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GENERAL PURPOSE FINANCIAL STATEMENTS



ASSETS AND OTHER DEBITS
ASSETS:
Cash and equivalents
Receivables (net):
Taxes
Accounts
Tax refunds
Due from other funds
Other assets
Fixed assets

OTHER DEBITS:
Amts. avail. for ret. of debt
Provision for ret. of L/T debt
TOTAL ASSETS AND
OTHER DEBITS

LIABILITIES, EQUITY
OTHER CREDITS
LIABILITIES:
Accounts payable
Other liabilities
Due to other funds
Deferred revenue
General obligation bonds payable-
current
Compensated absences payable
General obligation bonds payable
Installment purchase payable
TOTAL LIABILITIES

EQUITY AND OTHER CREDITS:
Contributed Capital
Investment in fixed assets
Retained Earnings <deficit>,unreserved
Fund balances
Reserved by state statute
Reserved for encumbrances
Reserved for LEO spec.sep.all.
Reserved for register of deeds
Desig. for subseq.years exp.
Undesignated
TOTAL EQUITY AND
OTHER CREDITS
TOTAL LIABILITIES , EQUITY
AND OTHER CREDITS

WATAUGA COUNTY, NORTH CAROLINA
Combined Balance Sheet - All Fund Types and Account Groups
and Discretely Presented Component Units

June 30, 2002

Exhibit A

Total
Proprietary Fiduciary (Memorandum
Governmental Fund Types Fund Type Fund Types Account Groups Only) Component Units
General Watauga
Special Capital Fixed General Primary County
General Revenue Project Enterprise Assets L/T Debt Government EDC AppalCART
12,423,497 6,174,440 248,707 3,424,616 219,674 - - 22,490,934 1,049 366,319
609,165 47,008 - - - - - 656,173 - -
2,492,452 29,067 14 209,685 - - - 2,731,218 - 83,954
96,439 - - - - - - 96,439 - -
214,184 10,037 - - - - - 224,221 - 85,366
- - - 2,712,062 - 31,698,199 - 34,410,261 - 562,887
- - - - - - 20,628 20,628 - -
- - - - - - 20,856,592 20,856,592 - -
15,835,737 6,260,552 248,721 6,346,363 219,674 31,698,199 20,877,220 81,486,466 1,049 1,098,526
1,071,741 16,211 - 197,025 219,674 - - 1,504,651 - 2,455
792,257 57,120 - 114,959 - - - 964,336 - 18,819
- - - - - - 296,200 296,200 - -
- - - 33,601 - - 564,201 597,802 - 40,675
- - - - - - 16,715,000 16,715,000 - -
- - - 147,878 - - 3,301,819 3,449,697 - -
1,863,998 73,331 - 493,463 219,674 - 20,877,220 23,527,686 - 61,949
- - - 954,967 - - - 954,967 - 2,485,741
- - - - - 31,698,199 - 31,698,199 - -
- - - 4,897,933 - - - 4,897,933 - (1,449,164)
2,588,891 29,067 - - - - - 2,617,958 - -
3,753,839 11,758 - - - - - 3,765,597 - -
85,840 - - - - - - 85,840 - -
23,100 - - - - - - 23,100 - -
344,959 6,146,396 248,721 - - - - 6,740,076 - -
7,175,110 - - - - - - 7,175,110 1,049 -
13,971,739 6,187,221 248,721 5,852,900 - 31,698,199 - 57,958,780 1,049 1,036,577
15,835,737 6,260,552 248,721 6,346,363 219,674 31,698,199 20,877,220 81,486,466 1,049 1,098,526

The notes to the financial statements are an integral part of this statement
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WATAUGA COUNTY, NORTH CAROLINA

Combined Statement of Revenues, Expenditures, and Changes in Fund Balances

All Governmental Fund Types
and Discretely Presented Component Unit
For the Fiscal Year Ended June 30, 2002

REVENUES:

Ad valorem taxes $
Local Option Sales Taxes

Other taxes

Unrestricted intergovernmental

Restricted intergovernmental

Permits and fees

Sales and service

Investment earnings

Miscellaneous

Donations

TOTAL REVENUES

EXPENDITURES:

Current:
General government
Public safety
Economic and physical development
Human services
Cultural and recreational

Intergovernmental:
Education

Debt Service:
Principal retirement
Interest and fees

Capital projects

TOTAL EXPENDITURES

REVENUES OVER (UNDER)
EXPENDITURES

OTHER FINANCING SOURCES (USES)

Proceeds from refunding debt

Operating transfers to component units

Operating transfers from primary
government

Transfers (to) from other funds

Payment to refunding debt escrow agent

TOTAL OTHER FINANCING
SOURCES (USES)

EXCESS (DEFICIENCY) OF
REVENUES AND OTHER SOURCES
OVER (UNDER) EXPENDITURES
& OTHER USES

FUND BALANCE AT BEGINNING OF YEAR

FUND BALANCE AT END OF YEAR $

Exhibit B

Total
(Memorandum
Governmental Fund Types Only) Component Unit
Watauga
Special Capital Primary County
General Revenue Project Government EDC

14,886,651 714,792 - 15,601,443 -
8,020,817 - - 8,020,817 -
894,376 - - 894,376 -
175,621 - - 175,621 8,893
4,607,461 181,032 250,000 5,038,493 -
650,930 280,696 - 931,626 -
976,785 - - 976,785 -
366,601 149,915 - 516,516 -
653,137 - - 653,137 -
31,232,379 1,326,435 250,000 32,808,814 8,893
6,334,454 - - 6,334,454 -
4,426,427 915,256 - 5,341,683 -
639,272 56,966 - 696,238 62,347
6,735,376 - - 6,735,376 -
1,092,358 - - 1,092,358 -
8,946,269 - - 8,946,269 -
1,805,957 - - 1,805,957 -
1,065,585 - - 1,065,585 -
- - 416,279 416,279 -
31,045,698 972,222 416,279 32,434,199 62,347
186,681 354,213 (166,279) 374,615 (53,454)
6,425,000 - - 6,425,000 -
(107,529) - - (107,529) -

- - - - 53,454

(869,628) (675,130) 415,000 (1,129,758) -
(5,790,000) - - (5,790,000) -
(342,157) (675,130) 415,000 (602,287) 53,454
(155,476) (320,917) 248,721 (227,672) -
14,127,215 6,508,138 - 20,635,353 1,049
13,971,739 6,187,221 248,721 20,407,681 1,049

The notes to the financial statements are an integral part of this statement
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Exhibit C
WATAUGA COUNTY, NORTH CAROLINA
Combined Statement of Revenues, Expenditures, and Changes in Fund Balances
Budget and Actual - General and Special Revenue Funds
and Discretely Presented Component Unit
For the Fiscal Year Ended June 30, 2002

Component unit
Watauga County EDC

General Fund Special Revenue General Fund
Variance Variance Variance
Budget Actual Fav (Unfav.) Budget Actual Fav (Unfav.) Budget Actual Fav (Unfav.)
REVENUES:
Ad valorem taxes $ 14,496,208 14,886,651 390,353 724,768 714,792 (9.976) - - -
Local option sales tax 8,264,169 8,020,817 (243,352) - - - - - -
Other taxes 854,500 894,376 39,876 - - -
Unrestricted intergovernmental 336,632 175,621 (161,011) - - - 8,893 8,893 -
Restricted intergovernmental 5,388,981 4,607,461 (781,520) 101,637 181,032 79,395 - - -
Permits and fees 485,110 650,930 165,820 210,374 280,696 70,322 - - -
Sales and service 459,043 976,785 517,742 - - - -
Investment earnings 471,509 366,601 (104,908) 5,000 149,915 144,915 -
Miscellaneous 199,256 653,137 453,881 - - -
Donations - - - - - - - - -
TOTAL REVENUES 30,955,498 31,232,379 276,881 1,041,779 1,326,435 284,656 8,893 8,893 -
EXPENDITURES:
Current;
General government 10,136,840 6,334,454 3,802,386 - - - - - -
Public safety 4,656,185 4,426,427 220,758 1,022,634 915,256 107,378 - - -
Economic and physical development 690,282 639,272 51,010 - 56,966 (56,966) 62,347 62,347 -
Human services 7,468,478 6,735,376 733,102 - - - -
Cultural and recreational 1,147,783 1,002,358 55425 - - - - - -
Intergovernmental:
Education 9,809,709 8,946,269 863,440 - - - - - -
Debt Service
Principal Retirement 1,786,023 1,805,957 (19,934) - - -
Interest and fees 1,099,595 1,065,585 34,010 - - -
Capital projects - - - 725,000 - 725,000 - - -
TOTAL EXPENDITURES 36,794,895 31,045,698 5,749,197 1,747,634 972,222 775,412 62,347 62,347 -
REVENUES OVER (UNDER)
EXPENDITURES (5.839,397) 186,681 6,026,078 (705,855 354,213 1,060,068 (53.454) (53.454) -
OTHER FINANCING SOURCES (USES)
Proceeds from refunding debt 6,425,000 6,425,000 - - - - - -
Operating transfers to component units (109,040) (107,529) 1,511 - - - 53,454 53,454 -
Operating transfers from primary
government - - - - - - -
Transfers (to) from other funds 859,686 (869,628) (1,729,314) (2,404 445) (675,130) 1,729,315 -
Payment to refunding debt escrow agent (5.790,000) (5.790,000) - - - - - - -
TOTAL OTHER FINANCING
SOURCES (USES) 1,385,646 (342,157) (1.727,803) (2.404,445) (675,130) 1,729,315 53,454 53,454 -
REVENUES AND OTHER SOURCES

