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PO Box 3729
Sanford, NC 27331-3729 City of Sanford (919) 777-1112

November 20, 2018

To the Honorable Mayor, City Council and Citizens of Sanford:

The Comprehensive Annual Financial Report of the City of Sanford, North Carolina, for the year ended
June 30, 2018 submitted herewith in compliance with North Carolina General Statutes Section 159-34
which requires an annual independent audit and report on the financial activity of the City. This report is
composed of four major sections. The introductory section includes this letter of transmittal. The financial
section includes the auditors' opinion, management's discussion and analysis, financial statements,
footnotes, combining and individual fund statements. The statistical section includes various tables
reflecting the social and economic information, financial trends and fiscal capacity of the City. The final
section is the compliance section. '

The City is required to undergo an annual single audit in conformity with the provisions of “Title 2 U.S.
Code of Federal Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards and the State Single Audit Implementation Act.” Information
related to this single audit, including the schedule of expenditures of federal and state awards, and
auditors' reports on the internal control structure and compliance with applicable laws and regulations, are
included in the compliance section of this report.

The City is responsible for both the accuracy of the presented data and the completeness and fairness of
the presentation including all disclosures. We believe the data, as presented, is accurate in all material
aspects; that it is presented in a manner designed to fairly set forth the financial position and results of
operations of the City and its component unit as measured by the financial activity of its various funds and
that all disclosures necessary to enable the reader to gain an understanding of the City's financial activity
have been included.

In accordance with the criteria in Governmental Accounting Standards Board (GASB) Statement 14, the
Sanford ABC Board and Sanford Tourism Development Authority are considered component units of the
City. Both sets of Board members are appointed by the City Council and the City is financially accountable
for the ABC Board and Sanford Tourism Development Authority even though they are legally separate from
the City. These discretely presented component units are each reported in a separate column in the City’s
financial statements.

Although the Board members of the Sanford Housing Authority are appointed, it is considered to be a
related organization, however the City is not financially accountable for the Housing Authority. The Sanford
Housing Authority's financial statements are not included within this report.

Management's discussion and analysis of the basic financial statements (MD&A) immediately follows the
independent auditors’ report and provides a narrative introduction, overview, and analysis of the basic
financial statements. The MD&A is designed to complement this letter of transmittal and should be read in
conjunction with it.
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Profile of the Government

The City of Sanford is the county seat of Lee County and is located in the central piedmont area of North
Carolina. The City was incorporated in 1874 and presently has a land area of 25.29 square miles and a
population of 29,313. The City is empowered to levy a property tax on both real and personal property
located within its boundaries. Lee County is the only overlapping governmental unit which has the
authority to levy a tax. The City has the power by statute to extend its corporate limits by annexation which
is done periodically when deemed appropriate by the Council.

The City of Sanford is operated under a council-manager form of government which was adopted in 1944.
Policy making and legislative authority is vested in a City Council consisting of a mayor and seven council
members who are elected for four-year terms in odd numbered years. The City Manager is appointed by
the Council and is responsible to the Council for the administration of the affairs of the municipality. The
City provides a full range of municipal services which include administrative services, police, fire,
sanitation, streets, public improvements and planning. The City also operates a water and sewer system
which provides water and sewer services to its citizens and people living in the area around the City.

In developing and evaluating the City's accounting system, consideration has been given to the adequacy
of the internal accounting functions. Internal accounting controls are designed to provide reasonable, but
not absolute, assurance regarding: (1) the safeguarding of assets against loss from unauthorized use or
disposition and (2) the reliability of financial records for preparing financial statements and maintaining
accountability for assets. The concept of reasonable assurance recognizes that: (1) the cost of control
should not exceed the benefits likely to be derived and (2) the evaluation of costs and benefits requires
estimates and judgments by management.

Budgeting control is maintained at the department level by employing the encumbrance method of
accounting whereby estimated amounts are established for expenditures through the use of a purchase
order system. Before the release of purchase orders to vendors, the appropriation account is checked to
see if adequate funds are available for the payment of the purchase order, and purchase orders which
would result in an over expenditure of the departmental balance are not released until additional
appropriations have been made to the department. All encumbrances are finalized at June 30 and lapse
together with all unspent appropriations.

Local Economy

Major industries located within the City of Sanford’s corporate limits or in close proximity include several
manufacturing facilities. Among the largest of the manufacturing facilities are Pfizer (pediatric vaccines),
Frontier Spinning Mills (yarn manufacturing), Static Control Components (static elimination equipment),
Coty, USA (cosmetics) and Moen, Inc. (plumbing fixtures). In addition, the Lee County School system
provides employment to over 1,200 employees and is the largest employer in the county.

The diverse economic base of manufacturing, wholesale and retail trade, services and construction as well
as the City’s close proximity to the Research Triangle area and the Fayetteville/Ft. Bragg area normally
allows the City’s local economy to withstand fluctuations. Due to the recession in the national economy and
housing market, the increase in consumer product costs as well as the high unemployment rate, the local
economy in Sanford has remained slow over the past few years. However, we appear to be starting the
rebound. The County’s unemployment rate was 4.7 % in June 2018 and this was the lowest point since
April 2006.

The US 421 and NC 87 By-Pass continues to have a positive impact on our commercial growth along the
south end of NC 87. The continuation of a large residential complex along the south end of NC 87 as well
as several retail stores have occurred this past fiscal year. Several additions have also started construction
and others have been announced and other properties within close proximity. More growth in that area is
expected in the near future. The City and County’s Inspections department continues to see growth in the
commercial valuations issued through permits this fiscal year.

Our regional airport, The Raleigh Executive Jetport at Sanford-Lee County, continues construction and
renovations for 26-28 additional hangars. The City is working with the airport to extend sewer to the area
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around the airport to encourage commercial growth on the premises. Golden Leaf has granted $1,500,000
towards this project.

Long-Term Financial Planning

The City issued $8,500,000 in general obligation bonds in January 2015. This issuance was for bond
projects as follows: $6,500,000 for streetscape improvements in Downtown Sanford and Downtown
Jonesboro, and $2,000,000 for sidewalk improvements. The construction of these projects was completed
last fiscal year with a total cost of approximately $13,500,000. Of the additional funds needed, $2,500,000
came from fund balance and $2,500,000 was issued in installment purchase financing in January 2018.

City Council did not increase utility rates in fiscal year 2018-19 based on the reserves in the utility fund and
based on additional revenues received from industrial waste hauling. The City must continue to monitor
and adjust our rates in order to maintain a strong bond rating, maintain adequate reserves, and debt
coverage necessary to meet our obligations.

Relevant Financial Policies and Updates

Fitch affirmed the City’s revenue bond rating in August 2018. In January 2017, Fitch upgraded the City’s
general obligation bond rating from AA- to AA. Fitch stated “the revised criteria highlights the city’s solid
revenue framework, low long-term liability burden, and outstanding gap-closing capacity.”

Major Initiatives

There are two remaining projects that were approved by our citizens to be funded through general
obligation bonds totaling $6,000,000. The first project is $2,000,000 for parks and recreation and this debt
is expected to be issued in February 2019. The City plans to construct and operate a splash pad at Kiwanis
Family Park. Upgraded facilities, walking path, and playground area is also planned through this project.
The City was awarded $350,000 in Parks and Recreation Trust Fund (PARTF) grants to be added to the
parks and recreation bond money to maximize the impact of the projects within this park. The second

project is $4,000,000 to extend the greenway and that bond issuance is expected in fiscal year 2020 or
later.

