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CERTIFIED PLUBLIC ACCOLUNTANTS
4024 Oleander Drive Suite 2

Wilmington, North Carolina 28403
Telephone (910) 799-4872 Fax (910) 395-4872

independent Auditor’s Report

To the Honorable Mayor and
Members of the Town Council
Kure Beach, North Carolina

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, each major fund, and the aggregated remaining fund information of the
Town of Kure Beach, North Carolina, as of and for the year ended June 30, 2008, which
collectively comprises the Town’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Town of Kure Beach's management. Our
responsibility is to express an opinion 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
basic 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 overali financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all
material respects, the financial position of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Kure
Beach, North Carolina as of June 30, 2008, 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. ,

In accordance with Government Auditing Standards, we have also issued our report dated
October 25, 2008 on our consideration of Town of Kure Beach’s 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.



Management's Discussion and Analysis is not a required part of the basic financial statements
but is supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquires 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 on
it.

Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise the basic financial statements of the Town of Kure Beach, North Carolina.
The combining, and individual nonmajor fund financial statements and schedules are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The combining and individual nonmajor fund financial statements have been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, are
fairly stated, in all material respects, in relation to the basic financial statements taken as a whole.

ompsoh, - Scoft, Adz 0.,
October 25, 2008




Town of Kure Beach
Management’s Discussion and Analysis
June 30, 2008

As management of the Town of Kure Beach, we offer readers of the Town of Kure Beach’s
financial statements this narrative overview and analysis of the financial activities of the Town of
Kure Beach for the fiscal year ended June 30, 2008. We encourage readers to read the
information presented here in conjunction with additional information that we have furnished in
the Town’s financial statements, which follow this narrative.

Financial Highlights

» The assets of the Town of Kure Beach exceeded its liabilities at the close of the fiscal
year by $9,693,890.

e The government's net assets at the year ending June 30, 2008 were $4,389,385 for
governmental type activities and $5,304,505 business type activities.

e As of the close of the current fiscal year, the Town of Kure Beach’s governmental funds
reported an ending fund balance of $1,530,462. Approximately 58% percent of this total
amount, or $667,690, is available for spending at the government’s discretion.

e Atthe end of the current fiscal year, unreserved fund balance for the General Fund was
$1,154,784 or 38% of total general fund expenditures for the fiscal year.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Town of Kure Beach’s
basic financial statements. The Town'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 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 Kure Beach.

Required Components of Annual Financial Report

Figure 1
Management's Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
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Management Discussion and Analysis
Town of Kure Beach

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 8) 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 ‘three parts to the Fund
Financial Statements: 1) the governmental funds statements; 2) the budgetary comparison
statements; and 3) the proprietary 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 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 report the Town’s net assets and how they have changed.
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.

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, 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 Town charges customers to provide. These include the water and sewer services offered
by the Town of Kure Beach.

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

The fund financial statements (see Figure 1) 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 of Kure
Beach, 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 Town’s budget ordinance. All of the funds of Town of Kure Beach can be
divided into two categories: governmental funds and proprietary 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 that 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.



Management Discussion and Analysis
Town of Kure Beach

The Town of Kure Beach 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 Board 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 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 Fund — Town of Kure Beach has one kind of proprietary fund. Enterprise Fund is
used to report the same functions presented as business-type activities in the government-wide
financial statements. Town of Kure Beach uses an enterprise fund to account for its water and
sewer fund activity. This fund is the same as those functions shown in the business-type
activities in the Statement of Net Assets and the Statement of Activities.

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 immediately follow exhibit 8 of the audit report.

Government-Wide Financial Analysis

The Town of Kure Beach’s Net Assets

Figure 2
Governmental Business-Type
Activities Activites Totals
2007 2008 2007 2008 2007 2008
Current and other assets $ 2,112,782 $ 1,738,216 & 986,047 5 1,025423 $ 3,098,829 $§ 2,763,639
Capital assets/Restricted assets 3,805,990 7,316,574 5,515,194 5,650,902 9,421,184 12,967,476
Total assets 6,018,772 9,054,790 6,501,241 6,676,325 12,520,013 15,731,115
Long-term liabilities outstanding 1,281,740 4,487,970 1,111,821 1,182,908 2,403,561 5,670,878
Other liabilities 194,852 177,435 325,568 188,912 520,420 366,347
Total liabilities 1,486,592 4,665,405 1,437,389 1,371,820 2,923,981 6,037,225
Net assets:
Invested in capital assets, net of 2,817,497 2,899,380 4,233,670 4,495 558 7,051,167 7,394,938
related debt
Restricted 53,247 115,901 - 53,247 115,901
Unrestricted 1,661,436 1,374,104 830,182 808,947 2,491,618 2,183,051