OVER (UNDER) EXPENDITURES &

OTHER USES $ (4,453,751) (155,476) (4,298,275) (3.110,300) (320,917) 2,789,383 - - -
APPROPRIATED FUND BALANCE 4,453,751 - 4,453,751 3,110,300 - 3,110,300 - - -
REVENUES, OTHER SOURCES AND,

APPROPRIATED FUND BALANCE

OVER (UNDER) EXPENDITURES &

OTHER USES (155,476) (155,476 - (320,917) (320,917) - -

FUND BALANCE AT BEGINNING OF YEAR 14,127,215 6,508,138 1,049
FUND BALANCE AT END OF YEAR $ 13,971,739 6,187,221 1,049

The notes to the financial statements are an integral part of this statement
3



WATAUGA COUNTY, NORTH CAROLINA

Exhibit D

Combined Statement of Revenues, Expenses, and Changes in Retained Earnings ( Deficit )
Proprietary Fund Type and Discretely Presented Component Unit

OPERATING REVENUES:
Landfill revenues
Miscellaneous

For the Fiscal Year Ended June 30, 2002

$

Farebox and local route revenues

Garage service revenues
Elderly/handicapped revenue

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Administration
Operating
Education
Landfill operations
Depreciation

TOTAL OPERATING EXPENSES

OPERATING LOSS

NONOPERATING REVENUES (EXPENSES):

Interest earned on investments

Gain (loss) on disposition of fixed assets

Interest on long-term debt
Section 18 grant revenues
Miscellaneous revenue

Restricted intergovernmental revenues

NET NONOPERATING REVENUE (EXPENSE)

LOSS BEFORE CAPITAL CONTRIBUTIONS
AND OPERATING TRANSFERS

Capital Contributions

Operating transfers from other funds
Operating transfers from primary government

TOTAL OPERATING TRANSFERS AND
CAPITAL CONTRIBUTIONS

NET INCOME (LOSS)

RETAINED EARNINGS (DEFICIT) - July 1

RETAINED EARNINGS (DEFICIT) - June 30 $

Primary Component
Government Unit
Enterprise Fund AppalCART
2,395,607 -
- 12,435
- 652,300
- 4,991
-- 36,329
2,395,607 706,055
- 261,538
- 1,133,279
- 1,499
2,487,681 -
134,583 284,300
2,622,264 1,680,616
(226,657) (974,561)
71,434 6,526
10,001 3,626
(29,529) -
- 678,713
3,500 --
55,406 688,865
(171,251) (285,696)
- 178,193
1,129,758 -
- 54,075
1,129,758 232,268
958,507 (53,428)
3,939,426 (1,395,736)
4,897,933 (1,449,164)

The notes to the financial statements are an integral part of this statement
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WATAUGA COUNTY, NORTH CAROLIN/

Combined Statement of Cash Flows

Proprietary Fund Type and Discretely Presented Component Unit
For the Fiscal Year Ended June 30, 2002

Cash flows from operating activities:
Cash received from customers and grants
Cash paid for goods and services
Cash paid to employees for services

Net cash used by operating activities

Cash flows from noncapital financing activities:
Operating transfers from other funds
Operating transfers from primary government
Section 18 grant revenues
Miscellaneous non-operating revenues

Net cash provided by noncapital financing activities
Cash flows from capital and related financing activities:

Proceeds of lease purchase
Proceeds on disposition of assets
Principal paid on long-term debt
Interest paid on long-term debt
Acquisition of capital assets
Capital Grant Revenues

Net cash used by capital & related financing activities

Cash flows from investing activities:
Interest earned on investments

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents - July 1
Cash and cash equivalents - June 30

Reconciliation of operating income to net cash provided by
operating activities:

Operating (loss)
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation
(Increase) decrease in accounts receivable
Increase (decrease) in accrued vacation
Increase (decrease) in accounts payable
(Increase) decrease in inventories
Increase (decrease) in deferred revenues
Decrease in prepaid expenses
Total adjustments

Net cash used by operating activities

Exhibit E

Primary Component
Government Unit
Enterprise Fund AppalCART

$ 2,412,256 677,340
(1,844,476) (1,158,628)
(600,677) (261,538)
(32,897) (742,826)
1,129,758 -

- 54,075

- 678,713
3,500 --

1,133,258 732,788
147,261 -

10,001 3,626
(781,331) -
(29,529) -
(212,065) (183,401)

-- 178,193
(865,663) (1,582)

71,434 6,526
306,132 (5,094)
3,118,484 371,413

$ 3,424,616 366,319
$ (226,657) (974,561)
134,583 284,300

6,249 (28,715)

388 1,642

42,140 (23,074)

- (2,418)
10,400 -

193,760 231,735

$ (32,897) (742,826)

The notes to the financial statements are an integral part of this statement
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Note 1

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies:

The accounting policies of Watauga County 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 County, which is governed by a five-member Board of Commissioners, is one of
the 100 counties established in North Carolina under North Carolina General
Statute 153A-10. As required by generally accepted accounting principles, these
financial statements present the County and its component units, legally-separate
entities for which the County is financially accountable. The two discretely
presented component units presented below are reported in a separate column in
the County's combined financial statements in order to emphasize that they are
legally separate from the County.

Watauga County Economic Development Commission

The Watauga County Economic Development Commission is an association established
pursuant to North Carolina G.S. 158 operating as an Economic Development
Commission in Boone, North Carolina. The governing body consists of nine board
members appointed by the participating governmental entities. Watauga County
Board of Commissioners appoints a majority of the governing body of the Economic
Development Commission. The County provides some financial support to the
Economic Development Commission, but it is not responsible for the debts of the
Economic Development Commission. The Economic Development Commission designates
its own management, approves its own budget, and maintains its own accounting
system. Watauga County Economic Development Commission, which has a June 30
year-end, 1is presented as if it were a governmental fund. On September 16, 1997,
the Economic Development Commission entered into a contractual agreement with the
Boone Area Chamber of Commerce whereas the Boone Area Chamber of Commerce is now
to provide all the economic development activities in the area. The Chamber of
Commerce 1is also to provide a Director, staffing support, office space,
equipment, and furniture.

AppalCART

AppalCART operates mainly in Watauga County 1in the northwest part of North
Carolina, providing transportation services to the various areas and residents

within Watauga County. Watauga County's Board of Commissioners appoints the
seven-member governing board of AppalCART and AppalCART operates within the
County's boundaries for the benefit of the County's residents. The County

provides some financial support to AppalCART but it is not responsible for the
debts of AppalCART except when such are expressly granted by statute or by the
consent of the Board of Commissioners of Watauga County. The Board of
Commissioners of Watauga County has the authority to terminate the existence of
AppalCART at any time, provided a 60-Day written notice is given to AppalCART,
and all property and assets of AppalCART shall automatically become the property
of Watauga County and the County shall succeed to all rights, obligations and
liabilities of AppalCART. AppalCART designates its own management, approves its
own budget, and maintains its own accounting system; however, AppalCART is
fiscally accountable to Watauga County, and the County has the authority to
examine all records and accounts at any time. AppalCART, which has a June 30
year-end, 1is presented as if it were a proprietary fund.



Note 1

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies (continued):

Complete financial statements for each of the individual component units may be
obtained at the administrative offices of those entities.

Watauga County Economic Development Commission
208 Howard Street, Boone, NC 28607

AppalCART
274 Winklers Creek Road, Boone, NC 28607

B. Basis of Presentation - Fund Accounting:

The accounts of the County are organized and operated on the basis of funds and

account groups. A fund is an independent fiscal and accounting entity with a
self-balancing set of accounts comprised of assets, liabilities, fund equity,
revenues, and expenditures or expenses as appropriate. Fund accounting

segregates funds according to their intended purpose and is used to aid
management in demonstrating compliance with finance-related legal and contractual
provisions. The minimum number of funds is maintained consistent with legal and
managerial requirements. The account groups are not funds but are a reporting
device used to account for certain assets and liabilities of the governmental
funds that are not recorded directly in those funds.

The County has the following fund categories (further divided by fund type) and
account groups:

Governmental Funds are used to account for Watauga County's general governmental
activities. Governmental funds include the following fund types:

General Fund - The General Fund is the general operating fund of the County. The
General Fund accounts for all financial resources except those that are required
to be accounted for in another fund.

