CATAWBA COUNTY, NORTH CAROLINA
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of Catawba County (government) and its discretely presented component units
conform to generally accepted accounting principles (GAAP) as applied to governmental units. The
Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for establish-
ing governmental accounting and financial reporting principles. The following is a summary of the more
significant accounting policies.

A. Reporting Entity

The County, which is governed by a five-member board of commissioners, is one of the 100 counties
established in North Carolina under North Carolina General Statute 153A-10. As required by generally
accepted accounting principles, these financial statements present the County and its component units,
legally-separate entities for which the County is financially accountable. The Catawba County Industrial
Facility and Pollution Control Financing Authority (the Authority) exists to issue and service revenue
bond debt of private businesses for economic development purposes. The Authority has no financial
transactions or account balances; therefore, it is not presented in the basic financial statements. Ca-
tawba Valley Medical Center (the Medical Center) and the Catawba County ABC Board (the Board) both
have a June 30 year end and are presented as if they are separate proprietary funds of the County
(discrete presentation).

Reporting Separate Financial
Component Unit Method Criteria for Inclusion Statements
Catawba County Industrial Discrete [The Authority is governed by a None Issued.
Facility and Pollution Control seven-member board that is ap-
Financing Authority pointed by the Board of County

Commissioners. The County can
remove any member of the
IAuthority with or without cause.

Catawba Valley Medical Discrete [The Medical Center is a public Catawba Valley Medical
Center hospital that was organized in Center
1962 by resolution of the Board of [810 Fairgrove Church Road S.E.
Commissioners of Catawba Hickory, NC 28602

County. The County appoints the
board of trustees for the Medical
Center. The County has also
issued revenue bonds for improve-
ment of the Medical Center
facilities, which are paid from
Medical Center revenues.

Catawba County ABC Board | Discrete [The members of the ABC Board Catawba County ABC Board
are appointed by the County. The | 1910 Fairgrove Church Road
IABC Board is required by State Newton, NC 28658

statute to distribute its surpluses to
the General Fund of the County.

B. Basis of Presentation

Government-wide Statements - The government-wide financial statements (i.e., the statement of net
assets and the statement of changes in net assets) display information about the primary government
(the County) and its component units. These statements include the financial activities of the overall
government, except for fiduciary activities. Eliminations have been made to minimize the double count-
ing of internal activities except for interfund services provided and used which are not eliminated in the
consolidation process. These statements distinguish between the governmental and business-type ac-
tivities of the County. 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.
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The statement of activities presents a comparison between direct expenses and program revenues for
the business-t ype activity of the County and for each
Direct expenses are those that are specifically associated with a program or function and, therefore, are
clearly identifiable to a specific function. Indirect expense allocations that have been made in the funds
have been reversed for the statement of activities. Program revenues include 1) fees and charges by
the recipients of goods or services offered by the programs and 2) grants and contributions that are re-
stricted to meeting the operational or capital requirements of a particular program. Revenues that are
not classified as program revenues, including all taxes, are presented as general revenues.

functi

Fund Financial Statements -The fund financi al statements provide

funds, including its fiduciary funds. Separate statements for each fund category i governmental, proprie-
tary, and fiduciary 1 are presented. The emphasis of fund financial statements is on major governmental
and enterprise funds, each displayed in separate columns. All remaining governmental and enterprise
funds are aggregated and reported as nonmajor funds.

Proprietary fund operating revenues, such as charges for services, result in exchange transactions as-
sociated with the principal activity of the fund. Exchange transactions are those in which each party re-
ceives and gives up essentially equal values. Nonoperating revenues, such as subsidies and invest-
ment earnings, result from non-exchange transactions or ancillary services.

The County reports the following major governmental funds:

General Fund - The General Fund is the primary operating fund of the County. It is used to account for
all financial resources of the general government, except those required to be accounted for in another
fund. The primary revenue sources are ad valorem taxes, sales taxes, Federal and State grants, and
other various taxes and licenses. The primary expenditures are for education, human services, public
safety, economic and physical development, environmental protection, cultural and recreational projects,
and general government services.

Water and Sewer Construction Fund - The Water and Sewer Construction Fund accounts for the fi-
nancing and construction of all major water and sewer capital projects throughout the County.

School Construction Fund - The School Construction Fund accounts for the financing and construc-
tion of major capital projects for the three public school systems and community college in the County.

