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Letter of Transmittal

The Honorable Mayor, Members of the
City Council and the Citizens
City of Lincolnton, North Carolina

The Comprehensive Annual Financial Report of the City of Lincolnton, North Carolina is submitted for your
review and use. The City, like other local governments in the State, is required by state law to publish a complete
set of financial statements within four months of the close of each fiscal year. The financial statements must be
presented in conformity with generally accepted accounting principles (GAAP) and audited in accordance with
generally accepted auditing standards by a firm of licensed certified public accountants. This report is published
to fulfill that requirement for the fiscal year ended June 30, 2015, and to provide complete and further
accountability to citizens and other interested parties by providing a comprehensive report in lieu of the minimum
basic financial statement requirements.

Management assumes full responsibility for the completeness and reliability of the information contained in this
report. To provide a reasonable basis for making these representations, we bave established a comprehensive
internal control framework that is designed both to protect the government’s assets from loss, theft, or misuse and
to compile sufficient reliable information for the preparation of the City of Lincolnton’s financial statements in
conformity with Generally Accepted Accounting Principles (GAAP). The cost of internal controls should not
outweigh their benefits. The City’s comprehensive framework of internal controls has been designed to provide
reasonable rather than absolute assurance that the financial statements will be free from material misstatement.
As management, we believe to the best of our knowledge, this financial report is complete and reliable in all
material respects and is reported in a manner to present fairly the financial position of the City.

Lowdermilk Church & Co., L.L.P., Certified Public Accountants, have issued an unmodified (“clean”) opinion
on the City of Lincolnton’s financial statements for the fiscal year ended June 30, 2015. The independent
auditors’ report is located at the front of the financial section of this report.

Management’s discussion and analysis (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.

114 WEST SYCAMORE STREET + P.O. BOX 617 « LINGOLNTON, NORTH CARCLINA 28093-0617
PHONE (704) 736-8980 - FAX (704) 736-8995
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Profile of the City

The City of Lincolnton, incorporated in 1785, is the County seat of Lincoln County (“the County™). It is located
in the heart of the piedmont section of the State, approximately 32 miles northwest of Charlotte on highways U.S.
321, State 27, and State 150. The City is the second oldest city west of the Catawba River in North Carolina with
Morganton, established 1784, being the oldest city. Evidence of our long and distinguished history abounds
throughout the stately streets of the City. The State of North Carolina has erected over a dozen historical markers
to honor some of the important events, landmarks, and distinguished people in Lincolnton’s past. Lincoluton was
named for Benjamin Lincoln, who achieved fame at the time of Cornwallis’ surrender to Washington at
Yorktown, Virginia. It currently occupies 8.6 square miles and serves a population of 10,522. Lincolnton is
empowered by state statute to extend its corporate limits by annexation, which it has done from time to time.

The City of Lincolnton is the only incorporated municipality in the County and operates under the council-
manager form of government. The Mayor is elected at large for a two-year term. Composed of four members,
the Lincolnton City Council has policy making and legislative authority. Members are elected at large but must
file for election by ward. Two members of the City Council are elected every two years, serving four year terms.
The City Council is responsible for the budget approval and appointing the City Manager and City Attorney. The
City Manager is responsible for implementing Council policies and City ordinances, managing daily operations,
and acts on all recommendations of employment for the City.

The City of Lincolnton provides a full range of services, including police and fire protection, the construction and
maintenance of streets, curbs, gutters, sidewalks, and other infrastructure; solid waste and recycling; community
development; planning and zoning; cemetery; and recreation and cultural activities. Additionally the City owns
and operates an electric and water and sewer system, which provides services to residents of the City and its
environs. This report includes all of the City’s activities in delivering and administrating these services.
Although legally separate from the City, the City of Lincolnton ABC Board (“the Board”) and the Lincolnton
Tourism Development Authority (LTDA)are important to the City because the City exercises control over the
Board and the LTDA by appointing members to the boards, and because the Board is required to distribute its
profits to the City. Additional information on those legally separate entities can be found in the notes to the
financial statements. '

The Council is required to adopt a budget by July 1 of each year. The City is empowered to levy a property tax
on both real and personal property located within its boundaries. The City’s budget ordinance creates a legal
limit on spending authorizations, and serves as the foundation for Lincolnton’s financial planning and control.