Special Revenue Funds - Special Revenue Funds account for specific revenue
sources (other than expendable trusts or major capital projects) that are legally
restricted to expenditures for specified purposes. The County maintains six
Special Revenue Funds: the Fire Districts Fund, the E-911 Telephone Surcharge
Fund, the Revaluation Fund, the Capital Reserve Fund, the Substance Abuse Tax
Fund, and the Lynnhaven II LLC Project Fund.

Capital Projects Funds - Capital Projects Funds account for financial resources
to be used for the acquisition and construction of major capital facilities
(other than those financed by proprietary funds and trust funds). The County has
one Capital Project Fund within its governmental fund types: the Brookshire Park
Capital Project Fund.

Proprietary Funds include the following fund type:

Enterprise Funds - Enterprise Funds account for those operations (a) that are
financed and operated in a manner similar to private business enterprises where
the intent of the governing body is that costs (expenses, including depreciation)
of providing goods or services to the general public on a continuing basis, be
financed or recovered primarily through user charges; or (b) where the governing
body has decided that the periodic determination of revenues earned, expenses
incurred, and/or net income 1is appropriate for capital maintenance, public
policy, management control, accountability, or other purposes. Watauga County
has one enterprise fund: the Solid Waste Fund.
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Note 1

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies (continued):

Fiduciary Funds account for the assets held by the County in a trustee capacity
or as an agent for individuals, private organizations, other governmental units,
and/or other funds. Fiduciary funds include the following funds:

Agency Funds - Agency funds are custodial in nature and do not involve the
measurement of operating results. Agency funds are used to account for assets
the County holds on behalf of others. The County maintains four Agency Funds:
the Social Services Fund, which accounts for moneys deposited with the Social
Services Department for the benefit of certain individuals; the Health Benefits
Fund, the Surety Bond Fund and the Vehicle Tax- Towns Fund.

The laws governing the County=s Deferred Compensation plan have changed pursuant
to the provisions of Internal Revenue Code Section 457. Formerly, the
undistributed amounts which had been deferred by the plan participants were
required to be reported as assets of the County. The law now requires all assets
of the plan to be held in trust for the exclusive benefit of the participants and
their beneficiaries. Accordingly, the Deferred Compensation Plan is no longer
reported within the County=s Agency Funds.

Account Groups - The General Fixed Assets Account Group 1is used to account for
fixed assets that are not accounted for in proprietary or trust funds. The
General Long-Term Debt Account group is used to account for general long-term
debt and certain other 1liabilities that are not specific 1liabilities of
proprietary or trust funds.

C. Measurement Focus and Basis of Accounting:

The accounting and financial reporting treatment applied to a fund is determined
by its measurement focus. All governmental funds are accounted for using a
current financial resources measurement focus. With this measurement focus, only
current assets and current liabilities generally are included on the balance
sheet. Operating statements of these funds present increases (i.e., revenues and
other financing sources) and decreases (i.e., expenditures and other financing
uses) 1in net current assets.

The Proprietary funds are accounted for on a flow of economic resources
measurement focus. With this measurement focus, all assets and all liabilities
associated with the operation of these funds are included on the balance sheet.
Proprietary fund type fund equity (i.e., net total assets) 1is segregated into
contributed capital and retained earnings components. Operating statements for
these funds present increases (e.g., revenues) and decreases (e.g., expenses) in
net total assets. As required for periods after June 15, 2000 by Statement 33 of
the Government Accounting Standards Board, Accounting and Financial Reporting for
Nonexchange Transactions, the County has begun recognizing capital contributions
as revenue 1in the current vyear, rather than as contributed capital. No
adjustment to the balance of the contributed capital account is required.

Basis of accounting determines when the revenues and expenditures or expenses and
the related assets and liabilities are recognized in the accounts and reported in
the financial statements. Basis of accounting relates to the timing of the
measurements made, regardless of the measurement focus applied.

All funds of the County are maintained on the cash basis during the year. At
year-end, the accounting ledgers are adjusted in order to present the financial
statements on the modified accrual basis. The governmental fund types and agency
funds are presented in the financial statements on this same basis.

8



WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Note 1 -Summary of Significant Accounting Policies (continued):

Under the modified accrual basis, revenues are recognized in the accounting
period when they become susceptible to accrual (i.e., when they are "measurable"
and "available") to pay the liabilities of the current period. In addition,
expenditures are recorded when the related fund liability is incurred, if
measurable, except for unmatured principal and interest on general long-term
debt, which is recognized when due, and certain compensated absences and claims
and Jjudgements, which are recognized when the obligations are expected to be
liquidated with expendable available financial resources.

The County recognizes assets of nonexchange transactions in the period when the
underlying transaction occurs, when an enforceable legal claim as arisen, or when
all eligibility requirements are met. Revenues are recognized, on the modified
accrual basis, when they are measurable and available. Nonexchange transactions
occur when one government provides (or receives) value to (from) another party
without receiving (or giving) equal or nearly equal value in return. State
shared revenues, sales tax, property taxes, federal grants funding federal
mandates, and most donations are examples of nonexchange transactions.

The County considers all revenues available if they are collected within 60 days
after year-end, except for property taxes. Ad valorem property taxes are not
accrued as a revenue because the amount is not susceptible to accrual. At June
30, taxes receivable are materially past due and are not considered to be an
availlable resource to finance the operations of the current year. Also, as of
January 1, 1993, State law altered the procedures for the assessment and
collection of property taxes on registered motor vehicles in North Carolina.
Effective with this change in the law, Watauga County is responsible for billing
and collecting the property taxes on all registered motor vehicles on behalf of
all municipalities and special tax districts in the county. For those motor
vehicles registered under the staggered system and for vehicles newly-registered
under the annual system, property taxes are due the first day of the fourth month
after the vehicles are registered. The billed taxes are applicable to the fiscal
year in which they become due. Therefore, taxes for vehicles registered from
March 2001 through February 2002 apply to the fiscal year ended June 30, 2002.
Uncollected taxes which were billed during this period are shown as a receivable
on these financial statements. For those motor vehicles which are renewed and
billed under the annual system, taxes are due on May 1 of each year, and the
uncollected taxes are reported as a receivable on the financial statements offset
by deferred revenues because the due date and the date upon which the interest
begins to accrue passed prior to June 30. The taxes for renewal vehicles
registered annually that have already been collected as of year-end are also
reflected as deferred revenues at June 30, 2002 because they are intended to
finance the County's operations during the 2003 fiscal year.

Sales taxes collected and held by the State at year-end on behalf of the County
are recognized as revenue. Intergovernmental revenues, and sales and services are
not susceptible to accrual because generally they are not measurable until
received in cash. Expenditure driven grants are recognized as revenue when the
qualifying expenditures have been incurred and all other grant requirements have
been satisfied.

Proprietary funds are presented in the financial statements on the accrual basis
of accounting. Under this basis, revenues are recognized in the accounting
period when earned and expenses are recognized in the period they are incurred.
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WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies (continued) :

As permitted by generally accepted accounting principles, the County has elected
to apply only applicable FASB Statements and Interpretations issued before
November 30, 1989 in 1its accounting and reporting practices for its
proprietary operations.

D. Budgetary Data:

The County's budgets are adopted as required by the North Carolina General
Statutes. An annual budget is adopted for the general, the special revenue, and
the enterprise funds. All annual appropriations lapse at the fiscal year-end.

Project ordinances are adopted for the capital projects fund. All budgets are
prepared using the modified accrual basis of accounting.

Expenditures may not legally exceed appropriations at the functional level for
the general fund, at the departmental 1level for the special revenue and
enterprise funds, and at the object level for the capital projects funds. The
balances in the Capital Reserve Fund will be appropriated when transferred to a
capital projects fund in accordance with the project ordinance adopted for the
reserve fund. The budget officer is authorized by the budget ordinance to
transfer appropriations within a fund up to 10% of the total departmental
appropriation; however, any revisions that alter the total expenditures of any
fund must be approved by the governing board.

During the year, several amendments to the original budget were necessary, the
effects of which were not material.

A budget calendar is included in the North Carolina General Statutes which
prescribes the last day on which certain steps of the budget procedure are to be
performed. The following schedule lists the tasks to be performed and the date
by which each is required to be completed.

April 30 - Each department head will transmit to the budget officer the budget
requests and revenue estimates for their department for the budget
year.

June 1 - The Dbudget and the budget message shall be submitted to the
governing board. The public hearing on the budget should be
scheduled at this time.

July 1 - The budget ordinance shall be adopted by the governing board.

As required by State law [G.S. 159-26(d)], the County maintains encumbrance

accounts which are considered to Dbe "budgetary accounts". Encumbrances

outstanding at year-end represent the estimated amounts of the expenditures
ultimately to result if unperformed contracts 1in progress at year-end are
completed. Encumbrances outstanding at year-end do not constitute expenditures
or liabilities. These encumbrances outstanding are reported as "reserved for
encumbrances" in the fund balance section of the balance sheet and will be
charged against the subsequent year's budget.

