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MARTIN ¢ STARNES
& ASSOCIATES, CPAs, P.A.

“A Professional Association of Certified Public Accountants and Management Consultants”

Independent Auditor’s Report

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

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the discretely presented component unit, and each major fund of the Town of Granite Falls,
North Carolina, as of and for the year ended June 30, 2020, 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.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Granite Falls ABC Board. Those statements were audited by other
auditors whose report thereon has been furnished to us, and our opinion, insofar as it relates to the
amounts included for the Granite Falls ABC Board is based solely on the report of the other auditors. 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 from material
misstatement. The financial statements of the Granite Falls ABC Board were not audited in accordance
with Government Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
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.


http://www.martinstarnes.com/

































































































TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Allowances for Doubtful Accounts

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

Inventory and Prepaid Items

The inventories of the Town are valued at cost (first-in, first-out), which approximates
market. The inventories of the Town’s enterprise funds consist of materials and supplies held
for subsequent use. The cost of these inventories 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.

Capital Assets

Capital assets are defined by the Town as assets with an initial, individual cost of more than a
certain cost and an estimated useful life in excess of two years. Donated capital assets
received prior to June 30, 2015 are recorded at their estimated fair value at the date of
donation. Donated capital assets received after June 30, 2015 are recorded at acquisition
value. All other purchased or constructed assets are reported at cost or estimated historical
cost. Also, the Town has elected not to capitalize those interest costs that are incurred during
the construction period of capital assets. The cost of normal maintenance and repairs that do
not add to the value of the asset or materially extend assets’ lives are not capitalized.

In conjunction with implementing GASB Statement 34, “The New Reporting Model”, the
Town began capitalizing public domain (“infrastructure™) capital assets consisting of roads,
bridges, curbs and gutters, streets and sidewalks, drainage systems, and lighting systems as of
July 1, 2003. Infrastructure assets exceeding the Town’s capitalization threshold of $1,000
will be reported as capital assets in the Statement of Net Position. General governmental
infrastructure assets acquired prior to July 1, 2003 were not retroactively reported; therefore,
the infrastructure capital assets in the Statement of Net Position only include assets purchased
after July 1, 2003.

Capital assets are depreciated on a straight-line basis over the following useful lives to the
cost of the assets:

Estimated
Useful
Asset Lives
General governmental infrastructure - road network 45 years
General governmental infrastructure - bridges 50 years
Buildings 40 years
Other improvements 10 - 40 years
Equipment and vehicles 3- 10 years
Plant and distribution systems 40 years
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Deferred Outflows/Inflows of Resources

In addition to assets, the statement of net position will sometimes report a separate section for
deferred outflows 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 two items that
meet this criteria — pension deferrals and OPEB deferrals.

In addition to liabilities, the Statement of Net Position will sometimes report a separate
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 four items that meet the
criterion for this category - prepaid taxes, property taxes receivable, other receivables, and
pension deferrals.

Long-Term Obligations

In the government-wide financial statements and in the proprietary fund types in the fund
financial statements, long-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 Position.

In the fund financial statements for governmental fund types, the face amount of debt issued
is reported as another financing source.

Compensated Absences

The vacation policy of the Town provides for the accumulation of up to thirty days (240
hours) 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 that time
that is estimated to be used in the next fiscal year has been designated as a 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 does not have any obligation for the accumulated sick leave until it is actually taken, no
accrual for sick leave has been made.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

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.

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 — North Carolina G.S. 159-8 prohibits units of
government from budgeting or spending a portion of their fund balance. This is one of
several statutes enacted by the North Carolina State Legislature in the 1930’s that were
designed to improve and maintain the fiscal health of local government units. Restricted by
State Statute (RSS), is calculated at the end of each fiscal year for all annually budgeted
funds. The calculation in G.S. 159-8(a) provides a formula for determining what portion of
fund balance is available for appropriation. The amount of fund balance not available for
appropriation is what is known as “Restricted by State Statute”. Appropriated fund balance in
any fund shall not exceed the sum of cash and investments minus the sum of liabilities,
encumbrances, and deferred revenues arising from cash receipts, as those figures stand at the
close of the fiscal year next preceding the budget. Per GASB guidance, RSS is considered a
resource upon which a restriction is “imposed by law through constitutional provisions or
enabling legislation.” RSS is reduced by inventories and prepaids as they are classified as
non-spendable. Outstanding encumbrances are included within RSS. RSS is included as a
component of restricted net position and restricted fund balance on the face of the balance
sheet.

Restricted for Public Safety — portion of fund balance that is restricted by revenue source for

public safety expenditures. This amount represents the balance of unspent unauthorized
substance tax funds.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Restricted for Cultural and Recreation — portion of fund balance that is restricted by revenue
source for additions to the Veterans Memorial. This amount represents the balance of
unexpended Veterans Memorial donated funds.

