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TOWN OF KERNERSVILLE Curtis L. Swisher. Tous: Nanasor

P.O. Box 728 134 East Mountain Street
Kernersville, NC 27285-0728 Telephone (336) 996-3121

Fax (336) 996-4822
Letter of Transmittal

Honorable Mayor
Members of the Board of Aldermen
Town of Kernersville, North Carolina

Town Profile

The Town of Kernersville, incorporated in 1871 and uniquely centered between the cities of Greensboro,
High Point and Winston-Salem, continues to grow and prosper. According to North Carolina state
demographics, Kernersville’s population has grown 35% between the 2000 U.S. Census and 2010,
making it the 52" fasting growing municipality in the state. The Town of Kernersville currently occupies a
land area of 17.81 square miles and serves an estimated 2016 population of 24,211.

The Town is empowered by the state of North Carolina to levy a property tax on both real and personal
properties located within its boundaries. It is also empowered by state statute to extend its corporate
limits by annexation, which occurs periodically when deemed appropriate by the governing body. The
Town of Kernersville has operated under the council-manager form of government since 1965. Policy-
making and legislative authority are vested in a Board of Aldermen (Board) consisting of the mayor and
five other members. The Board is responsible for, among other things, passing ordinances, adopting the
budget, appointing committees, and hiring both the Town’s manager and attorney. The Town Manager is
responsible for carrying out the policies and ordinances of the Board, for overseeing the day-to-day
operations of the government, and for appointing the heads of the various departments. The Board is
elected on a non-partisan basis and members, including the Mayor, serve two-year terms. The Town of
Kernersville provides a range of services, including: police and fire protection, street
maintenance/construction, fire and building inspections, community development, garbage collection and
recreational activities.

Local Economy and Long-Term Financial Planning

The local economy continues to experience growth during this fiscal year, which has allowed Kernersville
to increase its tax base. Planning for the needs of the community and enhancing the quality of life in
Kernersville are two of the Town’s top goals. Kernersville continues to develop and benefit from the
considerable efforts of the Town’s departments and long range planning. Although residential growth in
Kernersville has slowed, similar to other parts of the state, it is still one of the most desirable residential
areas in the Piedmont Triad Metropolitan Region. Industrial and commercial construction and relocation
has remained strong.

Major Developments Include:
e The United States Veterans Administration (VA) 370,000-square foot Veterans
Administration Health Clinic was completed in December 2015. The VA has been steadily
phasing in their services and staff. Current estimates indicate the VA will have over 500
workers. The facility is privately held and is leased to the VA. The tax base value for the

VA is $99,105,200.

e Construction continues on the infrastructure for the 338-acre Triad Business Park
approved by the Town in October of 2007. The major anchor in the park, FedEx Ground’s
125-acre regional hub distribution facility continues to expand and upgrade their
$27,000,000 facility. The work force estimate currently ranges from 750 to 1,000 workers.
Staff is currently working on two new tenants for the Business Park.



o Deere-Hitachi's manufacturing complex and corporate headquarters continues to
maintain a strong work force of 700+.

e The 400-acre mixed-use development “Welden” has begun work on their first residential
phase. Staff is currently working with them on their second phase of construction.

e Calebs Creek is a 900-acre mixed-use development. Currently, three phases
with single family residential homes are under construction. Engineering design
is being completed for two additional phases.

e During the first part of calendar year 2016 construction started for over 300 new
apartment units.

Kernersville continues to forecast around $500 million dollars of new industrial, commercial, and
residential development as a result of these new opportunities over the next five to ten years, and
continues to be a key component of the Piedmont Triad Metropolitan Region’s growth. During the first 9
months of calendar year 2016 permits were issued for an estimated construction cost of $57,100,267.

Some of the most significant infrastructure projects that are currently under construction or have been
completed during the fiscal year 2015-16 include the following:

1. The Kerners Mill Creek Greenway Park is a greenway extending from Oakhurst Drive to Hopkins
Road along the Kerners Mill Creek. A feasibility study was completed in 2010 and final design
was completed in 2014. Construction funding has been obtained for the first phase of the project
from Oakhurst Drive to the Kilburn subdivision with STP-DA funds. Construction is expected to
begin in the spring of 2017.

2. The NCDOT has begun construction of substantial improvements to South Main Street including
the intersection of South Main Street and Old Winston Road. These roadway improvements
should be completed in calendar year 2017.

3. The NCDOT completed the new interchange on Business-40 at Macy Grove, and is how pursuing
the construction of the Macy Grove Road extension from Business-40 to North Main Street. This
extension provides a by-pass around the northern portion of Town and further economic
development on the north side of Town.

4. The NCDOT completed construction of a new interchange on Interstate-40 (I-40) at Union Cross
Road including additional lanes extending to Union Cross Road. This interchange provides
additional traffic capacity and further economic development to the interchange area that includes
Smith Crossing - a planned 83- acre mixed-use development.

Projects like this have a positive impact on the Town’s economy which will further provide increased
revenues to fund the necessary services needed to keep the Town vibrant and flourishing. New
businesses will continue to locate in Kernersville due to its strategic central location in the Piedmont Triad
Metropolitan Region, quality of life and financial stability. The Town will continue to enjoy growth in the
residential and business arena with such major business facilities as FedEx Ground’s regional hub; Deere
Hitachi's manufacturing complex and corporate headquarters; VA'’s regional health clinic; and Novant’s
regional medical center.



Community Participation

Partnering with Town officials, local citizen groups are adding to the success of Kernersville. While the
Town has many organizations that are standard to most communities, it has several unique associations
that many cities and towns do not have. These organizations add value to the community in a way that
further increases the Town’s appeal to prospective businesses and residents. In addition to numerous
civic, craft, recreational and newcomer organizations, the Town has: Kernersville Cares for Kids,
Kernersville Little Theatre, Shepherd’s Center of Kernersville (for seniors), Kernersville Community
Appearance, Kérner’'s Folly Foundation (historic in nature), Paul J. Ciener Botanical Garden, Chamber of
Commerce and the Kernersville Council. These organizations add “flavor” and support to Kernersville
benefiting both the citizens and the local economy. All of these efforts, and others, enable me to provide
an annual financial report that reflects a stable local economy and a financially sound government for the
fiscal year ended June 30, 2016.

The Report

The Comprehensive Annual Financial Report (CAFR) for Fiscal Year Ended June 30, 2016 reflects the
fiscal policies our elected officials have established to achieve their annual priorities for program services
and capital improvements. The Town’s continued economic growth coupled with realistic long-term
planning, management of resources and conservative use of debt are all a part of a proven formula to
ensure positive operating results.

This CAFR consists of management’'s representations concerning the finances of the Town of
Kernersville for the fiscal year ended June 30, 2016. Consequently, management assumes full
responsibility for the completeness and reliability of all the information presented herein. Management of
the Town of Kernersville has established a comprehensive internal control framework that is designed to
compile sufficient reliable information for the preparation of the Town'’s financial statements in conformity
with generally accepted accounting principles (GAAP). Because the cost of internal controls should not
outweigh their benefits, the Town’s comprehensive framework of internal controls has been designed to
provide reasonable rather than absolute assurance that the financial statements will be free from material
misstatement.