Assets, Liabilities and Fund Equity:

Deposits and Investments

All deposits of the County, AppalCART and Watauga County Economic Development
10



Note 1

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Commission are made in Board-designated official depositories and are secured as
Summary of Significant Accounting Policies (continued) :

required by G.S. 159-31. The County, AppalCART and Economic Development
Commission may designate, as an official depository, any bank or savings

association whose principal office 1is located in North Carolina. Also, the
County, AppalCART and Economic Development Commission may establish time deposit
accounts such as NOW and SuperNOW accounts, money market accounts, and

certificates of deposit.

State law [G.S. 159-30(c)] authorizes the County, AppalCART and the Economic
Development Commission to invest 1in obligations of the United States or
obligations fully guaranteed both as to principal and interest by the United
States; obligations of the State of North Carolina; bonds and notes of any North
Carolina 1local government or public authority; obligations of certain non-
guaranteed federal agencies; certain high quality issues of commercial paper and
bankers' acceptances; and the North Carolina Capital Management Trust (NCCMT).

The County, AppalCART, and the Economic Development Commission's investments with
a maturity of more than one year at acquisition and non-money market investments
are carried at fair value as determined by quoted market prices. The NCCMT Cash
Portfolio's securities, an SEC-registered (2a-7) money market mutual fund, are
valued at fair wvalue, which 1is the NCCMT's share price. The NCCMT Term
Portfolio's securities are valued at fair value. Money market investments that
have a remaining maturity at the time of purchase of one year or less are
reported at amortized cost. Non-participating interest earnings and investment
contracts are reported at cost.

Cash and Cash Equivalents

The County pools money from several funds to facilitate disbursement and

investment and to maximize investment i1income. Therefore, all cash and
investments are essentially demand deposits and are considered cash and cash
equivalents. Watauga County Economic Development Commission and AppalCART

consider demand deposits and investments purchased with an original maturity of
three months or less, which are not limited as to use, to be cash and cash
equivalents.

Ad Valorem Taxes Receivable

In accordance with State Law [G.S. 105-347 and G.S. 159-13(a)], the County levies
ad valorem taxes on property other than motor vehicles on July 1, the beginning
of the fiscal year. The taxes are due on September 1 (lien date); however,
penalties and interest do not accrue until the following January 6. These taxes
are based on the assessed values as of January 1, 2001. As allowed by State law,
the County has established a schedule of discounts that apply to taxes which are
paid prior to the due date. In the County's General Fund, ad valorem tax
revenues are reported net of such discounts.

Allowances for Doubtful Accounts

All receivables that historically experience uncollectible accounts are shown net
of an allowance for doubtful accounts. This amount is estimated by analyzing the
percentage of receivables that were written off in prior years.

Inventory

The inventories of AppalCART are maintained for fuel oil; wvaluation is at lower
11
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WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

of cost or market on a last-in, last-out basis.
Summary of Significant Accounting Policies (continued) :

Fixed Assets

The County's and Economic Development Commission's general fixed assets are

recorded at original cost. Donated assets are listed at the market value at the
date of donation. Certain items acquired before July 1, 1976 are recorded at an
estimated original cost. The total of such estimates is not considered large

enough that the errors would be material when fixed assets are considered as a
whole.

Public domain or infrastructure general fixed assets are not capitalized because
such assets are immovable and of value only to the County.

On July 1, 1989, the County established the Solid Waste Enterprise Fund to
account for the operations of the landfill. At this time, all landfill assets
were transferred to this fund at original cost less accumulated depreciation
from date of purchase. Property, plant, and equipment acquired after July 1,
1989 are recorded at original cost at the time of acquisition. Property, plant,
and equipment donated to the Solid Waste Enterprise Fund are recorded at the
estimated fair market value at the date of donation. Plant assets of the County
are depreciated on a composite straight-line basis for the entire plant,
regardless of the year of acquisition, at a 2% annual rate. In the composite
rate, gain or loss on dispositions is not calculated except in extraordinary
circumstances. Other proprietary fund assets of the County are depreciated on a
class life basis at the following rates:

Furniture and office equipment 10%
Maintenance and construction equipment 12%
Medium and heavy motor vehicles 16%
Automobiles and light trucks 30%

Fixed assets of AppalCART are recorded at original cost at the time of
acquisition. Assets are depreciated on a straight-line class life basis using
the following useful lives:

Office furniture and equipment 10 years
Maintenance and shop equipment 8 years
Vehicles 6 years
Land improvements 10 years

Long-term Debt

For governmental fund types, bond issuance costs are recognized during the
current period. Bond proceeds are reported as other financing sources. Issuance
costs, whether or not withheld from the actual net proceeds received, are
reported as debt service expenditures. For the proprietary fund types, material
bond issuance costs are deferred and amortized over the life of the bonds using
the effective interest method. The County's long-term debt for solid waste
purposes is carried in the Solid Waste Fund rather than in the General Long-Term
Debt Account Group. The debt service requirements for the solid waste debt are
being met by solid waste revenues, but the taxing power is pledged to make these
payments if solid waste revenues should ever be insufficient. Long-term debt for
other purposes is included in the General Long-Term Debt Account Group. The debt
service requirements for all of the debt carried in the General Long-Term Debt
Account Group are appropriated annually in the General Fund.

12



Note 1

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies (continued) :

Fund Equity

Reservations or restrictions of equity represent amounts that are not
appropriable or are legally segregated for a specific purpose. Designations of
equity represent tentative management plans that are subject to change.

State law [G.S. 159-13(b) (16)] restricts the appropriation of fund balance or
fund equity to an amount not to exceed the sum of cash and investments minus the
sum of liabilities, encumbrances, and deferred revenues arising from cash
receipts as those amounts stand at the close of the fiscal year preceding the
budget year.

The governmental fund types classify fund balances as follows:

Reserved

Reserved for inventories - portion of fund Dbalance not available for
appropriation because it represents the year-end fund balance of ending
inventories, which are not expendable, available resources.

Reserved for encumbrances - portion of fund balance available to pay for any

commitments related to purchase orders and contracts which remain unperformed at
year—end.

Reserved by State statute - portion of fund balance, in addition to reserves for
encumbrances and reserves for inventories, which is not available for
appropriation under State law [G.S. 159-8(a)]. This amount is usually comprised

of accounts receivable and interfund receivables which are not offset by deferred
revenues.

Reserved for register of deeds - portion of fund balance constituting the
Automation Enhancement and Preservation Fund, funded by 10% of the fees collected
and maintained by the register of deeds' office. The funds are available for

appropriation but are legally restricted for computer and imaging technology in
the register of deeds office.

Reserved for employees' retirement system - portion of total fund balance
available for appropriation to pay retirement benefits when due.

Unreserved
Designated for subsequent year's expenditures - portion of total fund balance
available for appropriation which has been designated for the adopted 2002 - 2003

budget ordinance.

Undesignated - portion of total fund balance available for appropriation which is
uncommitted at year-end.

Revenues, Expenditures, and Expenses:

Other Resources

The General Fund provides the basis of local resources for other governmental
funds. These transactions are recorded as "Transfers-out" in the General Fund
and "Transfers-in" 1in the receiving fund. The County's General Fund also
transfers funds to AppalCART and the Economic Development Commission.

13
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WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Summary of Significant Accounting Policies (continued) :

Compensated Absences

The vacation policy of the County provides for the accumulation of up to thirty
(30) days earned vacation leave with such leave being fully vested when earned.
The vacation policy of AppalCART provides for the accumulation of up to two
hundred and forty (240) hours earned vacation leave. Any excess cannot be
carried over to the next vyear. For the County, the current portion of the
accumulated vacation pay 1s not considered to be material; therefore, no
expenditure or liability has been reported in the governmental funds. The
County's liability for accumulated earned vacation and the salary related
payments as of June 30, 2002 is recorded in the General Long-Term Debt Account
Group. For the County's proprietary fund and AppalCART, an expense and a
liability for compensated absences and the salary-related payments are recorded
within those funds as the leave is earned.

The sick leave policies of the County and AppalCART provide for an unlimited
accumulation of earned sick leave. Sick leave does not vest, but any unused sick
leave accumulated at the time of retirement may be used in the determination of
length of service for retirement benefit purposes for the County. Since neither
entity has any obligation for accumulated sick leave until it is actually taken,
no accrual for sick leave has been made by the County or its component units.

The County adopted and implemented the Annual Vacation Leave Conversion Policy
effective December 31, 1993. The policy states that at the end of each benefit
year on January 1 any County employees with accrued annual vacation leave in
excess of thirty (30) days or two hundred and forty (240) hours shall have this
leave converted to sick leave. This converted sick leave shall be used in the
same manner as accrued sick leave and may be used for authorized sick leave
purposes. And, like regular sick leave, any unused converted sick leave may be
counted toward creditable service at retirement up to a maximum of 12 total sick
days per year of service.

Total (Memorandum Only) Columns

The total columns on the accompanying financial statements are captioned as,

"Total (Memorandum Only) - Primary Government" because they do not represent
consolidated financial information and are presented only to facilitate financial
analysis. The columns do not present information that reflects financial

position, results of operations, or cash flows in accordance with generally
accepted accounting principles for the primary government. Interfund eliminations
have not been made in the aggregation of this data.