Committed Fund Balance

The committed fund balance classification includes amounts that can be used only for the
specific purposes determined by a formal action of the government’s 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.

Committed for Sidewalk Construction — the portion of fund balance that the Town intends to
use for the maintenance and work on sidewalks in the Town limits.

Assigned Fund Balance

Assigned fund balance is the portion of fund balance that the Town intends to use for specific
purposes. The Town's governing body has the authority to assign fund balance. The Budget
Officer, as granted in the officially adopted budget ordinance, has been granted limited
authority to assign fund balance.

Assigned for Subsequent Year’s Expenditures — the portion of fund balance that is
appropriated in the next year’s budget that is not already classified as restricted or committed.

Assigned for Sesquicentennial Celebration — the portion of fund balance that the Town
intends to use for the Town’s sesquicentennial celebration.

Unassigned Fund Balance

Unassigned fund balance represents the portion of fund balance that has not been assigned to
another fund or is restricted, committed, or assigned to specific purposes within the General
Fund.

The Town 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, and 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.

The Town has not officially adopted a fund balance policy.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

The following schedule provides management and citizens with information on the portion of
General Fund balance that is available for appropriation.

Total fund balance - General Fund $ 3,625,554
Less:

Stabilization by state statute 290,898
Total available fund balance $ 3,334,656

Defined Benefit Cost — Sharing Plans

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of the Local Governmental Employees’ Retirement System (LGERS)
and additions to/deductions from LGERS’ fiduciary net position have been determined on the
same basis as they are reported by LGERS. For this purpose, plan member contributions are
recognized in the period in which the contributions are due. The Town’s employer
contributions are recognized when due and the Town has a legal requirement to provide the
contributions. Benefits and refunds are recognized when due and payable in accordance with
the terms of LGERS. Investments are reported at fair value.

2. Detail Notes On All Funds

A

Assets
Deposits

All the deposits of the Town are either insured or collateralized by using one of two methods.
Under the Dedicated Method, all deposits that exceed the federal depository insurance
coverage level are collateralized with securities held by the Town's agents in these units'
names. Under the Pooling Method, which is a collateral pool, all uninsured deposits are
collateralized with securities held by the State Treasurer's agent in the name of the State
Treasurer. Since the State Treasurer is acting in a fiduciary capacity for the Town, these
deposits are considered to be held by the Town's agents in its name. The amount of the
pledged collateral is based on an approved averaging method for non-interest-bearing
deposits and the actual current balance for interest-bearing deposits. Depositories using the
Pooling Method report to the State Treasurer the adequacy of their pooled collateral covering
uninsured deposits. The State Treasurer does not confirm this information with the Town or
the escrow agent. Because of the inability to measure the exact amounts of collateral pledged
for the Town under the Pooling Method, the potential exists for under collateralization, and
this risk may increase in periods of high cash flows. However, the State Treasurer of North
Carolina enforces strict standards of financial stability for each depository that collateralizes
public deposits under the Pooling Method. The Town has no policy regarding custodial
credit risk for deposits, but relies on the State Treasurer to enforce standards of minimum
capitalization for all pooling method financial institutions and to monitor them for
compliance. The Town complies with the provisions of G.S. 159-31 when designating
official depositories and verifying that deposits are properly secured.
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TOWN OF GRANITE FALLS, NORTH CAROLINA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

At June 30, 2020, the Town's deposits had a carrying amount of $10,365,295 and a bank
balance of $10,607,852. Of the bank balance, $430,617 was covered by federal depository
insurance and $10,177,235 was covered by collateral held under the Pooling Method. The
Town’s cash on hand totaled $900 at June 30, 2020.

Investments

As of June 30, 2020, the Town’s investment balances were as follows:

Valuation Book
Measurement Value
Investment Type Method at 6/30/2020  Maturity Rating

NC Capital Management Trust - Term Portfolio* Fair Value Level1 $ 147,752 0.15years  Unrated

*Because the NC Capital Management Trust Term Portfolio has a weighted average maturity
of less than 90 days, it was presented as an investment with a maturity of less than 6 months.

All investments are measured using the market approach: using prices and other relevant
information generated by market transactions involving identical or comparable assets or a
group of assets.

Level of fair value hierarchy: Level 1: Debt securities valued using directly observable,
quoted prices (unadjusted) in active markets for identical assets.

Interest Rate Risk. The Town has no formal investment policy regarding interest rate risk. As
a means of limiting its exposure to fair value losses arising from rising interest rates, the
Town’s internal investment policy limits at least half of the Town’s investment portfolio to
maturities of no more than 12 months. Also, the Town’s internal management policy requires
purchases of securities to be laddered with staggered maturity dates and limits all securities to
a final maturity of no more than two years.

Credit Risk. The Town has no formal policy regarding credit risk, but has internal
management procedures that limit the Town’s investments to the provisions of G.S. 159-30
and restricts the purchase of securities to the highest possible ratings whenever particular
types of securities are rated.