The City was awarded a $4,000,000 grant from the Golden Leaf Foundation to assist with cost of extending
sewer lines to the Moncure Megasite located in Chatham County. The cost of this project is estimated at
$14,500,000. Chatham County is budgeted to contribute $3,500,000 towards the cost of the project and the
balance will come from the City of Sanford. The City is expected to issue debt for a portion of this cost. This
in addition to the Golden Leaf grant will complete this sewer extension project to help attract economic

development to our area while helping the City to diversify its sewer customer base and bring additional
sewer revenue.

Over 700 acres was annexed into the City in a prior fiscal year for a new Enterprise Industrial Park. The
City is in the process of providing water and sewer utilities to this site enabling this it to be a “certified-
ready” site for economic development purposes. This Industrial Park is in close proximity to the Moncure
Megasite as well. The City and County entered into a public-private partnership to help with costs toward
building a spec building at the Enterprise Industrial Park. Hopefully this will entice large companies into
locating at the industrial park.

Award and Acknowledgements

The Government Finance Officers Association (GFOA) of the United States and Canada awarded a
Certificate of Achievement for Excellence in Financial Reporting to the City of Sanford, North Carolina, for
its Comprehensive Annual Financial Report for the fiscal year ended June 30, 2017. The City has received
the award every year since 1981.

In order to be awarded a Certificate of Achievement, a government must publish an easily readable and
efficiently organized comprehensive annual financial report, whose contents conform to program

standards. Such reports must satisfy both generally accepted accounting principles and applicable legal
requirements.
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A Certificate of Achievement for Excellence in Financial Reporting is valid for a period of one year only.
We believe our current report continues to conform to Certificate of Achievement Program requirements
and we are submitting it to the Government Finance Officers Association to determine its eligibility for
another certificate.

In addition, the City of Sanford also received the GFOA’s Distinguished Budget Presentation Award for its
annual budget document dated July 1, 2017. In order to qualify for the Distinguished Budget Presentation
Award, the City’s budget document had to be judged proficient as a policy document, a financial plan, an
operations guide, and a communications device.

The City of Sanford also received its first award for outstanding achievement in Popular Annual Financial
Reporting by the GFOA for the fiscal year ended June 30, 2017. The GFOA established the Popular
Annual Financial Reporting Awards Program to encourage and assist state and local governments to
extract information from their comprehensive annual financial report to produce high quality popular annual
financial reports specifically designed to be readily accessible and easily understandable to the general
public and other interested parties without a background in public finance.

The preparation of this report could not have been accomplished without the efficient and dedicated
services of the staff of the financial services department. We would like to express our appreciation to all
members of the department who assisted and contributed to its preparation. Credit must also go to the
Mayor and members of the City Council for their interest and support for maintaining the highest standards
of professionalism in the management of the City of Sanford’s finances.

Respectfully submitted,

JL%W

Hal Hegwer
City Manager

Bm\ﬁ.%

Beth T. Kelly
Financial Services Director
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SUBMITTED TO:

THE MAYOR AND THE CITY COUNCIL
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Hal Hegwer Beth T. Kelly
City Manager Director of Financial Services
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CPA

!l- Joyce and
Company,

Certified Public Accountants

104 Brady Court, Cary, North Carolina 27511

Phone 919-466-0946 Fax 919-466-0947 Independent Auditor’s Report

To the Honorable Mayor and
Members of the City Council
City of Sanford, North Carolina

Report on the Financial Statements
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 City of Sanford, North Carolina, as of and for the year

ended June 30, 2018, and the related notes to the financial statements, which collectively comprise the City’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and

maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in

accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall financial statement presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, based on our audit, 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 City of Sanford, North Carolina as of June 30, 2018, 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 accordance with accounting principles generally accepted in the United States of America.

Members: American Institute of Certified Public Accountants gNorth Carolina Association of Certified Public Accountants
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and
Analysis, the Law Enforcement Officers’ Special Separation Allowance’s Schedules of the Changes in Total Pension
Liability and Total Pension Liability as a Percentage of Covered Payroll, and the Other Postemployment Benefits’ Schedules
of Changes in the Net OPEB Liability and Related Ratios, City Contributions, and Investment Returns and the Local
Gover#fment Employees’ Retirement System’s Schedules of the Proportionate Share of the Net Pension Liability and
Contributions be presented to supplement the basic financial statements. Such information, although not a required part of
the basic financial statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial statements.

We do not express an opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the basic
financial statements of the City of Sanford, North Carolina. The introductory information, combining and individual fund
statements, budgetary schedules, other schedules, statistical section, as well as the accompanying Schedule of Expenditures
of Federal and State Awards as required by the State Single Audit Implementation Act are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The combining and individual fund statements, budgetary schedules, other schedules, and the Schedule of Expenditures of
Federal and State Awards are the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America by us. In our opinion, based on our audit, the
procedures performed as described above, the combining and individual fund statements, budgetary schedules, other

schedules and Schedule of Expenditures of Federal and State Awards are fairly stated, in all material respects, in relation to
the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 20, 2018 on our
consideration of City of Sanford’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grants agreements, and other matters. The purpose of the report is to describe
the scope of our testing of internal control over financial reporting and compliance and the results of that testing, and not to
provide an opinion on internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering City of Sanford’s internal control over

financial reporting and compliance.
gt ool Gompany. iy

JP@YCt AND COMPANY, CPA
November 20, 2018 Cary, North Carolina
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CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2018

As management of the City of Sanford, we offer readers of the City of Sanford’s financial statements this
narrative overview and analysis of the financial activities of the City of Sanford for the fiscal year ended
June 30, 2018. We encourage readers to read the information presented here in conjunction with
additional information that we have furnished in the City’s financial statements, which follow this
narrative. 4

Financial Highlights

e The assets of the City of Sanford exceeded its liabilities and its deferred outflows of resources
at the close of the fiscal year by $119,802,735 (net position).

e The government’s total net position decreased by $22,967,546, largely due to decreases in the
governmental activities’ net position. The decrease is attributable to the implementation of
Governmental Accounting Standards Board (GASB) Statement 75 which reduced net position
by $30,917,695.

e As of the close of the current fiscal year, the City of Sanford’'s governmental funds reported
combined ending fund balances of $15,461,612, with an increase of $3,511,154 in fund balance.
Of this amount 26.1%, or $4,037,161, is non-spendable or restricted.

e Atthe end of the current fiscal year, fund balance available for appropriation in the General Fund
was $11,035,462, or 38.1% of total General Fund expenditures for the fiscal year.

e The City of Sanford’s total net debt decreased by $673,292 during the fiscal year. The key
factors in this decrease was the annual debt service payment for revenue bonds and notes
payable in the utility fund which was offset with the additional debt issued for streetscape and
street resurfacing.

¢ The City of Sanford maintains a Aa3 bond rating from Moody’s and a AA- from Fitch for the
revenue bond issuance.

e The City of Sanford maintains an Aa3 bond rating from Moody’s and AA from Fitch for the
general obligation bond issuance for streetscape and sidewalks.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City of Sanford’s basic
financial statements. The City’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 City 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 City of Sanford.

10
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CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2018

Figure 1

Required Components of Annual Financial Report

[ |

Management’s Basic
Discussion and Financial
Analysis Statements
|
|
I i
Government-Wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
Summary > Detail

Basic Financial Statements

The first two statements in the basic financial statements are the Government-Wide Financial
Statements. They provide both short and long-term information about the City’s financial status.

The next statements are Fund Financial Statements. These statements focus on the activities of the
individual parts of the City’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 City’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 City’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 City’s financial status
as a whole.

The two government-wide statements report the City’s net position and how they have changed. Net
position is the difference between the City’s total assets and deferred outflows of resources and total

liabilities and deferred inflows of resources. Measuring net position is one way to gauge the City’s
financial condition.