The budget is prepared by fund and department (e.g., police).

Local Economy

Major industries located within the City boundaries or close proximity include manufacturers of ball bearings and
textiles, as well as several financial institutions, restaurants, and real estate related businesses. Lincolnton is
fortunate to have retained much of its older textile base due to the firms altering their production to a specialty
product that gave them a niche in the market. The City has offered a favorable water and sewer fee rate structure
that has also enabled the textile market to survive fierce domestic and foreign competition, Other major
employers include the local county schools , local county and city government sectors, medical center, and retail
businesses. The top employment sectors are manufacturing (42%), education (22%), retail (14%), public
administration (13%) and medical (9%).

During the past ten years, the unemployment rate rose from an initial low of 5.1 percent (2007) to a decade high
of 14.8 percent (2009), only to descend to the current rate of 8.3 percent. This rate is slightly higher than the
State’s rate of 5.9 percent and higher than the national rate of 5.3 percent. Lincolnton has followed the same
pattern as the State during the economic cycles.



Numerous small businesses opened in Lincolaton, including Habibi Frozen Yogurt, Pelican’s SnoBall, Sassy
Pants Consignments and Gifts, The Salty Petal, Sweetfire BBQ, The Tavern and Staff Masters. In addition,
retailers Ross “Dress for Less”, Tractor Supply and Big Lots plus grocery chain Ingle’s opened in the fall.

Brazilian Maistro Investments LLC,. is investing in Lincoln County with the construction of a 45,000 square foot
shell building at the Lincoln County Industrial Park (LCIP); a groundbreaking ceremony was held Friday, August
22 to kick off the construction. The Lincoln Economic Development Association (LEDA) will assist in
marketing the facility designed for manufacturing. Through his relationship with Panico Peres, President & CEO
of No Borders Consulting Group and former board member of LEDA, Maistro Investments expressed interest in
investing in the US. After a tour of Lincoln County and discussions with LEDA of the need for product to
market, Maistro Investments decided to focus on the Lincoln County Industrial Park (LCIP) off Hwy 321 to build
the structure. Maistro Investments acquired approximately 11 acres, which faces Hwy 321. The building will
consist of 26 foot ceiling height, loading docks, and is expandable to 110,000 square feet. Maistro, with the help
of No Borders, hired firms for architectural, engineering and construction services from the Charlotte Region to
include Lincoln County.

Airlie Business Park expanded in Lincoln County with the dedication of Phase Il and a ground breaking on a new
50,000 square foot shell building, New occupants at Airlie will enjoy a world-class business park with close
access to Charlotte and the Charlotte Douglas International Airport via new Highway 16. In addition to being
just 20 minutes from Charlotte Douglas International Airport, close to a strong labor pool, and next door to Lake
Norman, the facility will offer an attractive speed to market advantage for potential new industries seeking to
locate in the Charlotte Region.

American Tire Distributors of Huntersville, NC, announced they will expand their Lincoln County tire
distribution operations in the Lincoln County Industrial Park to include neighboring Keith Corporation’s 420,000
square foot facility bringing total operations in Lincoln County to over 1 million square feet. This move is
necessary as a result of six acquisitions made by ATD since January of last year; making it the largest tire
distributor in the United States and Canada. The newly leased facility is adjacent to the existing ATD facility
and will house American Tire’s standard product assortment, as well as, Hercules Tire which was one of the
more recent acquisitions made by the company. Adding the new facility to the Lincoln County mix will mean
additional 12-15 jobs to the current employee count.

Timken has announced plans for an equipment expansion at its Iron Station, North Carolina location. The
bearing manufacturer which employees over 600 people is planning for increased production in their
manufacturing of hub assemblies specifically for application in the automotive industry. The project is expected
to be in production in 2015. With the added production, Timken plans to invest over $11 million dollars in the
project. Lincoln Economic Development Association presented a request to the County Commission on Monday,
April 20, 2015 for approval of incentives for the project per the qualifications of the Lincoln County Incentive
Grant Program for industries. Based upon the agreement, Timken will receive $39,430.00 per year for five years
from Lincoln County once the total $11 million dollar investment is made.