The Town’s investment in the NC Capital Management Trust Term Portfolio is unrated. The
Term Portfolio is authorized to invest in obligations of the U.S. government and agencies,
and in high-grade money market instruments as permitted under North Carolina General
Statutes 159-30 as amended.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Receivables - Allowances for Doubtful Accounts
The receivables shown in Exhibit A at June 30, 2020 were as follows:

Due from Due from
Other Component

Accounts Taxes Governments Unit Total
Gowvernmental Activities:
General $ 38,003 $ 175616 $ 246308 $ 17909 $ 477,836
Allowance for doubtful
accounts - (121,439) - - (121,439)

Total governmental activities $ 38,003 $ 54177 $ 246308 $ 17909 $ 356,397

Business-Type Activities:

Water and Sewer Fund $ 339250 $ -3 - $ - $ 339,250
Electric Fund 875,758 - - - 875,758
Total business-type activities $ 1,215008 $ - $ -3 - $ 1,215,008

Due from other governments consisted of the following:

Local option sales tax $ 186,184
Motor vehicle taxes 16,195
Sales tax refund 43,929
Due from other governments $ 246,308
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TOWN OF GRANITE FALLS, NORTH CAROLINA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020
Capital Assets

A summary of changes in the Town's governmental capital assets follows:

July 1, 2019 Additions Retirements Transfers June 30, 2020

By Asset Type:

Non-Depreciable Assets:

Land $ 1,582,263 $ - $ - $ - $ 1,582,263
Depreciable Assets:

Buildings 2,329,892 29,193 - - 2,359,085
Land improvements 195,500 - - - 195,500
Infrastructure 1,373,081 - - - 1,373,081
Equipment and vehicles 3,654,010 449,397 (185,728) 68,073 3,985,752
Total depreciable capital assets 7,552,483 478,590 (185,728) 68,073 7,913,418
Less Accumulated Depreciation:

Buildings (826,277) (72,760) - - (899,037)
Land improvements (4,692) - - - (4,692)
Infrastructure (329,865) (39,867) - - (369,732)
Equipment and vehicles (2,107,867) (229,708) 185,728 (47,248) (2,199,095)
Total accumulated depreciation (3,268,701) $ (342,335) $ 185728 $ (47,248) (3,472,556)
Total depreciable capital assets, net 4,283,782 4,440,862
Capital assets, net $ 5,866,045 $ 6,023,125

Depreciation expense was charged to functions/programs of the primary government as
follows:

Governmental Activities:

General government $ 48,609
Public safety 137,723
Public works 64,016
Cultural and recreational 91,987
Total $ 342,335
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2020

Proprietary Capital Assets

The capital assets of the proprietary funds of the Town at June 30, 2020 are as follows:

Water and Sewer Fund:
Non-Depreciable Assets:
Land

Construction in progress
Total non-depreciable assets

Depreciable Assets:

Plant and distribution systems
Furniture, equipment, vehicles
Total depreciable capital assets

Less Accumulated Depreciation:

Plant and distribution systems
Furniture, equipment, vehicles
Accumulated depreciation
Depreciable capital assets, net
Capital assets, net

Electric Fund:
Non-Depreciable Assets:
Land

Depreciable Assets:

Plant and distribution systems
Furniture, equipment, and vehicles
Total depreciable capital assets

Less Accumulated Depreciation:

Plant and distribution systems
Furniture, equipment, vehicles
Accumulated depreciation
Depreciable capital assets, net
Capital assets, net

Proprietary capital assets, net

July 1, 2019 Additions Retirements  Transfers  June 30, 2020
$ 165,740 $ - 8 - $ - % 165,740
43,997 119,730 - (116,580) 47,147
209,737 119,730 - (116,580) 212,887
25,825,160 - (19,505) 116,580 25,922,235
2,291,249 241,497 (131,442) (91,820) 2,309,484
28,116,409 241,497 (150,947) 24,760 28,231,719
(13,462,147) (555,046) 19,508 - (13,997,685)
(1,048,314) (139,395) 128,199 59,120 (1,000,390)
(14,510,461) $ (694,441) $ 147,707 $ 59,120 (14,998,075)
13,605,948 13,233,644
13,815,685 13,446,531
47,400 $ - $ - $ - 47,400
5,552,663 66,386 - - 5,619,049
1,662,083 162,573 (206,719) 23,747 1,641,684
7,214,746 228,959 (206,719) 23,747 7,260,733
(3,010,578) (177,627) 75,551 - (3,112,654)
(714,094) (111,510) 131,168 (11,872) (706,308)
(3,724,672) $ (289,137) $ 206,719 $ (11,872) (3,818,962)
3,490,074 3,441,771
3,537,474 3,489,171

$ 17,353,159
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TOWN OF GRANITE FALLS, NORTH CAROLINA
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020
Net Investment in Capital Assets

