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Lowdermilk Church & Co., L.L.P.
Certified Public Accountants

121 North Sterling Street
Morganton, North Carolina 28655
Phone: (828) 4331226

Fax: (828) 433-1230

Independent Auditors' Report

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

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component unit, each major fund, and the aggregate remaining fund
information of the Town of Valdese, North Carolina, as of and for the year ended June 30, 2023, and the related
notes to the financial statements, which coliectively comprise the Town of Valdese, North Carolina's basic
financial statements as listed in the table of contents.

In our opinion, based on our audit, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component unif, each major fund, and the agpgregate remaining fund information of the Town
of Valdese, North Carolina, as of June 30, 2023, 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.

Basis for Opinions

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. Our responsibilities under those standards are further described in the
Auditors’ Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Town of Valdese, North Carolina and to meet our other ethical responsibilities, in accordance
with the relevant ethical requirements relating to our audit, We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinions. The financial statements of the Town of
Valdese ABC Board were not audited in accordance with Govermment Auditing Standards.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America, and for 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.



In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about the Town of Valdese, North Carolina's ability to
continue as a going concern for twelve months beyond the financial statement date, including any currently
known information that may raise substantial doubt shortly thereafter,

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are fo obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinions.
Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee
that an audit conducted in accordance with generally accepted auditing standards and Government Auditing
Standards will always defect a material misstatement when it exists, The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from erroz, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence
the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards and Government Auditing
Standards, we:

» Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amouats and disclosures in the financial statements.

¢  Obtain an understanding of internal control relevant to the audit 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 Town of Valdese, North Carolina's internal control. Accordingly, no such opinion is expressed.

s Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements,

¢ Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about the Town of Valdese, North Carolina’s ability to continue as a going concern for a
reasonable period of time.

We are required fo communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control-related matters that we
identified during the audit,



Required Supplementary Information

Accounting principles generally accepted in the United States of Ametica require that the Management’s
Discussion and Analysis, the Other Post-employment Benefits' Schedule of Changes in Total OPEB Liability and
Related Ratios, the Local Government Employees’ Retirement System's Schedules of the Proportionate Share of
the Net Pension Liability (Asset) and Contributions, and the Law Enforcement Officers’ Special Separation
Allowance Schedules of the Changes in Total Pension Liability and Total Pension Liability as a Percentage of
Covered Payroll, on pages 4-11 and 55-59 be presented to supplement the basic financial statements. Such
information is the responsibility of management and, 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, economie, 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
out audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any assurance.

Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Town of Valdese, North Carolina's basic financial statements. The accompanying combining and
individual fund financial statements, budgetary schedules, and other schedules and schedule of expenditures of
federal and State awards, as required by Title 2 U.S, Code of Federal Regulations Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, and the State Single
Audit Implementation Act are presented for purposes of additional analysis and are not a required part of the basic
financial statements, Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. The
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, the combining and individual fund financial statements,
budgetary schedules, and other schedules and the schedule of expenditures of federal and State awards are fairly
stated, in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Govermment Auditing Standards, we have also issued our report dated October 31, 2023, on
our consideration of the Town of Valdese, 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 solely 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 the effectiveness of the
Town of Valdese, North Carolina’s 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 Town of
Valdese, North Carolina’s internal control over financial reporting and compliance,

Jﬁowdm/rml% Chunch & &o., ‘ﬂip

Morganton, North Carolina
October 31, 2023



Management's Discussion and Analysis

As management of the Town of Valdese, we offer readers of the Town of Valdese's financial statements this
narrative overview and analysis of the financial activities of the Town of Valdese for the fiscal year ended
June 30, 2023. We encourage readers {o read the information presented here in conjunction with additional
information that we have furnished in the Town's financial statements, which follow this narrative,

Financial Highlights

+  The assets of the Town of Valdese exceeded its liabilities at the close of the fiscal year by $34,644,402
(net position).

» The government's total net position increased by $981,182.

+  As of the close of the current fiscal year, the Town of Valdese's governmental funds reported combined
ending fund balances of $10,233,993, with a net increase of $690,161, in fund balance. Approximately
35.64 percent of this total amount, or $3,646,428, is non-spendable or restricted.

+  Atthe end of the current fiscal year, unassigned fund balance for the General Fund was $6,587,565, or
123.01 percent of total General Fund expenditures for the fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Town of Valdese's basic financial
statements. The Town's basic financial statements consist of three components: 1) Government-wide
Financial Statements, 2) Fund Financial Statements, and 3) Notes to the Financial Statements (see Figure 1).
The basic financial statements present two different views of the Town through the use of government-wide
statements and fund financial statements. In addition to the basic financial statements, this report contains
other supplemental information that will enhance the reader's understanding of the financial condition of the
Town of Valdese.



Required Components of Annual Financial Report

Tigure 1
Management's Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statemenis
Summary---s-ss=-nnn--- - - - > 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 financial
status.

The next statements (Exhibits 3 through 10) are Fund Financial Statements, These statements focus on the
activities of the individual parts of the Town's government. These statements provide more detail than the
government-wide statements, There are four parts to the Fund Financial Statements: 1) the Governmental
Funds Statements; 2) the Budgetary Comparison Statements; and 3) the Proprietary Fund Statements,

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



Government-Wide Financial Statements

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

The two government-wide statements report the Town's net position and how it has changed, Net position is
the difference between the Town's total assets and total liabilities. Measuring net position is one way to gauge
the 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 activities include most of the Town's
basic services such as public safety, parks and recreation, and general administration. Property taxes and State
and federal grant funds finance most of these activities. The business-type activities are those that the Town
charges customers to provide. This includes the water and sewer services offered by the Town of Valdese.
The final category is the component unit. Although legally separate from the Town, the ABC Board is
important to the Town, The Town exercises control over the Board by appointing its members, and because
the Board is required to distribute its profits to the Town,

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

The fund financial statements (see Figure 1) provide a more detailed look at the Town's most significant
activitics, 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 Valdese, like all other governmental entities
in North Carolina, uses fund accounting to ensure, and to 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 Valdese 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 Towt'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 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 a part of the fund financial statements.

The Town of Valdese 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 fot 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 setvices as planned when the
budget was adopted, The budgetary comparison statement uses the budgetary basis of accounting and is
presented using the same format, language, and classifications as the legal budget document. The statement
shows four columns: 1) the original budget as adopted by the Board; 2) the final budget as amended by the
Board; 3) the actual resources, charges to appropriations, and ending balances in the General Fund; and 4) the
difference or variance between the final budget and the actual resources and charges.