The County reports the following major proprietary fund:

Solid Waste Management Fund - The Solid Waste Management Fund accounts for the operation,
maintenance and development of various landfills and disposal sites and other solid waste activities.

The County reports the following fiduciary fund types:

Agency Funds - Agency funds are custodial in nature (assets equal liabilities) and do not involve meas-
urement of operating results. Agency funds are used to account for assets the County holds on behalf
of others. The County maintains the following Agency funds: Social Services fund, Mental Heath fund,
Sheriff Commissary fund and Delinquent Motor Vehicle fund. The Social Services, Mental Health and
Sheriff Commissary funds account for monies deposited with the Social Services and Mental Health de-
partment for the benefit of certain individuals and with the Sheriff department for inmates. The Delin-
guent Motor Vehicle fund accounts for the three percent interest on the first month of delinquent motor
vehicle taxes that the County is required to remit to the North Carolina Department of Motor Vehicles.

C. Measurement Focus and Basis of Accounting
In accordance with North Carolina general statutes, all funds of the County are maintained during the
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

year using the modified accrual basis of accounting.

Government-wide, Proprietary, and Fiduciary Fund Financial Statements. The government-wide, pro-
prietary and fiduciary fund financial statements are reported using the economic resources measure-
ment focus, except for agency funds that have no measurement focus. The government-wide, proprie-
tary and fiduciary fund financial statements are reported using the accrual basis of accounting. Reve-
nues are recorded when earned and expenses are recording when a liability is incurred, regardless of
when the related cash flows take place. Non-exchange transactions, in which the County gives (or re-
ceives) value without directly receiving (or giving) equal value in exchange, include property taxes,
grants, entitlements, and donations. On an accrual basis, revenue from property taxes is recognized in
the fiscal year for which the taxes are levied. Revenue from grants, entitlements and donations is recog-
nized in the fiscal year in which all eligibility requirements have been satisfied.

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

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fundds principal
the Countyds enterprise fund, the Solid Waste
vices. Operating expenses for the enterprise fund include the cost of services, administrative expenses,
and depreciation on capital assets. All revenues and expenses not meeting this definition are reported
as nonoperating revenues and expenses.

Governmental Fund Financial Statements. Governmental funds are reported using the current financial
resources measurement focus and the modified accrual basis of accounting. Revenues are recognized
when measurable and available. Expenditures are recorded when the related liability is incurred, except
for principal and interest on general long-term debt, claims and judgments, and compensated balances,
which are recognized to the extent they have matured. General capital asset acquisitions are reported
as expenditures in governmental funds. Proceeds of general long-term debt and acquisitions under
capital leases are reported as other financing sources.

The County considers all revenues available if they are collected within 90 days after year-end, except
for property taxes. Ad valorem property taxes are not accrued as revenue because the amount is not
susceptible to accrual. At June 30, taxes receivable are materially past due and are not considered to
be an available resource to finance the operations of the current year. Also, as of January 1, 1993,
State law altered the procedures for the assessment and collection of property taxes on registered motor
vehicles in North Carolina. Effective with this change, Catawba County is responsible for billing and col-
lecting the property taxes on all registered motor vehicles on behalf of all municipalities and special tax
districts in the County. For registered motor vehicles, property taxes are due the first day of the fourth
month after the vehicles are registered. The billed taxes are applicable to the fiscal year in which they
become due. Therefore, taxes for vehicles registered from March 2007 through February 2008 apply to
the fiscal year ended June 30, 2008. Uncollected taxes that were billed during this period are shown as
a receivable on these financial statements.

Sales taxes collected and held by the State at year-end on behalf of the County are recognized as reve-
nue. Intergovernmental revenues and services are not susceptible to accrual because generally they
are not measurable until received in cash. Expenditure-driven grants are recognized as revenue when
the qualifying expenditures have been incurred and all other grant requirements have been satisfied.

Under the terms of grant agreements, the County funds certain programs by a combination of specific
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

cost-reimbursement grants, categorical block grants, and general revenues. Thus, when program ex-

penses are incurred, there are both restricted and unrestricted net assets available to finance the pro-

gr am. I't is the Count yréimburpemént grant resoorces to susht programs,Ifo c o st
lowed by categorical block grants, and then by general revenues.