The total net investment in capital assets at June 30, 2020 is composed of the following
elements:

Gowernmental Water and Sewer Electric

Activities Fund Fund
Capital assets $ 6,023,125 $ 13,446,531 $ 3,489,171
Less: long-term debt (82,291) (2,566,048) -
Add: debt for assets not owned by the Town 48,958 - -
Net investment in capital assets $ 5989792 $ 10880483 $ 3489171
Liabilities
Payables

Payables at Exhibit A at June 30, 2020 were as follows:

Salaries and  Utility

Vendors Benefits Deposits Total
Gowernmental Activities:
General Fund $ 78,652 $ 71,886 $ - $ 150,538
Business-Type Activities:
Water and Sewer Fund $ 42505 $ 28917 $ 110976 $ 182,398
Electric Fund 480,268 23,631 303,250 807,149
Total business-type activities $ 522773 $ 52,548 $ 414,226 $ 989,547

Pension Plan Obligations
Local Governmental Employees' Retirement System

Plan Description. The Town is a participating employer in the state-wide Local Governmental
Employees’ Retirement System (LGERS), a cost-sharing, multiple-employer defined benefit
pension plan administered by the State of North Carolina. LGERS membership is comprised of
general employees and local law enforcement officers (LEOs) of participating local
government entities. Article 3 of G.S. Chapter 128 assigns the authority to establish and amend
benefit provisions to the North Carolina General Assembly. Management of the plan is vested
in the LGERS Board of Trustees, which consists of 13 members — nine appointed by the
Governor, one appointed by the State Senate, one appointed by the State House of
Representatives, and the State Treasurer and State Superintendent, who serve as ex-officio
members. The LGERS is included in the Comprehensive Annual Financial Report (CAFR) for
the State of North Carolina. The State’s CAFR includes financial statements and required
supplementary information for LGERS. That report may be obtained by writing to the Office
of the State Controller, 1410 Mail Service Center, Raleigh, North Carolina 27699-1410, or by
calling (919) 981-5454, or at www.0sc.nc.gov.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Benefits Provided. LGERS provides retirement and survivor benefits. Retirement benefits are
determined as 1.85% of the member’s average final compensation times the member’s years of
creditable service. A member’s average final compensation is calculated as the average of a
member’s four highest consecutive years of compensation. Plan members are eligible to retire
with full retirement benefits at age 65 with five years of creditable service, at age 60 with 25
years of creditable service, or at any age with 30 years of creditable service. Plan members are
eligible to retire with partial retirement benefits at age 50 with 20 years of creditable service or
at age 60 with five years of creditable service (age 55 for firefighters). Survivor benefits are
available to eligible beneficiaries of members who die while in active service or within 180
days of their last day of service and who have either completed 20 years of creditable service
regardless of age (15 years of creditable service for firefighters and rescue squad members who
are killed in the line of duty) or have completed five years of service and have reached age 60.
Eligible beneficiaries may elect to receive a monthly Survivor’s Alternate Benefit for life or a
return of the member’s contributions. The plan does not provide for automatic post-retirement
benefit increases. Increases are contingent upon actuarial gains of the plan.

LGERS plan members who are LEOs are eligible to retire with full retirement benefits at age
55 with five years of creditable service as an officer, or at any age with 30 years of creditable
service. LEO plan members are eligible to retire with partial retirement benefits at age 50 with
15 years of creditable service as an officer. Survivor benefits are available to eligible
beneficiaries of LEO members who die while in active service or within 180 days of their last
day of service and who also have either completed 20 years of creditable service regardless of
age, or have completed 15 years of service as a LEO and have reached age 50, or have
completed five years of creditable service as a LEO and have reached age 55, or have
completed 15 of creditable service as a LEO if killed in the line of duty. Eligible beneficiaries
may elect to a monthly Survivor’s Alternate Benefit for life or a return of the member’s
contributions.

Contributions. Contribution provisions are established by General Statute 128-30 and may be
amended only by the North Carolina General Assembly. The Town of Granite Falls employees
are required to contribute 6% of their compensation. Employer contributions are actuarially
determined and set annually by the LGERS Board of Trustees. The Town’s contractually
required contribution rate for the year ended June 30, 2020, was 8.95% of compensation for law
enforcement officers and 9.70% for general employees, actuarially determined as an amount
that, when combined with employee contributions, is expected to finance the costs of benefits
earned by employees during the year. Contributions to the pension plan from the Town were
$250,110 for the year ended June 30, 2020.