North Carolina general statutes require each unit of local government to publish, within four months after
the close of the fiscal year, a complete set of financial statements presented in conformity with GAAP and
audited in accordance with generally accepted auditing standards by a firm of licensed certified public
accountants. Pursuant to this requirement, the Town engaged Dixon Hughes Goodman LLP, independent
auditors, to perform an audit of the Town'’s reported financial position and results of operations contained
in the government-wide, fund financial statements and notes to the financial statements. Working with the
Town'’s financial staff, they made appropriate tests of data included in the financial statements and
evaluated the overall financial statement presentation. The independent auditor concluded, based upon
the audit, that there was a reasonable basis for rendering an unmodified (clean) opinion that the financial
statements of the Town of Kernersville for the fiscal year ended June 30, 2016 are fairly presented in
conformity with generally accepted accounting principles. The report of independent auditors is presented
as the first component of the financial section of this report.

The independent audit of the financial statements of the Town of Kernersville is part of a broader, state
mandated “Single Audit” designed to meet the special needs of state grantor agencies. The standards
governing Single Audit engagements require the independent auditor to report not only on the fair
presentation of the financial statements, but also on the Town'’s internal controls and compliance with
legal requirements, with emphasis on administration of state grants.



The system of internal controls is designed to provide reasonable assurance that assets are safeguarded,
that transactions are executed in accordance with state statutes, GAAP, authorization of the Board, and
that financial records are a reliable basis for preparation of annual financial statements. The system
includes selection and training of qualified personnel, an organizational structure that provides
appropriate delegation of authority and separation of responsibilities, an understanding of financial
policies and procedures, and an internal audit program.

Assuring legal compliance with state statutes requires an accounting system that contains a variety of
distinctly different fiscal and accounting entities. The annual budget serves as the foundation for the
Town’s financial planning and control. The Board is required to legally enact a final budget, by way of a
Budget Ordinance or Project Ordinance, before the close of the fiscal year. The Budget Ordinance and
Project Ordinances are prepared by fund and department, and are formally amended by the Board, when
required. The Town Manager is authorized to transfer budget amounts between line items within a
department, but changes between departments and/or funds require approval of the Board.

Conservative budgeting is management’s key strategy to maintaining financial stability and it is an integral
part of the Town’s financial policy. The healthy fund balance of the Town’s chief fund, the General Fund,
attests to that.

New Pronouncements

The Governmental Accounting Standards Board (GASB) is an independent organization that establishes
accounting standards for state and local governments to improve accounting conformity and excellence
with public-sector financial reporting. GASB occasionally issues statements to address accounting and
financial reporting concerns. GASB 72, “Fair Value Measurement and Application,” became effective July
1, 2015 and clarified the definition of fair value for financial reporting purposes.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada has awarded the highest
form of recognition of governmental accounting and financial reporting, the Certificate of Achievement for
Excellence in Financial Reporting, to the Town of Kernersville for each Annual Financial Report
(Comprehensive) since 1997. We believe that this 2016 CAFR conforms to the highest reporting
standards as well.

Deserving special commendation for the success of the Town’s operations are skilled, talented and
dedicated employees - the work force of the Town of Kernersville. Acknowledgement and appreciation
are expressed for their contributions to another successful year. | also express my appreciation to the
Mayor, Board of Aldermen and Town Manager for leadership, guidance, and establishment of policies for
managing financial operations in a sound and progressive manner.

GAAP requires that management provide a narrative introduction, overview, and analysis to accompany
the basic financial statements in the form of Management's Discussion and Analysis (MD&A). This letter
of transmittal is designed to complement the MD&A and should be read in conjunction with it. The Town
of Kernersville’s MD&A can be found immediately following the report of the independent auditors.

Respectfully submitted,

Franz Ader, PE, MPA
Finance Director
December 20, 2016
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Independent Auditors’ Report

Honorable Mayor and Members
of the Town Board of Aldermen
Town of Kernersville
Kernersville, North Carolina

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Kernersville,
North Carolina, as of and for the year ended June 30, 2016, 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 America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

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

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Town of Kernersville as of June 30, 2016, and the
respective changes in financial position and cash flows, where appropriate thereof, and the respective
budgetary comparison for the General Fund for the year then ended in conformity 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 Management'’s
Discussion and Analysis on pages 5 through 18, the Law Enforcement Officers’ Special Separation
Allowance and the Other Postemployment Benefits Schedules of Funding Progress and Schedules of
Employer Contributions, on pages 63 through 66, and the Local Government Employees’ Retirement
System’s Schedules of the Proportionate Share of the Net Pension Asset and Contributions, on pages 67
and 68, respectively, be presented to supplement the basic financial statements. Such information,
although not 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 operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information, and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our
audit of the basic financial statements. We do not express an opinion or provide any assurance on the
information, because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the basic financial statements of the Town of Kernersville, North Carolina. The introductory
section, combining and individual nonmajor fund statements and schedules, other supplementary
information, the statistical section, and the Schedule of Expenditures of Federal and State Awards as
required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administration
Requirements, Cost Principles, and Audit Requirement 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.

The combining and fund statements, budgetary schedules and other schedules, and the Schedule of
Expenditures of Federal and State Awards are the responsibility of management and were derived from
and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual nonmajor fund financial statements and schedules, other supplementary
information and Schedule of Expenditures of Federal and State awards are fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole.
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The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 20,
2016 on our consideration of the Town of Kernersville’s internal control over financial reporting and our
tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements, and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance, and the results of that testing, and not to provide an opinion on the
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 Kernersville's
internal control over financial reporting completion.

Dlixen Hughes Goodman [LP

High Point, North Carolina
December 20, 2016
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Town of Kernersville, North Carolina
Management’s Discussion and Analysis

Management’s Discussion and Analysis

As management of the Town of Kernersville, we offer readers of the Town of Kernersville’s financial statements
this narrative overview and analysis of the financial activities of the Town of Kernersville for the fiscal year ended
June 30, 2016. 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

e The assets and deferred outflows of resources of the Town of Kernersville exceeded its liabilities
and deferred inflows of resources at the close of the fiscal year by $131,180,124.

e The government's total net position increased by $9,149,573 in the current fiscal year, primarily
due to the donation of capital assets.

e As of the close of the current fiscal year, the Town of Kernersville’'s governmental funds reported
combined ending fund balances of $13,330,738. Approximately 46.58% of this total amount, or
$6,209,156 is available for spending at the government’s discretion (unassigned).

e Approximately 9.70% of the total combined governmental fund balance or $1,292,942 is
committed to capital projects. Approximately 3.95% of the total combined fund balance or
$527,009 is assigned to subsequent year's expenditures and about 39.8% or $5,301,631 is non-
spendable or restricted either by state statute or funding source.

e At the end of the current fiscal year, the unassigned fund balance for the General Fund of
$6,209,156 represented 22.2% of total General Fund expenditures for the fiscal year.

e The Town of Kernersville’s total debt of both governmental and business-type activities had a net
increase of $511,710 during the fiscal year ending June 30, 2016. The net increase was primarily
the result of an increase in installment purchases for governmental activities; specifically, the
purchase of police vehicles and fire equipment and computer system upgrades for $1,550,400
and improvements at the Sports Complex for $1,097,000. Total debt for both the governmental
and business-type activities currently stands at $12,884,476.

e The Town of Kernersville bond rating from the Standard and Poor’'s Corporation is AA+ on its
street construction bonds. Moody’s Investor Service rated this issue at Aa2. These street
construction bonds represent the only general obligation debt of the Town. At June 30, 2016, the
street bond outstanding principal was $3,255,000.

e For fiscal year 2015-16, the Town’s property tax rate was $0.5425 and supported 50.30% of
governmental services to citizens and the community based on government-wide statements.