During the past five years, the government’s expenses related to public safety have increased in amount, and also
increased as a percentage of total expense (a five-year increase of 1.30 percent). Much of the increase reflects a
regional trend that has seen the salaries and benefits of police and firefighters growing at a much faster rate than
those of other categories of public-sector employees.

During this same five year period, charges for services, while continuing to increase in amount, have increased
slightly as a percentage of total revenue (a five-year increase of 0.22 percent). The reason for this relative small
increase is the relative increase in expenses related to services that are not supported by fees and charges (e.g.,
public safety); thus, as taxes have increased to support these services, so has the proportion of total revenue

generated by taxes.




Long-term Financial Planning and Major Initiatives

Unassigned fund balance in the general fund is 17.74 percent of total general fund expenditures, which is above
the required amount of 8 percent set by the State of North Carolina. As demonstration of the City’s commitment
to financial planning and fiscal health, the unreserved, unassigned fund balance in the general fund was
$1,714,961.

Each year the City adopts a capital improvement budget and prepares a 5-year capital improvement plan.
During the year, the City funded and managed significant projects including the following:

Refinancing of the Series 2005 Enterprise System Revenue Bonds for $9,479,000 which resulted in interest
savings of $811,000 over the remaining 6 years of the loan.

Financing of $300,000 for purchasing of 10 police vehicles to allow officers to take their police vehicle home in
order to minimize lost travel time to and from work.

Upgrading of various departmental needs including service vehicles, technology and service equipment items.
Relevant Financial Policies

The City of Lincolnton’s Unified Development Ordinance requires that a developer of a subdivision dedicate
land for a park, recreation, and open space purposes or the developer pay a fee in lieu of land before the
subdivision is approved. The use of these funds is governed by the North Carolina General Statue 160A-372,

Awards and Acknowledgments

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to the City of Lincolnton for its comprehensive annual financial report (CAFR) for the fiscal
year ended June 30, 2014. This was the twenty-fifth consecutive year that Lincolnton has received this
prestigious award. In order to be awarded a Certificate of Achievement, the government had to publish an easily
readable and efficiently organized CAFR that satisfied both generally accepted accounting principles and
applicable legal requirements.

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

In addition, the City of Lincolnton was again recognized by the National Trust Main Street Program as a National
Main Street. Over $30 million has been invested in downtown Lincolnton since being recognized as a Main
Street Community seventeen years ago, which equates to over $1.9 million each year and just under $2,800 per
capita using 2010 Census figures.

The Water Department was one of the thirty six water systems that was honored for surpassing federal and state
drinking water standards by the N.C. Division of Water Resources’ Public Water Supply section. Awards are
given to water systems that demonstrate outstanding turbidity and microbial removal, two factors important in
determining the drinking water quality. While all systems must meet strict guidelines from federal and state
standards, those awarded met performance goals that were more rigorous.



The prepatation of this report would have not been possible without the efficient and dedicated service of the
entire staff of the finance department. We wish to express our appreciation to all members of the department
who assisted and contributed to the preparation of this report. Credit must also be given to the City Manager,
Mayor and the City Council for their unfailing support for maintaining the highest standards of professionalism
in the management of the City of Lincolnton’s finances.

Respectfully submitted,
Y 24 Lo B S oon
Jeff B. Emory Steven B. Zickefoose
City Manager Finance Director
November 23, 2015
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Lowdermilk Church & Co., L.L.P.
Certified Public Accountants

121 N. Sterling Street

Morganton, North Carolina 28655
Phone: (828) 433-1226

Fax: (828) 433-1230

Independent Auditors' Report

To the Honorable Mayor and Members
Of the City Council and the Citizens
City of Lincolnton, North Carolina

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the two aggregate discretely presented component urits, each major fund, and the aggregate remaining
fund information of the City of Lincolnton, North Carolina as of and for the year ended June 30, 2015, and the
related notes to the financial statements, which collectively comprise the City of Lincolnton, North Carolina’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.