Proprietary Funds - The Town of Valdese has one proprietary fund. Enterprise Funds are used to report the
same functions presented as business-type activities in the government-wide financial statements. The Town
of Valdese uses enterprise funds to account for its water and sewer activity., This fund is the same as those
functions shown in the business-fype 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 23 of this report.

Other Information - In addition to the basic financial statements and accompanying notes, this report
includes certain required supplementary information concerning the Town of Valdese's progress in funding
its obligation to provide pension benefits to its employees. Required supplementary information can be
found beginning on page 55 of this report,

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,
the Town is subject to changes in specific flows of intergovernmental revenues based on modifications to
Fedetal 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
governments and other holders of publicly held U.S. Treasury Securities.

Government-Wide Financial Analysis

Town of Valdese's Net Position

Figure 2

Governmental Activitics Business-type Activities ‘Total

2023 2022 2023 2022 2023 2022
Current anel other assets 10,498,608 3 9,768,250 % 4,899.040 % 2,432,618 15,397,648 § 12,200,868
Capital assets 6,134,560 6,321,063 24,679,284 25,611,768 30,813,844 31,932,831
Deferred outflows of resources 1,359,147 1,630,343 497372 335,985 1,856,479 1,366,328
‘Total assets and deferred outflows
of resources 17,992,275 17,119,656 30,075,696 28,380,371 48,067,971 45,500,027
l.ong-term liabilities outs{anding 5,884,003 4,941,938 6,762,741 6,281,600 12,646,744 11,223,538
Other liabiiities 139,758 78,166 136,293 94,921 276,051 173,087
Deferred inflows of resources 428,442 1,032,745 72,334 352,878 500,776 1,385,623
Total liabilities 6,452,203 6,052,849 6,971,368 6,729,399 13,423,871 12,782,248
Nei Position:
Net investment in capital assets 3,302,768 3,326,952 18,855,319 19,751,147 22,158,087 23,078,699
Restricted 1,016,069 1,013,368 - - 1,016,069 1,013,368
Unrestricted 7,221,235 6,726,487 4,249,010 2,845,266 11,470,245 9,571,753
Total net position 11,540,072 $ 11,066,807 § 23,104,329 § 22,596,413 34,644,401 § 33,663,220

As noted earlier, net position may serve, over time, as one useful indicator of a government's financial
condition. The assets of the Town of Valdese exceeded liabilities by $34,644,401 as of June 30, 2023, The
Town's net position increased by $981,181 for the fiscal year ended June 30, 2023. However, the largest
portion, 63.95%, reflects the Town's investment in capital assets (e.g., land, buildings, machinery, and
equipment), less any related debt still outstanding that was issued to acquire those items. The Town of
Valdese uses these capital assets to provide services (o citizens; consequently, these assets are not available
for future spending, Although the Town of Valdese's investment in its capital assets is reported net of the
outstanding related debt, the resources needed to repay that debt must be provided by other sources, since the
capital assets cannot be used to liquidate these liabilities, An additional portion of the Town of Valdese's net
position $1,016,069 (2.93%) represents resources that are subject to external restrictions on how they may be
used, The remaining balance of $11,470,245 is unrestricted.
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Several particular aspects of the Town's financial operations positively influenced the total unrestricted
governmental net position: '

. Continued, concerted effort to control cost and manage expenditures responsibly.
» Continued diligence in the collection of property taxes by maintaining a tax coilection percentage of
97.80%,
. Sustained effort to stabilize property tax revenues with both new residential and non-residential
development.
. Continued acquisition of grant funding for major projects,
. Annual review and re-prioritizing of 10-year capital improvement needs.
. Adherence to the adopted budget.
Town of Valdese's Clianges in Net Position
Figure 3
Governmental Activities Business-type Activities Total
2023 2022 2023 2022 2023 2022
Revenue:
Program revenues:
Charggs for services $ 769371 § 738,023  § 5,739,522 3% 5,398,063 3 6,508,893 § 6,136,086
Operating grants and contributions 949,681 995,443 - - 949,681 995,443
Capital grants and contributions 451,828 1,503,659 37,082 117,881 488,910 1,621,540
General revenues: - .
Property taxes 2,400,453 2,351,922 - - 2,409,453 2,351,922
Other taxes 2,395,966 2,163,457 - - 2,395,966 2,163,457
Other 552,100 87,910 274,335 (1,316) 826,435 86,594
Total revenues 7,528,399 7,840,414 6,050,939 5,514,628 13,579,338 13,355,042
Expesnses:
General government 913,173 692,809 - - 913,173 692,809
Public safety 2,492,579 2,112,334 - - 2,492,579 2,112,334
Transportation 525318 436,401 - - 525,318 436,401
Environmensal protection 362,604 340,899 - - 362,604 340,899
Econcmic and physical development 996,763 348,357 - - 996,763 348,357
Culture and recreation 1,294,224 1,844,927 - - 1,294,224 1,844,927
Inferest on fong-term debt 97,924 98,549 - - 97,924 98,549
Water and sewer . - 5,915,571 5,435,834 5,915,571 5,435,834
Total expenses 6,682,585 5,874,276 5,915,571 5,435,834 12,598,156 1,310,110
increase (decrease) in net position
before transfers 845,814 1,966,138 135,308 78,794 981,182 2,044,932
Transfers (372,549) (39,000) 372,549 39,000 - -
Increase (decrease) in net position 473,263 1,927,138 507,916 117,794 981,182 2,044,932
Net position July 1 11,066,807 9,139,669 22,506,413 22,478,620 33,663,220 31,618,289
Net position June 30 $ 11,540,072 0§ 15,066,807 $  23,104329 & 22596414 § 346444062 § 33,663,221

Governmental Activities - Governmental activities increased the Town's net position by $473,265.
Key elements of this increase are anticipated, and unanticipated events as follows:

. Exceptional growth in sales tax revenues,
. Revenues higher than anticipated,

. Expenditures lower than anticipated.

. 100% of ARPA funds received.

Business-type Activities - Business-type activities increased the Town of Valdese's net position by $507,916.
Key elements of this increase are as follows:

. Continuation of a Capital Improvement Plan and utility system rate model.
. Increase in the amount of grants received.
’ Intentional buildup of fund balance.



Financial Analysis of the Town's Funds

As noled earlier, the Town of Valdese uses fund accounting to ensure, and to demounstrate compliance with,
finance-related legal requirements.