Overview of the financial statements

This Discussion and Analysis is intended to serve as an introduction to the Town of Kernersville’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 Kernersville.
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Required Components of Annual Financial Report

Figure 1
Management’s Basic
Discussion and Financial
Analysis Statements
Government-Wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
Summary p Detalil

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 the short- and long-term information about the Town'’s financial status.

The next statements (Exhibits 3 through 8) 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 three parts to the Fund Financial Statements: (1) the governmental funds
statements; (2) the budgetary comparison statements; and (3) the proprietary fund statements.

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

Government-wide financial statements

The government-wide financial statements are designed to provide the reader with a broad overview of the
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 deferred outflows of resources and total liabilities and deferred
inflows of resources. Measuring net position is one way to gauge the Town’s financial condition.

The government-wide statements present all of the Town’s governmental activities. The governmental activities
include the Town’'s basic services such as public safety, public service, parks and recreation, and general
administration. Property taxes, other taxes, intergovernmental revenues, and state and federal grant funds
finance most of these activities.
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The required supplemental financial data are on Exhibits 1 and 2 of this report.

Fund financial statements

The fund financial statements (see Exhibit 3 through 8) 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 Kernersville, like all other governmental
entities in North Carolina, uses fund accounting to ensure and reflect compliance (or non-compliance) with
finance-related legal requirements, such as the General Statues or the Town’s budget ordinance. All of the funds
of the Town of Kernersville 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 Town’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 governmental activities (reported in 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 Kernersville 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 or
variance between the final budget and the actual resources and charges.

Proprietary funds - The Town’s Internal Service Fund is classified as a type of proprietary fund. The Town uses
an internal service fund to account for its Self-Insurance operations. Because this operation benefits
governmental activities, the internal service fund has been included within the Governmental Activities in the
government-wide financial statements. The Stormwater Enterprise Fund receives revenues from user fees for
stormwater program expenses and capital improvements/repairs.

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 are on pages 35 to 60 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 Kernersville’'s progress in funding its
obligation to provide pension benefits to its employees. Required supplementary information can be found
beginning on page 61 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 federal and State
laws and federal and State appropriations. It is also subject to changes in investment earnings and asset values
associated with U.S. Treasury Securities because of actions by foreign governments and other holders of publicly
held U.S. Treasury Securities.
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Town of Kernersville
Government-Wide Financial Analysis

Net Position
Figure 2
Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015
Current or other assets $ 15,851,583 $16,156,431 $ 940,435 $ 1,140,410 $ 16,792,018 $ 17,296,841
Capital assets 136,649,112 127,788,517 1,232,633 821,675 137,881,745 128,610,192
Deferred outlows of
resources 796,326 782,135 16,252 15,962 812,578 -

Total assets and
deferred outflows

of resources 153,297,021 144,727,083 2,189,320 1,978,047 155,486,341 145,907,033
Long-term liabilities 18,780,662 16,691,015 117,653 134,988 18,898,315 16,826,003
Other liabilities 4,544,614 4,287,374 96,135 112,156 4,640,749 4,399,530
Deferred inflows of

resources 751,810 3,380,065 15,343 68,981 767,153 3,449,046

Total liabilities and
deferred inflows of

resources 24,077,086 24,358,454 229,131 316,125 24,306,217 24,674,579
Net position:
Net investment in
capital assets 128,965,379 120,138,675 1,097,645 642,737 130,063,024 120,781,412
Restricted 3,831,336 2,612,352 - - 3,831,336 2,612,352
Unrestricted (3,576,780) (2,382,398) 862,544 1,019,885 (2,714,236) (1,363,080)
Total net position $129,219,935 $120,368,629 $ 1,960,189 $ 1,661,922 $131,180,124 $122,030,551

Over time, net position may serve as one useful indicator of a government’s financial condition. The total
governmental assets and deferred outflows of resources exceeded liabilities and deferred inflows of resources by
$131,180,124 at June 30, 2016. The largest portion of net position (99.1%) reflects the Town’s net 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 uses these capital assets to provide services to citizens. Consequently,
these assets are not available for future spending. Although the Town'’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’s net
position, $3,831,336, represents resources that are subject to external restrictions on how they may be used. The
remaining balance of $(2,714,236) is unrestricted.

Several particular aspects of the Town's financial operations positively influenced the total unrestricted
governmental net position:

e Current year property tax collections were $14,224,114, representing an increase of $493,192
primarily due new construction being added. This year’s property tax collection rate was 99.55%.

e Sales and use tax revenues increased $365,754 over last year’'s collections. This increase of
8.63% over last year’s collections represents nominal economic growth in Kernersville.

e Penalties and interest earnings in the governmental funds decreased $20,501 from the prior year
representing a 38.6% decrease. The large decrease is attributed to an increase of 0.20% in in the
collection of tax penalties.
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Revenues:

Program revenues:
Charges for services
Operating grants
and contributions
Capital grants and
contributions

General revenues:
Property taxes
Other taxes
Unrestricted

Intergovernmental
revenues
Investment earnings,
unrestricted

Gain on sale of
capital assets
Miscellaneous

Total revenues

Expenses:
General government
Public safety
Public service
Culture and recreation
Stormwater
Unallocated interest
expense

Total expenses
Increase (decrease)

in net position

before transfers
Transfers

Increase in net position

Net position, July 1

Net position, June 30

Town of Kernersville Changes In Net Position

Figure 3
Governmental Business-Type
Activities Activities Total

2016 2015 2016 2015 2016 2015
$ 2,794,145 $ 2,442,134 $ 1,037,037 $ 1,011,196 $ 3,831,182 $ 3,453,330
2,262,642 1,805,122 - - 2,262,642 1,805,122
10,264,508 1,349,246 - - 10,264,508 1,349,246
14,061,544 13,493,647 - - 14,061,544 13,493,647
253,740 238,417 - - 253,740 238,417
7,095,351 6,606,027 - - 7,095,351 6,606,027
24,449 7,179 2,277 121 26,726 7,300
143,774 111,089 - - 51,401 111,089
- 59,496 - - - 59,496
36,900,153 26,112,357 1,039,314 1,011,317 37,939,467 27,123,674
4,682,077 3,629,864 - - 4,682,077 3,629,864
13,322,213 12,661,556 - - 13,322,213 12,661,556
7,682,255 7,656,776 - - 7,682,255 7,656,776
1,935,181 1,958,985 - - 1,935,181 1,958,985
- - 957,626 413,440 957,626 413,440
210,542 303,089 - - 210,542 303,089
27,832,268 26,210,270 957,626 413,440 28,789,894 26,623,710
9,067,885 (97,913) 81,688 597,877 9,149,573 499,964
(216,579) 285,331 216,579 (285,331) - -
8,851,306 187,418 298,267 312,546 9,149,573 499,964
120,368,629 122,213,399 1,661,922 1,390,850 122,030,551 123,604,249
$129,219,935 $120,368,629 $ 1,960,189 $ 1,661,922- $131,180,124 $122,030,551

Governmental activities. The Town’s net position from governmental activities increased by $8,851,306 during
the year. This net increase is primarily the result of program and general revenues exceeding expenses for the
fiscal year ending June 30, 2016.