Total net assets $ 4,532,180 $ 4,389,385 § 5,063,852 $ 5304506 $ 9,596,032 $ 9,693,890

As noted earlier, net assets may serve over time as one useful indicator of a government's
financial condition. The assets of the Town of Kure Beach exceeded liabilities by $9,693,890 at
June 30, 2008. The Town's net assets for governmental activities and business type activities
were $4,389,385 and $5,304,505 respectively for the fiscal year ended June 30, 2008. However,
the largest portion $7,394,938 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 of Kure Beach uses these capital assets to provide services to
citizens; consequently, these assets are not available for future spending. Although the Town of
Kure Beach'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 of Kure Beach’s net
assets of $115,901 represents resources that are subject to external restrictions on how they may
be used. The remaining balance of $2,183,051 is unrestricted.



Management Discussion and Analysis
Town of Kure Beach

Several particular aspects of the Town'’s financial operations positively influenced the total

unrestricted governmental net assets:

e Continued diligence in the collection of property taxes by maintaining a tax collection

percentage of 99.03%.

Town of Kure Beach Change in Net Assets

Figure 3
Governmental Govemmental Business Type  Business Type
Activities Activities Activities Activities Total Total
2007 2008 2007 2008 2007 2008
Revenues:
Program revenues:

Charges for services $ 441,087 § 414630 § 1,110,494 § 1,556,661 $ 1,651,581 § 1,971,291
Operating grants and contrib utions 204,156 154,802 - 204,156 154,802
Capital grants and contributions - 500,000 - - 500,000
General revenues: - -
Property taxes 1,235,330 1,616,672 - 1,235,330 1,616,672
Other taxes 777,632 647,501 - 777,632 647,501
Grants and contributions not restricted - -
to specific programs - - - -
Other 71,380 56,896 142,599 19,653 213,979 76,549
Total revenues 2,729,585 3,390,501 1,253,093 1,676,314 3,982,678 4,966,815

Expenses:
General govermment 568,216 588,797 - 568,216 588,797
Public safety 1,249,612 1,382,345 - 1,249,612 1,382,345
Highw ays/streets 164,440 15,417 - 164,440 15,417
Environmental Protection 953,416 932,200 - 953,416 932,200
Economic development - 499,922 - - 499,922
Special Development 115,661 58,481 - 115,661 58,481
Cultural and recreation ’ - - - -
Interest on long-term debt 43,849 56,136 - 43,849 56,136
Water and sewer - 1,632,787 1,335,661 1,632,787 1,335,661
Other - - - -
Total expenses 3,095,194 3,533,298 1,632,787 1,335,661 4,727,981 4,868,959
Increase in net assets before transfers (365,609) (142,797) (379,694) 240,653 (745,303) 97,856
Transfers - - - -
Increase in net assets (365,609) (142,797) (379,694) 240,653 (745,303) 97,856
Net assets, July 1 4,897,789 4,532,182 5,443,546 5,063,852 10,341,335 9,596,034
Net assets, June 30 $ 4,532,180 § 4,389,385 3 5,063,852 § 5,304,505 § 9,596,032 $§ 9,693,890

Governmental activities. Governmental activities of the Town reported $4,389,385
in net assets. Key elements of this decrease are as follows:

e Increased expenditures



Management Discussion and Analysis
Town of Kure Beach '

Business-type activities: Business-type activities of the Town reported $5,304,505 in net
assets. Key elements of this increase are as follows:

e Reduced expenditures
Financial Analysis of the Town’s Funds

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

Governmental Funds. The focus of the Town of Kure Beach'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 of Kure Beach’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.

The general fund is the chief operating fund of the Town of Kure Beach. At the end of the current
fiscal year, unreserved fund balance of the General Fund was $1,154,784 while total fund
balance reached $1,998,729. 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 38% of total General Fund expenditures.

At June 30, 2008, the governmental funds of Town of Kure Beach reported a fund balance of
1,530,462.

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.

Proprietary Fund. The Town's proprietary fund provides the same type of information found in
the government-wide statements but in more detail. Unrestricted net assets of the Water and
Sewer Fund at the end of the fiscal year amounted to $808,947. Other factors concerning the
finances of this fund have already been addressed in the discussion of the Town's business-type
activities.

Capital Asset and Debt Administration

Capital assets. The Town of Kure Beach's investment in capital assets for its governmental and
business type activities as of June 30, 2008, totals $12,967,476. (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 the following additions (there were no
significant demolitions or disposals): '

e  Water Tower & Well House
e Vehicles