Governmental Funds - The focus of the Town of Valdese's governmental funds is to provide information on
near-tetm inflows, outflows, and balances of usable resources, Such information is useful in assessing the
Town of Valdese's financing requirements. Specifically, unassigned fund balance can be a useful measure of a
government's net resources available for spending at the end of the fiscal year.

The General Fund is the chief operating fund of the Town of Valdese. At the end of the current fiscal year,
available fund balance of the General Fund was $6,587,565, while the total fund balance reached $8,136,499,
The Town currently has an available fund balance of 105.62 percent of General Fund expenditures, while the
total fund balance represents 151,94 percent of that same amount.

At June 30, 2023, the governmental funds of the Town of Valdese reported a combined fund balance of
$10,233,993, a 7.23 percent increase from last year. Included in this change in fund balance are increases in
the fund balance in the General Fund and a decrease in the fund balances of the Other Governmental Funds,

General Fund Budgetary Highlights - During the fiscal year, the Town revised the budget on several
occasions, Generally, budget amendments fall into one of three categories: 1) amendments made to adjust the
estimates that are used to prepare the original budget ordinance once exact information is available; 2)
amendments made to recognize new funding amounts from external sources, such as Federal and State grants;
and 3) increases in appropriations that become necessary to mainfain services.

Proprietary Fuads - The Town of Valdese'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 $4,248,010. The total change in net position was an increase of
$507,916, Other factors concerning the finances of this fund have already been addressed in the discussion of
the Town of Valdese's business-type activities,

Capital Assets and Debt Administration
Capital Assets - The Town of Valdese's investment in capital assets for its governmental and business-type
activities as of June 30, 2023, totals $30,813,844 {net of accumulated depreciation), These assets include

buildings, land, equipment, plant and distribution systems, and vehicles.

Major capital asset transactions during the year include the following additions (there were no significant
demolitions or disposals):

. Patrol vehicle
. Replace stage lighting at Old Rock School



The Town of Valdese's Capital Asscts

(Net of Depreeiation)

Figure 4
Gavernmental Activities Busticss-type Activities ‘Total
2023 2022 2023 2022 2023 2022

Land $  £,805,787 % 1,805,787 § 316070 § 216,070 2,121,857 & 2,121,857
Buildings 3,247,253 3,357,024 - - 3,247,253 3,357,024
Plant and disteibution systerus - - 23,683,909 23,868,231 23,683,909 23,808,231
Equipment 784,404 591,543 522,174 420,168 1,306,578 LT
Vehicles and motorized equipment 297,16 566,709 89,931 86,607 387,047 653,376
Construction it progress - - 67,200 920,630 67,200 920,630
Total $ 6,134,560 3 6321063 0§ 24679284 § 25,611,766 30,813,844 § 31,932,829

Additional information on the Town's capital assets can be found in Note IIL.A.4 of the Basic Financial

Statements.

Long-Term Debt - As of June 30, 2023 the Town of Valdese had total debt outstanding of $8,655,757.

The Town of Valdese's Outstanding Debt
Figure §
Governmental Activities Business-type Activities Toftal
2023 2022 2023 2022 2023 2022

General obligation bonds $ -3 - % 5015000 % 1,038,000 $ 1,015000 $ 1,038,600

Direct placement revolving loans - - 4,628,818 4,617,116 4,628,818 4,617,116

Direct ptacement instaliment . .

purchases 2,831,792 2,994,111 180,147 205,504 3,011,939 3,199,615
Total $ 2,831,792 0§ 29094111 § 5823965 $ 5860620 § 8,655757 § 8854731

The Town of Valdese's total debt decreased by $198,974 (2.25%) during the past fiscal year.

North Carolina General Statutes limit the amount of general obligation debt that a unit of government can
issue to 8 percent of the total assessed value of taxable property located within that government's boundaries,

The legal debt margin for the Town of Valdese is $26,787,515.

Additional information regarding the Town of Valdese's fong-term debt can be found in Note IILB.6

beginning on page 48 of this report.

Economic Facters and Next Year's Budgets and Rates

The following are key economic indicators that continue to affect the status of the Town:

. The Town of Valdese (regional) unemployment rate was 3.6%, compared to the State's rate of 3.3%
and the national rate of 3.6% as of June 30, 2023,

. Property taxes remain our largest revenue source,

. Sales and Utility Franchise taxes are our next largest revenue sources, Both have been trending

positive. We expect this trend to slow down in the upcoming fiscal year,

. The effects of losing textile industries continues to provide challenges for our Utility System,

However, we are optimistic that the current and planned effort to expand our residential customer
base through development and acquisition will continue to partially offset these losses,
. Our utility system has aging infrastructure in the ground and at both the Water and Wastewater
Treatment Plants. The Town implements a rate study annually that takes these factors into

consideration to develop our utility rates.
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. Inflation over the past two years has outpaced increased revenues by three times the amount. This
creates a struggle to maintain the level of services and compliance with regulatory State agencies as
available budgeted funds shrink when inflation rises.

Budget Highlights for the Fiscal Year Ending June 30, 2024

The original budget for the fiscal year 2022-2023 increased 3.3% over the previous fiscal year. This is
primarily due to Republic Services increase for sanitation and recycling, Viper radio system, pumps at the
Wastewater Plant, a large electrical substation at the Water Plant, and insurance costs, This funding level
provides for the continuation of all basic Town services, in addition to Community and Recreational services.

The property tax rate decreased to $0.515 per one hundred dollars ($100) valuation. The County wide
property revaluation from the FY 2023 is still allocated towards streets,

Budgeted expenditures for general operations in the General Fund are expected to increase. This increase is
primarily due to an increased cost of recycling, cost of living adjustment, facility maintenance, and inflation,
The fiscal year 2023 budget maintains the current level of employee benefits.

The water and sewer rates in the Town will follow the Utility Fund’s Capital Improvement Plan and rate
model for residential, commercial, and industrial customer base rates. Through this budgeting and capital
project model, the Town has developed a balanced projection for needed revenues generated from these rates
to cover the day-to-day operating needs of the Utility Fund, as well as to address the aging infrastructure in
our water and sewer system in a timely manner.