Comparative Data/Reclassifications

Comparative total data for the prior year have been presented in selected
sections of the accompanying financial statements in order to provide an
understanding of the changes in the County's financial position and operations.
Comparative totals have not been included on the statements where their inclusion
would not provide enhanced understanding of the County's financial position and
operations or would cause the statements to be unduly complex or difficult to
understand. Also, certain amounts presented in the prior year's data have been
reclassified to be consistent with the current year's presentation.

14



Note 2

Note 3

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Stewardship, Compliance and Accountability:

Material Violations of Finance-Related Legal and Contractual Provisions

Noncompliance with North Carolina General Statutes

There were no instances of noncompliance with North Carolina General Statutes.

Detail Notes on All Funds and Account Groups:

Assets

Deposits

All of the County's, AppalCART's and Economic Development Commission's deposits
are either insured or collateralized by using one of two methods. Under the
Dedicated Method, all deposits exceeding the federal depository insurance
coverage level are collateralized with securities held Dby the County's,
AppalCART's or Economic Development Commission's agents in these units' names.
Under the Pooling Method, which is a collateral pool, all uninsured deposits are
collateralized with securities held by the State Treasurer's agent in the name of
the State Treasurer. Since the State Treasurer is acting in a fiduciary capacity
for the County, AppalCART and the Economic Development Commission, these deposits
are considered to be held by their agents in the entities' names. The amount of
the pledged collateral is based on an approved averaging method for non-interest
bearing deposits and the actual current balance for interest-bearing deposits.
Depositories using the Pooling Method report to the State Treasurer the adequacy
of their pooled collateral covering uninsured deposits.

The State Treasurer does not confirm this information with the County, AppalCART,
or the Economic Development Commission or with the escrow agent. Because of the
inability to measure the exact amount of collateral pledged for the County,
AppalCART or the Economic Development Commission under the Pooling Method, the
potential exists for undercollateralization, and this risk may increase in
periods of high cash flows. However, the State Treasurer of North Carolina
enforces strict standards of financial stability for each depository that
collateralizes public deposits under the Pooling Method.

At June 30, 2002, the County's deposits had a carrying amount of $14,892,238 and
a bank balance of $15,661,250. Of the bank balance, $436,361 was covered by
federal depository insurance, and $37,163 in non-interest bearing deposits and
$15,187,726 in interest bearing deposits were covered by collateral held under
the Pooling Method.

At June 30, 2002, Watauga County had $1,710 cash on hand.
At June 30, 2002, the carrying amount of deposits for Watauga County Economic
Development Commission was $1,049 and the bank balance was $1,049. All of the
bank balance was covered by federal depository insurance.
At June 30, 2002, the carrying amount of deposits for AppalCART was $41,237 and

the bank balance was $76,566. All of the bank balance was covered by federal
depository insurance and $0 covered by collateral held under the Pooling method.
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WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

Detail Notes on All Funds and Account Groups (continued) :

Investments

At year end, the County's investments consisted of investments with the North
Carolina Capital Management Trust. AppalCART's investments consisted of its
investment with the North Carolina Capital Management Trust. The County's and
AppalCART's investments in the North Carolina Capital Management Trust are exempt
from risk categorization because the County and AppalCART do not own any
identifiable securities in these mutual funds.

At June 30, 2002, the County's investments consisted of $7,596,986 in the North
Carolina Capital Management Trust's Cash Portfolio.

At June 30, 2002, AppalCART's investments consisted of $324,882 in the North
Carolina Capital Management Trust.

These amounts reflect both the reported and fair value.

Property Tax-Use-Value Assessment on Certain Lands

In accordance with the general statutes, agriculture, horticulture, and forest
land may be taxed by the County at the present-use value as opposed to market
value. When the property loses its eligibility for use-value taxation, the
preceding fiscal years, along with the accrued interest from the original due
date.

This tax is immediately due and payable. The following are property taxes that
could become due if present use-value eligibility is lost. These amounts have
not been recorded in the financial statements.

Year Levied Tax Interest Total
1999 $ 313,135 88,461 401,596
2000 292,183 56,245 348,428
2001 298,150 30,560 328,710
2002 296,899 -— 296,899

Total $1,200,367 175,266 1,375,633

Receivables - Allowances for Doubtful Accounts

For the County, the amounts presented in Exhibit A, the Combined Balance Sheet,
are net of the following allowances for doubtful accounts:

Fund 06/30/02
General Fund:
Property taxes $ 364,769
Special Revenue Fund
Property taxes 5,713
Total $ 370,482

16



Note 3 -

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements

For the Fiscal Year Ended June 30,

Detail Notes on All Funds and Account Groups (continued):

2002

Fixed Assets

A summary of changes in the County's general fixed assets follows:

By type:
Balance Balance
July 1, 2001 Additions Retirements Transfers June 30, 2002
Land $ 2,153,498 279,766 158,265 - 2,274,999
Buildings 23,333,302 202,401 356,432 11,722 23,190,993
Equipment 3,975,628 374,240 293,675 2,900 4,059,093
Leasehold
improvements 36,953 2,044 -— -— 38,997
Construction in
progress 92,214 2,056,525 - <14,622> 2,134,117
Total $ 29,591,595 2,914,976 808,372 -— 31,698,199
By function:
Balance Balance
July 1, 2001 Additions Retirements Transfers June 30, 2002
General government $ 6,675,808 631,259 793,494 42,490 6,556,063
Public safety 2,898,177 205,071 14,878 <14,314> 3,074,056
Environmental
protection 34,323 1,632 - -— 35,955
Human service 13,829,239 3,045 - <10,778> 13,821,500
Economic and
physical
development 435,094 4,732 —— <2,776> 437,050
Cultural and
recreational 2,492,011 12,712 - - 2,505,323
Education 3,134,129 —— —— —— 3,134,129
Construction in
progress 92,214 2,056,525 - <14,622> 2,134,117
Total $ 29,591,595 2,914,976 808,372 - 31,698,199
Reconciliation of additions:
Capital outlay expenditures $2,487,290
Special Revenue - public safety 9,656
Capital Project - capital outlay 418,030
$2,914,976

A summary of changes in the Economic Development Commission's general fixed

assets follows:

Equipment

Balance Balance
July 1, 2001 Additions Retirements June 30, 2002
$ 11,137 <11,137> $ -
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Detail Notes on All Funds and Account Groups (continued) :

Summary of Proprietary Fund Fixed Assets

The fixed assets for the proprietary fund of the County at June 30, 2002 are
as follows:

Fixed Accumulated
Assets Depreciation Net
Building S 877,367 169,189 708,178
Land and land improvements 1,540,108 93,356 1,446,752
Leasehold improvements 298,185 154,437 143,748
Equipment 1,118,707 943,332 175,375
Furniture and fixtures 157 143 14
Vehicles 801,882 563,887 237,995
Total $ 4,636,406 1,924,344 2,712,062

The following is a summary of proprietary fund type fixed assets for
AppalCART at June 30, 2002:

Fixed Accumulated
Assets Depreciation Net
Office furniture
and equipment S 121,712 83,572 38,140
Shop equipment 147,492 121,975 25,517
Vehicles 2,199,513 1,764,389 435,124
Land improvement 144,780 80,674 64,106
Total $2,613,497 2,050,610 562,887

Liabilities:

Pension Plan Obligations

Local Governmental Employees' Retirement System

Plan Description

Watauga County contributes to the statewide Local Governmental Employees'
Retirement System (LGERS), a cost-sharing multiple-employer defined benefit
pension plan administered by the State of North Carolina. LGERS provides
retirement and disability benefits to plan members and beneficiaries. Article 3
of G.S. Chapter 128 assigns the authority to establish and amend benefit
provisions to the North Carolina General Assembly. The Local Governmental
Employees' Retirement System is included in the Comprehensive Annual Financial
Report (CAFR) for the State of North Carolina. The State's CAFR includes
financial statements and required supplementary information for LGERS. That
report may be obtained by writing to the Office of the State Controller, 1410
Mail Service Center, Raleigh, North Carolina 27699-1410, or by calling (919) 981-
5454.

Funding Policy
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Plan members are required to contribute six percent of their annual covered
salary. The County is required to contribute at an actuarially determined rate.
For the County, the current rate for employees not engaged in law enforcement and
for law enforcement officers is 4.8% and 4.78%, respectively, of annual covered
payroll. The contribution requirements of members and of Watauga County are
Detail Notes on All Funds and Account Groups (continued) :

established and may be amended by the North Carolina General Assembly. The
County's contributions to LGERS for the years ended June 30, 2002, 2001, and 2000
were $715,183, $653,821, and $610,258, respectively. The contributions made by
the County equaled the required contributions for each year.

Law Enforcement Officers' Special Separation Allowance

Plan Description

Watauga County administers a public employee retirement system (the Separation
Allowance), a single-employer defined Dbenefit pension plan that provides
retirement benefits to the County's qualified sworn law enforcement officers.