11
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CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2018

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 City’s
basic services, such as public safety, sanitation, and general administration. Property taxes, sales taxes
and Federal and State grant funds finance most of these activities. The business-type activities are
those that the City charges customers to provide. These include the water and sewer services operated
by the City of Sanford. The final category includes two component units. Although both component
units are legally separate from the City, the ABC Board and Sanford Tourism Development Authority are
important to the City because the City exercises control over each Board by appointing its members.

Fund Financial Statements

The fund financial statements provide a more detailed look at the City’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 City of Sanford, 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 City’s budget ordinance. All of
the funds of the City of Sanford 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 City’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 City’s programs. The relationship between
governmental activities (reported in the Statement of Net Position and the Statement of Activities), and
governmental funds are described in a reconciliation that is a part of the fund financial statements.

The City of Sanford 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 City, the
management of the City, and the decisions of the Board about which services to provide and how to pay
for them. It also authorizes the City to obtain funds from identified sources to finance these current
period activities. The budgetary statement provided for the General Fund demonstrates how well the
City complied with the budget ordinance and whether or not the City 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. The City of Sanford has one type of proprietary fund. Enterprise Funds are used to
report the same functions presented as business-type activities in the government-wide financial
statements. The City of Sanford 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
Position and the Statement of Activities.
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CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2018

Fiduciary Funds. Fiduciary Funds are used to account for resources held for the benefit of parties
outside the government. Fiduciary funds are notreflected in the government-wide financial statements
because the resources of those funds are not available to support the City of Sanford’s own programs.
The accounting used for fiduciary funds is much like that used for proprietary 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.

Other Information. In addition to the basic financial statements and accompanying notes, this report
includes certain required supplementary information concerning the City of Sanford’s progress in funding
its obligation to provide pension benefits to its employees.

Interdependence with Other Entities. The City depends on financial resources flowing from, or
associated with, both the Federal Government and the State of North Carolina. Because of this
dependency, the City is subject to changes in specific flows of intergovernmental revenues based on
modifications to Federal and State laws and Federal and State appropriations. It is also subject to
changes in investment earnings and asset values associated with U.S. Treasury Securities because of
actions by foreign government and other holders of publicly held U.S. Treasury Securities.

Government-Wide Financial Analysis

City of Sanford's Net Position

Governmental Business-Type
Activities Activities Total
2018 2017 2018 2017 2018 2017
Currentassets $ 17,215,024 $ 14,190,795 $ 24,739,531 $ 26,060,925 $ 41,954,555 $ 40,251,720
Capital and non-cument assets 39,861,503 35,942,469 149,654,468 147,888,249 189,515,971 183,830,718
Deferred outflows of resources 3,315,041 3,877,912 911,484 1,163,086 4,226,525 5,040,998
Total assets and deferred
outflows of resources 60,391,568 54,011,176 175,305,483 175,112,260 235,697,051 229,123,436
Long-term liabilities 47,922,237 23,421,194 56,306,724 52,531,285 104,228,961 75,952,479
Other liabilities 4,126,631 4,366,797 4,914,432 5,514,826 9,041,063 9,881,623
Deferred inflows of resources 1,993,633 431,927 630,659 87,126 2,624,292 519,053
Total liabilities and deferred
inflows of resources 54,042,501 28,219,918 61,851,815 58,133,237 115,894,316 86,353,155
Netposition:
Netinvestmentin capital assets 26,743,541 25,495,917 101,354,726 96,260,059 128,098,267 121,755,976
Restricted 3,879,722 3,520,290 - - 3,879,722 3,520,290
Unrestricted (24,274,196) (3,224,949) 12,098,942 20,718,964 (12,175,254) 17,494,015
Total netposition $ 6,349,067 $ 25,791,258 $ 113,453,668 $ 116,979,023 $ 119,802,735 $ 142,770,281
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CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2018

e As noted earlier, net position may serve, over time, as one useful indicator of a government’s
financial condition. In the case of the City of Sanford, assets exceeded liabilities and deferred
outflows by $119,802,735 as of June 30, 2018. The City’'s net position decreased by
$22,967,546 for the fiscal year ended June 30, 2018. However, $128,098,267 of net position
reflects the City’s net investment in capital assets (e.g. land, buildings, machinery, and
equipment). The City of Sanford uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City of Sanford’s
net investment in 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. Also, $3,879,722 of net position are restricted and these
are resources that are subject to external restrictions on how they may be used. The remaining
balance of $(12,175,254) is unrestricted and this negative number is attributable to the
implementation of Governmental Accounting Standards Board (GASB) Statement 75 which
reduced net position by $30,917,695.

Several particular aspects of the City’s financial operations influenced the total unrestricted net position:

e The decrease is attributable to the implementation of Governmental Accounting Standards
Board (GASB) Statement 75 which reduced net position by $30,917,695.

e Slight increase in property tax revenues due to growth from prior year. The tax collection
percentage in the current year is 99.2%.

e Expenses and accruals related to pension liabilities (LGERS and LEO)

14
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June 30, 2018

City of Sanford's Changes in Net Position

Govemmental Business-Type
Activities Activities Total
2018 2017 2018 2017 2018 2017
Revenues:
Program revenues:
Charges for services $ 3529,104 $ 3371450 $ 21500595 $ 20,976,862 $ 25,029,699 $ 24348312
Operating grants and contributions 2,507,804 2,342,136 6,888 1,331,438 2,514,692 3,673,574
Capital grants and contributions 3,804,509 521,943 4,283,958 953,656 8,088,467 1.475,599
General revenues:
Property taxes 15,616,271 15,330,856 - - 15,616,271 15,330,856
Other taxes 5,425,297 5,209,274 - - 5,425,297 5,209,274
Intergovernmental not restricted 2,513,887 2,529,998 - -7 2,513,887 r 2,529,998
Other 717,029 305,067 247,151 85,759 964,180 390,826
Total revenues 34,113,901 29,610,724 26,038,592 23,347,715 60,152,493 52,958,439
Expenses:
General govemment 6,255,998 6,435,236 - - 6,255,998 6,435,236
Public safety 15,554,343 15,218,284 - - 15,554,343 15,218,284
Streets 3,426,390 4,157,492 - - 3,426,390 4,157,492
Sanitation 2781911 2,676,312 - - 2,781,911 2,676,312
Community development 2,083,800 1,943,751 - - 2,083,800 1,943,751
Intereston long-term debt 318914 262,234 - - 318914 262,234
Utility - - 21,780,988 21,145,567 21,780,988 21,145,567
Golf - - - - - -
Total expenses 30,421,356 30,693,309 21,780,988 21,145,567 52,202,344 51,838,876
Increase (decrease) in netposition
before disposals and transfers 3,692,545 (1,082,585) 4,257,604 2,202,148 7,950,149 1,119,563
Gain (loss) ondisposal - - - - - -
Transfers 10,250 22,216 (10,250) (22,216) - -
Increase (decrease)in netposition 3,702,795 (1,060,369) 4,247,354 2,179,932 7,950,149 1,119,563
Netposition, beginning, as previously
stated 25,791,258 29,239,014 116,979,023 115,544,984 142,770,281 144,783,998
Restatement (23,144,986) (2,387,387) (7,772,709) (745,893) (30,917,695) (3,133,280)
Netposition, beginning, restated 2,646,272 26,851,627 109,206,314 114,799,091 111,852,586 141,650,718
Net position, ending $ 6,349,067 $ 25,791,258 $ 113,453,668 $ 116,979,023 $ 119,802,735 $ 142,770,281

15



Return to Table of Contents

CITY OF SANFORD, NORTH CAROLINA
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2018

Governmental Activities. Governmental activities increased the City’s net position by $3,702,795. Key
elements of this increase are as follows:

e Property tax revenues increased approximately $270,000 compared to prior year due to
growth in valuations and stable tax collection rate

e Transfers to other funds decreased approximately $1,800,000 compared to prior year. This
decrease was primarily due to the sidewalk and streetscape capital projects in the prior
fiscal year.

e Increase in salary and benefit expenses due to insurance increases and cost of living
adjustment given.
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Business-Type Activities: Business-type activities increased the City of Sanford’s net position by
$4,247,354, accounting for a portion of the growth in the government’s net position. Key elements of
this increase are as follows

e Water revenue increased approximately $618,610 compared to prior fiscal year primarily due
to bulk water agreements and their related usage

e Additional revenue was received in the amount of $500,000 for reservation of capacity at the
Waste Water Treatment Plant
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Financial Analysis of the City’s Funds

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

Governmental Funds. The focus of the City of Sanford’s governmental funds is to provide information
on near-term inflows, outflows, and balances of usable resources. Such information is useful in
assessing the City of Sanford’s financing requirements.