Requests for Information

This repott is designed to provide an overview of the Town's finances for those with an interest in this area.
Questions concerning any of the information found in this report, or requests for additional information,
should be directed to Director of Finance, Town of Valdese, P. O. Box 339, Valdese, N. C. 28690-0339,
One can also call (828) 879-2120 or visit our website www.townefvaldese.com,

[1



(THIS PAGE LEFT BLANK INTENTIONALLY)



Basic
Financial
Statements




(THIS PAGE LEFT BLANK INTENTIONALLY)



TOWN OF VALDESE',‘ NORTH CAROLINA
Exhibit 1
Statement of Net Position

June 30, 2023
Primary Government
Business- Town of
Governmental type Valdese
Assets Activities Activitics Total ABC Board
Current assets:
Cash and invesiments $ 9,413,398 $ 3,879,495 $ 13,292,893 $ 123,050
Restricted cash and investments 221,062 90,091 311,153 -
Taxes receivable, net 99,861 - 99,861 -
Accounts receivable, net 60,584 691,385 751,969 -
Interest receivable 24,995 - 24,995 -
Due from other governmental agencies 486,8[3 - 486,813 -
Prepaid expenses 28,023 9,174 37,197 -
Inventories 163,872 228,895 392,767 320,681
Total current assets 10,498,608 4,899,040 15,397,649 443,731
Non-current assets:
Capital assels:
Land, non-depreciable assets and construction in progress 1,805,787 383,270 2,189,057 -
Other capital assets, net of depreciation 4,328,773 24,296,014 28,624,787 47,021
Total capital assets 6,134,560 24,679,284 30,813,844 47,021
Total non-current assets 6,134,560 24,679,284 30,813,844 47,021
Right fo use leased asset, net of amortization - - - 42,261
Total assets 16,633,168 29,578,324 46,211,493 533,013
Deferred outflows of resources 1,359,107 497,372 1,856,479 26,699
Liabilities
Current liabilitics:
Accounts payable and other current liabilities 139,758 46,202 185,960 221,005
Customer deposits - 90,091 90,091 -
Long-term liabilities
Due within one year 167,350 311,641 478,991 21,859
Due in more than one year 5,716,653 6,451,100 12,167,753 44,323
Total liabilities 6,023,761 6,869,034 12,922,795 287,187
Deferred inflows of resources 428,442 72,334 500,776 179
Net Position
Net investment in capiial assets 3,302,768 18,855,319 22,138,087 47,021
Restricted for stabilization by state slalule 748,932 - 748,932 -
Restricted for town revitalization 46,075 - 46,075 -
Restricted for USDA 152,908 - 152,508 .
Restricted lor streets 68,154 - 68,154 -
Unrestricted 7,221,235 4,249,010 11,470,245 225,325
Tolal nef position $ 11,540,072 $ 23,104,329 $ 34,644,402 $ 272,346

The notes to the financial statements are an hitegral part of this statement.
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TOWN OF YALDESE, NORTH CAROLINA

Exhibit 3
Balance Sheet
Governmental Funds
June 30, 2023
Major FFunds
American Total Total
General Recovery Non-Major Governmental
Assels Fund Plan Fund Funds Funds
Cash and investments $ 7,258,921 $ - $ 2154477 § 9,413,398
Restricted cash and investments 221,062 - - 221,062
Taxes receivable, net 99,861 - - 99,861
Accounts receivable, net 60,584 - - 60,584
Due from other funds 52,770 - - 52,770
Due from other governmental agencies 486,813 - - 486,813
Prepaid expenses 28,023 - - 28,023
Inventories 163,872 - - 163,872

Total assets

Liabilities and Fund Balances
Liabilities:

$ 8,371,905 §

$ 2,154,477

$ 10,526,382

Accounts payable and other current Hiabilities $ 1353545 § - $ 4213 5§ 139,758
Bue to other funds - - 52,770 52,770
Total liabilities 135,545 - 56,983 192,528
Deferred inflows of resources:
Property taxes receivable 99,861 - . 99,861
Fund balances:
Nonspendable:
Prepaid expenses 28,023 - - 28,023
Inventories 163,872 - - 163,872
Restricted:
Stabilizafion by State Statute 748,932 - - 748,932
Encumbrances 148,766 - - j48,766
Town revitalization - - 46,075 46,075
Streets 68,154 - - 68,154
Committed:
USDA reserve 152,908 - - 152,908
Assigned:
Capital projects . “ 2,051,419 2,051,419
Subsequent year's expenditures 238,279 - - 238,279
Unassigned 6,587,565 - - 0,587,565
Total fund balances 8,136,499 - 2,097,494 10,233,993

Total liabilities and fund balances

$ 8371,905 §

$ 2,154,477

$ 10,526,382

The notes to the financial statements are an integral part of this statenient.



TOWN OF VALDESE, NORTH CAROLINA

Exhibit 4
Reconciliation of the Governmental Funds
Balance Sheet to the Statement of Net Position

June 30, 2023
Total governmental fund balances $ 10,233,993
Amounts reported for governmental activities in the statement of net postion are different because:
Capital assets used in governmental activities are not financial resources and, therefore are not
reported in the funds, 6,134,560
Deferred outflows of resources related to pensions are not reported in the funds 1,212,244
Deferred outflows of resources related to OPEB are not reported in the funds 146,863
Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds. 124,856
Deferred inflows of resources related to pensions are not reported in the funds (181,199)
Deferred inflows of resources related to OPEB are not reported in the funds (247,242)

Long-term liabilities, including bonds payable, OPEB, pension liability and compensated
absences are not due and payable in the current period, and therefore, are not reported in the funds. _ (5,884,003)

Net position of governmental activities $ 11,540,072

The notes to the financial statements are an infegral part of this statement,
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TOWN OF VALDESE, NORTH CAROLINA

Exhibit 5
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2023
Major Funds
American Total Total
General Recovery Non-Major Governmental
Fund Plan Fund Funds Funds

Revenues:
Ad valorem taxes ¥ 2,430,847 - $ - $ 2,430,847
Other taxes and licenses 1,837,714 - - 1,837,714
Unrestricted intergovernmental revenues 605,156 - - 605,156
Restricted intergovernmental revenues 165,696 704,321 100,000 970,017
Sales and services 748,122 - - 748,122
Investment earnings 418,578 - 20,557 439,135
Other reventies 152,235 - 366,567 518,802
Total revenues 6,358,347 704,321 487,124 7,549,792
Expenditures:
Current;
General government 895,158 - - 895,158
Public safety 2,167,118 - 135,279 2,302,397
Environmental protection 342,643 - - 342,643
Transportation 419,060 - - 419,060
Cultural and recreational 1,270,819 - - 1,270,819
Economic and physical development - - 996,763 996,763
Debt service:

Principal 162,319 - - 162,319

Interest and other charges 97,924 - - 97,924
Total expenditures 5,355,041 - 1,132,042 6,487,084
Revenues over (under) expenditures 1,003,306 704,321 {644,918) 1,062,708
Other Financing Sources {Uses):
Operating transfers - in 925,321 - 881,700 1,807,021
Operating transfers - out (881,700) (704,321) (593,549) (2,179,570)
Total other financing sources {uses) 43,621 (704,321) 288,151 (372,549}
Net change in fund balances 1,046,925 - (356,767) 690,161
Fund balances, beginning 7,089,573 - 2,454,261 9,543,834

Fund balances, ending

$ 8136499

3 2,097,494

$ 10,233,993

The notes to the financial statements are an infegral part of this statement.
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TOWN OF VALDESE, NORTH CAROLINA
Exhibit 6
Reconctiliation of the Statement of Revenues, Expenditures and
Changes in Fund Balances of the Governmental Funds to the
Statement of Activities
For the Year Ended June 30, 2023

Amiounts reported for governmental activities in the statement of activities are
different because:

Net changes in fund balances - total governmental funds $ 690,161

Governmental funds report capital cutlays as expenditures. However, in the

statement of activities, the cost of those assets is allocated over their estimated

useful lives and reported as depreciation expense. This is the amount by which

depreciation exceeded capita outlay in the current period, {186,503)

Contibutions to the pension plan in the current fiscal year are not included
on the Statement of Activities 296,452

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds.
Change in deferred revenue for tax revenues. (21,394)

The issuance of long-term debt provides current financial resources to

governmental funds, while the repayment of the principal of long-term debt

consumes the current financial resources of the governmental funds. Neither

transaction has any effect on net assets. Also, governmental funds report the

effect of issuance cost, premiums, discounts and similar items when debt is first

issued, whereas these amounts are deferred and amortized in the statement of

activities. This amount is the net effect of these differences in the treatment of

long-term debt and related items, (162,319)

Some expenses reported in the statement of activities do not require the use of

current financial resources and, therefore, are not reported as expenditures in

governmental funds.

Other postemployment benefits {79,832)
Pension expense {69,951)
Compensated absences 6,651

Total changes in net position of governmental activities $ 473265

The notes to the financial statements are ar integral part of this statement,
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TOWN OF VALDESE, NORTH CAROLINA

Statement of Revenues, Expenditures and Changes in Fund Balance -

General Fund

Budget and Actual
For the Year Ended June 30, 2023

Exhibit 7

Revenues:

Ad valorem taxes

Other taxes and licenses

Unrestricted intergovernmental revenues
Restricted intergoverumental revenues
Sales and services

Investment earnings

Other revenues

Total revenues

Expenditures:
Current:
General government
Public safety
Transportation
Environmental protection
Cultural and recreational
Debt service:

Principal

Inferest and other charges
Total expenditures
Revenues over (under) expenditures

Other Financing Sonrces (Uses):
Appropriated fund balance
Operating transfers - in {ouf)

Total other financing sources (uses)
Net change in fund balance

Fund balance, beginning

Fund balance, ending

General Fund

Variance with
Final Budget -

Original Final Actual Positive

Budget Budget Amounts {Negative)
$ 2,480,981 $ 2,380,302 $ 2,430,847 $ 50,545
1,465,039 1,465,039 1,837,714 372,675
569,000 586,321 605,156 18,833
146,300 146,300 165,696 19,396
558,454 693,744 748,122 54,378

- - 418,578 418,578

77,833 (16,150} 152,235 168,385
5,297,607 5,255,556 6,358,347 1,102,791
1,001,794 1,068,981 895,158 173,823
2,181,156 2,211,948 2,167,118 44,830
532,598 564,129 419,060 145,069
367,472 370,513 342,643 27,870
1,201,996 1,320,121 1,278,819 49,302
162,319 162,319 162,319 -
97,925 97,925 97,924 1
5,545,260 5,795,936 5,355,041 440,895
(247,653) {540,380) 1,003,306 1,543,686
150,653 443,380 - (443,380}
97,000 97,000 43,621 (53,379
247,653 540,380 43,621 (496,759

b - 3 - 1,046,927 $ 1,046,927

7,089,573

The notes to the financial statements are an integral part of this statement,
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TOWN OF VALDESE, NORTH CAROLINA

Statement of Fund Net Position
Proprietary Fund
June 30, 2023

Exhibit 8

Assels

Current assels:

Cash and investiments

Accounts receivable, net

Tnventorics

Prepaid expenses

Restricted cash and cash equivalents
Tolal current asseis

Noncurrent assefs:

Capital assets:

Land and improvemenis
Buildings and improvements
Distribwtion systems

Furniture and inainlenance equipment
Vehicles

Consiruction in progress

Less accumulated depreciation
Capilal assets, nel

Total noncurrent assels

Total assets
Deferred Quiflows of Resources

Linbilities

Current liabilitigs:

Accounts payable and other current liabilities
Customer deposits

General obligation onds payable - current
Loans payable - current

Total current liabilities

Noneurrent liabilities:

General obligation bonds payable
Loans payable

Net pension liability

Other postemployment benefits liability
Acerued conzpensated absences

Totat liabitities

Deferred Inflows of Resources
Net investient in capital assets
Unrestricled

Total net positien

Net position of business-type activitics

The notes to the financial statements are an infegral part of this statement.
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Enterprise Fund
Utility
Fund

$ 3,879,495
691,385

228,895

9,174

90,091

4,899,040

316,070
20,508,378
28,896,412

851,939

712,236

67,200
(26,672,953)

24,679,284

24,679,284
29578325

497,372

46,202
90,091
35,546

276,095

447,933

1,129,548
4,382,776
716,236
139,686

82,855

6,899,034
72,334
18,855,319

4,249.010

23,104,329

b 23.104.329



TOWN OF VALDESE, NORTH CAROLINA
Exhibit 9
Statement of Revenues, Expenses and Changes in Fand Net Position
Proprietary Fund
For the Year Ended June 30, 2023

Enterprise Fund

Utility
Fund

Operating Revenues:
Charges for services $ 5,033,564
Other operating revenues 705,958
Total operating revenues 5,739,522
Operating Expenses:
Administration 1,122,524
Water supply and treatinent 1,389,904
Wastewater freatment 1,071,950
Water and sewer maintenance 211,676
Depreciation 1,371,371
Total operating expenses 5,867,425
Operating income (loss) {127,903)
Nonoperating Revenues (Expenses):
Rent 600
Investment earnings 31,284
Interest expense (48,146)
Other 242,450
Nonoperating revenues

{expenses), net 226,189
Income {loss) before operating

transfers and capital contributions 98,286
Capital contributions 37,082
Transfers (to) from other funds:

General fund (221,000)