The Separation Allowance is equal to .85 percent of the annual equivalent of the
base rate of compensation most recently applicable to the officer for each year
of creditable service. The retirement benefits are not subject to any increases
in salary or retirement allowances that may be authorized by the General
Assembly. Article 12D of G.S. Chapter 143 assigns the authority to establish and
amend benefit provisions to the North Carolina General Assembly. The Separation
Allowance 1s reported in the County's report as a reservation of general fund
equity.

All full-time County law enforcement officers are covered by the Separation
Allowance.

At December 31, 2001, the Separation Allowance's membership consisted of:
Retirees receiving benefits 3
Terminated plan members entitled to

but not yet receiving benefits 0
Active plan members 27
Total 30
Contributions

The County 1is required by Article 12D of G.S. Chapter 143 to provide these
retirement benefits and has chosen to fund the amounts necessary to cover the
benefits earned by reserving Fund Balance. There were no contributions made by
employees. The County's obligation to contribute to this plan is established and
may be amended by the North Carolina General Assembly. Administration costs of
the Separation Allowance are paid by the County.

The annual required contribution for the current year was determined as part of
the December 31, 2001 actuarial wvaluation using the projected unit credit
actuarial cost method. The actuarial assumptions included (a) 7.25% investment
rate of return (net of administrative expenses) and (b) projected salary
increases of 5.9 to 9.8% per year. Both (a) and (b) included an inflation
component of 3.75%. The assumptions did not include postretirement benefit
increases. The actuarial value of assets was determined using the market value
of investments. The unreserved actuarial accrued liability is being amortized as
a level percentage of projected payroll on a closed basis. The remaining
amortization period at December 31, 2001 was 29 years.
3 Year Trend Information
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Fiscal Annual Pension Percentage of Net End of Year
Year Ended Cost (APC) APC Contributed Obligation
06/30/02 $24,192 115.23% $ <15,139>
06/30/01 15,422 104.91 <11,455>
06/30/00 15,284 122.60 <10, 697>

Detail Notes on All Funds and Account Groups (continued) :

Supplemental Retirement Income Plan for Law Enforcement Officers

Plan Description

The County contributes to the Supplemental Retirement Income Plan (Plan), a
defined contribution pension plan administered by the Department of State
Treasurer and a Board of Trustees. The Plan provides retirement benefits to law
enforcement officers employed by the County. Article 5 of G.S. Chapter 135
assigns the authority to establish and amend benefit provisions to the North
Carolina General Assembly.

Funding Policy

Article 12E of G.S. Chapter 143 requires the County to contribute each month an
amount equal to five percent of each officer's salary, and all amounts
contributed are vested immediately. Also, the law enforcement officers may make
voluntary contributions to the plan. Contributions for the year ended June 30,
2002 were $49,950, which consisted of $45,123 from the County and $4,827 from the
law enforcement officers.

Deferred Compensation Plan

The County offers its employees a deferred compensation plan created in
accordance with Internal Revenue Code Section 457. The plan, which is available
to all full-time employees (other than those participating in the supplemental
retirement income plans) permits them to defer a portion of their salary until
future years. The deferred compensation is not available to employees until
termination, retirement, death or unforeseeable emergency.

Registers of Deeds' Supplemental Pension Fund

Plan Description

Watauga County also contributes to the Registers of Deeds' Supplemental Pension
Fund (Fund), a noncontributory, defined contribution plan administered by the
North Carolina Department of State Treasurer. The Fund provides supplemental
pension benefits to any county register of deeds who is retired under the Local
Government Employees' Retirement System (LGERS) or an equivalent locally
sponsored plan. Article 3 of G.S. Chapter 161 assigns the authority to establish
and amend benefit provisions to the North Carolina General Assembly.

Funding Policy

On a monthly basis, the County remits to the Department of State Treasurer an
amount equal to four and one-half percent (4.5%) of the monthly receipts
collected pursuant to Article 1 of G.S. 161. Immediately following January 1 of
each year, the Department of State Treasurer divides ninety-three percent (93%)
of the amount in the Fund at the end of the preceding calendar year into equal
shares to be disbursed as monthly benefits. The remaining seven percent (7%) of
the Fund's assets may be used by the State Treasurer in administering the Fund.
For the fiscal year ended June 30, 2002, the County's required and actual
contributions were $17,805.
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Detail Notes on All Funds and Account Groups (continued):

Other Postemployment Benefits - Watauga County

1. Death Benefits

The County has elected to provide death benefits to law enforcement employees

through the Death Benefit Plan for members of the Local Governmental Employees'
Retirement System (Death Benefit Plan), a multiple-employer, State-administered,
cost-sharing plan funded on a one-year term cost basis. The beneficiaries of
those employees who die in active service after one year of contributing
membership in the System, or who die within 180 days after retirement or
termination of service and have at least one year of contributing membership
service in the System at the time of death are eligible for death benefits. Lump
sum death benefit payments to beneficiaries are equal to the employee's 12
highest months salary in a row during the 24 months prior to the employee's
death, but the benefit may not exceed $20,000. All death benefit payments are
made from the Death Benefit Plan. The County has no liability beyond the payment
of monthly contributions. Contributions are determined as a percentage of
monthly payroll, based upon rates established annually by the State.

Because the benefit payments are made by the Death Benefit Plan and not by the
County, the County does not determine the number of eligible participants. For
the fiscal year ended June 30, 2002, the County made contributions to the State
for death benefits of $1,264. The County's required contributions for employees
engaged 1in law enforcement represented .14% of covered payroll. The
contributions to the Death Benefit Plan cannot be separated between the post
employment benefit amount and the other benefit amount.

2. Health Benefits

The County has elected to allow retiring employees to extend their health
insurance coverage up to the time when they become eligible for Medicare
coverage. This policy came into effect September 1, 2001. For employees
retiring with a minimum of 10 years of service under the Local Government
Retirement System with at least the last 5 years with the County, the employee
may extend his/her health insurance coverage, but is fully responsible for the
premium. With a minimum of 20 years of service, the employee can maintain the
health insurance coverage, and the County will pay the lesser of $300 or 75% of
the monthly premium. With a minimum of 25 years of service, the employee can
maintain coverage, and the County will pay the lesser of $400 or 100% of the
monthly premium. If the employee chooses to make this election, it must be made
before the employee's actual retirement date. The employee is expected to enroll
for Medicare when eligible, and has the option to remain with the health
insurance plan for 30 days after becoming eligible for Medicare.

Retirement System - AppalCART

The AppalCART retirement plan is a money purchase plan through Jefferson Pilot
Pension Life. Each employee who works 1,000 hours in the fiscal year will be
eligible for an 8.25% of gross pay contribution in the retirement system.
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Detail Notes on All Funds and Account Groups (continued) :

The vesting schedule after working 1,000 hours in each plan year is as follows:

Years of Service Percent Vested
2 40%
3 60%
4 80%
5 or more 100%

This rate of contribution is subject to change due to funding constraints. The
contribution requirement for June 30, 2002 amounted to $60,250.

Deferred Revenues

The balance in deferred revenues for Watauga County at year-end is composed of
the following elements:

Prepaid Prepaid Taxes Total
Taxes Not Fees Not Receivable Fees Deferred

Yet Earned Yet Earned (net) Receivable Revenues

General Fund $183,0093 -— 609,164 —— 792,257
Enterprise Fund -- 2,192 -= 112,767 114,959
Fire Districts Fund 10,112 - 47,008 - 57,120
Total $193,205 2,192 656,172 112,767 964,336

The balance in deferred revenues for AppalCART at year end is composed of the

following:
2002

Z. Smith Reynolds Grant $ 18,819
The grant is to be used for a restricted purpose and, accordingly, is not
reflected as income until such expenditure is made. Management does not

anticipate spending these revenues in the current period.

Summary Disclosure of Significant Commitments

The County has commitments of approximately $250,000 for park construction and
$2,800,000 in building construction. These projects are being funded mainly by
grants, debt proceeds, and appropriations from fund balances.

Risk Management

The County 1is exposed to various risks of losses related to torts; theft of,
damage to, and destruction of assets; errors and omissions; injuries to
employees; and natural disasters. The County participates in three self-funded
risk financing pools administered by the North Carolina Association of County
Commissioners. Through these pools, the County obtains property coverage equal
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to replacement cost values of owned property subject to a limit of $125.5 million
for any one occurrence, general, auto, professional, and employment practices
liability coverage of $2 million per occurrence, auto physical damage coverage
for owned autos at actual cash value, crime coverage of $250,000 per occurrence,
workers' compensation coverage up to the statutory limits, and health and dental
insurance for county employees. The pools are audited annually by Certified
Public Accountants, and the audited financial statements are available to the
County upon request.