Auditors’ 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. The financial statements of the City of Lincolnton ABC Board and the Lincolnton Tourism
Development Authority were not audited in accordance with Government Auditing Standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from 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
putpose 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
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
opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the two aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the City of
Lincolnton, North Carolina, as of June 30, 2015, and the respective changes in financial position, and, where
applicable, cash flows 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.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, Law Enforcement Officers’ Separation Allowance, Other Postemployment Benefits
Schedule of Funding Progress and Schedule of Employer Contributions, Local Government Employees’
Retirement System Schedules of the Proportionate Share of the Net Pension Liability {Asset) and Contributions
and Firefighters’ and Rescue Squad Workers’ Pension Fund’s Schedule of the Proportionate Share of Net
Pension Liability (Asset) on pages 12 through 20 and 69 through 75 be presented to supplement the basic
financial statements. Such information, although not a 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.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City of Lincolnton, North Carolina’s basic financial statements. The introductory section,
individual fund financial statements, and statistical section, are presented for purposes of additional analysis and
are not a required part of the basic financial statements.

The individual fund financial statements, budgetary schedules and other schedules 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. In our opinion, individual fund financial
statements, budgetary schedules and other schedules are fairly stated in all material respects in relation to the
basic financial statements as a whole.
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The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 23, 2015 on
our consideration of the City of Lincolnton, North Carolina’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that 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 the City of Lincolnton, North Carolina’s internal control over

financial reporting and compliance.

L ronicts> Hsak - Co

Morganton, North Carolina
November 23, 2015
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Management's Discussion and Analysis

As management of the City of Lincolnton, we offer the readers of the City of Lincolunton’s financial statements
this narrative overview and analysis of the financial activities of the City of Lincolnton for the fiscal year ended
June 30, 2015. 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.

Financial Highlights

* The assets and deferred outflows of resources of the City of Lincolnton exceeded its liabilities and
deferred inflows of resources at the close of the fiscal year by $48,251,848 (net position).

» The City's total net position decreased by $1,433,164, primarily due to a restatement of net position and
decreased revenues in the governmental activities.

» As of the close of the current fiscal year, the City of Lincoluton's governmental funds reported
combined ending fund balances of $4,692,437, with a net increase of $71,195 in fund balance.
Approximately 33.50 percent of this total amount, or $1,571,935, is nonspendable.

» At the end of the current fiscal year, unassigned fund balance for the General Fund was $1,714,961 or
17.74 percent of total general fund expenditures for the fiscal year.

» The City of Lincolnton's total debt decreased by $1,514,464 (8.97%) during the current fiscal year, The
key factor in this decrease was principal payments.

« The City's last bond rating was Aaa and AAA.

« The City’s total capital assets decreased by $1,850,381 (0.7%) during the current fiscal year, The key
factor in this decrease is depreciation expense.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the City of Lincolnton’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 Lincolnton.

12



Required Components of Annual Financial Report

Figure 1
Management’s Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
Summary: > Detail

Basic Financial Statements

The first two statements (pages 21 through 23) 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 (pages 24 through 32) 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 three parts to the Fund Financial Statements: 1) the governmental funds
statements; 2) the budgetary comparison statements; and 3) the proprietary fund statements.

The next section of the basic financial statements is the notes. The notes to the financial statements explain in
detail some of the data contained in those statements. After the notes, supplemental information is provided to
show details about the 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.
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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.

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, parks and recreation, and general administration. Property taxes and state and federal grant funds
finance most of these activities. The business-type activities are those that the City charges customers to provide.
These include the water and sewer and electric services offered by the City of Lincolnton. The final category is
the component units. Although legally separate from the City, the City of Lincolnton ABC Board (“the Board™)
is important to the City because the City exercises control over the Board by appointing its members and because
the Board is required to distribute its profits to the City. Although legally separate from the City, the Lincolnton
Tourism Development Authority is important to the City because the City exercises control over the Board by
appointing its members and because the occupancy tax collected is used to promote travel and tourism in the

City.
The government-wide financial statements are on pages 21 through 23 of this report.
Fund Financial Statements

The fund financial statements (see Figure 1) 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 Lincolnton, 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 City of Lincolnton
can be divided into two categories: governmental funds and proprietary funds.

Governmental Funds - Governmental funds are used to account for those functions reported as governmental
activities in the government-wide financial statements. Most of the 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 government activities (reported in the Statement of Net Position and the Statement of
Activities) and governmental funds is described in a reconciliation that is a part of the fund financial statements.