Capital project funds 593,548
Change in net position 507,916
Total net position-beginning 22,596,413

Total net position- ending

The notes to the financial statements are an integral part of this statement.
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TOWN OF VALDESE, NORTH CAROLINA

Statement of Cash Flows
Proprietary Fund

For the Fiscal Year Ended June 30, 2023

LIxhibit 10
Page 1 of 2

Cash Flows From Operating Activities:
Cash received from customers

Cash paid for goods and services

Cash paid to employees

Net cash provided (used) by operating activities

Cash Flows From Noncapital Financing Activities:
Operating transfers in

Cash Flows From Capital and Related Financing Activities:
Addition of construction in progress

Acquisition of capital assets

Proceeds from borrowings on long-term debt

Principal paid on bonds

Interest paid on bonds

Other

Capital contributions

Net cash provided (used) for capital and related financing activities

Cash Flows From Investing Activities:
Interest on investments

Net cash provided (used) by investing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

21

Enterprise Fund

$

Utility
Fund

5,705,858
(4,174,950)
(235,787)

1,295,121

372,548

(174,216)
(264,670)
273,793
(310,448)
(48,146)
243,050
37,082

(243,555)

31,284

31,284

1,455,398
2,514,188

$

3,969,586

cont,



TOWN OF VALDESE, NORTH CAROLINA

Statement of Cash Flows
Proprietary Fund
For the Fiscal Year Ended June 30, 2023

Exhibit 10, contf,
Page2 of 2

Reconciliation of Operating Income (Loss) to Net Cash Provided (Used)
by Operating Activities:

Operating income (loss)

Adjustments to Reconcile Operating Income (Loss) to Nef Cash Provided
(Used) by Operating Activities:

Depreciation

Changes in assets, deferred outflows of resources and liabilities:
(Increase) decrease in receivables

(Increase) decrease in deferred outfiows of resources - pension
{Increase) decrease in deferred outflows of resources - OPEB
{Increase) decrease in inventories

Increase (decrease) in net pension liability

Increase (decrease) in payables

Increase (decrease) in accrued vacation pay and other postemployment benefits
Increase (decrease) in deferred inflows of resources - pension
Increase (decrease) in deferred inflows of resources - OPEB
Increase (decrease) in customer deposits

Total adjustments

Net cash provided (used) by operating activities

The notes to the financial statements are an infegral part of this siatement.
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Enterprise und

$

Utility
Fund

(127,903)

1,371,371

(42,185)
(168,026)
6,639
(23,398)
521,853
32,849
(4,056)
(286,824)
6,280
8,521

1,423,024

$

1,295,121
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TOWN OF VALDESE, NORTH CAROLINA

Notes to the Financial Statements
For the Fiscal Year Ended June 30, 2023

Summary of Significant Accounting Policies

The accounting policies of the Town of Valdese, and its discretely presented component unit, 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 Town of Valdese is a municipal corporation which is governed by an elected mayor and a
five-member council, As required by generally accepted accounting principles, these financial
statements present the Town and its component unit, a legally separate entity for which the Town is
financially accountable. The discretely presented component unit presented below is reported in a
separate column in the Town's financial statements in order to emphasize that it is legally separate
from the Town,

The Town of Valdese ABC Board

The members of the ABC Board's governing board are appointed by the Town. In addition, the ABC
Board is required by State statute to distribute its surpluses to the General Fund of the Town. The
ABC Board, which has a June 30 year-end, is presented as if it were a proprietary fund (discrete
presentation). Complete financial statements for the ABC Board may be obtained from the entity’s
administrative offices at Town of Valdese ABC Board, P. O. Box 1058, Valdese, N. C, 28690,

Basis of Presentation

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

The Statement of Activities presents a comparison between direct expense and program revenues for
the different business-type activities of the Town and for each function of the Town's governmental
activities, Direct expenses are those that are specifically associated with a program or function and,
therefore, are clearly identifiable to a particular function, Indirect expense allocations that have been
made in the funds have been reversed for the Statement of Activities. Program revenues include: (a)
fees and charges paid by the recipients of goods or services offered by the programs and (b) grants
and contributions that are restricted to meeting the operational or capital requirements of a particular
program, Revenues that are not classified as program revenues, including all taxes, are presented as
general revenues.
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Fund Financial Statements: The Fund Financial Statements provide information about the
Town's funds. Separate statements for each fund category - governmental and proprietary - are
presented. The emphasis of Fund Financial Statements {s on major governmental and enterprise
funds, each displayed in a separate column. All remaining governmental and enterprise funds are
aggregated and reported as non-major funds.

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

The Town reports the following major governmental funds;

General Fund - The General Fund is the general operating fund of the Town. The General Fund
accounts for all financial resources except those that are required to be accounted for in another
fund. The primary revenue sources are ad valorem taxes, State grants, and various other taxes and
licenses. The primary expenditures are for public safety, street maintenance and construction, and
sanitation services.

American Rescue Plan Fund - This fund accounts for the transactions related to the American
Rescue Plan Funds,

The Town reports the following non-major governmental funds:

Water Plant Capital Project Fund - This fund is used to account for improvements to the water
plant,

Police Department Capital Project Fund - This fund is used to account for police department capital
expenditures.

Public Safety Building Project Fund - This fund is used to account for costs associated with the
planning of a new public safety building.

Public Art Fund - This fund is used to account for assets to add art to the Town.

Capital Qutlay Fund - This fund accounts for assets held by the Town for the construction of a
community house or other capital projects.

Lake Rhodhiss Capital Project Fund - This fund is used to accouant for improvements to the Lake
Rhodhiss Plant.

Alba Waldensian Building Demo Fund - This fund is used to acquire revenue for the demolition of
an abandoned factory within the Town.

McGalliard Creek Bridge Fund - This fund is used to construct a bridge to connect the two areas of
the park,

Community Center Gym Renovation Fund - This fund is used to account for the renovation of the
community center gym,

Lakeside Park Phase I Project Fund - This fund is used to acquire revenue for the first phase of the
Lakeside Park construction,
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Old Roek School Renovation Fund - This fund is used to account for the renovation of the
Old Rock School.