All governmental and business-type activities and enterprise funds of the County follow FASB State-
ments and Interpretations issued on or before November 30, 1989, Accounting Principals Board Opin-
ions, and Accounting Research Bulletins, unless those pronouncements conflict with GASB pronounce-
ments.

D. Budgetary Data

The Countyéds budgets are adopted as required by North
adopted for the General, Special Revenue, and Enterprise Funds. All annual appropriations lapse at the

fiscal year-end. Project ordinances that may span more than one year are adopted for the Capital Pro-

jects Funds. These appropriations are carried over until the projects are completed. All budgets were

prepared using the modified accrual basis of accounting.

Expenditures may not legally exceed appropriations at the fund and departmental level for all annually
budgeted and multi-year funds. Transfers of appropriations between funds may be made only by the
Board, with the exception of merit, reclassification funds, and special contingency which the County
Manager has the authority to transfer. Transfers of appropriations between departments in a fund or
from contingency shall be approved by the Board, but may be approved by the County Manager if he
finds they are consistent with operational needs and any Board approved goals and do not exceed
$50,000 for department transfers or $50,000 for transfers from contingency. Transfers from contingency
approved by the Manager can exceed $50,000 if he determines an emergency exists. All such transfers
approved by the Manager must be presented to the Board at its next regular meeting. During the year,
several amendments to the original budget were necessary. The budget ordinance must be adopted by
July 1 of the fiscal year or the governing board must adopt an interim budget that covers the time until
the annual ordinance can be adopted.

E. Assets, Liabilities and Fund Equity

Deposits and Investments

All deposits of the County are made in board-designated official depositories and are secured as re-
quired by G.S. 159-31. The County may designate as an official depository any bank or savings asso-
ciation whose principal office is located in North Carolina. Also, the unit may establish time deposit ac-
counts such as NOW and SuperNOW accounts, money market accounts, and certificates of deposit.

State law [G.S. 159-30(c)] authorized the County to invest in obligations of the United States or obliga-

tions fully guaranteed both as to principal and interest by the United States; obligations of the State of

North Carolina; bonds and notes of any North Carolina local government or public authority; obligations

of certain non-guaranteed federal agencies; certain high quality issues of commercial paper and bank-

ersd acceptances; and the North Carol i na-reQsepedt al Ma n
money market mutual fund.

The Countyébés investments are carried at fair value at
prices. The securities of the NCCMT Cash Portfolio, a SEC-registered (2a-7) money market mutual
fund, are valued at fair value, which is the NCCMTOb6s ¢

ties are valued at fair value.

Cash and Cash Equivalents
A cash and investment pool is maintained by the County to facilitate disbursement and investment and
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CATAWBA COUNTY, NORTH CAROLINA
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

to maximize investment income. The pool is used by all funds except social services, mental heath and
sheriff commissary agency funds. Therefore, all cash and investments are essentially demand deposits
and are considered cash and cash equivalents. The social services and mental health agency accounts
are maintained in time deposit accounts as reflected on Schedule G-1, and the sheriff commissary ac-
count is maintained in a noninterest bearing demand deposit account.

Restricted Assets

The unexpended installment purchase proceeds are classified as restricted assets within the General
Fund and the School Construction Project Fund because their use is completely restricted to the pur-
pose for which the funds were borrowed.

The unexpended Certificates of Participation proceeds are classified as restricted assets within the Gen-
eral Capital Project Fund and School Construction Project Fund because their use is completely re-
stricted to the purpose for which the Certificates were issued.

Ad Valorem Taxes Receivable

In accordance with State law [G.S. 105-347 and G.S. 159-13(a)], the County levies ad valorem taxes on
property other than motor vehicles on July 1, the beginning of the fiscal year. The taxes are due on
September 1 (lien date); however, penalties and interest do not accrue until the following January 6.
These taxes are based on the assessed values as of January 1, 2007.

Allowance 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 writ-
ten off in prior years.