Refunds of Contributions — Town employees who have terminated service as a contributing
member of LGERS, may file an application for a refund of their contributions. By state law,
refunds to members with at least five years of service include 4% interest. State law requires a
60-day waiting period after service termination before the refund may be paid. The acceptance
of a refund payment cancels the individual’s right to employer contributions or any other
benefit provided by LGERS.
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

At June 30, 2020, the Town reported a liability of $1,082,538 for its proportionate share of
the net pension liability. The net pension liability was measured as of June 30, 2019. The
total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of December 31, 2018. The total pension liability was then rolled
forward to the measurement date of June 30, 2019 utilizing update procedures incorporating
the actuarial assumptions. The Town’s proportion of the net pension liability was based on a
projection of the Town’s long-term share of future payroll covered by the pension plan,
relative to the projected future payroll covered by the pension plan of all participating
LGERS employers, actuarially determined. At June 30, 2019 the Town’s proportion was
0.03964%, which was an increase of 0.00116% from its proportion measured as of June 30,
2018.

For the year ended June 30, 2020, the Town recognized pension expense of $494,253. At
June 30, 2020, the Town reported deferred outflows of resources and deferred inflows of
resources related to pensions from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 185,358 $ -
Changes of assumptions 176,436 -
Net difference between projected and actual earnings on
pension plan investments 26,404 -
Changes in proportion and differences between Town
contributions and proportionate share of contributions 12,845 -
Town contributions subsequent to the measurement date 250,110 -
Total $ 651,153 $ -

$250,110 reported as deferred outflows of resources related to pensions resulting from Town
contributions subsequent to the measurement date will be recognized as a decrease of the net
pension liability in the year ending June 30, 2021. Other amounts reported as deferred
inflows and outflows of resources related to pensions will be recognized in pension expense
as follows:

Year Ending
June 30 Total
2021 $ 201,521
2022 63,550
2023 105,634
2024 30,338
2025 -
Thereafter -
Total $ 401,043
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TOWN OF GRANITE FALLS, NORTH CAROLINA

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2020

Actuarial Assumptions. The total pension liability in the December 31, 2018 actuarial
valuation was determined using the following actuarial assumptions, applied to all periods
included in the measurement:

Inflation 3.0 percent

Salary increase 3.50 to 8.10 percent, including inflation and
productivity factor

Investment rate of return 7.00 percent, net of pension plan investment expense, including
inflation

The plan currently uses mortality rates based on the RP-2014 Total Data Set for Healthy
Annuitants Mortality Table that vary by age, gender, employee group (i.e. general, law
enforcement officer) and health status (i.e. disabled and healthy). The current mortality rates
are based on published tables and based on studies that cover significant portions of the U.S.
population. The healthy mortality rates also contain a provision to reflect future mortality
improvements.

The actuarial assumptions used in the December 31, 2018 valuation were based on the results
of an actuarial experience study for the period January 1, 2010 through December 31, 2014.

Future ad hoc COLA amounts are not considered to be substantively automatic and are,
therefore, not included in the measurement.

The projected long-term investment returns and inflation assumptions are developed through
review of current and historical capital markets data, sell-side investment research, consultant
whitepapers, and historical performance of investment strategies. Fixed income return
projections reflect current yields across the U.S. Treasury vyield curve and market
expectations of forward yields projected and interpolated for multiple tenors and over
multiple year horizons. Global public equity return projections are established through
analysis of the equity risk premium and the fixed income return projections. Other asset
categories and strategies’ return projections reflect the foregoing and historical data analysis.
These projections are combined to produce the long-term expected rate of return by
weighting the expected future real rates of return by the target asset allocation percentage and
by adding expected inflation. The target allocation and best estimates of arithmetic real rates
of return for each major asset class as of June 30, 2019 are summarized in the following
table:

Long-Term
Target Expected Real
Asset Class Allocation Rate of Return
Fixed income 29.0% 1.4%
Global equity 42.0% 5.3%
Real estate 8.0% 4.3%
Alternatives 8.0% 8.9%
Credit 7.0% 6.0%
Inflation protection 6.0% 4.0%
Total 100.0%
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The information above is based on 30-year expectations developed with the consulting
actuary for the 2019 asset, liability and investment policy study for the North Carolina
Retirement Systems, including LGERS. The long-term nominal rates of return underlying
the real rates of return are arithmetic annualized figures. The real rates of return are
calculated from nominal rates by multiplicatively subtracting a long-term inflation
assumption of 3.00%. All rates of return and inflation are annualized.

Discount Rate. The discount rate used to measure the total pension liability was 7.00%. The
projection of cash flows used to determine the discount rate assumed that contribution from
plan members will be made at the current contribution rate and that contributions from
employers will be made at statutorily required rates, actuarially determined. Based on these
assumptions, the pension plan’s fiduciary net position was projected to be available to make
all projected future benefit payments of the current plan members. Therefore, the long-term
expected rate of return on pension plan investments was applied to all periods of projected
benefits payments to determine the total pension liability.