Business-type activities. The Town’s net position from business-type activities increased by $298,267 during
the year. This net increase is the result of additional revenues.
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Financial analysis of the town’s funds

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

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

The General Fund is the chief operating fund of the Town of Kernersville. At the end of the current fiscal year, the
fund balance was $12,404,630, of which $4,937,673 was restricted or non-spendable and $7,466,957 was either
committed, assigned or unassigned. $3,467,378 was restricted by state statute. Committed fund balance
amounted to $730,792 and is set aside for capital projects. Assigned fund balance of $527,009 is set aside for
subsequent year’s expenditures and $6,209,156 was unassigned.

As a measure of the General Fund’s liquidity, it may be useful to compare both unassigned fund balance and total
fund balance to total fund expenditures. The unassigned General Fund - fund balance of $6,209,156 represents
22.2% of total General Fund expenditures, while the total fund balance represents 44.4% of that same amount.

The Town had six Non-major Special Revenue or Capital Project Funds having a total fund balance of $926,108
at the fiscal year end. Of this amount, $363,958 was restricted by state statute or other uses, while $562,150 was
committed for capital projects.

Key changes in several non-major special revenue funds are summarized in the following narrative. The
Occupancy Tax Fund had an increase in fund balance of 260.9% or $47,131 due primarily to an increase in
revenues of 51.8% or $47,131. The Emergency Telephone System Fund saw an increase in fund balance of
397.9% or $16,058 due primarily to a slight increase in revenues over budget of $821 combined with a decrease
in expenditures under budget of 21.0% or $15,237. The Contributions Fund had an increase in fund balance of
$1,166 or 1.4% primarily due to a decrease in expenditures of $3,020 from budget or 36.3% associated with the
Earth Day event. The Law Enforcement Forfeiture Fund had a decrease in fund balance of $85,665 or 30.8% due
primarily to an increase in expenditures.

Of the Non-major Capital Project Funds, the Public Works Facility Capital Projects Ordinance Fund exhibited a
0.2% growth, an increase of $1,103 and an ending fund balance of $556,893. There was limited activity within the
fund for the year. The Kerner Mill Greenway Capital Projects Ordinance Fund had a decrease in fund balance of
94.5% or $90,292 due primarily because reimbursement revenues were not collected to offset project expenses.

At June 30, 2016, the total of the General Fund and all other governmental funds of the Town reported a
combined fund balance of $13,330,738 or a 6.18% increase over the previous year. The increase is primarily due
to increases in property tax, utility sales tax, and local option sales and use tax.

General Fund budgetary highlights: Generally, budget amendments fall into one of three categories:
(1) amendments made to adjust the estimates that are used to prepare the original budget ordinance once exact
information is available; (2) amendments made to recognize new funding amounts from external sources, such as
federal and state grants; and (3) increases in appropriations that become necessary to maintain services.

There were six budget amendments during the fiscal year. The six budget amendments resulted in a total net
increase in budgeted general fund expenditures of $3,737,303 for the fiscal year, primarily due to various
increased expenditures including, but not limited to, the following: (1) carry-over operating and loan expenditures;
(2) additional courtyard improvements at lvey Redmon Sports Complex; (3) the purchase of a surveillance
vehicle; (4) turnout firefighting gear; (5) alarm and security camera services; (6) four new employees in the Parks
and Recreation Department; (7) ballfield maintenance and repairs and general recreational activities; (8) HVAC
repairs at the Library; (9) demolition and remediation of the Reedy Fork Creek Wastewater Treatment Plant;
(10) foundation repairs and office improvements at Town Hall; (11) property appraisals and home demolitions;
and (12) a loan payment for the Harmon Lane land.
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Overall, the economy has improved. However, numerous budget-to-actual variances in both revenues and
expenditures warrant discussion. The ad valorem tax revenue category consists of property taxes with real
property (buildings, houses, etc.) and individual/business personal property (equipment). A positive budget
variance of $381,000 or 2.71% occurred with the current collections of ad valorem taxes as a result of the Town’s
conservative budget estimates.

The unrestricted intergovernmental category consists of revenue sources collected from taxes and fees which the
receiving government has unrestricted use as to use or function. The utility sales or franchise tax had a positive
variance of $217,768 or 17.4% as a result of increased power consumption combined with a legislative change in
how the tax is distributed. Previously, the utility tax was based upon receipts of utility sales within the town. The
local sales and use tax revenue had a positive variance of $250,837 or 5.8% primarily due to a combination of
conservative budgeting and an improvement in economic atmosphere within the town.

The restricted revenue category consists of state, local and federal grants and other funds restricted by their use.
Within the restricted category, a negative budget variance of $(40,926) or (36.2)% occurred in the state
transportation portion and a negative budget variance of (56.7)% or $(1,370,799) occurred in the CCUC
reimbursement portion. These negative budget variances are a result of not receiving grants and reimbursements
because capital projects were not completed within the fiscal year or reimbursements not received, most notably
the following: right of way land and improvements on Brookford Road and South Main Street. A negative budget
variance of $(91,831) or (57.2)% occurred in the Governor's Highway Safety Grants due to anticipated expenses
not occurring.

The net budget variance in the Town’s general fund revenue excluding transfers in or out was negative
$(495,249) or (1.8)%.

The expenditure budget to actual variances were positive in all expenditure categories: general government,
public safety, public service and culture/recreational. Notable budget variances within these categories warrant
explanation. Within the General Government category, all departments experienced positive budget to actual
variances with the category having a positive budget variance totaling $521,868 or 9.4%. The greatest variances
occurred within the Finance and Information Technology Departments. The Finance Department had a budget
variance of $44,316 or 5.1% primarily due to contracted service expenses being lower than predicted, and
purchases of departmental supplies that did not occur. The Information Technology Department experienced a
positive variance of $32,706 or 6.7% primarily due to salary and wages expenses being lower than predicted, and
Town telephone expenses being lower than predicted.

The category with the greatest positive budget variance in the General Fund was the Public Safety cateqgory, all
departments experienced positive budget-to-actual variances with the total category positive budget variance
being 10.6% or $1,597,047. Two departments with notable budget variances were the Police and Fire
Departments. The greatest positive budget variance within the category occurred in the Fire Department at a total
of $1,315,169 or 19.0% primarily the result of two fire trucks and breathing apparatus that were not purchased.
The Police Department had a positive budget variance of $209,801 or 2.7% primarily the result of several items
below budget: personnel-related costs, uniforms and accessories, and departmental supplies.

Within the Public Service category, all departments experienced positive budget to actual variance with the
category having a positive budget variance totaling $1,069,767 or 15.6%. All departments within the Public
Service category experienced positive budget-to-actual variances with the largest occurring in the Engineering
and Street Departments. The Engineering Department had the largest positive budget variance occurred of
$718,431 or 57.2% primarily because several budgeted projects did not occur or weren’t completed, including
right of way land and improvements on Brookford Road and sidewalks on South Main Street. The Street
Department had a positive budget variance of $181,899 or 9.8% primarily because personnel-related expenses
were under budget and two trucks were not purchased: utility truck and a one-ton dump truck.
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Within the Cultural and Recreational category, all departments experienced positive budget to actual variance
with the category having a positive budget variance totaling $231,863 or 8.2%. The Recreation Department had
the greatest variance of $211,343 or 7.7% primarily due to salary-related expenses being lower than anticipated,
the purchase of a landscaping truck that did not occur, and ballfield improvements that did not occur.