The General Fund is the chief operating fund of the City of Sanford. At the end of the current fiscal year,
the City's fund balance available in the General Fund was $10,056,421 while total fund balance reached
$14,406,606. The City currently has an available fund balance of 34.7% of General Fund expenditures,
while total fund balance represents 49.7% of the same amount.

At June 30, 2018, the governmental funds of the City of Sanford reported a combined fund balance of
$15,461,612, a 29.4% increase from last year. Included in this change in fund balance is an increase of
$3,981,149 in the General Fund and a decrease in the Non-Major Funds’ fund balances of $469,995.

General Fund Budgetary Highlights: During the fiscal year, the City 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 $3,050,974 increase in appropriations between the original and final
amended budget. The increase is primarily because of fund balance re-appropriated in the amount of
$775,763 and contributions from the streetscape projects to the general fund in the amount of
$2,556,237.

Revenue came in slightly over budget. Sales tax, utility franchise, miscellaneous revenue, and sanitation
revenue all show slight decreases compared to budget. However, ad valorem tax, increase income,
sale of property, and inspection revenue reflect an increase compared to budget.

On the expenditure side, $756,784 in capital items / projects were not received or completed by June
30. Other expenditures were held in check to comply with budgetary requirements.

Proprietary Funds. The City of Sanford’s proprietary funds provide the same type of information found
in the government-wide statements but in more detail. Unrestricted net position of the Utility Fund at the
end of the fiscal year amounted to $12,098,942. The total change in net position for the Utility Fund was
$3,525,355, respectively. Other factors concerning the finances of this fund have already been
addressed in the discussion of the City of Sanford’s business-type activities.
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Capital Asset and Debt Administration

Capital Assets. The City of Sanford’s investment in capital assets for its governmental and business-
type activities as of June 30, 2018 totals $188,400,762, (net of accumulated depreciation). These assets
include buildings, roads and bridges, land, treatment plants, utility lines, machinery and equipment, golf
facilities, and vehicles.

Major capital asset transactions during the year include the following items:

e Water and sewer lines completed of approximately $1,900,000.

e New streetscape and sidewalk projects completed (including land) of approximately
$18,900,000.

e No major demolitions were recorded this year.

City of Sanford's Capital Asset

(net of depreciation)
Governmental Business-Type
Activities Activities Total
2018 2017 2018 2017 2018 2017
Land $ 5572454 $ 4,468,688 $ 1,250,566 $ 537,270 $ 6,823,020 $ 5,005,958
Buildings 5,111,553 5,562,904 192,384 187,152 5,303,937 5,750,056
Plants - - 85,688,469 89,081,873 85,688,469 89,081,873
Tanks and lines - - 55,804,811 54,820,028 55,804,811 54,820,028
Streets 23,870,924 6,904,765 - - 23,870,924 6,904,765
Equipment 3,210,182 3,669,773 1,134,700 1,163,452 4,344,882 4,833,225
Construction in progress 981,181 14,171,906 5,583,538 2,098,474 6,564,719 16,270,380
Total $ 38,746,294 $ 34,778,036 $ 149,654,468 $ 147,888,249 $ 188,400,762 $ 182,666,285

Additional information on the City’s capital assets can be found in Note 4 of the Basic Financial
Statements.

Long-Term Debt. As of June 30, 2018, the City of Sanford had total bonded debt outstanding of
$40,635,000. Of this amount, $33,485,000 is backed by revenues from water and sewer user charges.
The other portion of the bonded debt is $7,150,000 in general obligation bonds that were approved
through referendum and supported by the tax base. The remainder of the City’s debt represents notes
payable and installment purchase agreements.

Governmental Business-Type
Activities Activities Total
2018 2017 2018 2017 2018 2017

Bonds $ 7,150,000 $ 7,600,000 $ 33,485,000 $ 35,965,000 $ 40,635,000 $ 43,565,000
Deferred amounts, net 621,886 650,699 923,366 976,130 1,545,252 1,626,829
Notes payable - - 14,446,262 15,290,882 14,446,262 15,290,882
Installment purchase

contracts 4,230,867 1,047,962 - - 4,230,867 1,047,962

Total $ 12,002,753 $ 9,298,661 $ 48,854,628 $ 52,232,012 $ 60,857,381 $ 61,530,673

The City of Sanford’s total debt decreased by $673,292 during the past fiscal year.
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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 City of Sanford is $180,036,071.

Additional information regarding the City of Sanford’s long-term debt can be found in Note 2.B.5 of the
Basic Financial Statements.

Economic Factors and Next Year's Budget and Rates
The following key economic indicators reflect the growth and prosperity of the City.

e As has been the case nationwide, the unemployment rate decreased this past year. The rate
decreased from 4.8% in June 2017 to 4.7% in June 2018.

e The City is seeing continued business growth in the commercial sector. Residential growth has
been slower, however several projects have recently been approved.

Budget Highlights for the Fiscal Year Ending June 30, 2019

Governmental Activities: In FY 18-19 the City will complete the parks and recreations bond project which
will add an estimated $200,000 in additional debt payments and $210,000 in annual expenditures for
park operations. The City expects to experience continued positive revenue growth during FY 2018-19,
however due to the additional debt and park project the City will increase its tax rate by $0.02 cents.
The City did not increase the sanitation fee in FY 18-19, however did implement a vehicle fee of $30 per
registered vehicle to be used primarily for annual street resurfacing. Cooperation between local
governments continues to be successful. We are excited about the possibilities of the new business
park and the benefits we will receive from increased jobs and investments. With these increases we
have continued to offer consistent, uninterrupted services to our citizens.

Business-type Activities: The City has two significant utility projects that it will continue to construct in
FY 2018-19. The Hawkins Avenue 16-inch waterline extension which will cost approximately $3.5
million. The second project is for the city to provide sanitation sewer to the Moncure Megasite. This site
could bring thousands of jobs to our area. The total cost of the project is approximately $16 million. We
have been awarded a $4 million grant from the Golden Leaf Foundation for the project, and Chatham
County has agreed to contribute approximately $3.5 million, and the City will issue debt for the remainder
of the cost. The project will also allow the Raleigh Exec Jetport to provide sewer service to new and
existing businesses located at the airport along with a grant from Golden Leaf Foundation for $1.5
million.

The City anticipates sufficient revenue in FY 18-19 to meet obligations without having to adjust rates.
This is mainly due to revenue received from industrial hauling. We must continue to study our utility rates
in order to retain a strong bond rating, adequate reserves, and debt coverage necessary to meet our
obligations.