Community Center Renovation Fund - This fund is used to account for the renovation of the
Community Centet,

The Town reports the following major enterprise fund:
Utility Fund - This fund is used to account for the Town's water and sewer operations.
Measurement Focus and Basis of Accounting

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

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

Amounts reported as program revenues include: 1) charges to customers or applicants for goods,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as general
revenues rather than as program revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a proprietary fund’s principal ongoing operations. The principal operating
revenues of the Town's enterprise fund are charges to customers for sales and services, The Town
also recognizes as operating revenue the portion of tap fees intended to recover the cost of
connecting new customers to the water and sewer system. Operating expenses for enterprise funds
include the cost of sales and services, administrative expenses, and depreciation on capital assets.
All revenues and expenses not meeting this definition are reported as non-operating revenues and
expenses, :

Governmental Fund Financial Statements - Governmental funds are reported using the current
financial resources measurement focus and the maodified accrual basis of accounting, Under this
method, revenues are recognized when measurable and available. Expenditures are recorded when
the related fund liability is incurred, except for principal and interest on general long-term debt,
claims and judgments, and compensated absences, which are recognized as expenditures to the
extent they have matured. General capital asset acquisitions are reported as expenditures in
governmental funds. Proceeds of general fong-term debt and acquisitions under capital leases are
reported as other financing sources.
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The Town considers all revenues available if they are collected within 90 days after year-end,
except for property taxes. Ad valorem taxes receivable are not accrued as a revenue because the
amount is not susceptible to acerual, At June 30, taxes receivable for propetty other than motor
vehicles are materially past due and are not considered to be an available resource to finance the
operations of the current year, Also, as of September 1, 2013, State law altered the procedutes for
the assessment and collection of property taxes on registered motor vehicles in North Carolina.
Effective with this change in the law, the State of North Carolina is responsible for billing and
coliecting the property taxes on registered motor vehicles on behalf of all municipalities and special
tax districts. Property taxes are due when the vehicles are registered. The billed taxes are applicable
to the fiscal year in which they are received. Uncollected taxes that were billed in periods prior to
September 1, 2013, and for limited registration plates, are shown as a receivable in these financial
statements and are offset by deferred inflows of resources,

Sales taxes and certain intergovernmental revenues, such as the utilities franchise tax, collected and
held by the State at year-end on behalf of the Town, 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, Grant revenues which are unearned at year-end are recorded as
unearned revenues, Under the terms of grant agreements, the Town funds certain programs by a
combination of specific cost-reimbursement grants, categorical block grants, and general revenues.
Thus, when program expenses are incurred, there are both restricted and unrestricted nef assets
available to finance the program. It is the Town’s policy to first apply cost-reimbursement grant
resources to such programs, followed by categorical block grants, and then by general revenues.

Budgetary Data

The Town's budgets are adopted as required by the North Carolina General Statutes. An annual
budget is adopted for the General Fund and the Enterprise Funds, All annual appropriations lapse at
the fiscal year-end. Project ordinances are adopted for the Capital Project Funds, Special Revenue
Funds, and the Enterprise Fund Capital Projects Funds, which are consolidated with the operating
funds for reporting purposes. All budgets are prepared using the modified accrual basis of
accounting. Expenditures may not legally exceed appropriations at the department level for all
annually budgeted funds and at the object level for the multi-year funds. The Town manager has
unlimited authority to transfer appropriations within a department. He is authorized to transfer up to
$1,000 between departments of the same fund with subsequent Board approval. During the year,
several immaterial amendments to the original budget were necessary. The budget ordinance must
be adopted by July 1 of the fiscal year, or the governing board must adopt an interim budget that
covers that time until annual ordinance can be adopted, The Capital Outlay Fund is not required to
be budgeted.

Assets, Liabilities, Deferved Outflows/Inflows of Resources, and Fund Equity
1.  Deposits and Investments

All deposits of the Town and the ABC Board are made in Board-designated, official
depositories and are secured as required by State law (G.S. 159-31), The Town and the ABC
Board may designate as an official depository any bank or savings association whose
principal office is located in North Carolina, Also, the Town and the ABC Beard may
establish time deposit accounts such as NOW and Super NOW accounts, money market
accounts, and certificates of deposit.
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State law (G.S, 159-30(c)) authorizes the Town and the ABC Board to invest in 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 Carclina; bonds and notes of any North
Carolina local 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 Town's investments and the ABC Board's investiments are reported at fair value,
Non-participating, interest-earning contracts are accounted for at cost, The NCCMT
Government Portfolio, a SEC-registered (2a-7) money market mutual fund, is measured at
fair value, The NCCMT-Term Portfolio is a bond fund, has no rating and is measured at fair
value. As of June 30, 2023, the Term portfolio has a duration of 0,15 years. Because the
NCCMT Government and Term Portfolios have a weighted average maturity of less than 90
days, they are presented as an investment with a maturity of less than 6 months.

Cash and Cash Equivalents

The Town pools money from several funds to facilitate disbursement and investment and to
maximize investment income and considers all cash and investments to be cash and cash
equivalents. The ABC Board considers all highly liquid investments (including restricted
assets) with a maturity of three months or less when purchased to be cash and cash
equivalents,

Restricted Assets

Customer deposits held by the Town before any services are supplied are restricted to the
service for which the deposit was collected.

Powell Bill Funds are also classified as restricted cash because they can be expended only for
the purpose outlined in G.8. 136-41.1 through 136-41.4.

Town of Valdese Resiricted Cash
Governmental activities

General Fund :
Streets ' $ 68,154
USDA 152,908
Total governmental activities 221,062

Business-type activities
Water and sewer fund
Customer deposits 90,091

Total restricted cash $ 311,153

Ad Valorem Taxes Receivable

In accordance with State law [G.S. 105-347 and G.S. 159-13(a}], the Town 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 | (lien date); however, interest does not accrue until the
following January 6%, These taxes are based on the assessed values as of January 1, 2022, As
allowed by State law, the Town has established a schedule of discounts that apply to taxes
that are paid prior to the due date. In the Town’s General Fund, ad valorem tax revenues are
reported net of such discounts.
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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 was written off in prior years,

Inventory and Prepaid Ltems

The inventories of the Town and the ABC Board are valued at cost (first-in, first-out), which
approximates market, The Town's General Fund inventory consists of expendable supplies,
and they are recorded as expenditures as used, rather than when purchased.

The inventories of the Town's Enterprise Fund, and those of the ABC Board, consists of
materials and supplies held for subsequent use, The cost of this inventory is expensed when
consumed, rather than when purchased.

Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid items in both government-wide and fund financial statements and are
expensed as the items are used.

Capital Assefs

Capital assets are defined by the government as assets with an initial, individual cost of more
than a certain cost and an estimated useful life in excess of two years, Minimum
capitalization costs are $5,000. Donated capital assets received prior to June 15, 2015 are
recorded at their estimated fair value at the date of donation. Donated capital assets received
after June 15, 2015 are recorded at acquisition value. All other purchased or constructed
capital assets are reported at cost or estimated historical cost. The cost of normal maintenance
and repairs that do not add to the value of the assets, or materially extend assets’ lives, is not
capitalized.