Inventories and Prepaid Items

Inventories of the County are valued at cost, which approximates market, using the first-in, first-out
met hod. The inventory of the Countybds Gener al
sumption. The cost is recorded as an expenditure 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

Purchased or constructed capital assets are reported at cost or estimated historical cost. Donated capi-
tal assets are recorded at their estimated fair value at the date of donation. Capital assets are defined
by the County as assets with an initial, individual cost of more than $5,000 (amount not rounded) and an
estimated useful life in excess of two years. The costs of normal maintenance and repairs that do not
add to the value of the asset or materially ext

The County holds title to certain Catawba County Board of Education and Hickory Public Schools Board

of Education properties that have not been included in capital assets. The properties have been deeded
to the County to permit financing of acquisition and construction costs. Agreements between the County
and the Boards of Education give the Boards full use of the facilities, full responsibility for maintenance
of the facilities, and provide that the County will convey title to the properties back to the Boards of Edu-
cation, once all restrictions of the financing agreements have been met. The properties are reflected as
capital assets in the financial statements of the Catawba County Board of Education and the Hickory
Public Schools Board of Education.

Capital assets of the County are depreciated on a straight-line method over the estimated useful lives:
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Building and improvements 50 years
Furniture and office equipment 10 years
Maintenance and construction equipment 8 years
Medium and heavy motor trucks 6 years
Automobiles and light trucks 4 years
Computer equipment 5 years

Long-Term Obligations

In the government-wide financial statements, and 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 of net assets.

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

Compensated Absences

It is the policy of the County to permit employees to accumulate up to thirty (30) days earned but unused
vacation | eave, with such | eave being fully vested
earned vacation and salary-related payments as of June 30, 2008, is recorded in the government-wide

wh e

financi al statements. For the Countyés proprietary f

sences and the salary-related payments are recorded within those funds as the leave is earned, if the
amount is considered to be material.

The sick leave policy of the County provides for an unlimited accumulation of earned but unused sick
leave. Sick leave does not vest, but an unused sick leave accumulated at the time of retirement may be
used in the determination of length of service for retirement benefit purposes. Since neither entity has
any obligation for accumulated sick leave until it is actually taken, no accrual for sick leave has been
made by the County.

Net Assets/Fund Balances

Net Assets

Net Assets in government-wide and proprietary fund financial statements are classified as invested in
capital assets, net of related debt; restricted; and unrestricted. Restricted net assets represent con-
straints on resources that are either externally imposed by creditors, grantors, contributors, or laws or
regulations of other governments or imposed by law through state statute.

Restricted Net Assets are classified as follows:
Public Safety - portion of net assets constituting investment in joint venture.

Register of Deeds - portion of net assets constituting the Automation Enhancement and Preservation
Fund, funded by 10% of the fees collected and maintained by the register of deeds office. The funds are
l egally restricted for computer and imaging technol

Fund Balances

In the governmental fund financial statements, governmental funds report reservations of fund balances
for amounts that are not available for appropriation or are legally restricted by outside parties for use for
a specific purpose. Designations of fund balance represent tentative management plans that are sub-
ject to change.

State law [G.S. 159-13(b)(16)] restricts the appropriation of fund balance to an amount not to exceed the
sum of cash and investments minus the sum of liabilities, encumbrances, and deferred revenues arising
from cash receipts as these amounts stand at the close of the fiscal year preceding the budget year.
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CATAWBA COUNTY, NORTH CAROLINA
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

The governmental fund types classify fund balances as follows:

Reserved

Reserved for inventories and prepaid items - portion of fund balance not available for appropriation
because it represents the year-end balance of ending inventories and prepaid items, which are not ex-
pendable available resources.

Reserved for encumbrances - portion of fund balance available to pay for any commitments related to
purchase orders and contracts that remained unperformed at year-end.

Reserved by State statute - portion of fund balance, in addition to reserves for encumbrances and re-
serves for inventories, which is not available for appropriation under State law [G.S. 159-8(a)]. This
amount is usually comprised of the receivable balances that are not offset by deferred revenues.

Reserved for register of deeds - portion of fund balance constituting the Automation Enhancement

and Preservation Fund, funded by 10% of the fees
office. The funds are available for appropriation but are legally restricted for computer and imaging tech-
nology in the register of deedsd office.

Unreserved

Designated for s ub s equ e ntportipneohtotdl kind bakapce avdilabte dor appro-
priation that has been designated for the adopted 2008-2009 budget ordinance.

Designations of Catawba County represent tentative management plans that are subject to change.
The unreserved fund balance had the following designations at June 30, 2008.

Designated for subsequent yeards expenditures:

General Fund $ 10,536,169
Water and Sewer Construction Fund $ 21,686,551
School Construction Fund $ 33,489,498
Nonmajor Special Revenue Funds $ 468,531
Nonmajor Capital Project Funds $ 16,891,075

Undesignated - portion of total balance available for appropriation that is uncommitted at year-end.
F. Management Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America require management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenditures/expenses during the
reporting period. Actual results could differ from those estimates.

