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Don L. Heath

Certified Public Accountant Forest City, North Carolina 28043 e Telephone 828-245-4841

Independent Auditor's Report

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

Report on the Financial Statements

I have audited the accompanying financial statements of the governmental
activities, the business-type activities, and each fund, of the Town of TForest
City, North Carolina, as of and for the year ended June 30, 2018, and the related
notes to the financial statements, which collectively comprise the Town'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 BAmerica; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor's Responsibility

My responsibility is +to express opinions on these financial statements based on my
audit. I did not audit the financial statements of the Town of Forest City ABC
Board. Those statements were audited by another auditor whose report has been
furnished to me, and my opinion, insofar as it relates to the amounts included for
the Town of Forest City ABC Board, is based solely on the report of the other
auditor. I conducted my audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that I plan and perform the
audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. The financial statements of the Town of Forest City
ABC Board were not audited in accordance with Government Auditing Standards.

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. 1In making those risk
assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the entity's internal control.
Accordingly, I 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.

I believe that the audit evidence I have obtained is sufficient and appropriate to
provide a basis for my audit opinions.

Member of American Institute of C.P.A.’s and North Carolina Association of C.P.A.’s



Opinions

In my opinion, based on my audit and the report of the other auditors, the
financial statements referred to above present fairly, in all material respects,
the financial position of the governmental activities, the business-type
activities, the discretely presented component unit, and each fund of the Town of
Forest City, North Carolina as of June 30, 2018 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, pages A-K, the Local Government
Employees' Retirement System's Schedules of the Proportionate Share of the Net

Pension Liability and Contributions (Exhibits I and II, respectively), the
Firefighters' and Rescue Squad Workers' Pension Fund's Schedule of the
Proportionate Share of Net Pension Liability (Exhibit III), Law Enforcement

Officers' Special Separation Allowance Schedules of the Changes in Pension
Liability - LEOSSA (Exhibit IV), Pension Liability - LEOSSA as a Percentage of
Covered Payroll, (Exhibit V), Schedule of Proportionate Share of OPEB Liability
(Exhibit VI), and Schedule of Town Contributions - Retiree Health Benefit Fund
(Exhibit VII) be presented to supplement the basic financial statements. Such
information, although not a required part of the basic financial statements, is
required by the Governmental Accounting Standards Board which considers it to be
an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. I 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
inguiries, the basic financial statements, and other knowledge I obtained during
my audit of the basic financial statements. I do not express an opinion or provide
any assurance on this information because the limited procedures do not provide me
with sufficient evidence to express an opinion or provide any assurance.

Supplementary and Other Information

My audit was conducted for the purpose of forming opinions on the financial
statements that collectively comprise the basic financial statements of the Town of
Forest City, North Carolina. The individual fund statements, budgetary schedules,
and other schedules, are presented for purposes of additional analysis and are not
a required part of the basic financial statements.

The individual fund 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 my opinion, based on my audit, the procedures performed as described
above, the individual fund statements, budgetary schedules, and other schedules are
fairly stated, in all material respects, in relation to the basic financial
statements as a whole.

Other Reporting Required By Government Auditing Standards

In accordance with Government Auditing Standards, I have also issued my report
dated November 9, 2018 on my consideration of the Town of Forest City's internal
control over financial reporting and on my tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, and other
matters. The purpose of the report is to describe the scope of my 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 Town of Forest
City's internal control over financial reporting and compliance.

ok

November 9, 2018
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MANAGEMENT 'S DISCUSSION AND ANALYSIS



Town of Forest City, North Carolina

Management’s Discussion and Analysis

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

Financial Highlights

® The assets and deferred outflows of resources of the Town of Forest City exceeded its
liabilities and deferred inflows of resources at the close of the fiscal year by $61,564,387 (ner
position).

e The government’s total net position decreased by $1,052,861 due to operations and decreased
by $14.989,085 as a resuli of a prior year adjustment.