Detail Notes on All Funds and Account Groups (continued) :

Two of the pools are reinsured through multi-state public entity captive
commercial companies for single occurrence losses in excess of

$500,000 up to a $2 million limit for liability coverage, $600,000 of aggregate
annual losses in excess of $50,000 per occurrence for property auto physical
damage, and crime coverage, and single occurrence losses of $350,000 for workers'
compensation. For health and dental insurance, the county is reinsured through
the pool for individual losses in excess of 115% of expected claims. The pool is
reinsured through commercial carrier for individual losses in excess of $100,000.
The County carries commercial coverage for all other risks of loss. There have
been no significant reductions in insurance coverage from the previous year and
settled claims have not exceeded coverage in any of the past three fiscal years.

AppalCART is exposed to various risks of loss related to torts; theft of, damage
to, and destruction of assets; errors and omissions; injuries to employees; and
natural disasters. AppalCART carries commercial insurance for these risks of
loss. Settled claims resulting from these risks have not exceeded coverage in
any of the past three years.

Claims and Judgements

At June 30, 2002, the County was a defendant in various lawsuits. One of these
lawsuits is a tax exemption appeal for the year 1999. The taxpayer contends that
some of its properties should be exempt from taxation as educational properties.
In December 2000, the Property Tax Commission unanimously ruled that the taxpayer
was not entitled to the exemption; however, in August 2002, the North Carolina
Court of Appeals reversed the Property Tax Commission, by a vote of 2 to 1.

Due to the dissent, the County has filed a notice of appeal with the North
Carolina Supreme Court. If the Court of Appeal's decision is upheld by the
Supreme Court, the 1999 tax year will likely become precedent for subsequent
years, therefore most or all of the property taxes paid for the 1999 thru 2001
years (approximately $237,000 per year) will have to be refunded, including
interest as required by law. The County's attorneys have not expressed an
opinion on the likely outcome of this appeal.

In regards to the other lawsuits in which the County was a defendant, the
attorney also expresses no opinion on the outcome of the litigations, and the
amount of damages sought by the plaintiffs has not been determined. The County
plans to vigorously contest these litigations.

Long-Term Obligations

Capital Leases

The County had no capital |ease agreenents.

Installment Purchase

As authorized by State law [G.S. 160A-20 and 153A-158.1], the County has financed
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various property acquisitions in the current and previous years. The installment
purchases were issued pursuant to security agreements, which require that legal
title remain with the County as long as the debt is outstanding.

The County executed an installment purchase on November 14, 2001, for the
acquisition of a 2002 Freightliner Refuse Truck. This installment purchase is
serviced by the Solid Waste Fund, and requires twelve quarterly payments of
$13,065 which includes interest at 3.91% compounded quarterly.

Detail Notes on All Funds and Account Groups (continued) :

The County has another installment purchase serviced by the Solid Waste Fund.
This installment purchase was executed on February 3, 2000 for the acquisition of
a John Deere Front Loader and requires twelve quarterly principal payments of
$11,991 and interest at 4.64% compounded quarterly.

The County also has two installment purchases serviced by the General Fund. The
first installment purchase was executed on November 1, 1997 for construction and
renovation of the Human Services Center and requires sixty quarterly principal
and interest payments of $72,318.

The second installment purchase was executed on December 1, 1998 for the
renovation of the East Annex Building and the Watauga County Health Department
and requires forty quarterly principal and interest payments of $51,219. For
Watauga County, the future minimum payments as of June 30, 2002, including
$774,254 in interest, are as follows:

Year Ending June 30 General Long-Term Debt Solid Waste Fund
2003 $ 494,148 76,661
2004 494,148 52,262
2005 494,148 26,131
2006 494,148 -
2007 494,148 --
Next 5 years 1,605,333 -—
Total $4,076,073 155,054

General Obligation Indebtedness

The County's general obligation bonds financed by the governmental funds are
accounted for in the General Long-Term Debt Account Group. Those general
obligation bonds issued to finance the construction of solid waste disposal
facilities utilized in the operations of the Solid Waste Fund and which are being
retired by its resources are reported as long-term debt in the Solid Waste Fund.
All general obligation bonds are collateralized by the full faith, credit, and
taxing power of the County. Principal and interest payments are appropriated
when due.

Bonds payable at June 30, 2002 consist of the following individual issues:

General Obligation Bonds
Serviced by the General Fund:

$2,411,400 1988 Farmers Home Administration

Loan Discount Purchase Program bonds

due in semi-annual installments through

June 1, 2003; interest at 8.22% S 296,200

$7,500,000 1993 School Facility Serial
Bonds due in semi-annual installments
through June 1, 2014; interest at 4.40% $ 4,500,000
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$9,400,000 1994 School Facility Serial
Bonds due in semi-annual installments
through June 1, 2003; interest at
5.70% - 5.90% S 950,000

Detail Notes on All Funds and Account Groups (continued) :

$7,100,000 1996 School Facility Serial
Bonds due in semi-annual installments
through June 1, 2015; interest at
5.10% - 5.20% $ 5,000,000

$6,425,000 2001 General Obligation
Bonds Refunding due in semi-annual
installments through June 1, 2015;
interest at 3.00% to 4.25% $ 6,265,000

Serviced by the Solid Waste Fund:

$1,385,000 1991 Solid Waste Disposal

Bonds due 1in semiannual installments

through June 1, 2011; interest at 6.10% S ——
Total $17,011,200

Annual debt service requirements to maturity for the County's general obligation
bonds, including interest of $5,199,153 are as follows:

Year Ending General Long-Term

June 30 Debt Account Group
2002 $ 2,432,693
2003 2,045,445
2004 1,978,745
2005 1,910,345
2006 1,841,775
Next 5 years 8,102,825
Thereafter 3,898,525
Total $ 22,210,353

At June 30, 2002 Watauga County had a legal debt margin of $247,290,061.

Advance Refunding Bonds

In December 2001, the County issued $6,425,000 of general obligation refunding
bonds to provide resources to purchase U.S. government securities that were
placed into an irrevocable trust for the purpose of generating resources for all
future debt service payments on $5,900,000 of refunded debt. The refunded debt
consists of $5,265,000 1994 School Facility Serial Bonds (partially refunded for
maturities in the years 2004-2015) and $635,000 1991 Solid Waste Disposal Bonds
(completely refunded) .

As a result, the refunded bonds are considered to be defeased and the liability

has been removed from the General Long-Term Debt Account Group and the Solid

Waste Fund. The amount of defeased debt, which remains outstanding as of June

30, 2002, is $5,125,000. This advance refunding was undertaken to reduce total
25



Note 3-

Note 4

WATAUGA COUNTY, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2002

debt service payments over the following 13 years by $282,135 and resulted in an
economic gain of $231,604.

Detail Notes on All Funds and Account Groups (continued) :

Changes in General Long-Term Debt

The following is a summary of changes in the County's long-term debt for the
fiscal year ended June 30, 2002.

Balance Balance
July 1, 2001 Additionms Retirements June 30, 2002
By type:
General obligation debt $ 17,338,200 6,425,000 6,752,000 17,011,200
Installment purchase
contracts 3,620,776 - 318,957 3,301,819
Compensated absences 542,872 486,122 464,793 564,201
Total $ 21,501,848 6,911,122 7,535,750 20,877,220
Balance Balance

July 1, 2001 Additionms Retirements June 30, 2002

By purpose:

Hospital S 563,200 -— 267,000 296,200
Schools 16,775,000 - 6,325,000 10,450,000
Refunding -- 6,425,000 160,000 6,265,000
Building and land 3,620,776 - 318,957 3,301,819
Compensated absences 542,872 486,122 464,793 564,201

Total $ 21,501,848 6,911,122 7,535,750 20,877,220
Fund Equity

Enterprise Fund - Contributed Capital

On July 1, 1989, the County established the Solid Waste Enterprise Fund to
account for the operations of the landfill. At this time, all landfill assets
were transferred to this fund at original cost less accumulated depreciation from
date of purchase, as well as landfill long-term debts. The net difference
between the net asset value and the long-term debts was considered as contributed
capital from the General Fund. As required by GASB Statement 33, Accounting and
Financial Reporting for Nonexchange Transactions, the County 1is recognizing
capital contributions from external sources as revenue rather than as contributed
capital.

Joint Ventures:

The County participates in a joint venture to operate Appalachian Regional
Library with two other local governments. Each participating government appoints
four board members to the twelve-member Board of the Library. The County has an
ongoing financial responsibility for the Jjoint venture because the Library's
continued existence depends on the participating governments' continued funding.
None of the participating governments have any equity interest in the Library, so
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no equity interest has been reflected in the financial statements at June 30,
2002. In accordance with the intergovernmental agreement between the
participating governments, the County appropriated $324,450 to the Library to
supplement its activities. Complete financial statements for the Library can be
obtained from the Library's offices at 148 Library Drive, West Jefferson, NC
28694.

Joint Ventures (continued) :

The County, in conjunction with Ashe and Alleghany Counties, participates in a
joint wventure to operate the Appalachian District Health Department. Each
participating government appoints one board member to the Governing Board and
they in turn appoint the other members of the Governing Board. None of the
participating governments have any equity interest in the Health Department, so
no equity interest has been reflected in the financial statements at June 30,
2002.