A. Explanation of certain differences between the governmental fund balance sheet and the gov-
ernment-wide statement of net assets.

The governmental fund balance sheet includes a reconciliation between fund balance i total govern-
mental funds and net assets i governmental activities as reported in the government-wide statement of
net assets. The net adjustment of $(24,868,255) consists of several elements as follows:
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CATAWBA COUNTY, NORTH CAROLINA
Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND
FINANCIAL STATEMENTS POLICIES

Capital assets used in govermmental activities are not financial resources
and are therefore not reported in the funds (total capital assets on

govemment-wide statement in govemmental activities column) $ 143,029,345
Less accumulated depreciation (46,480,822)
Net capital assets 96,548,523

Equity in joint ventures recorded on govemment-wide statement of net
assets but not on fund statements because it is not a current financial
source of funds 760,149

Deferred charges related to advance refunding issued - included on
government-wide statement of net assets but are not current financial
resources 661,233

Liabilities for revenue deferred but eamed and therefore reported in the fund
statements but not the govermmment-wide 4,795,371

Liabilities that, because they are not due and payable in the current period,
do not require current resources to pay and are therefore not reported in the
fund statements:

General obligation bonds (30,160,000)
Certificates of participation (45,435,000)
Installment purchase (45,008,793)
Qualified zone academy bonds (700,000)
Compensated absences (3,956,455)
Net pension obligation (528,099)
Net other post employment benefits (1,845,184)
Total adjustment $ (24,868,255)

B. Explanation of certain differences between the governmental fund statement of revenues, ex-
penditures, and changes in fund balances and the government-wide statement of activities.

The governmental fund statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between net changes in fund balances i total governmental funds and changes in net as-
sets in governmental activities as reported in the government-wide statement of activities. There are
several elements of that total adjustment of $(14,262,977) as follows:

Govemmental funds report capital outlays as expenditures. In the Statement of
activities the cost of those assets is allocated over their estimated useful lives $ 9,064,218

Depreciation expense, the allocation of those assets over their useful lives, that is
recorded on the statement of activities but not in the fund statements (3,291,966)

New debt issued during the year is recorded as a source of funds on the fund

statements: it has no effect on the statement of activities - it affects only the
government-wide statement of net assets
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND
FINANCIAL STATEMENTS POLICIES (continued)

Installment purchase (28,607,000)
Qualified zone academy bonds (700,000)

Principal payments on debt owed are recorded as a use of funds on the fund
statements but again affects only the statement of net assets in the govermment-wide

statements
General obligation bonds 6,380,000
Certificates of participation 2,790,000
Installment purchases 1,554,874

Expenses reported in the statement of activities that do not require the use of current
resources to pay are not recorded as expenditures in the fund statements

Amortization of refunding costs not recorded on fund statements (95,599)
Compensated absences are accrued in the govemment-wide statements but not in

the fund statements because they do not use curmrent resources (262,861)
Net (increase) decrease in pension obligation (18,821)
Net (increase) decrease in other post employment benefits (1,845,184)

Revenues reported in the statement of activities that do not provide current resources

are not recorded as revenues in the fund statements
Increase in value of joint venture 50,000
Fair value of donated assets that is not recorded in the fund statement but is
recorded in the government-wide statements -
Rewersal of deferred tax revenue recorded at 7/1/2007 (2,606,272)

Recording of tax receipts deferred in the fund statements as of 6/30/2008 3,020,443
Increase(decrease) in accrued receivables for year ended 6/30/2008 118,825
Amortization of premium on debt issuance 186,366
Total adjustment $(14,262,977)

NOTE 3. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

A. Deficit Fund Balance or Net Assets of Individual Funds

The Community Development Fund has a deficit fund balance of $5,557 at June 30, 2008. The deficit
fund balance is a direct result of reimbursement timing. Revenues are reimbursed after expenditures
have occurred. Revenues for the June 30, 2008 expenditures will be received during the June 30, 2009
fiscal year.