® As of the close of the current fiscal year, the Town of Forest City’s governmental funds

reported combined ending fund balances of $8,426,632 with a net increase of $2,195,957 in
fund balance. Approximately 1591 percent of this total amount, or $1,340,582, is non
spendable or restricted.

e At the end of the current fiscal year, unassigned fund balance for the General Fund was
$2,328,356, or 15.17 percent of the total General Fund expenditures for the year.
® The Town of Forest City’s total debt increased by $11,268,229 during the current fiscal year.

The key factors in this increase were (1) pension obligations decreased by $463.,036, (2)
payments totaled approximately $362,406, (3) OPEB liability restatement by $15,328.314
and OPEB current year decrease of $3,204,643.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Forest City’s basic financial
statements. The Town’s basic financial statements consist of three components; 1) government-wide
financial statements; 2) fund financial statements; and 3) notes to the financial statements (see Figure 1).
The basic financial statements present two different views of the Town through the use of government-
wide statements and fund financial statements. In addition to the basic financial statements, this report
contains other supplemental information that will enkance the reader’s understanding of the financial
condition of the Town of Forest City.



Management’s Discussion and Analysis
Town of Forest City

Required Components of the Annual Financial Report

Figure 1
Management’s Basic
Discussion and Financial
Analysis Statements

Government- Fund Financial Nofes to the
wide Financial Statements Financial
Statements Statements
Summary >  Detail

Basic Financial Statements

The first two statements (Exhibits 1 and 2) in the basic financial statements are the Government-wide
Financial Statements. They provide both short and long-term information about the Town’s financiai
status.

The next statements {Exhibits 3 through 9) are Fuad Financial Statements. These statements focus on
the activities of the individual parts of the Town’s government. These statements provide more detail
than the government-wide statements. There are four parts to the Fund Financial Statements: 1) the
governmental fund statements, 2) the budgetary comparison statements, 3) the proprietary fund
statements, and (4) the fiduciary fund statement,



Management’s Discussion and Analysis
Town of Forest City

The next section of the basic financial statements is the Notes to the Financial Statements. The notes
explain in detail some of the data contained in the statements. After the notes, supplemental
information is provided to show details about the Town’s individual funds. Budgetary information
required by the General Statutes also can be found in this part of the statements.

Government-wide Financial Statenients

The government-wide financial statements are designed to provide the teader with a broad overview of
the Town’s finances, similar in format to a financial statement of a private-sector business. The
government-wide statements provide short and long-term information about the Town’s financial status
as a whole,

The twe government-wide stalements report the Tewn’s net position and how it has changed. Net
position is the difference between the Town’s total assets plus deferred outflows of resources and total
labilities plus deferred inflows of resources. Measuring net position is one way to gauge thie Town'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 activitics include most of the
Town’s basic services such as public safety, parks and recreation, and general administration. Property
laxes, sales taxes, utility franchise revenue, and state grant funds finance most of these activities. The
business-type activities are those that the Town charges customers to provide. These include water and
sewer and electric services offered by the Town of Forest City. The final category is the component
unit. Although legally separate from the Town, the ABC Board is important to the Town because the
Town exercises coniroi over the Board by appointing its members and the Board is required to distribute
its profits to the Town.

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

The fund financial statements (see Figure 1) provide a more detailed look at the Town’s most significant
activities. A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The Town of Forest City. like ail other
governmental entities in North Carolina, uses fund accounting to ensure and reflect compliance (or non-
compliance) with finance-related legal requirements, such as the General Statutes or the Town's budget
ordinance. All of the funds of the Town of Forest City can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental Funds — Governmental funds are used to account for those functions reported as
governmental activities in the government-wide financial statemenrts. Most of the Town’s basic services
are accounted for in governmental funds. These funds focus on how assets can be readily converted into
cash flow in and out, and what monies are lefi at year-end that wili be available for spending in the next

=



Management’s Discussion and Analysis
Town of Forest City

year. Governmental funds are reported using an accounting method called modified acerual accounting
which provides a short-term spending focus. As a result, the governmental fund financial statements
give the reader a detailed short-term view that helps him or her determine if there are more or less
financial resources available to finance the Town’s programs. The relationship between government
activities (reported in the Statement of Net Position and the Statement of Activities) and governmental
funds is described in a reconciliation that is part of the fund financial statements.