The City of Lincolnton 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.
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Proprietary Funds - City of Lincolaton 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. City of
Lincolnton uses enterprise funds to account for its water and sewer activity and for its electric operations, These
funds are the same as those functions shown in the business-type activities in the Statement of Net Position and
the Statement of Activities.

Notes to the Financial Statements — The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements begin on page 33 of this report. )

Other Information — In addition to the basic financial statements and accompanying notes, this report includes
certain required supplementary information concerning the City of Lincolnton’s progress in funding its obligation
to provide pension benefits to its employees. Required supplementary information can be found beginning on
page 69 of this report.

The individual fund statements and schedules are presented immediately following the required supplementary
information on pensions. Individual fund statements and schedules can be found beginning on page 76 of this
report.

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
The City of Lincolnton, Net Position

Figure 2
Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014

Current and other assets $ 5,752,284 $ 5,505,795 $12,876,276 $12,415,445 $18,628,560 $17,921,240
Capital assets 18,606,359 18,914,071 32,177,582 33,720,251 50,783,941 52,634,322
Deferred outflows of resources 335.475 - 105,092 508.430 440,567 508,430
Total assets and deferred outflows

of resources $24.694.118  $24 419866  $45.158,950 $46,644.126 $69.853.068 $71,063,992
Long term liabilitics outstanding $ 2425344 $ 1,911,234 $13,460,882 $15,463,766 $15,886,227 $17,375,001
Other liabilities 604,517 477,860 3,531,954 3,368,914 4,136,471 3,846,774
Deferred inflows of resources 1,199,493 297 379,029 156,908 1,578,522 157,205
Total liabilities and deferred

inflows of resources $ 4229355 § 2389392  $17.371,866  $18,989,589 $21,601,221 $21,378 981
Net position:

Net investment in capital assets $18,225,559  $18,914,071 $17,189,653 $17,188,580 $35,415,212 $36,102,651

Restricted 1,490,531 1,903,248 - - 1,490,531 1,903,248
Unrestricted 748,673 1,213,155 10,597,432 10,465,958 11,346,105 11,679.113
Total net position $20.464,763  $22,030474  $27,787.085  $27.654.538  $48,251.848 $49.685.012

15




As noted earlier, net position may serve over time as one useful indicator of a government’s financial condition.
The assets and deferred outflows of the City of Lincolnton exceeded liabilities and deferred inflows by
$48,251,848 as of June 30, 2015. The City’s net position decreased by $1,433,164 for the fiscal year ended June
30, 2015. However, the largest portion of net position (73.4%) reflects the City’s net investment in capital assets
(c.g. land, buildings, machinery, and equipment). The City of Lincolnton uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending. Although the City of
Lincolnton’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. An additional portion of the City of Lincolnton’s net position, $1,490,531, represents resources that
are subject to external restrictions on how they may be used. The remaining balance of $11,346,105 is
unrestricted. Also, the City of Lincolnton implemented GASB Statement 68 this year. With the new reporting
change, the City is allocated its proportionate share of the Local Government Employees’ Retirement System’s
net pension asset, deferred outflows of resources, deferred inflows of resources, and pension expense. A
restatement to record the effects of the new reporting guidance decreased beginning net position by $874,241.
Decisions regarding the allocations are made by the administrators of the pension plan, not by the City of
Lincolnton’s management. In addition, the Lincolnton Tourism Development Authority (LTDA) is a component
unit of the City. In prior years the LTDA was included as a special revenue fund. This resulted in a restatement
to beginning net position of ($383,388).

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

*  Decrease in ad valorem taxes and decrease in other general revenues in the governmental activities.
*  Decrease in overall governmental expenses.

»  Decrease in capital grants and contributions due to the contribution of a sewer line in the prior year.
*  Decrease in overall expenses in the business-type activities.

*  Increase in charges for services in the electric fund.