The cumulative total expenditure variance for all categories and departments within the General Fund including
debt service (excluding transfers in or out) was 10.9% or $3,420,545. Including transfers and other financing
sources, no fund balance was appropriated (compared to the budgeted amount of $2,065,529) to balance
General Fund revenues with General Fund expenditures.

Proprietary funds. The Town of Kernersville’s proprietary funds provide the same type of information found in
the government-wide statements. The Town has two proprietary funds: the Stormwater Utility Fund and the
Worker's Compensation Fund. The Stormwater Enterprise Fund receives revenues from user fees for stormwater
program expenses and capital improvements/repairs. The Stormwater Enterprise Fund total net position
increased 17.9% or $298,267 to a total of $1,960,189. The increase was primarily a result of total operating
revenues exceeding total operating expenses primarily due to expenses being lower than budgeted for the
following: salary-related expenses, maintenance/repair of storm drain, professional services, and vehicular
maintenance not undertaken.

The Workers Compensation Self-Insurance Fund - the Town’s only internal service fund - provides insurance for
workers compensation claims for Town employees. The assets of this fund will fluctuate yearly depending upon
the number and dollar amount of claims made against it. Total net position of the Self-Insurance Fund at the end
of the fiscal year increased an amount of 28.8% or $175,146 to a total of $784,086.

Capital asset and debt administration

Capital assets. The Town of Kernersville’s capital assets for its governmental activities as of June 30, 2016 totals
$136,649,112 (net of accumulated depreciation). These assets include buildings, roads, and bridges, land,
machinery and equipment, park facilities, and vehicles. The Town of Kernersville’s capital assets in the business-
type activities or the Stormwater Fund totaled $1,232,633.

For the fiscal year ended June 30, 2016, major capital asset transactions for governmental activities include the
following:

e Acquisition of land, rights-of-ways and construction in progress increased in the amount of
$3,088,684.

e Buildings and improvements increased in the amount of $277,106.

e Land improvements increased in the amount of $907,816.

e Infrastructure saw an increase in the amount of $6,989,212.

e Equipment and heavy equipment decreased in the amount of $123,144.
¢ Vehicles for various departments increased in the amount of $629,207.

For the fiscal year ended June 30, 2016, major capital asset transactions for the business-type activities
(Stormwater Fund) include the following:

e Buildings and improvements increased in the amount of $50,548.

e Land improvements saw an increase of in the amount of $114,565.
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e Equipment and heavy equipment increased in the amount of $242,865.

Additional information on the Town’s capital assets can be found in Note 2.A.5 in the notes to the financial
statements.

Town of Kernersville Capital Assets (Net of Depreciation)

Figure 4
Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015

Capital assets not
being depreciated:

Land $ 73,185,719 $ 70,097,035 $ - 3 - $ 73,185,719 $ 70,097,035

Construction in

progress - 11,293 - - - 11,293
Total capital assets not
being depreciated 73,185,719 70,108,328 - - 73,185,719 70,108,328
Capital assets being
depreciated:

Buildings and

improvements 6,553,916 6,556,809 50,295 - 6,604,211 6,556,809

Land improvements 1,887,938 1,088,091 113,929 - 2,001,867 1,088,091

Infrastructure 51,597,306 46,830,030 106,033 109,462 51,703,339 46,939,492

Equipment and

heavy equipment 2,281,074 2,524,351 906,866 642,980 3,187,940 3,167,331

Vehicles 1,143,159 680,908 55,510 69,233 1,198,669 750,141

63,463,393 57,680,189 1,232,633 821,675 64,696,026 58,501,864

$136.649,112 $127,788517 $ 1232633 $ 821,675 $137,881,745 $128,610,192

Long-term debt. As of June 30, 2016 the Town of Kernersville had total bonded debt outstanding of $3,255,000
for street construction. This debt was issued in fiscal year 2003-04 and refunding in the current year. The last
payment on the refunding debt is scheduled to occur in May 2024. This is a general obligation debt and, thus, is
backed by the full faith and credit of the Town.

Town of Kernersville Outstanding Debt

Figure 5
Governmental Business-Type
Activities Activities Total
2016 2015 2016 2015 2016 2015
General obligation bonds $ 3,255,000 $ 3,660,000 $ - $ - $ 3,255,000 $ 3,660,000
Revolving loan payable 3,600,000 4,000,000 - - 3,600,000 4,000,000
Installment purchases 5,894,488 4,533,828 134,988 178,938 6,029,476 4,712,766
Total $ 12,749,488 $ 12,193828 $ 134,988 $ 178,938 $ 12,884,476 $ 12,372,766

The Town of Kernersville's total debt of both governmental and business-type activities had a net increase of
$511,710 or 4.13% for the fiscal year ended June 30, 2016. The net increase was primarily the result of more
debt being issued than retired. Total debt currently stands at $12,884,476.
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Refunding bonds issued in fiscal year 2015-16 represent the only general obligation debt of the Town. As
mentioned in the financial highlights section of this document, the Standard and Poor’s Corporation rated the
street construction debt AA+. The Moody’s Investor Service rated the debt at Aa2. These ratings are a clear
indication of the Town’s financial condition and its consistency for managing its finances well.

North Carolina general statutes limit the amount of general obligation debt that a unit of government can issue to
8% of the total assessed value of taxable property located within the government’s boundaries or $206,463,528.
The total debt outstanding at the close of this fiscal year was $12,749,488 for governmental activities, resulting in
a legal debt margin for the Town of Kernersville of $193,714,041. Hence, the total bonded debt for the Town of
Kernersville is 6.59% of the total legal debt margin. The Town has no authorized but unissued debt at June 30,
2016.

Additional information regarding the Town'’s long-term debt can be found on Section 2.B.7 of the notes.

Economic factors and next year’s budgets and rates

The following key economic information reflects the growth and prosperity in Kernersville.

Assessed Valuation of Property in Kernersville

Billions

2012 2013 2014 2015 2016
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Property Taxes
in dollars and as a percentage of total revenues
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The preceding graphs show that the Town’s largest source of revenue - property taxes - increased steadily from

2012 to 2016.
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Sales and Use Tax Revenue
in dollars and as a percentage of total revenues

$5

$4

$3

Millions

$2

$1

$0

2012

2013 2014 2015 2016

Growth in the Town’s second largest revenue source (sales and use tax) was relatively flat from 2012 to 2014. A
13.0% increase was observed in 2015 followed by an 8.6% increase in 2016. Most other revenues have remained

somewhat stable.
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As indicated earlier, fund balance can be a good indicator of the General Fund’s liquidity. The Town’s General
Fund - fund balance has remained relatively stable over the years, as can be seen from the graph above. The
increase observed in fiscal year 2012-13 is primarily the result of many factors including the recognition of
revenue in 2012-13 for land and building purchases which occurred in 2011-12. The fund balance decreased
slightly in 2013-14 due to budgetary amendments including an unscheduled HVAC replacement at Town Hall.
From 2014 to 2015, the fund balance increased 9.8% primarily due to expenditures being less than budgeted
including a fire truck that was not purchased.