Sensitivity of the Town’s Proportionate Share of the Net Pension Liability (Asset) to Changes
in the Discount Rate. The following presents the Town’s proportionate share of the net
pension liability (asset) calculated using the discount rate of 7.00%, as well as what the
Town’s proportionate share of the net pension asset or net pension liability would be if it
were calculated using a discount rate that is one percentage point lower (6.00%) or one
percentage point higher (8.00%) than the current rate:

1% Discount 1%

Decrease Rate Increase
(6.00%) (7.00%) (8.00%)

Town's proportionate share of the net
pension liability (asset) $ 2475961 $1,082538 $ (75,680)

Pension Plan Fiduciary Net Position. Detailed information about the pension plan’s fiduciary
net position is available in the separately issued Comprehensive Annual Financial Report
(CAFR) for the State of North Carolina.

Law Enforcement Officers’ Special Separation Allowance

Plan Description. The Town administers a public employee retirement system (the
"Separation Allowance™), a single-employer, defined benefit pension plan that provides
retirement benefits to the Town's qualified sworn law enforcement officers under the age of
62 who have completed at least 30 years of creditable service or have attained 55 years of age
and have completed five or more years of creditable service. The Separation Allowance is
equal to 85% of the annual equivalent of the base rate of compensation most recently
applicable to the officer for each year of creditable service. The retirement benefits are not
subject to any increases in salary or retirement allowances that may be authorized by the
General Assembly. Article 12D of G.S. Chapter 143 assigns the authority to establish and
amend benefit provisions to the North Carolina General Assembly.
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All full-time law enforcement officers of the Town are covered by the Separation Allowance.
At December 31, 2018, the Separation Allowance’s membership consisted of:

Retirees receiving benefits -
Terminated program members entitled

to, but not yet receiving, benefits -
Active program members 14

Total 14
A separate report was not issued for the plan.
Summary of Significant Accounting Policies
Basis of Accounting. The Town has chosen to fund the Separation Allowance on a pay-as-
you-go basis. Pension expenditures are made from the General Fund, which is maintained on
the modified accrual basis of accounting. Benefits and refunds are recognized when due and

payable in accordance with the terms of the plan.

The Separation Allowance has no assets accumulated in a trust that meets the criteria, which
are outlined in GASB Statement 73.

Actuarial Assumptions
The entry age normal actuarial cost method was used in the December 31, 2018 valuation.

The total pension liability was determined using the following actuarial assumptions, applied
to all periods included in the measurement:

Inflation 2.50%

Salary increases 3.50 to 7.35 percent, including inflation and
productivity factor

Discount rate 3.26%

The discount rate used to measure the total pension liability is the S&P Municipal Bond 20-
Year High Grade Rate Index.

Deaths After Retirement (Healthy): RP-2014 Healthy Annuitant base rates projected to
2015 using MP-2015, projected forward generationally from 2015 using MP-2015. Rates are
adjusted by 104% for males and 100% for females.

Deaths Before Retirement: RP-2014 Employee base rates projected to 2015 using MP-
2015, projected forward generationally from 2015 using MP-2015.

Deaths After Retirement (Beneficiary): RP-2014 Healthy Annuitant base rates projected to

2015 using MP-2015, projected forward generationally from 2015 using MP-2015. Rates are
adjusted by 123% for males and females.
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Deaths After Retirement (Disabled): RP-2014 Disabled Retiree base rates projected to
2015 using MP-2015, projected forward generationally from 2015 using MP-2015. Rates are
adjusted by 103% for males and 99% for females.

Contributions. The Town is required by Article 12D of G.S. Chapter 143 to provide these
retirement benefits and has chosen to fund the benefit payments on a pay-as-you-go basis
through appropriations made in the General Fund operating budget. There were no
contributions made by employees. The Town's obligation to contribute to this Plan is
established and may be amended by the North Carolina General Assembly. The Town paid
$-0- as benefits came due for the reporting period.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources Related to Pensions

At June 30, 2020, the Town reported a total pension liability of $326,690. The total pension
liability was measured at December 31, 2019 based on a December 31, 2018 actuarial
valuation. The total pension liability was then rolled forward to the measurement date of
December 31, 2019 utilizing update procedures incorporating the actuarial assumptions. For
the year ended June 30, 2020, the Town recognized pension expense of $26,814.

Deferred Deferred
Outflows of Inflows of
Resources Resources
Differences between expected and actual experience $ 19386 $ 52,218
Changes of assumptions and other inputs 24,577 13545
Total $ 43963 $ 65,763

$0 reported as deferred outflows of resources related to pensions resulting from
administrative expenses incurred subsequent to the measurement date will be recognized as a
decrease of the total pension liability in the year ending June 30, 2021. Other amounts
reported as deferred inflows of resources related to pensions will be recognized in pension
expense as follows:

Year Ending

June 30 Total
2021 $ (3,055)
2022 (3,055)
2023 (3,055)
2024 (2,565)
2025 (8,324)

Thereafter (1,746)
Total $  (21800)
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Funding Policy. Article 12E of G.S. Chapter 143 requires the Town to contribute each
month an amount equal to 5% of each officer’s salary, and all amounts contributed are vested
immediately. The law enforcement officers may also make voluntary contributions to the
plan.