City of Lincolnton, Changes in Net Position

Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014

Revenues:
Program revenues:

Charges for services $ 153872 $ 176928 $16377389 % 16,058,777 $ 16,531,261 $ 16,235,705

Operating grants and contributions 447,765 557,434 - - 447,765 557,434

Capital grants and contributions 14,237 - - 1,674,563 14,237 1,674,563
General revenues:

Property taxes 4,761,205 4,849,278 . - 4,761,205 4,849,278

Other taxes 3,573,901 3,349,868 - - 3,573,901 3,349,868

Unrestricted investment earnings 3,477 1,916 10,869 9,233 14,345 11,148

Other 56,808 320,657 {405.085) 236 (348.277) 320,893
Total revenues 9,011,265 9,256,081 15,983,173 17,742,809 24,994,437 26.998.889
Expenses:

General government 1,864,278 2,025,069 - - 1,864,278 2,025,069

Public safety 4,562,298 4,663,422 - - 4,562,208 4,663,422

Public works 1,315,049 1,488,646 - - 1,315,049 1,488,646

Economic and physical development 348,274 497,450 - - 348274 497,450

Environmental protection 1,173,121 1,067,913 - - 1,173,121 1,067,913

Cultural and recreational 654,985 718,794 - - 654,985 718,794

Interest on long-term debt 5,662 5,428 663,840 760,216 669,502 765,644

Water and sewer - - 6,516,275 6,470,498 6,516,275 6,470,498

Electric - - 8,066,191 7,601,547 8,066,191 7.601.547
Total expenses 9.923.667 10,466,722 15,246,306 14,832 261 25,169,973 25,298,983
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City of Lincolngon, Changes in Net Position

Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014
Increase {decrease) in net position before
transfers and extraordinary item $ (912,402) $ (1,210641) 3 736,867 § 2,910,548 § (175,536) $ 1,699,906
394,135 394,105 (394.135) (394.105) - -
Increase (decrease) in net position $ (51826%8) $ (816535 3§ 342733 % 2516442 3§ (175536) 3§ 1,699.906

Net position, July I, as previously reported $22,030,474 $22,847,010  $27,654,538 $ 25,138,096 $ 49,685,012 $ 47,985,106

Restatement : (1.047.443) - (210,186) - (1,257,629} -
Net position, July 1, restated 20,983,031 22,847,010 27,444,352 25,138,096 48,427.383 47,985,106
Increase (decrease) in net position (518.268) (816,536} 342733 2516442 (175.535) 1,699.907
Net position, June 30 $20.464.763 $22030475 $27.787.085. $27,654,538  $48251.848 3 49,685,012

Governmental Activities. Governmental activities decreased the City's net position by $1,565,711. Key
elements of this decrease are as follows:

Program revenues and general revenues decreased.

$394,135 transfers in the current year,

Expenses decreased.

The implementation of GASB 68 and the change in reporting of LTDA decreased the City’s net position
by $1,047,443.

Business-type Activities, Business-type activities increased the City of Lincolnton's net position by $132,547.
Key elements of this increase are as follows:

The implementation of GASB 68 decreased net position by $210,186.

Charges for services increased approximately $319,000.

Capital grants and contributions decreased approximately $1,675,000 due to a capital contribution in the
prior year.

$394,135 transfers out, in the current year.,

The Water and Sewer Fund rates increased as follows: 4% increase for non (textile based) and 2%
increase for industrial (textile based).

Electric Fund rates increased 5.2%.

Administrative expenditures to the General Fund were $775,000 for the Water and Sewer Fund and
$375,000 for the Electric Fund.

Purchase for power increased approximately $244,000.

Financial Analysis of the City’s Funds

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

Governmental Funds. The focus of the City of Lincolnton'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

Lincolnton's financing requirements.
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The General Fund is the chief operating fund of the City of Lincolnton. At the end of the current fiscal year, the
City of Lincolnton’s fund balance available in the General Fund was $3,977,257, while total fund balance reached
$4,692,437. The City currently has an available fund balance of 41.1 percent of General Fund expenditures while
total fund balance represents 48.54 percent of that same amount.

General Fund Budgetary Highlights. During the year there was a $37,755 increase in appropriations between
the original and final budget. Following are the main components of the increase:

. $350,000 increase for purchase of police vehicles.
. $14,327 Donated capital Fire Department-Drying cabinet.
. $6,999 Federal Equitable Sharing contribution for Police Department.

Due to economic and market declines during the year, revenues were anticipated to decline. The decrease was due
to anticipated revenues not being received.