The Town of Forest City adopts an annual budget for its General Fund, as required by the General
Statutes. The budget is a legally adopted document that incorporates input from the citizens of the
Town, the management of the Town, and the decisions of the Board about which services to provide and
how to pay for them. It also authorizes the Town to obtain funds from identified sources to finance
these current period activities. The budgetary statement provided for the General Fund demonstrates
how well the Town complied with the budget ordinance and whether or not the Town succeeded in
providing the services as planned when the budget was adopted. The budgetary comparison statement
uses the budgetary basis of accounting and is presented using the same format, language, and
classifications as the legal budget document. The statement shows four columns: 1) the original budget
as adopted by the board; 2) the final budget as amended by the board; 3) the actual resources, charges to
appropriations, and ending balances in the General Fund; and 4) the difference of variance between the
final budget and the actual resources and charges. To account for the difference between the budgetary
basis of accounting and the accrual basis, a reconciliation showing the differences in the reported
activities is shown at the end of the budgetary statement.

Proprietary Funds - The Town of Forest City has onc type of proprietary fund. Enterprise IFunds are
used to report the same functions presented as business-type activities in the government-wide financial
statements financial statements. The Town of Forest City 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.

Fiduciary Funds — Fiduciary funds are used to account for resources held for the benefit of parties
outside the town. Forest City has one fiduciary fund, which is an agency fund.

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 comprise the last section of the basic financial statements.

Gther Information - In addition to the basic financial statements and accompanying notes, this report
includes certain required suppiementary information concerning the Town of Forest City’s progress in
funding its obligation to provide pension benefits and other post employment benefits to its employees.
Required supplementary information can be found after the notes to the financial statements in this
report.



Management’s Discussion and Analysis
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Interdependence with Other Entities — The Town depends on financial resources flowing from, or
associated with, both the Federal Government and the State of North Carolina. Because of this
dependency, Forest City is subject to changes in specific flows of infergovernmental revenues based on
modifications to Federal and State laws and/or appropriations.

Government-Wide Financial Analysis

The government-wide financial statements for years ending June 30, 2018 and June 30. 2017 are in
compliance with generally accepted accounting principles (GAAP). As appropriate, changes may have
been made to prior year amounts to make them comparable to current year amounts. The comparisons
between the two years in assets and fund balance are commented on in the Financial Highlights and in
Figure 2.
Town of Forest City’s Net Position
Figure 2

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

Current assets $ 9261990 § 6703071 $ 12597910 16553338 $ 21850900 $ 23256409
Restricted Asseis

Cash and cash equivaleats 425,047 285,709 622486 606.223 1047.533 891,932
Capital assets - net 19.176.724 16444768 40307718 41980043 39484442 58424811
Giher assets

Net pension asset = - - - = :

Due from component unit - 3.744 - - - 3744

Industrial development foan - - 37778 436,776 317.778 450,776
Deferred outflows of resources 1,581,681 1,295,630 637,671 539,594 2,218,752 1835224

Total assets and deferred i :

outflows of resources 30445442 24732522 54482963 60135974 84928405  84.86%.896
Long-term liabilities outstanding 11,116,435 3362173 4,585,797 1374904 15702232 4737079
Other liabilities 16913545 941,601 1529014 1.437.246 3,322,558 2378847
Deferred inflows of resources 3.037.533 111,513 1.361,695 35.124 4,339.228 146,637

Total liabilities and deferred

inflows of resources 15,347.512 4,415,289 7,516,506 2847274 23364018 .262,563
Net pasition:

Net investment ir capital asseis 18350313 15395579 397134600 41246297 58063913 56641876

Restricted 1318377 1.057.889 - - 1.318.377 1.057.889

Unrestricted (3070.760)  3.864.165 7252357 16042403 2182097 19906568

Total net position $ 14597030 $20317.633 $ 46966457 $ 57.288.700 3 61.564.387 $ 77.606333







