding of
$990,000. The bonded debt is related to Proprietary Fund operations and is considered
to be self-supporting.

Other debt in Governmental Activities represents an installment purchase agreement for
the purchase of an aerial ladder truck during fiscal year 2006. The balance as of June
30, 2007 is $509,307.

The Town’s total debt decreased by $629,908 (29.6%) during fiscal year 2007. The
government did not issue any new debt in 2007. Total outstanding debt as of June 30,
2007 is $1,499,307.

Figure 7:
Town of Southern Pines
Outstanding Debt
General Obligation Bonds and Other Debt
Governmental Business-type
Activities Activities Total
2007 2006 2007 2006 2007 2006

General
Obligation Bonds $ - $ - $ 990,000 $1,485000 $ 990,000 $ 1,485,000
Other Debt 509,307 644,215 - - 509,307 644,215
Total $509,307 $ 644,215 $ 990,000 $1,485,000 $ 1,499,307 $ 2,129,215

As mentioned in the financial highlights section of this document, the Town maintained
its A2 bond rating from Moody’s Investors Services, and an A+ from Standard and
Poor’'s Corporation for the 9th consecutive year. These bond ratings are clear
indications of the sound financial condition and management of the Town. These
achievements are primary factors in keeping interest costs low on the Town's
outstanding debt.

North Carolina General Statutes limit 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 the Town is
$114,257,138.

Additional information regarding the Town’s long-term debt can be found in note 12 of
this report.

Economic Factors and Next Year’s Budget and Rates

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

o Residential and commercial building permits remained consistent with the
previous year’s activity.
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o The development of a corporate park in which a pharmaceutical will be locating
which will result in the creation of 50-75 full time jobs.

Next Year’s Budget Highlights for the Fiscal Year Ending June 30, 2008

Governmental Activities: The governmental fund’s primary revenue resources are
property taxes and other taxes and licenses. For the fiscal year ending June 30, 2007,
overall, budgeted revenues are expected to increase 6.35%.

Property taxes and other taxes and licenses are expected to increase 6.26% over the
prior year's budget. The majority of the increase in revenues is due to the growth in the
ad Valorem tax base as a result of revaluation as well as new construction. A revenue
neutral tax rate was established, bringing the Town’s tax rate to $0.34 per $100
valuation. The last revaluation of property located in Southern Pines occurred in tax
year 2003.

Budgeted operating expenditures in the General Fund are expected to increase
approximately 7.38% over the prior year's budgeted amount to $12,554,202. The largest
increase is in the area of economic and physical development in which funds have been
appropriated for a comprehensive master planning process as well as the addition of two
staff positions. Public safety is also experiencing an increase due primarily to the
addition of two firefighter positions as well as a radio system replacement. Equipment
and vehicles will continue to be replaced per the Town’s vehicle and equipment
replacement schedule.

Business — type Activities: Water and sewer activity revenues are budgeted to
increase by approximately 6.42% over the prior year's budget. The increase is due
primarily to the water and sewer rate increase of 3% and 11% respectively. The water
and sewer rate increases will result in an approximate additional $2.54 per month for an
in-town residential user of 5,400 gallons.

Budgeted operating expenses are expected to increase 2.48% over the prior fiscal
year's budget. A portion of the increased expense is due to increased cost to the Town
for wastewater treatment. Equipment and vehicles will continue to be replaced per the
Town'’s vehicle and equipment replacement schedule.

$591,000 has been appropriated for various water and sewer improvements in a capital
project fund. A capital project fund has also been established for the purpose of
construction of a raw water reservoir.

Requests for Information

This report is designed to provide an overview of the Town’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 the Director of Finance, Town of
Southern Pines, PO Box 870, Southern Pines, NC 28388.
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