The Town made contributions of $31,359 for the reporting year. No amounts have been
forfeited.

Other Post-Employment Benefits
Healthcare Benefits

Plan Description. The Town administered a post-employment Healthcare Benefits Plan
(HCB PIlan), a single-employer, defined benefit plan, to employees retiring with at least 25
years of service credit with the Town and eligible to retire under the North Carolina Local
Governmental Employees’ Retirement System. The period of coverage was not defined
under the Plan. As of July 1, 2003, retirees could elect to receive up to $200 per month
reimbursement for health and dental insurance and are allowed to remain on the Town’s
group dental insurance plan. The retirees may also purchase coverage for their dependents at
the Town’s group rates. The Town Council may amend the benefit provisions. A separate
report was not issued for the Plan. The Plan was discontinued effective May 26, 2011. No
assets are accumulated in a trust that meets the criteria in paragraph 4 of GASB Statement 75.

Membership of the HCB Plan consisted of the following at June 30, 2019, the date of the
latest actuarial valuation:

Retirees and dependents receiving benefits 10
Terminated plan members entitled to, but

not yet receiving, benefits
Active plan members 1
Total 1

Funding Policy. The Town pays up to $200 per month reimbursement to qualified retirees
under a plan that may be amended by the Town Council. The Town’s retirees must purchase
their coverage and their dependent coverage. The Town has chosen to fund the plan on a
pay-as-you-go basis. This plan was discontinued effective May 26, 2011.

Total OPEB Liability

The Town’s total OPEB liability of $150,170 was measured as of June 30, 2019 and was
determined by an actuarial valuation as of that date.
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Actuarial Assumptions and Other Inputs. The total OPEB liability in the June 30, 2019
actuarial valuation was determined using the following actuarial assumptions and other
inputs, applied to all periods included in the measurement unless otherwise specified:

Inflation 2.50 percent
Real wage growth 1.00 percent
Wage inflation 3.50 percent
Salary increases, including wage inflation:

General employees 3.50%-7.75%

Firefighters 3.50%-7.75%
Municipal Bond Index Rate:

Prior measurement date 3.89 percent

Measurement date 3.50 percent
Healthcare cost trend rates N/A

Changes in the Total OPEB Liability

Total OPEB
Liability

Balance at July 1, 2019 $ 164,885
Changes for the year:

Service cost 445
Interest 5,967
Differences between expected and actual experience 127
Changes of assumptions or other inputs 1,968
Benefit payments (23,222)
Net changes (14,715)
Balance at June 30, 2020 $ 150,170

Changes in assumptions and other inputs reflect a change in the Municipal Bond Index Rate
from 3.89% to 3.50%.

The discount rate used to measure the total OPEB liability was based on the June average of
the Bond Buyer General Obligation 20-Year Municipal Bond Index published weekly by The
Bond Buyer.

Mortality rates were based on the RP-2014 mortality tables, with adjustments for LGERS
experience and generational mortality improvements using Scale MP-2015.
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The demographic actuarial assumptions for retirement, disability incidence, withdrawal, and
salary increases used in the June 30, 2019 valuation were based on the results of an actuarial
experience study for the period January 1, 2010 — December 31, 2014, adopted by the
LGERS Board.

The remaining actuarial assumptions (e.g., initial per capita costs, healthcare cost trends, rate
of plan participation, rates of plan election, etc.) used in the June 30, 2019 valuation were
based on a review of recent plan experience done concurrently with the June 30, 2019
valuation.

Sensitivity of the Total OPEB Liability to Changes in the Discount Rate. The following
presents the total OPEB liability of the Town, as well as what the Town’s total OPEB liability
would be if it were calculated using a discount rate that is 1-percentage-point lower (2.50
percent) or 1-percentage-point higher (4.50 percent) than the current discount rate:

1% Discount 1%
Decrease Rate Increase
(2.50%) (3.50%) (4.50%)

Total OPEB liability $ 155404 $ 150,170 $ 145204

Sensitivity of the Total OPEB Liability to Changes in the Healthcare Cost Trend Rates. The
following presents the total OPEB liability of the Town, as well as what the Town’s total
OPEB liability would be if it were calculated using healthcare cost trend rates that are 1-
percentage-point lower or 1-percentage-point higher than the current healthcare cost trend
rates:

1% 1%
Decrease Current Increase

Total OPEB liability $ 155404 $ 150,170 $ 145204
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OPEB Expense and Deferred Outflows of Resources and Deferred Inflows of Resources
Related to OPEB

For the year ended June 30, 2020, the Town recognized OPEB expense of $8,505. At June
30, 2020, the Town reported deferred outflows of resources and deferred inflows of resources
related to OPEB from the following sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Benefit payments and plan administrative expense
made subsequent to the measurement date $ 26400 $ -

$26,400 reported as deferred outflows of resources related to OPEB resulting from benefit
payments made and administrative expenses incurred subsequent to the measurement date
will be recognized as a decrease of the total OPEB liability in the year ended June 30, 2021.