The final budget and actual results varied during the year. The significant budgetary variances are as follows:

. Total government expenditures were approximately $1,791,385 less than budgeted mainly due to an
overall controlling of cost in all departments.

. Public safety was less than budgeted due to vacancies and lower operating costs of $340,947.

. Public works was less than budgeted due to lower operating costs for administration, street maintenance
and solid waste of $312,907. Also, a major capital project for an intersection project was delayed until
2016 reducing costs by $581,250. ’

. Debt service was $150,657 less than budgeted due to interest rates.

Proprietary Funds. The City of Lincolnton’s proprietary funds provide the same type of information found in
the government-wide statements but in more detail. Unrestricted net position of the Water and Sewer Fund at the
end of the fiscal year amounted to $7,504,046, and unrestricted net position for the Electric Fund amounted to
$3,093,387. The total change in net position for both funds was $487,265 and $(144,532), respectively. The
change in net position in the Water and Sewer Fund is a result of increased operating revenues and a decrease in
interest expense that was not offset by an increase in charges for services. The decrease in the Electric Fund is a
result of an increase in expenses.

Capital Asset and Debt Administration
Capital Assets. The City of Lincolnton's investment in capital assets for its governmental and business type

activities as of June 30, 2015, totals $50,783,941 (net of acct}mulated depreciation). These assets include
buildings, roads and bridges, land, machinery and equipment, park facilities, and vehicles.
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Major capital asset transactions during the year include the following:

. Major additions in the General Fund included vehicles, equipment and land of approximately $580,200.
. The Electric Fund had approximately $141,100 in current year additions for a bucket truck and

equipment.
. The Water and Sewer Fund had approximately $148,800 of new additions, for vehicles and equipment.

City of Lincolnton’s Capital Assets

Figure 4
Governmental Business-type
Activities Activities Total
2015 2014 2015 2014 2015 2014
Land $ 8,300,388 $ 8,180,388 $ 105,820 $ 105,820 $ 8,406,208 $ 8,286,208
Ruildings and improvements 5,946,479 6,220,551 8,654,511 9,006,466 14,600,990 15,227,017
Distribution systems ‘ 198,477 207,695 22,062,097 23,168,584 22,260,574 23,376,279
Infrastructure 3,164,553 3,433,667 - - 3,164,553 3,433,667
Vehicles and equipment 976,462 842,648 1,349,891 1,426,781 2,326,353 2,269,429
Construction in progress 20,000 29,121 5,265 12,600 25,265 41,721
Total $18,606,359  $18,914.071 $32,177.582 $33.720,251 $50.783,941 $52.634,321

Additional information on the City's capital assets can be found in note IIA. of the Basic Financial Statements.

Long-term Debt. As of June 30, 2015, the City of Lincolnton had total bonded debt outstanding of $9,479,000.
The City’s bonded debt represents bonds secured solely by specified revenue sources (i.e. revenue bonds).

City of Lincolnton’s Qutstanding Debt

Figure 5
Governmental Business-type
Activities Activities Total
015 2014 015 2014 2015 2014
Revenue bonds $ - $ - $ 9,479,000  $10,750,000 $ 9,479,000 $10,750,000
Loans payable 380,800 - 5.508.929 6,133.193 5,889,729 6,133,193
Total $380,800 b - $14.987.929  $16.883.193  $15.368,729 $16.883.193

The City of Lincolnton’s total debt decreased by $1,514,464 (8.97%) during the fiscal year, primarily due to debt
principal payments.

The City refinanced the Series 2005 Entetprise System Revenue Bonds for $9,479,000, which results in interest
savings of $811,000 over the remaining six years of the debt.

The City of Lincolnton has an Aaa bond rating from Moody’s Investors Service and AAA rating from Standard
and Poor’s Corporation and Fitch Ratings. This bond rating is a clear indicator of the sound financial condition of
the City of Lincolnton. This achievement is a primary factor in keeping interest costs low on the City’s
outstanding debt.