The General Fund - fund balance increased by 7.5% or by $886,432 in 2015-16 primarily due to loan items not
being purchased including a fire truck and self-contained breathing apparatus when a loan was received during
the fiscal year and expenditures being less than budgeted.

While labor statistics are not available for the Town of Kernersville, they are available for both Forsyth County and
Guilford County where Kernersville is located. As of June 30, 2016, the unemployment rate for Forsyth County
was 4.9% and Guilford County was 5.4% compared to the State rate of 4.9% during the same period. The data
was obtained from the Employment Security Commission of North Carolina.

Budget highlights for the upcoming fiscal year ending June 30, 2017

Governmental funds: The General Fund budget for fiscal year 2016-17 was approved at $44,630,873. The
collection of property taxes - the Town’s largest source of revenue - is expected to increase slightly compared to
the amount collected in fiscal year 2015-16 primarily due to a property tax increase of 2.75 cents per $100 of
valuation.

The unrestricted intergovernmental revenue categories budgeted in 2016-17 are expected to be relatively the
same as collected in the prior year. A budgeted appropriation of $527,009 of fund balance unassigned combined
with other revenue sources are expected to fund programs and services currently in place and not expected to
change during fiscal year 2016-17.

The restricted intergovernmental revenue categories budgeted in 2016-17 are expected to be significantly higher
than the prior year primarily due to $15,561,500 in budgeted loans to fund several major capital outlay items
including the following:

e Police communication system $ 2,400,000
e Police Department vehicles (7) 287,000
e In-car radios 75,000
e Town Hall security system 80,000
e Fire Marshall vehicle 35,000
e Snow plow kit 40,000
e Zero turn mower 15,000
e Wi-fi equipment 39,500
e  Fire truck 475,000
e Town parking lot - paving 550,000
e Harmon Park - bathroom improvements 150,000
e  4th of July Park - shelter improvements 50,000
¢ |lvey Redmon Park - maintenance building fencing 35,000
e Fire station land and construction 6,200,000
e Public services building 5,130,000

The General Fund tax rate for the fiscal year ending June 30, 2017 is 57.0 cents per hundred dollars valuation of
taxable property. No property revaluations were conducted in either Forsyth or Guilford County in 2015-16.

Other non-major governmental fund services and expenditures in 2016-17 are comparable to those in the prior
year. There are no new major capital outlay items scheduled for fiscal year 2016-17.
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Town of Kernersville, North Carolina
Management’s Discussion and Analysis

Enterprise fund: The budget for the Stormwater Enterprise Fund was approved at $1,781,367 for 2016-17 with
no significant program or service changes scheduled. Capital outlay of $300,000 is budgeted for stormwater

structure general improvements and $350,000 for the acquisition of the following capital equipment:

Skid steer loader

Swapbody truck with attachments
Swapbody dump bed

Swapbody brine tank

Swapbody dump flat bed

Leaf vacuum truck

Requests for information

This report 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 the Finance Director, Town of Kernersville, 134 East Mountain Street, Post Office Drawer 728,

Kernersville, North Carolina 27285.
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Town of Kernersville, North Carolina Exhibit 1
Statement of Net Position (2 pages)
June 30, 2016

Governmental Business-Type
Activities Activities Total
ASSETS
Current assets:
Cash and cash equivalents $ 9,990,941 $ 940,435 $ 10,931,376
Prepaid assets 5,935 - 5,935
Receivables:
Taxes receivable, net 283,593 - 283,593
Accrued interest receivable on taxes 102,304 - 102,304
Accounts receivable, net 368,071 - 368,071
Due from other governments 3,112,853 - 3,112,853
Restricted cash and cash equivalents 1,987,886 - 1,987,886
Total current assets 15,851,583 940,435 16,792,018
Noncurrent assets:
Capital assets:
Capital assets not depreciated 73,185,719 - 73,185,719
Other capital assets, net of depreciation 63,463,393 1,232,633 64,696,026
Total noncurrent assets 136,649,112 1,232,633 137,881,745
Total assets 152,500,695 2,173,068 154,673,763
DEFERRED OUTFLOWS OF RESOURCES
Contributions to pension plan in current
fiscal year 796,326 16,252 812,578
Total assets and deferred outflows
of resources $ 153,297,021 $ 2,189,320 $ 155,486,341

The notes to the financial statements are an integral part of this statement. 20



Town of Kernersville, North Carolina

Exhibit 1

Statement of Net Position (2 pages)
June 30, 2016
Governmental Business-Type
Activities Activities Total
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities $ 751,792 $ 46,125 $ 797,917
Performance bonds 522,132 - 522,132
Claims and judgments 24,774 - 24,774
Accrued interest payable 96,710 1,274 97,984
Advanced rent payments 52,164 - 52,164
Current portion of long-term liabilities 3,097,042 48,736 3,145,778
Total current liabilities 4,544,614 96,135 4,640,749
Long-term liabilities:
Due in more than one year 17,785,395 97,341 17,882,736
Net pension liability 995,267 20,312 1,015,579
Total long-term liabilities 18,780,662 117,653 18,898,315
Total liabilities 23,325,276 213,788 23,539,064
DEFERRED INFLOWS OF RESOURCES
Pension deferrals 751,810 15,343 767,153
NET POSITION
Net investment in capital assets 128,965,379 1,097,645 130,063,024
Restricted for:
Stabilization by state statute 3,480,924 - 3,480,924
Tourism 52,153 - 52,153
Public safety 298,259 - 298,259
Unrestricted (3,576,780) 862,544 (2,714,236)
Total net position 129,219,935 1,960,189 131,180,124
Total liabilities, deferred inflows
of resources, and net position $ 153,297,021 $ 2,189,320 $ 155,486,341

The notes to the financial statements are an integral part of this statement.
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Town of Kernersville, North Carolina Exhibit 2
Statement of Activities
Year Ended June 30, 2016

Program Revenues

Operating Capital
Charges Grants and Grants and
Functions/Programs Expenses for Services Contributions Contributions
Governmental activities:
General government $ 4,682,077 $ 537,176 $ 3,263 $ -
Public safety 13,322,213 126,767 678,353 -
Public service 7,682,255 1,748,790 1,578,296 10,264,508
Cultural and recreation 1,935,181 381,412 2,730 -
Interest on long-term
obligations 210,542 - - -
Total governmental
activities 27,832,268 2,794,145 2,262,642 10,264,508
Business-type activities:
Stormwater 957,626 1,037,037 - -
Total business-type
activities 957,626 1,037,037 - -
Total government $ 28,789,894 $ 3,831,182 $ 2,262,642 $ 10,264,508

General revenues:
Taxes:
Property taxes, levied for general purposes
Other taxes
Unrestricted intergovernmental revenues
Unrestricted investment earnings
Gain on sale of capital assets
Total general revenues not including transfers
Net transfers
Total general revenues and transfers
Change in net position

Net position, beginning

Net position - ending

The notes to the financial statements are an integral part of this statement. 22



Net Revenue (Expense) and

Changes in Net Position

Governmental Business-Type

Activities Activities Total
$ (4,141,638) $ - $ (4,141,638)
(12,517,093) - (12,517,093)
5,909,339 - 5,909,339
(1,551,039) - (1,551,039)
(210,542) - (210,542)
(12,510,973) - (12,510,973)
- 79,411 79,411
- 79,411 79,411
(12,510,973) 79,411 (12,431,562)
14,061,544 - 14,061,544
253,740 - 253,740
7,095,351 - 7,095,351
24,449 2,277 26,726
143,774 - 143,774
21,578,858 2,277 21,581,135
(216,579) 216,579 -
21,362,279 218,856 21,581,135
8,851,306 298,267 9,149,573
120,368,629 1,661,922 122,030,551