Requests for Information

This report is designed to provide an overview of the City’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 Financial Services Director, City of Sanford, at P.O. Box 3729,
Sanford, North Carolina 27331-3729.
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Exhibit 1
CITY OF SANFORD, NORTH CAROLINA
STATEMENT OF NET POSITION
June 30, 2018
Component Units
Primary Government Tourism
Governmental Business-Type Development
Activities Activities Total ABCBoard _ Authority
Assets:
Current assets:

Cash, cash equivalents and investments $ 14253173 $ 20,503,883 $ 34,757,056 $ 1,176,895 $ 123,022

Property taxes receivable, net of allowance for uncollectible accounts 21,633 - 21,633 - -

Accounts receivable, net of allowance for uncollectible accounts 133,479 2,545,085 2,678,564 - -

Due from other governmental agencies 2,191,228 791,280 2,982,508 - 48,779

Prepaid items 97,164 46,320 143,484 23,749 -

Deposits 36,900 - 36,900 - -

Inventories 105,321 99,807 205,128 471,526 -

Note receivable 49,224 - 49,224 - -

Restricted cash 326,902 753,156 1,080,058 - -
Total current assets 17,215,024 24,739,531 41,954,555 1,672,170 171,801
Non-current assets:

Note receivable-net of current portion 1,115,209 - 1,115,209 - -

Capital assets, non-depreciable 6,553,635 6,834,104 13,387,739 - -

Capital assets, net of depreciation 32,192,659 142,820,364 175,013,023 694,586 -
Total non-current assets 39,861,503 149,654,468 189,515,971 694,586 -
Total assets 57,076,527 174,393,999 231,470,526 2,366,756 171,801
Deferred Outfiows of Resources 3,315,041 911,484 4,226,525 81,595 -
Liabilities:

Current liabilities:

Accounts payable and accrued liabilities 2,031,951 816,628 2,848,579 412,456 69

Accrued interest payable 137,523 215,779 353,302 - -

Current portion of long-term liabilities 1,957,157 3,683,755 5,640,912 - -
Payable from restricted assets:

Deposits - 198,270 198,270 - -
Total current liabilities 4,126,631 4,914,432 9,041,063 412,456 69
Non-current liabilities:

Total pension liability LGERS 3,142,150 963,453 4,105,603 74,706 -
Total pension liability LEO 3,976,249 - 3,976,249 - -

Net OPERB liability 29,138,617 9,845,852 38,984,469 249,948 -

Due in more than one year 11,665,221 45,497,419 57,162,640 -
Total liabilities 52,048,868 61,221,156 113,270,024 737,110 69
Deferred Inflows of Resources 1,993,633 630,659 2,624,292 2,153
Net Position:

Net investment in capital assets 26,743,541 101,354,726 128,098,267 694,586 -
Restricted for:

Stabilization by State statute 2,981,496 - 2,981,496 - 48,779

Community development 660,096 - 660,096 - -

Inspections building permits 167,791 - 167,791 - -

Public safety 60,866 - 60,866 - -

Other 9,473 - 9,473 - 122,953

Working capital - - - 179,830 -
Unrestricted (24,274,196) 12,098,942 (12,175,254) 834,672 -
Total net position $ 6,349,067 $ 113,453,668 $ 119,802,735 $ 1,709,088 $ 171,732

The accompanying noles are an integral part of these financial statements.
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CITY OF SANFORD, NORTH CAROLINA Exhibit 2
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2018
Program Revenues Net (Expense) Revenue and Changes in Net Position
Primary Government Component Units
Operating Capital Tourism
Charges for Grants and Grants and Governmental Business-Type Development
Functions/Programs: Expenses Services Contributions Contributions Activities Activities Total ABC Board Authority
Primary Government:
Govemmental Activities:

General government $ 6,255,998 633,298 $ 44,586 - $ (5,578,114) $ - $ (5,578,114) $ - 8 -

Public safety 15,554,343 689,143 743,085 - (14,122,115) - (14,122,115) - -

Streets 3,426,390 215,402 801,200 3,804,509 1,394,721 - 1,394,721 - -

Sanitation 2,781,911 1,991,261 - - (790,650) - (790,650) - -

Community development 2,083,800 - 918,933 - (1,164,867) - (1,164,867) - -

Interest on long-term debt 318,914 - - - (318,914) - (318,914) - -

Total governmental activities 30,421,356 3,529,104 2,507,804 3,804,509 (20,579,939) - (20,579,939) - -
Business-Type Activities:

Utility 21,780,988 21,500,595 6,888 4,283,958 - 4,010,453 4,010,453 - -
Total primary government $ 52,202,344 25,029,699 $ 2,514,692 8,088,467 $ (20,579,939) 4,010,453 (16,569,486) - -
Component Units:

Tourism Development Authority $ 2,943 - $ - - $ - % - 8 - 8 - 8 (2,943)
ABC Board 5,993,859 6,069,000 - - - - - 75,141 -
Total component units $ 5,996,802 6,069,000 $ - - $ - $ - $ - $ 75,141 § (2,943)

General revenues:
Taxes:
Property taxes, levied for general purpose 15,616,271 - 15,616,271 - -
Local option sales tax 5,425,297 - 5,425,297 - -
Tourism development tax - - - - 174,675
Intergovernmental revenues, unrestricted 2,513,887 - 2,513,887 - -
Investment earnings 216,637 247,151 463,788 1,673 -
Gain on sale of capital assets 306,949 - 306,949 - -
Miscellaneous 193,443 - 193,443 1,502 -
Total general revenues 24,272,484 247,151 24,519,635 3,175 174,675
Transfers in (out) 10,250 (10,250) - - -
Change in net position 3,702,795 4,247,354 7,950,149 78,316 171,732
Net position - beginning (as previously stated) 25,791,258 116,979,023 142,770,281 1,651,373 -
Adjustment to beginning net position (23,144,986) (7,772,709) (30,917,695) (20,601) -
Net position - beginning (as restated) 2,646,272 109,206,314 111,852,586 1,630,772 -
Net position, ending $ 6,349,067 $ 113,453,668 $ 119,802,735 $ 1,709,088 $ 171,732

The accompanying notes are an integral part of these financial statements.
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Exhibit 3
CITY OF SANFORD, NORTH CAROLINA
BALANCE SHEET - GOVERNMENTAL FUNDS
June 30, 2018
Major Funds Nonmajor Total
Govermnmental Governmental
General Funds Funds
Assets:
Assets:
Cash, cash investments, and investments $ 13,267,455 $ 984,906 $ 14,252,361
Cash, restricted 250,820 76,082 326,902
Property taxes receivable, net 20,243 1,390 21,633
Accounts receivable, net 133,479 - 133,479
Due from other governmental agencies 2,183,188 8,040 2,191,228
Prepaid items 52,118 - 52,118
Inventories 105,321 - 105,321
Total assets $ 16,012,624 1,070,418 17,083,042
Liabilities, Deferred Inflows of Resources, and Fund Balances:
Liabilities:
Accounts payable $ 1,475,210 14,022 1,489,232
Deferred Inflows of Resources:
Property taxes receivable 20,243 1,390 21,633
Sanitation fees receivable-net 55,914 - 55,914
Other receivables 41,961 - 41,961
Prepaid annual golf memberships 12,690 - 12,690
Total deferred inflows of resources 130,808 1,390 132,198
Fund Balances:
Non-spendable:
Inventories 105,321 - 105,321
Prepaid items 52,118 - 52,118
Restricted:
Stabilization by State statute 2,975,575 5,921 2,981,496
Community development - 660,096 660,096
Inspections building permits 167,791 - 167,791
Public Safety 60,866 - 60,866
Other 9,473 - 9,473
Committed:
Economic development - 299,475 299,475
LEO Special Separation Allowance 979,041 - 979,041
Assigned:
Downtown revitalization - 89,514 89,514
Subsequent year's expenditures 58,300 - 58,300
Unassigned 9,998,121 - 9,998,121
Total fund balances 14,406,606 1,055,006 15,461,612
Total liabilities, deferred inflows of resources,
and fund balances $ 16,012,624 $ 1,070,418 $ 17,083,042