North Carolina general statutes limit the amount of general obligation debt that a unit of government can issue to 8

percent of the total assessed value of taxable property located within the government’s boundaries. The legal debt
margin for City of Lincolnton is $68,815,090. The City has no bonds authorized but un-issued at June 30, 2015.
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Additional information regarding the City of Lincolnton’s long-term debt can be found in note 1LB of this report.
Economic Factors and Next Year's Budgets and Rates
The following key economic indicators reflect the growth and prosperity of the City.

» The City is continuing to evaluate its infrastructure assets and as part of that ongoing evaluation will
prioritize any necessary capital improvements.

* The two major industrial parks in Lincoln County are located within close proximity of our corporate
limits and their continuous growth benefits the City economically.

» The City purchased property to create a new downtown park and splash pad area.

» The City refinanced the Series 2005 Enterprise System Revenue Bonds for $9,479,000, which resulted in
interest savings of $811,000 over the remaining six years of the loan.

*  Numerous small businesses opened in Lincolnton, including Habibi Frozen Yogurt, Pelican’s SnoBall,
Sassy Pants Consignments and Gifts, The Salty Petal, Sweetfire BBQ, The Tavern and Staff Masters. In
addition, retailers Ross “Dress for Less”, Tractor Supply and Big Lots plus grocery chain Ingle’s opened
in the fall.

Budget Highlights for the Fiscal Year Ending June 30, 2016

Governmental Activities: Property taxes are expected to decrease five percent from amounts budgeted in the
prior year due to reevaluation. Grant revenue is expected to lead the increase in budgeted revenues. The City’s
general fund budgeted revenues are approximately $12,847,107, which reflects an increase from the prior year.

The City has appropriated to use $1,405,541 of fund balance.
The tax rate is to remain at $.56 cents per 100 dollars valuation.

Budgeted expenditures compared with the 2014 actual expenditures in the General Fund are expected to increase
10%. The largest increase is in general government.

Business-type Activities: The City continues to evaluate its water and sewer rates to ensure that revenues
generated by that activity are sufficient to meet operating requirements as well as ongoing debt service
requirements.

Water and Sewer rates increased 9% for non textile based and 4.5% for textile based. Electric rates did not
increase. Rate increases are effective on the July 1, 2015 billing.

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 City’s information found in this report or requests for additional information
should be directed to the Director of Finance, City of Lincolnton, P.O. Box 617, Lincolnton, NC 28092,
Questions concerning any of the Alcoholic Beverage Control Board information found in this report or requests
for additional information should be directed to the Finance Officer, City of Lincolnton ABC Board, 105 Stanford
Road, Lincolnton, NC 28092. You can also call 704-736-8980, visit our website at www.ci.lincolnton.nc.us or

send an email to sievezickefoose@gci.lincolnton.ne.us for more information.

20


http://www.ci.lincolnton.nc.us
mailto:stevezickefoose@ci.lincolnton.nc.us

BASIC
FINANCIAL STATEMENTS

The Basic Financial Statements provide a condensed
overview of the financial position and results of operations
of the City as a whole. They also serve as an introduction
to the more detailed statements and schedules that follow.
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CITY OF LINCOLNTON, NORTH CAROLINA

Statement of Net Position

June 30, 2015
Primary Government Component Units
Business - Lineolnton City of
Governmental type Tourism Develop- Lincolaton

Assets Activities Activities Total ment Authority ABC Board
Current assets:
Cash and cash equivalents $ 3,408,232 $10,880,763 $14,288,994 $ 413,785 $ 284,980
Taxes receivable, net 259,241 - 259,241 - -
Accounts receivable, net 436,461 1,374,741 1,811,202 - -
Due from other government agencies 160,682 - 160,682 - -
Due from component unit 35,263 - 35,263 - -
Inventories 22,880 95,455 118,335 - 194,577
Prepaid items 58,524 28,859 87,383 - 4,241
Total current assets 4,381,281 12,379,818 16,761,099 413,785 483,798
Noncurrent assets:
Restricted cash 872,917 338,805 1,211,722 - -
Net pension asset 498,086 157,653 655,739 - 7.255
Capital assets:

Land and nondepreciable assets 8,320,388 111,085 8,431,473 - 425,000

Other capital assets, net of

accumulated depreciation 10,285,971 32,066,497 42.352.468 - 1,195,185

Total capital assets 18,606,359 32,177,582 50,783,941 - 1,620,185
Total assets <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>