$ 129,219,935

$ 1,960,189

$ 131,180,124

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



Town of Kernersville, North Carolina Exhibit 3
Balance Sheet (2 pages)
Governmental Funds

June 30, 2016

Nonmajor
Major Fund Funds
Other Total
Governmental Governmental
General Fund Funds Funds
ASSETS
Cash and cash equivalents $ 8,268,463 $ 913,618 $ 9,182,081
Restricted cash 1,986,492 1,394 1,987,886
Prepaid assets 5,935 - 5,935
Taxes receivable, net 283,593 - 283,593
Accounts receivable, net 367,571 500 368,071
Due from other governments 3,099,807 13,046 3,112,853
Total assets $ 14,011,861 $ 928,558 $ 14,940,419
LIABILITIES
Accounts payable and accrued liabilities $ 749,342 $ 2,450 $ 751,792
Performance bonds 522,132 - 522,132
Advanced rent payments 52,164 - 52,164
Total liabilities 1,323,638 2,450 1,326,088
DEFERRED INFLOWS OF RESOURCES
Recycling fees receivable - - -
Property tax receivable 283,593 - 283,593
Total deferred inflows of resources 283,593 - 283,593
FUND BALANCES
Non-spendable:
Prepaid assets 5,935 - 5,935
Restricted:
Stabilization by state statute 3,467,378 13,546 3,480,924
Capital equipment 1,464,360 - 1,464,360
Tourism - 52,153 52,153
Public safety - 298,259 298,259
Committed:
Capital projects 730,792 562,150 1,292,942
Assigned:
Subsequent year's expenditures 527,009 - 527,009
Unassigned 6,209,156 - 6,209,156
Total fund balances 12,404,630 926,108 $ 13,330,738
Total liabilities, deferred inflows of
resources, and fund balances $ 14,011,861 $ 928,558

The notes to the financial statements are an integral part of this statement. 24



Town of Kernersville, North Carolina Exhibit 3
Reconciliation of the Governmental Funds Balance Sheet (2 pages)
to the Statement of Net Position

Year Ended June 30, 2016

Amounts reported for governmental activities in the Statement of Net Position
(Exhibit 1) are different because:
Total fund balance, governmental funds $ 13,330,738

Capital assets used in governmental activities are not financial resources and
therefore not reported in the funds. 136,649,112

Contributions to the pension plan in the current fiscal year are deferred outflows
of resources on the Statement of Net Position. 796,326

Other long-term assets (accrued interest receivable from taxes) are not available
to pay for current-period expenditures and therefore are inflows of resources
in the funds. 102,304

The Self-Insurance Internal Service Fund is used by management to charge the
costs of workers' compensation claims to the General Fund. The assets and
liabilities of the Self-Insurance Internal Service Fund are included in

governmental activities in the Statement of Net Position. 784,086
Liabilities for earned but deferred revenues in fund statements. 283,593
Net pension liability (995,267)
Pension-related deferrals (751,810)

Some liabilities, including long-term debt and accrued interest, are not due and
payable in the current period and therefore are not reported in the funds. (20,979,147)

Net position of governmental activities $ 129,219,935

The notes to the financial statements are an integral part of this statement. 25



Town of Kernersville, North Carolina Exhibit 4
Statement of Revenues, Expenditures and Changes in Fund Balances (2 pages)
Governmental Funds
Year Ended June 30, 2016
Nonmajor
Major Fund Funds
Other Total
Governmental Governmental
General Fund Funds Funds
Revenues:
Ad valorem taxes $ 14,062,364 $ - $ 14,062,364
Other taxes and licenses 115,776 137,964 253,740
Unrestricted intergovernmental 7,095,351 - 7,095,351
Restricted intergovernmental 1,834,257 123,742 1,957,999
Penalties and interest 56,872 1,860 58,732
Contributions and donations 484,864 6,391 491,255
Functionally related revenues 2,793,937 - 2,793,937
Total revenues 26,443,421 269,957 26,713,378
Expenditures:
Current:
General government 4,792,965 - 4,792,965
Public safety 12,986,632 543,228 13,529,860
Public service 5,480,404 157 5,480,561
Cultural and recreational 2,466,045 169,993 2,636,038
Debt service:
Principal 2,041,363 50,377 2,091,740
Interest and other charges 190,314 624 190,938
Total expenditures 27,957,723 764,379 28,722,102
Revenues under expenditures (1,514,302) (494,422) (2,008,724)
Other financing sources (uses):
Transfers from other funds 105,394 46,433 151,827
Transfers to other funds (320,896) (47,510) (368,406)
Installment purchase obligations issued 2,262,400 385,000 2,647,400
Sale of capital assets 353,836 - 353,836
Total other financing sources 2,400,734 383,923 2,784,657
Net change in fund balances 886,432 (110,499) 775,933
Fund balances, beginning 11,518,198 1,036,607 12,554,805
Fund balances, ending $ 12,404,630 $ 926,108 $ 13,330,738
The notes to the financial statements are an integral part of this statement. 26



Town of Kernersville, North Carolina Exhibit 4
Statement of Revenues, Expenditures and Changes in Fund Balances (2 pages)
Governmental Funds

Year Ended June 30, 2016

Reconciliation of the Statement of Revenues, Expenditures, and Changes
in Fund Balances - Governmental Funds to the Statement of Activities

Total net change in fund balances - total governmental funds $ 775,933

Amounts reported for governmental activities in the Statement of Activities are
different because:

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

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

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

depreciation ($3,446,333) exceeded capital outlays ($2,439,094) in the current

period. (1,007,239)

Contributions to the pension plan in the current fiscal year are not included on
the Statement of Activities. 796,326

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

Amount of donated assets 10,077,896
Change in unavailable revenue, property tax receivable (55,792)
Change in accrued interest receivable on property taxes 19,758

The issuance ($2,647,400) of long-term debt provides current financial resources

to governmental funds, while the repayment ($2,091,740) of the principal of

long-term debt consumes the current financial resources of governmental funds.

Neither transaction has any effect on net position. This amount is the net effect

of these differences in the treatment of long-term debt and related items. (555,660)

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.