In accordance with the intergovernmental agreement between the participating
governments, the County appropriated $438,578 to the Health Department to
supplement its activities. Complete financial statements for the Health
Department can be obtained from the Health Department's offices at 141 Health
Center Drive, Boone, NC 28607.

The County also participates in a joint venture to operate New River Behavioral
Health Care with four other local governments. Each participating government
appoints one County Commissioner to the Governing Board and they in turn appoint
the other members. None of the participating governments have any equity
interest in the Behavioral Health Care Department, so no equity interest has been
reflected in the financial statements at June 30, 2002. 1In accordance with the
intergovernmental agreement between the participating governments, the County
appropriated $206,492 to the Behavioral Health Care Department to supplement its
activities. Complete financial statements for the Behavioral Health Care
Department can be obtained at 895 State Farm Road, Suite 508, Boone, NC 28607.

Jointly Governed Organizations:

The County communally governs Caldwell Community College and Technical Institute
with one other local government and the community college system of the State of
North Carolina. The County appoints two members of its fourteen member Board of
Trustees. In accordance with the intergovernmental agreement between the
participating governments, the County appropriated $258,975 to Caldwell Community
College and Technical Institute to supplement its activities. Complete financial
statements for the College can be obtained at 2855 Hickory Boulevard, Hudson, NC,
28638.

Contracts:
The County contracts with Watauga Medics, Inc. for ambulance service. The
contract requires the County to provide the physical plant for Watauga Medics,

Inc. The yearly subsidy amounted to $833,127 for the fiscal year ended June 30,
2002.

Supplemental and Additional Supplemental One-Half of One Percent

Local Government Sales and Use Taxes:
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State law (Chapter 105, Articles 40 and 42, of the North Carolina General
Statutes) requires the County to use a portion of the proceeds of 1its
supplemental and additional supplemental sales taxes, or local option sales
taxes, for public school capital outlays or to retire public school indebtedness.

During the fiscal year ended June 30, 2002 the County reported these local option
sales taxes within its General Fund. The County expended the restricted portion
of these taxes for public school capital outlays.

Public School Building Bond Act of 1997:

The General Assembly passed the Public School Building Bond Act of 1997 to
provide for the issuance of $1.8 billion in State bonds to be used for making
grants to counties for qualified public school capital outlay projects. The
Department of Public Instruction is responsible for project approval and the
distribution of funds. The principal amounts of bonds or notes issued by the
State in any twelve month period may not exceed $450 million.

Of the total $1.8 billion authorized, $30 million will be allocated as grants to
counties that have small county school systems, after considering whether the
counties demonstrate both greater than average school construction needs and high
property tax rates. The primary allocation of $1.77 billion will be distributed
to all counties based on the average daily membership, the ability to pay, and
the growth rate of the school administrative units located within each county.

The distribution of the primary allocation is subject to the satisfaction of
certain match requirements by the counties. Match requirements may be satisfied
by non-State expenditures for public school facilities made on or after January
1, 1992. Watauga County's matching requirements of $.50 for each dollar of
allocated bond proceeds has been fulfilled.

Because the County has met its matching requirement, the County recognizes
revenues equal to the liabilities incurred for approved project expenditures.
Watauga County requests bond funds by project to be transferred to an account
established by Watauga County Board of Education for payment of invoices. To
date, the County has expended $3,645,557 of their total allocation of $3,858,443.

School Facilities Finance Act of 1987:

The General Assembly passed the School Facilities Finance Act of 1987 (Act) to
assist county governments in meeting their public school facility capital needs.
The Act created two State-funded programs for the construction and renewal of
school facilities: the Public School Building Capital Fund administered by the
Office of State Budget and Management and the Critical School Facilities Fund
administered by the State Board of Education. The Public School Building Capital
Fund may also be used to finance equipment needs under the local school unit's
technology plan.

Public School Building Capital Fund

This program is funded using a portion of the corporate income taxes, which are
imposed on corporations doing business in the State. Each calendar quarter, the
Department of Revenue shall remit to the State Treasurer for credit in the fund,
an amount equal to the applicable fraction of the net collections of corporate
income taxes received during the previous quarter minus $2.5 million, which it
deposits into the Critical School Facilities Needs Fund.

For the period from 10/1/99 to 9/30/2000, the applicable fraction was one-
fourteenth (1/14) of the net collections; for periods after 9/30/2000 the
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applicable fraction is five sixty-ninths (5/69) of the net collections of
corporate taxes.

Monies in the fund are allocated to Watauga County on the basis of the average
daily membership (ADM) for Watauga County Board of Education as determined by the
State Board of Education. The Office of State Budget and Management establishes
and maintains an ADM allocation account for the County. At June 30, 2002, the
balance of the County's ADM allocation account was $7,342.

School Facilities Finance Act of 1987 (continued) :

The County must match this balance on the basis of one dollar for every three
dollars of State funds for financing the school unit's facilities capital needs.
The local school technology plan does not require a county match.

After approving a school capital project authorized by the Act, the Office of
State Budget and Management will transfer funds from the County's ADM allocation
account to its disbursing account maintained with the State Treasurer.

The County received approval for an allocation of $350,323 from the State for the
roof replacement at Hardin Park Elementary School. The County must match this
balance on the basis of one dollar for every three dollars of State funds. As of
June 30, 2002, the County's disbursing account had a balance of $737,343.

Funds in the allocation and disbursing accounts are considered State moneys until
the County issues warrants to disburse them. At that time, they are recognized

in the County's General Fund as a restricted intergovernmental revenue.

Critical School Facilities Needs Fund

This program is funded by the net collections of State income taxes imposed on
corporations and received by the Department of Revenue. Each quarter, the
Department of Revenue deposits $2.5 million into the fund.

The Commission on School Facility Needs established a priority list of the
counties receiving grants. The Commission on School Facility Needs has since
been abolished.

Grants are awarded by the State Board of Education based on the grant priority
list. A Jjoint application must be made by the Watauga County Board of
Commissioners and the Watauga County Board of Education. At June 30, 2002, the
Boards had not submitted a grant application.

Benefit Payments Issued by the State:

The amounts listed below were paid directly to individual recipients by the State
from federal and State monies. County personnel are involved with certain
functions, primarily eligibility determinations, that cause benefit payments to
be issued by the State.

These amounts disclose this additional aid to County recipients which do not
appear in the general purpose financial statements because they are not revenues
and expenditures of the County.

Federal State

Temporary Assistance for
Needy Families S 110,903 ——
Medicaid 12,805,064 6,793,225
Food Stamp Program 1,375,760 -—

Low Income Home Energy Assistance
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Block Grant 44,781 --
Child - Welfare - Adoption Subsidy -- 7,684
Foster Care 75,063 8,974
Adoption Assistance 79,321 24,720

Summary Disclosure of Significant Contingencies:

Federal and State Assisted Programs

The County and AppalCART have received proceeds from several federal and State
grants. Periodic audits of these grants are required and certain costs may be
questioned as not being appropriate expenditures under the grant agreements.
Such audits could result in the refund of grant moneys to the grantor agencies.

Management believes that any required refunds will be immaterial. No provision
has been made in the accompanying financial statements for the refund of grant
moneys.

Groundwater Contamination/Landfill Closure

In March 1993, the County's engineers found groundwater contamination at the
County's landfill site which exceeded State and Federal maximum contaminant
levels for some constituents. On April 8, 1994, the County stopped accepting
municipal solid waste at the County's landfill, and closure procedures were
initiated. The County's engineers developed an assessment plan, which was
approved by the NCDEHNR Solid Waste Management Division, to determine the extent,
nature, and source of the contamination. The County installed groundwater
monitoring wells in and around the landfill property to test for the presence of
possible contaminants. On January 12, 1996, the County's engineers issued a
Remedial Investigation and Alternative Report which proposed a remedial cap with
some supplemental steps (including some continued assessment monitoring
activities). In February 1996, the Board of Commissioners approved the
engineer's proposal with some adjustments based on public comment. The County,
after advertisement and bidding, awarded a contract for construction of the cap
in May 1996. The approximate cost to date of the assessment and remedial cap is
$2,700,000. The capping project is complete and groundwater conditions remain
stable. Groundwater testing continues, although on a reduced scope. Further
remedial actions are not anticipated unless groundwater conditions change.

Additional Information:

Watauga Hospital Incorporated, a North Carolina nonprofit corporation that
operates Watauga Medical Center and the County have borrowed $8,300,000 primarily
for the purpose of financing or reimbursing Watauga Hospital Incorporated for all
or a portion of the (1) constructing and equipping a three-story addition to the
existing Medical Center facilities, (2) renovating certain portions of the
existing Medical Center facilities and (3) acquiring certain capital equipment.
Should Watauga Hospital Incorporated default on the bonds, the County 1is
obligated to make payments with respect to the borrowing of bond proceeds. These
payments would be made only from revenues of the Medical Center, or any Medical
Center facility owned by the County replacing the Medical Center whether in whole
or in part and whether or not located on the site of the Medical Center. These
bonds are not collateralized by the faith, credit, and taxing power of the
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County.
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