Capital assets are depreciated using the straight-line method over the following estimated
useful lives;

Asset Class Estimated Useful Lives
Infrastructure 30
Buildings 50
Improvements 25
Vehicles 6
Furniture and equipment 10
Computer equipment 3

Property and equipment of the ABC Board are depreciated over their useful lives on a
straight-tine basis as follows:

Asset Class Lstimated Useful Lives
Equipment and furniture 10
Leasehold improvements 1G-20
Computers 3
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Reimbursement for Pandemic-Related Expenditures

In FY 2020/21, the American Rescue Plan ACT (ARPA) established the Coronavirus State
and Local Fiscal Recovery Fund to support urgent COVID-19 response efforts and replace
lost revenue of the eligible state, local, territorial, and tribal governments. The Town of
Valdese was allocated fiscal recovery funds to be paid in two equal installments. The first
installment of $704,321 was received in July 2021, The second installment was received in
July 2022, Town of Valdese staff and council have elected to use the funds for revenue
replacement, The $704,321 was transferred to the General Fund from the ARPA Fund,

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate
section for deferred ountflows of resources, This separate financial statement element,
Deferred Outflows of Resources, represents a consumption of net position that applies to a
future period and so will not be recognized as an expense or expenditure until then. The
Town has one item that meets this criterion, pension and OPEB deferrals for the 2023 fiscal
year, In addition to liabilities, the statement of financial position will sometimes report a
separtate section for deferred inflows of resources. This separate financial statement element,
Deferred Inflows of Resources, represents an acquisition of net position that applies to a
future period and so will not be recognized as revenue until then, The Town has three items
that meet the criterion for this category - property taxes receivable, unavailable revenues
(reported only on the Balance sheet of the Government Funds), and pension and OPEB
deferrals,

Right to use assets

The Component Unit had recorded right to use lease assets as a result of implementing
GASB 87. The right to use assets are initially measured at an amount equal to the initial
measurement of the related [ease liability plus any lease payments made prior to the lease
ferm, less lease incentives, and plus ancillary charges necessary to place the lease into
service. The right to use assets are amortized on a straight-line basis over the life of the
related lease.

Long-Term Obligations

In the government-wide financial statements, and proprietary fund types in the fund financial
statements, fong-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type
statement of net assets, Bond premiums and discounts, as well as issuance costs, are deferred
and amortized over the life of the bonds using the straight-line method that approximates the
effective interest method. Bonds payable are reported net of the applicable bond premiums or
discounts. Bond issuance costs are reported as defetred charges and amortized over the term
of the related debt.

In fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs, during the current period. The face amount of debt
issued is reported as other financing sources, Premiums received on debt issuances are
reported as other financing sources, while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as debt service expenditures.
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12.

Compensated Absences

The vacation policy of the Town provides for the accumulation of up to thirty days earned
vacation leave with such leave being fully vested when earned. For the Town's
government-wide and proprietary funds, an expense and a liability for compensated absences
and the salary-related payments are recorded as the leave is earned, The Town has assumed a
first-in, first-out method of using accumulated compensated time. The portion of the time that
is estimated to be used in the next fiscal year has been designated as current liability in the
government-wide financial statements.

The Town’s sick leave policy provides 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. Since the
Town has no obligation for the accumulated sick Ieave until it is actually taken, no acorual for
sick leave has been made.

Net Position/Fund Balances

Net Position

Net position in government-wide and proprietary fund financial statements is classified as net
investment in capital assets; restricted and unrestricted. Restricted net position represents
constraints on resources that are either externally imposed by creditors, grantors, contributors,
laws, or regulations of other governments, or imposed by law through State statute,

Fund Balances

In the governmental fund financial statements, fund balance is composed of five
classifications designed to disclose the hierarchy of constraints placed on how fund balance
can be spent.

The governmental fund types classify fund balances as follows:

Non-spendable Fund Balance - This classification includes amounts that cannot be spent
because they are either: (a) not in spendable form or (b) legally or contractually required to be

maintained intact.

Inventories - the portion of fund balance that is not an available resource because it
represents the year-end balance of ending inventories, which are not spendable resources.

Prepaid expense - the portion of fund balance that is not an available resource, because it
represents the year-end balance of prepaid expenses.

Restricted Fund Balance - This classification includes amounts that are restricted to specific
purposes externally imposed by creditors or imposed by law,

Restricted for Stabilization by State Statute - the portion of fund balance that is restricted
by State Statute [G.S. 159-8(a)].

Restricted for Encumbrances - the portion of fund balance to be used for future
obligations.
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Restricted for Streets - the Powell Bill portion of fund balance that is restricted by
revenue source for street construction and maintenance expenditures. This amount
represents the balance of the total unexpended Poweli Bill Funds,

Restricted for Town Revitalization - the portion of fund balance to be used for Town
improvements.

Committed Fund Balance - the portion of fund balance that can only be used for specific
purposes imposed by a majority vote by quorum of the Town of Valdese's governing body
(highest level of decision-making authority). The governing body can, by adoption of an
ordinance prior to the end of the fiscal year, commit fund balance, Once adopted, the
limitation imposed by the ordinance remains in place until a similar action is taken (the
adoption of another ordinance) to remove or revise the limitation.

USDA Reserve - the portion of fund balance restricted as stated by USDA.

Assigned Fund Balance - the portion of fund balance that the Town of Valdese intends to use
for specific purposes.

Capital Projects - the portion of fund balance that has been budgeted for future capital
projects.

Subsequent Year's Expenditures - the portion of fund balance that is appropriated in the
next year's budget that is not already classified in restricted or committed.

Unassigned Fund Balance - the portion of the fund balance that has not been restricted,
committed, or assigned to specific purposes or other funds,

The Town of Valdese has a revenue spending policy that provides guidance for programs
with multiple revenue sources. The Finance Officer will use resources in the following
hierarchy: bond proceeds, federal funds, State funds, local, non-Town funds, Town funds. For
purposes of fund balance classification, expenditures are to be spent from restricted fund
balance first, followed in-order by: committed fund balance, assigned fund balance and,
lastly, unassigned fund balance. The Finance Officer has the authority to deviate from this
policy if it is in the best interest of the Town,

13, Defined Benefit Cost Sharing Plans

For purposes of measuring the net pension liability (asset), deferred outflows of resources and
deferred inflows of resources related to pensions and pension expense, information