Change in compensated absences 37,436
Change in net pension obligation (55,238)
Change in net other postemployment benefit obligation (666,844)
Change in accrued interest payable (19,604)
Net book value of disposed capital assets (210,062)
Pension expense (460,750)
Change in net position of internal service funds determined to be governmental-
type. 175,146
Total changes in net position of governmental activities $ 8,851,306

The notes to the financial statements are an integral part of this statement. 27



Town of Kernersville, North Carolina Exhibit 5
Statement of Revenues, Expenditures and Changes in Fund Balance (2 pages)
Budget and Actual
General Fund
Year Ended June 30, 2016
Variance
with Final
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Revenues:
Ad valorem taxes 13,681,364 13,681,364 $ 14,062,364 $ 381,000
Other taxes and licenses 143,000 143,000 115,776 (27,224)
Unrestricted intergovernmental 6,577,185 6,577,185 7,095,351 518,166
Restricted intergovernmental 2,059,185 3,349,907 1,834,257 (1,515,650)
Penalties and interest 38,450 46,450 55,259 8,809
Contributions and donations 386,397 386,397 484,864 98,467
Other general revenues 30,000 30,000 - (30,000)
Functionally related revenues 2,488,829 2,722,754 2,793,937 71,183
Total revenues 25,404,410 26,937,057 26,441,808 (495,249)
Expenditures:
Current:
General government 3,963,862 5,579,481 5,057,613 521,868
Public safety 13,645,346 15,126,835 13,529,788 1,597,047
Public service 6,718,570 6,856,642 5,786,875 1,069,767
Cultural and recreational 2,481,667 2,834,820 2,602,957 231,863
Debt service 980,490 980,490 980,490 -
Total expenditures 27,789,935 31,378,268 27,957,723 3,420,545
Revenues under
expenditures (2,385,525) (4,441,211) (1,515,915) 2,925,296
Other financing sources (uses):
Transfers from other funds 11,560 103,831 105,394 1,563
Transfers to other funds (216,579) (365,549) (365,549) -
Installment purchase
obligations issued 2,262,400 2,262,400 2,262,400 -
Sale of capital assets 75,000 375,000 353,836 (21,164)
Total other financing
sources 2,132,381 2,375,682 2,356,081 (19,601)
Revenues and other
financing sources over
(under) expenditures
and other financing uses (253,144) (2,065,529) 840,166 2,905,695
Fund balance appropriated 253,144 2,065,529 - (2,065,529)
Revenues, other financing
sources and appropriated
fund balance over
expenditures and other
financing uses - - 840,166 $ 840,166
The notes to the financial statements are an integral part of this statement. 28



Town of Kernersville, North Carolina Exhibit 5
Statement of Revenues, Expenditures and Changes in Fund Balance (2 pages)
Budget and Actual

General Fund

Year Ended June 30, 2016

Variance
with Final
Budgeted Amounts Actual Positive
Original Final Amounts (Negative)
Fund balance, beginning $ 10,833,672
Fund balance, ending 11,673,838

A legally budgeted capital reserve
fund is consolidated into the
General Fund for reporting

purposes:
Fund balance, beginning 684,526
Investment earnings 1,613
Net transfers from other funds 44,653

Fund balance,
ending (Exhibit 4) $ 12,404,630

The notes to the financial statements are an integral part of this statement. 29



Town of Kernersville, North Carolina
Statement of Fund Net Position
Proprietary Funds

June 30, 2016

Exhibit 6

ASSETS
Current assets:
Cash and cash equivalents

Total current assets

Noncurrent assets:
Capital assets, net of depreciation

Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Contributions to pension plan in current fiscal year

LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities
Claims and judgments
Accrued interest payable
Current portion of long-term liabilities

Total current liabilities
Noncurrent liabilities:
Net pension liability
Noncurrent portion of long-term debt
Total noncurrent liabilities

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Pension deferrals

NET POSITION
Net investment in capital assets

Unrestricted

Total net position

Internal
Enterprise Service
Fund Fund

$ 940,435 808,860

940,435 808,860

1,232,633 -

1,232,633 -

2,173,068 808,860

16,252 -

46,125 -

- 24,774

1,274 -

48,736 -

96,135 24,774
20,312

97,341 -

117,653 -

213,788 24,774

15,343 -

1,097,645 -

862,544 784,086

$ 1,960,189 784,086

The notes to the financial statements are an integral part of this statement.
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Town of Kernersville, North Carolina Exhibit 7
Statement of Revenues, Expenses and Changes in Fund Net Position

Proprietary Funds

Year Ended June 30, 2016

Internal
Enterprise Service
Fund Fund
Operating revenues
Charges for services $ 1,037,037 $ 311,126
Total operating revenues 1,037,037 311,126
Operating expenses
Personnel services 419,574 -
Depreciation 135,117 -
Other current charges 401,233 -
Claims incurred - 61,370
Stop-loss coverage - 66,043
Administration - 9,500
Total operating expenses 955,924 136,913
Operating income 81,113 174,213
Nonoperating revenues (expenses)
Investment earnings 2,277 933
Interest and other charges (1,702) -
Total nonoperating revenues (expenses) 575 933
Income before transfers 81,688 175,146
Transers
Transfers from other funds 216,579 -
Change in net position 298,267 175,146
Total net position, beginning 1,661,922 608,940
Total net position, ending $ 1,960,189 $ 784,086

The notes to the financial statements are an integral part of this statement. 31



Town of Kernersville, North Carolina

Exhibit 8

Statement of Cash Flows (2 pages)
Proprietary Funds
Year Ended June 30, 2016
Internal
Enterprise Service
Fund Fund
Cash flows from operating activities:
Cash received from customers $ 1,037,037 -
Cash paid for goods and services (419,898) (66,043)
Cash paid to or on behalf of employees for services (418,749) -
Receipts from other funds - 311,126
Payment of claims - (64,740)
Payment of fee to administrator - (9,500)
Net cash provided by operating activities 198,390 170,843
Cash flows from noncapital financing activities
Transfers in from other funds 216,579 -
Net cash provided by noncapital financing activities 216,579 -
Cash flows from capital and related financing activities
Acquisition and construction of capital assets (546,075) -
Principal paid on installment debt (43,951) -
Interest paid on installment debt (428) -
Net cash used by capital and related financing
activities (590,454) -
Cash flows from investing activities
Investment earnings 2,277 933
Net cash provided by investing activities 2,277 933
Net increase (decrease) in cash and cash equivalents (173,208) 171,776
Cash and cash equivalents, beginning 1,113,643 637,084
Cash and cash equivalents, ending $ 940,435 808,860
The notes to the financial statements are an integral part of this statement. 32



Town of Kernersville, North Carolina

Exhibit 8
Statement of Cash Flows (2 pages)
Proprietary Funds
Year Ended June 30, 2016
Internal
Enterprise Service
Fund Fund
Reconciliation of operating income to net cash provided by
operating activities
Operating income $ 81,113 $ 174,213
Adjustments to reconcile operating income to net cash
provided by operating activities:
Depreciation 135,117 -
Pension expense 9,399 -
Change in assets, deferred outflows of resources, and liabilities:
Account payable and accrued liabilities (18,665) (5,256)
Claims and judgments - 1,886
Accrued vacation pay 7,678 -
Deferred outflows of resources for pensions (16,252) -
Net cash provided by operating activities $ 198,390 $ 170,843

The notes to the financial statements are an integral part of this statement.
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Town of Kernersville, North Carolina
Notes to Financial Statements

Notes to Financial Statements

1.  Summary of Significant Accounting Policies

The accounting policies of the Town of Kernersville 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 Kernersville (the “Town”) is a municipal corporation which is governed by an elected mayor and a
five-member Board of Aldermen. As required by generally accepted accounting principles, these financial
statements present all funds, agencies, boards, commissions and authorities which are controlled by or are
financially dependent upon the Town.

B. Basis of presentation

Government-wide statements: The statement of net position and the statement of activities display information
about the financial activities of the overall government. Eliminations have been made to minimize the effect of
internal activities upon revenues and expenses. 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 expenses and program revenues 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 are presented as general revenues. The effects of
interfund activity have been eliminated from the go