The accompanying notes are an integral part of these financial statements.
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Exhibit 3
CITY OF SANFORD, NORTH CAROLINA
BALANCE SHEET - GOVERNMENTAL FUNDS
June 30, 2018
Total
Governmental
Funds
Fund balances - Total Governmental Funds $ 15,461,612
Amounts reported for governmental activities in the Statement of Net Position are different because:
Capital assets used in governmental activities are not financial resources and, therefore,
are not reported in the funds. 38,746,294
Deferred inflows of resources related to pensions are not reported in the funds (1,980,943)
Notes receivable are not current financial assets and, therefore are not reported in the funds 1,164,433
Deferred revenue in governmental funds is susceptible to full accrual on the
entity wide statements 119,508
Consolidation adjustment for internal balances between the Internal Service Fund and
the governmental funds. (459,961)
Long-term liabilities used in governmental activities are not financial uses and, therefore,
are not reported in the funds.
Government bonds and notes payable (11,380,867)
Premiums on bonds (621,886)
Compensated absences (1,619,625)
Total pension liability LGERS (3,142,150)
Total pension liability LEO (3,976,249)

Net OPEB liability (29,138,617) (49,879,394)
Deferred outflows of resources related to pensions are not reported in the funds 3,315,041
Some liabilities are not due and payable in the current period and therefore,
are not reported in the funds.

Accrued interest (137,523)
Net position of governmental activities $ 6,349,067

The accompanying notes are an integral part of these financial statements.
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Exhibit 4
CITY OF SANFORD, NORTH CAROLINA
STATEMENT OF REVENUES, EXPENDITURES, AND

CHANGES IN FUND BALANCES - GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2018

Major Funds Nonmajor Total
General Governmental Governmental
Fund Funds Funds

Revenues:
Ad valorem taxes $ 15,485,911 $ 59,715 $ 15,545,626
Other taxes 5,431,167 - 5,431,167
Penalties and interest 54,395 - 54,395
License and permits 682,409 - 682,409
Intergovernmental revenues 4,616,542 600,269 5,216,811
Investment income 197,663 18,974 216,637
Sales and services 1,986,415 - 1,986,415
Miscellaneous revenues 925,394 48,961 974,355
Total revenues 29,379,896 727,919 30,107,815
Expenditures:
Current operating:

General government 5,446,965 - 5,446,965

Public safety 14,102,110 - 14,102,110

Streets 2,457,959 - 2,457,959

Sanitation 2,545,634 - 2,545,634

Community development 1,376,361 637,359 2,013,720

Capital outlay 2,020,680 716,510 2,737,190
Debt service:

Principal 767,095 - 767,095

Interest 276,143 - 276,143
Total expenditures 28,992,947 1,353,869 30,346,816
Revenues in excess of (less than)

expenditures 386,949 (625,950) (239,001)
Other Financing Sources (Uses):
Insurance recovery 12,822 - 12,822
Transfers in 2,581,236 255,941 2,837,177
Transfers (out) (361,691) (2,556,236) (2,917,927)
Sale of property 361,833 - 361,833
Instaliment purchase issuance 1,000,000 2,500,000 3,500,000
Debt issuance costs - (43,750) (43,750)
Total other financing sources (uses) 3,594,200 155,955 3,750,155
Net change in fund balances 3,981,149 (469,995) 3,511,154
Fund balances, beginning of year 10,425,457 1,525,001 11,950,458
Fund balances, end of year $ 14,406,606 $ 1,055,006 $ 15,461,612

The accompanying notes are an integral part of these financial statements.
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Exhibit 5
CITY OF SANFORD, NORTH CAROLINA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2018

Amounts reported for governmental activities in the Statement of Activities (Exhibit 2) are different because:
Net changes in fund balance - total governmental funds (Exhibit 4) $ 3,511,154
Governmental funds report capital outlays as expenditures. However, in the Statement

of Activities, the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense.

Additions to capital assets $ 2,737,190
Current year depreciation expense (2,395,737) 341,453
Current receipts of prior loans are not revenues (107,280)

Revenues in the statement of activities that do not provide current financial resources
are not reported as revenues in the funds.
Developer's contributed capital 3,694,509

The net effect of various miscellaneous transactions involving capital assets (i.e.-sales,
trade-ins, and transfers) is to decrease net position (67,706)

Contributions to the pension plan in the current fiscal year are not included on the Statement
of Activities 1,045,457

Benefit payments paid for the LEOSSA are not included on the Statement of Activities 172,889

Revenues in the Statement of Activities that do not provide current financial resources
are not reported as revenues in the funds.

Change in unavailable revenue for tax revenues 16,250
Change in unavailable revenue - all others 95,660 111,910

The issuance of long-term debt provides current financial resources to governmental funds,
while the repayment of the principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction has any effect on net position. This amount is

the net effect of these differences in the treatment of long-term debt and related items.

Issuance of debt (3,500,000)
Long-term debt retired 767,095
Amortization of bond premiums 28,813
Accrued interest expense (27,834) (2,731,926)

Some expenses reported in the Statement of Activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in governmental funds.

Compensated absences (36,922)
Pension expense (LGERS) (1,036,444)
Pension expense (LEO) (316,841)
OPEB plan expense (881,842) (2,272,049)

Internal service funds are used by management to charge the costs of health insurance
to individual funds. The net income of certain activities of internal service funds is
is reported with governmental activities. 4,384

Total changes in net position of governmental activities (Exhibit 2) $ 3,702,795

The accompanying notes are an integral part of these financial statements.
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Exhibit 6
CITY OF SANFORD, NORTH CAROLINA

GENERAL FUND

STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE - BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2018

Variance from
Budgeted Amounts Final Budget
Original Final Actual Over/Under

Revenues:
Ad valorem taxes $ 15,199,887 $ 15,233,074 $ 15,485,911 § 252,837
Other taxes 5,444,230 5,447,980 5,431,167 (16,813)
Penalties and interest 58,000 58,000 54,395 (3,605)
Licenses and permits 528,000 653,000 682,409 29,409
Intergovernmental revenues 4,705,387 4,725,687 4,616,542 (109,145)
Investment income 50,600 134,200 195,357 61,157
Sales and services 2,019,375 2,019,375 1,986,415 (32,960)
Miscellaneous revenues 1,082,000 1,082,000 925,394 (156,606)
Total revenues 29,087,479 29,353,316 29,377,590 24,274
Expenditures:
Current operating:

General government 7,020,912 7,567,215 6,535,716 1,031,499

Public safety 15,797,042 15,935,833 14,696,295 1,239,538

Streets 3,783,823 4,196,159 3,709,949 486,210

Sanitation 2,837,095 2,857,095 2,605,076 252,019

Community development 1,418,136 1,634,885 1,445,911 188,974
Total expenditures 30,857,008 32,191,187 28,992,947 3,198,240
Revenues in excess of (less) than expenditures (1,769,529) (2,837,871) 384,643 3,222,514
Other Financing Sources (Uses):

Insurance recovery 25,000 25,000 12,822 (12,178)

Transfer from other funds - 2,556,237 2,556,236 (1)

Transfer to other funds (80,000) (330,941) (361,691) (30,750)

Sale of property 181,500 360,400 361,833 1,433

Installment purchase issuance 2,110,000 2,160,000 1,000,000 (1,160,000)

Total other financing sources (uses) 2,236,500 4,770,696 3,569,200 (1,201,496)
Revenues and other financing sources less than

expenditures and other financing sources 466,971 1,932,825 3,953,843 2,021,018
Appropriated fund balance (466,971) (1,932,825) - 1,932,825
Net change in fund balance $ - $ - 3,953,843 $ 3,953,843
Fund balance, beginning of year 10,274,608

Fund balance, end of year 14,228,451

A legally budgeted General Capital Reserve Fund is
consolidated in the General Fund for reporting purposes:

Investment Earnings 2,306
Transfers 25,000
Fund balance, beginning of year 150,849
Fund balance, end of year (Exhibit 4) $ 14,406,606

The accompanying notes are an integral part of these financial statements.
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Exhibit 7
CITY OF SANFORD, NORTH CAROLINA

STATEMENT OF NET POSITION - PROPRIETARY FUNDS
June 30, 2018

Business-Type Governmental-Type
Activities Activities
Major Internal Service Fund
Utility Fund Health Insurance
Assets:
Current assets:
Cash, cash equivalents and investments $ 20,503,883 $ 812
Accounts receivable, net of allowance for
uncollectible accounts 2,545,085 -

Due from other governmental agencies 791,280 -

Inventories 99,807 -

Prepaid items 46,320 45,046

Deposits - 36,900

Restricted cash 753,156 -
Total current assets 24,739,531 82,758
Non-current assets:

Capital assets, non-depreciable 6,834,104 -

Capital assets, net of depreciation 142,820,364 -
Total non-current assets 149,654,468 -
Total assets 174,393,999 82,758
Deferred Outflows of Resources:

Pension deferrals 761,888 -

OPEB deferrals 149,596 -
Total deferred outflows of resources 911,484 -
Liabilities:

Current liabilities:

Accounts payable and accrued liablities 816,628 -

Current portion of long-term debt 3,487,827 -

Accrued interest payable 215,779 -

Compensated absences 195,928 -

Claims incurred but not reported - 542,719
Payable from restricted assets:

Customer deposits 198,270 -
Total current liabilities 4,914,432 542,719
Non-current liabilities:

Long-term debt 45,366,801 -

Compensated absences 130,618 -

Net OPEB liability 9,845,852 -

Net pension liability 963,453 -
Total non-current liabilities 56,306,724 -
Total liabilities 61,221,156 542,719
Deferred Inflows of Resources:

Pension deferrals 54,025 -

OPEB deferrals 576,634 -
Total deferred inflows of resources 630,659 -
Net Position:

Net investment in capital assets 101,354,726 -
Unrestricted 12,098,942 (459,961)
Total net position $ 113,453,668 $ (459,961)

The accompanying notes are an integral part of these financial statements.
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Exhibit 8
CITY OF SANFORD, NORTH CAROLINA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES
IN FUND NET POSITION - PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2018

Govermmental-Type

Business-Type Activities
Activities Internal Service Fund
Utility Fund Health Insurance
Operating Revenues:
User charges $ 20,832,755 $ -
Monitoring fees 80,784 -
Connection and tap fees 161,142 -
Health insurance premiums - 3,720,895
Contribution from other agencies 6,888 -
Other 425,914 -
Total operating revenues 21,507,483 3,720,895
Operating Expenses:
Administration and engineering 3,972,601 -
Distribution and collection 5,114,869 -
Water plant operations 2,429,006 -
Sewer plant operations 2,118,694 -
Store expenses 100,609 -
Insurance claims and administrative fees - 3,759,410
Depreciation 5,624,842 -
Total operating expenses 19,360,621 3,759,410
Operating income (loss) 2,146,862 (38,515)
Non-Operating Revenues (Expenses)
Investment earnings 247,151 1,899
Interest and other charges (2,508,347) -
Gain (loss) on disposal of capital assets 36,916 -
Bond Issuance costs (1,700) -
Amortization of bond premiums 52,764 -
Total non-operating revenue (expenses) (2,173,216) 1,899
Loss before contributions and transfers (26,354) (36,616)
Transfers In (out) (10,250) 41,000
Capital Contributions 4,283,958 -
Change in net position 4,247,354 4,384
Total net position - beginning (as previously stated) 116,979,023 (464,345)
Adjustment to beginning net position (7,772,709) -
Total net position - beginning 109,206,314 (464,345)
Total net position - ending $ 113,453,668 $ (459,961)

The accompanying notes are an integral part of these financial statements.
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Exhibit 9
CITY OF SANFORD, NORTH CAROLINA

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2018

Govemmental-Type

Activities -
Business-Type Internal Service Fund
Utility Fund Health Insurance
Cash Flows from Operating Activities:
Cash received from customers $ 21,035,106 3,721,459
Contributions from other agencies 6,888 -
Cash paid for goods and services (8,145,931) -
Customer deposits 9,795 -
Cash payments to employees (5,925,971) -
Cash paid for health insurance claims - (3,763,901)
Net cash provided (used) by operating activities 6,979,887 (42,442)
Cash Flows from (to) Non-Capital Financing Activities:
Transfer from (to) other funds (10,250) 41,000
Cash Flows from (to) Capital and Related
Financing Activities:
Acquisition and construction of capital assets (5,482,561) -
Contributions from other agencies 2,364,203 -
Disposal of capital assets 48,172 -
Bond issuance costs (1,700) -
Principal paid on bond maturities and installment purchase debt (3,324,620) -
Interest paid on bond maturities and installment purchase debt (2,519,034) -
Principal paid on note due to other governmental agencies (100,000) -
Net cash provided (used) from capital and related financing
activities (9,015,540) -
Cash Flow from Investing Activities:
Interest on investments 247,151 1,899
Net change in cash and cash equivalents (1,798,752) 457
Balances - beginning of the year 23,055,791 355
Balances - end of the year $ 21,257,039 812
Reconciliation of operating income (loss) to net cash provided
(used) by operating activities:
Operating income (loss) $ 2,146,862 (38,515)
Adjustments to reconcile operating income (loss) to
net cash provided (used) by operating activities:
Depreciation 5,624,842 -
Changes in asset and liabilities:
( Increase) decrease in accounts receivable (143,412) 564
Increase in due from other governments (322,077) =
Increase in inventories (206) -
(Increase) decrease in prepaid items (11,663) 624
Decrease in deferred outflow of resources for pensions 401,198 -
Decrease in net pension liability (370,902) -
Decrease in deferred inflow of resources for pensions (33,101) -
Increase in deferred outflow of resources - OPEB (149,596) -
Decrease in net OPEB liability (136,374) -
Increase in deferred inflow of resources - OPEB 576,634 -
Decrease in accounts payable and accrued liabilities (617,383) (1,320)
Increase in compensated absences 5,270 -
Increase (decrease) in claims incurred but not reported - (3,795)
Increase in customer deposits 9,795 -
Total adjustments 4,833,025 (3,927)
Net cash provided (used) by operating activities $ 6,979,887 (42,442)
Non-cash capital activities and non-capital financing activities:
Contributed capital assets $ 1,919,755 -

The accompanying notes are an integral part of these financial statements.
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Exhibit 10
CITY OF SANFORD, NORTH CAROLINA
STATEMENT OF NET POSITION

FIDUCIARY FUNDS
June 30, 2018

Agency Funds
Firemen's
and Rescue Sanford
Squad Workers' Customer Tourism Other Post-
Pension Assistance Authority Employment
Fund Program Fund Fund Benefits
Assets:
Cash and cash equivalents $ 334,001 $ 1,391 § - $ -
Investments:
Mutual funds - - - 2,178,070
NC State Treasurer's Short Term Investment Fund (STIF) - - - 687,371
Accounts receivable 701 - 48,779 -
Total assets 334,702 1,391 48,779 2,865,441
Liabilities:
Amounts available for benefits 334,702 1,391 48,779 -
Net Position:
Net position restricted for OPEB $ - $ - % - $ 2,865,441

The accompanying notes are an integral part of these financial statements.
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Exhibit 11
CITY OF SANFORD, NORTH CAROLINA