Other Employment Benefits

The Town has elected to provide death benefits to employees through the Death Benefit Plan
for members of the Local Governmental Employees' Retirement System (Death Benefit
Plan), a multiple-employer, state-administered, cost-sharing plan funded on a one-year term
cost basis. The beneficiaries of those employees who die in active service after one year of
contributing membership in the System, or who die within 180 days after retirement or
termination of service and have at least one year of contributing membership service in the
System at the time of death, are eligible for death benefits. Lump-sum death benefit
payments to beneficiaries are equal to the employee's 12 highest months' salary in a row
during the 24 months prior to the employee's death, but the benefit may not exceed $50,000
or be less than $25,000. Because all death benefit payments are made from the Death Benefit
Plan and not by the Town, the Town does not determine the number of eligible participants.
The Town has no liability beyond the payment of monthly contributions. The contributions
to the Death Benefit Plan cannot be separated between the post-employment benefit amount
and the other benefit amount. Contributions are determined as a percentage of monthly
payroll, based upon rates established annually by the state. Separate rates are set for
employees not engaged in law enforcement and for law enforcement officers. The Town
considers these contributions to be immaterial.
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Deferred Outflows and Inflows of Resources

Deferred outflows of resources at year-end are comprised of the following:

Amount

Contributions to pension plan in the
current fiscal year - LGERS $
Differences between expected and acutal
experience - LGERS
Changes of assumptions - LGERS
Net difference between projected and actual
earnings on pension plan investment -LGERS
Changes in proportion and differences between
Town contributions and proportionate share of
contributions - LGERS
Differences between expected and acutal
experience - LEOSSA
Changes of assumptions - LEOSSA
Benefit payments and administrative expenses for
OPEB made subsequent to measurement date
Total $

Deferred inflows of resources at year-end are comprised of the following elements:

250,110

185,358
176,436

26,404

12,845

19,386
24,577

26,400

721,516

Amount

Taxes receivable (General Fund) $
Prepaid taxes (General Fund)
Other receivables (General Fund)
Differences between expected and actual
experience - LEOSSA
Changes of assumptions - LEOSSA
Total $
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Risk Management

The Town is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The
Town participates in the self-funded risk financing pool for workers compensation that is
administered by the North Carolina League of Municipalities (NCLM). Specific information
on the limit of any reinsurance, excess and stock loss workers compensation policies
purchased by NCLM can be obtained by contacting the Risk Management Services
Department of the NCLM. All NCLM risk pools are audited annually by certified public
accountants, and the audited financial statements are available to the Town upon request.

During the year, the Town had employee health insurance coverage through NCLM MedCost
Benefit Services and OptiMed Health Plan.

The Town carries commercial coverage for all other risks of loss. There have been no
significant reductions in insurance coverage in the prior year and settled claims have not
exceeded coverage in any of the past three fiscal years.

The Town carries flood insurance through a commercial company for $302,500 on the
building and $55,100 on the contents per occurrence at the wastewater treatment plant.

In accordance with G.S. 159-29, the Town’s employees that have access to $100 or more at
any given time of the Town’s funds are performance bonded through a commercial surety
bond. The Finance Officer is bonded for $50,000, and the Tax Collector is bonded for
$35,000. The remaining employees that have access to funds are bonded under a blanket
bond.
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Long-Term Obligations
Notes Payable
Notes payable at June 30, 2020 are comprised of the following individual agreements:

Governmental Activities:

$500,000 note payable through January 2021, including interest at 4.01%
per year; collaterized by a building (issued in January 2006) $ 33,333

$1,280,000 for Caldwell EDC Properties, LLC for purchase of Whisenant

property for economic development; financed for 10 years at 4.00% interest,

due in annual installments through July 2020; 1/3 is payable by the Town

and 2/3 is payable by Caldwell County through an

interlocal agreement 48,958

Total governmental activities long-term debt $ 82291

Annual debt service requirements to maturity for the Town’s governmental activities notes
payable direct placements are as follows:

Governmental Funds:

Year Ending
June 30 Principal Interest Total
2021 $ 82291 $ 2,994 $ 85,285

The Town’s outstanding note from direct placements related to governmental activities of
$33,333 is secured by a deed of trust on the municipal building located on Park Square. Upon
the failure to pay or make timely payments, the outstanding principal is due immediately.
Upon default, the lender can enforce its security interest in the mortgaged property, including
initiating foreclosure proceedings.

The Town’s outstanding note from direct placements related to governmental activities of
$48,958 is secured by a deed of trust on the land located on New Farm Road. Upon the
failure to pay or make timely payments, the outstanding principal is due immediately. Upon
default, the lender can enforce its security interest in the mortgaged property, including
initiating foreclosure proceedings.
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