STATEMENT OF CHANGES IN PLAN NET POSITION
FIDUCIARY FUNDS
FOR THE YEAR ENDED JUNE 30, 2018

Other Post-
Employment
Benefits
Additions:
Net investment income $ 200,654
Transfers in 75,000
Total additions 275,654
Deductions:
Administrative expense 493
Change in net position 275,161
Net position - held in trust for pension benefits, beginning of year 2,590,280
Net position - held in trust for pension benefits, end of year $ 2,865,441

The accompanying notes are an integral part of these financial statements.
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CITY OF SANFORD, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

. SUMMARY OF SIGNIFICANT Al NTING P IES

The accounting policies of the City of Sanford (the “City”) and its discretely presented component units
conform to generally accepted accounting principles as applicable to governments. The following is a
summary of the more significant accounting policies:

A. Reporting Entity

The City, a political subdivision of Lee County (the “County”), is located in the central portion of the State
and has a population of 29,313. The City operates under a Council-Manager form of government. The City
provides services, which include general government, public safety, streets, sanitation, public
improvements, planning, and zoning. The City also operates a water and sewer system, which supplies
service to the City and surrounding area on a user charge basis. Additionally, the City of Sanford operates
a golf course on a user charge basis. In addition to the taxes levied by the City, the County also levies a
tax of $0.795 per $100 property valuation with which it finances County-wide services including assistance
to the County’s public school unit, community college, and health and social services.

These financial statements present the City and its component units, which are legally separate entities for
which the City is financially accountable. The discretely presented component units presented below are
reported in a separate column in the City’s financial statements in order to emphasize that they are legally
separate from the City. The agency funds described below are omitted from the government wide financial
statements.

City of Sanford ABC Board

The ABC Board was organized by the State legislature and implemented by voter election. The members
of the governing board are appointed by the City; however, the ABC Board selects the management. The
ABC Board is required by State statute to distribute a portion of its surpluses to the General Fund of the
City and County. Complete financial statements for the ABC Board may be obtained from the entity’s
administrative offices at 2116 South Horner Boulevard, Sanford, North Carolina 27330.

Sanford Tourism Development Authority

The Sanford Tourism Development Authority (the “Authority”) was created after a resolution levying a room
occupancy and tourism development tax was adopted by the Sanford City Council on September 5, 2017.
The members of the governing board are appointed by the City and is composed of nine voting members.
The authority may contract with anyone to advise and assist in carrying out its duty to promote travel,
tourism, and conventions for the City of Sanford.

B. Basis of Presentation

Government-Wide Statements. The Statement of Net Position and the Statement of Activities display
information about the primary government and its component units. These statements include the financial
activities of the overall government, except for fiduciary activities. Eliminations have been made to minimize
the double counting of internal activities. These statements distinguish between the governmental and
business-type activities of the City. Governmental activities generally are financed through taxes,
intergovernmental revenues, and other non-exchange transactions. Business-type activities are financed
in whole or in part by fees charged to external parties.

The Statement of Activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the City and for each function of the City’s governmental activities.
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CITY OF SANFORD, NORTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

L MMARY OF SIGNIFICANT NTING POLICIES (continued):

Direct expenses are those that are specifically associated with a program or function and, therefore, are
clearly identifiable to a particular function. Indirect expense allocations that have been made in the funds
have been reversed for the Statement of Activities. Program revenues include (a) fees and charges paid
by the recipients of goods or services offered by the programs and (b) grants and contributions that are
restricted to meeting the operational or capital requirements of a particular program. Revenues that are not
classified as program revenues, including all taxes, are presented as general revenue.

Fund Financial Statements. The fund financial statements provide information about the City’s funds,
including the fiduciary funds. Separate statements for each fund category — governmental, proprietary, and
fiduciary — are presented. The emphasis of fund financial statements is on major governmental and
enterprise funds, each displayed in a separate column. All remaining governmental and enterprise funds
are aggregated and reported as nonmaijor funds.

Proprietary fund operating revenues, such as charges for services, result from exchange transactions
associated with the principal activity of the fund. Exchange transactions are those in which each party
receives and gives up essentially equal values. Non-operating revenues, such as subsidies, result from
non-exchange transactions. Other non-operating revenues are ancillary activities such as investment
earnings.

The City reports the following major governmental funds:

General Fund. The General Fund is the general operating fund of the City. The General Fund accounts for
all financial resources except those that are required to be accounted for in another fund. The primary
revenue sources are ad valorem taxes and intergovernmental revenues. The primary expenditures are for
public safety, general government administration, street maintenance and construction, and sanitation
services. Additionally, the City has legally adopted a General Capital Reserve Fund. Under GASB 54
guidance the General Capital Reserve Fund is consolidated in the General Fund. The budgetary
comparison for the General Capital Reserve Fund has been included in the supplemental information.

The City reports the following non-major governmental funds:

Capital Projects Fund. This fund is used to account for the financial resources used in the acquisition or
construction of major capital facilities and improvements to the City’s infrastructure not included in the
previous fund.

Community Development Fund. This fund is used to account for the activities of the Community
Development Program financed by Federal and State grants.

Central Business Tax District Fund. This fund is used to account for a special tax levied on property located
in the Central Business District of the City. The levy is restricted to improvements of the Central Business
District.

Grants Capital Projects Fund. This fund is used to account for the financial resources used in the acquisition
or construction of the City’s downtown improvements.

The City reports the following major Enterprise Fund:
Utility Fund. This fund is used to account for the City’s water and sewer operations.
The City reports the following funds:

Health Insurance Internal Service Fund. This fund is used to account for employee health claim expenses
incurred by the City related to the decision to self-insure for these employee benefits. This fund also
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CITY OF SANFORD, NORTH CAROLINA
NOTES TO FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2018

. SUMM E SIGNIFICANT ACCOUNTING POLICIES (continued):

collects premiums from City departments to cover claim expenses for employee-elected spouse and family
coverage.

Pension Trust Fund. The City maintains a Pension Trust Fund for the Other Post-Employment Benefit
Fund. Pension trust funds are used to report resources that are required to be held in trust for the members
and beneficiaries of defined benefit pension plans, defined contribution plans, or other post-employment
benefit plans. The Other Post-Employment Benefit Fund accounts for the City’s contributions for healthcare
coverage provided to qualified retirees.

Agency Funds. These funds are custodial in nature and do not involve the measurement of operating
results. An Agency Fund is used to account for assets the City holds on behalf of others. The City reports
the following funds:

Firemen’s and Rescue Squad Workers’ Pension Fund. This fund is used to account for employee
contributions made on behalf of the Firemen’s and Rescue Squad Workers’ Pension Fund that are required
to be remitted to the State of North Carolina.

Tourism Development Authority Fund. This fund is used to account for hotel room tax submitted to the City
by Lee County. All amounts are transferred to the Sanford Tourism Development Authority monthly.

Customer Assistance Program Fund. This fund is used to account for donations received whereby City
customers may make contributions that will be forwarded to Johnston-Lee-Harnett Community Action and
used for assistance for residents struggling to pay their utility bills.

C. Measurement Focus and Basis of Accounting

In accordance with the North Carolina General Statutes, all funds of the City are maintained during the year
using the modified accrual basis of accounting.

Government-Wide, Proprietary, and Fiduciary Fund Financial Statements

The government-wide, proprietary, and fiduciary fund financial statements are reported using the economic
resources measurement focus except for the agency fund. The government-wide, proprietary, and fiduciary
fund financial statements are reported using the accrual basis of accounting. Revenues are recorded when
earned, and expenses are recorded at the time liabilities are incurred, regardless of when the related cash
flows take place. Non-exchange transactions, in which the City gives (or receives) value without directly
receiving (or giving) equal value in exchange, include property taxes, grants, and donations. On an accrual
basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue
from grants and donations is recognized in the fiscal year in which all eligibility requirements have been
satisfied.

Amounts reported as program revenues include: 1) charges to customers or applicants for goods, services,
or privileges provided; 2) operatin<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>