NOTE 4. DETAIL NOTES ON ALL FUNDS

A. Assets

Deposits and Investments

Deposits

Al'l of the Countyds deposits are either insured or col
Dedicated Method, all deposits exceeding the federal depository insurance coverage level are collateral-

ized with securities held by the Countyds agent in th¢

which is a collateral pool, all uninsured deposits are collateralized with securities held by the State
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 4. DETAIL NOTES ON ALL FUNDS (continued)

Treasurerds agent in the name of the State Trea
capacity, these deposits are considered held by
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 Treas-
urer does not confirm this information with the County or the escrow agent. Because of the inability to
measure the exact amount of collateral pledged for the County 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 State Treasurer enforces standards of minimum capitalization for all pooling method financial insti-
tutions. The County relies on the State Treasurer to monitor those financial institutions. The County
analyzes the financial soundness of any other financial institution used by the County. The County com-
plies with the provisions of G.S. 159-31 when designating official depositories and verifying that deposits
are properly secured. The County has no formal policy regarding custodial credit risk for deposits.

At June 30, 2008, the Count y 6 of $666,200 and & bankhbalahce af
$961,178. Of the bank balance, $196,881 was covered by federal depository insurance, and $764,297
in interest bearing deposits were covered by collateral under the Pooling Method.

At June 30, 2008, Catawba County had $8,445 cash on hand.

Investments
As of June 30, 2008 the County had the following investments and maturities.
Less than 6
Investment Type Fair Value months 6-12 months 1-5 years

Certificates of deposit $ 8294698 $ 8,294698 $ - % -
U.S. Government-sponsored enterprises * 67,695426 3,344 145 6,372,953 57,978,328
Money market-unrestricted 2915453 - - -
Money market-restricted 27 417,897 - - -
NC Capital Trust Management Trust

Cash Portfolio-unrestricted 25,438,085 N/A N/A N/A
NC Capital Trust Management Trust

Cash Portfolio-restricted 1,150,806 N/A N/A N/A
NC Education Assistance** 14,600,000 N/A N/A N/A
Total: $ 147512365 $ 11638843 $ 6,372953 $ 57,978,328

*$24 million of these securities have call options. Itis the intention of the County to hold these to final maturity and
this time frame is reflected in the table.

**The North Carolina State Education Assistance Authority (NCSEAA) instruments in the portfolio have final stated
maturities ranging from 2016 to 2036. Historically they could be redeemed at par and the interest rate reset every
7, 28, or 35 days making the effective maturity date the next reset date, until February 2008 when the auctions
began failing. Atthattime the instruments became illiquid and there was no secondary market.

Interest Rate Risk

As a means of limiting its exposure to fair val
investment policy is to stagger portfolio maturities to avoid undue concentration of assets in a specific
maturity sector. A portion of the portfolio is continuously invested in maturities of less than 12 months.
The investment policy limits all securities to a final maturity of not more than five years. The County does
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CATAWBA COUNTY, NORTH CAROLINA

Notes to the Basic Financial Statements
For the Fiscal Year Ended June 30, 2008

NOTE 4. DETAIL NOTES ON ALL FUNDS (continued)

not have a board approved policy on interest rate risk; however, it follows the restrictions of an internal
investment policy that has been reviewed by the Board of Commissioners.

Credit Risk
The Countyds investment in the NC Capital Management
AAAm by Standard & Poordés as of June 30, 2008. The

sponsored enterprises includes Federal Home Loan Bank, Federal Home Loan Mortgage Corporation

(FreddieMac), Federal National Mortgage Association (FannieMae), and are rated AAA by Standard &

Poor 6s and Fitch Ratings and Aaa by Moodybés I nvestor.
approved policy on credit risk; however, it follows the restrictions of an internal investment policy that

has been reviewed by the Board of Commissioners.

Custodial Credit Risk

For an investment, custodial credit risk is the risk that in the event of the failure of the counterparty, the

County will not be able to recover the value of its investments or collateral securities that are in the pos-

session of an outside party. Proceeds from the issuance of certificates of participation and other install-

ment financing are held in escrow in bank trust departments . These escrow agents purchase and hold

the securities in the Countyds name. The County does
credit risk; however, it follows the restrictions of an internal investment policy that has been reviewed by

the Board of Commissioners.

Concentration of Credit Risk
The County places no limit on the amount that the County may invest in any one issuer. More than 10%

of the Countybés investment s -aporsored entergrisest lmvelstmé&itsant es g o Vv e
Federal Home Loan Bank are 16%, Federal Home Loan Mortgage Corporation are 14%, and Federal
Nati onal Mortgage Agency are 14% of the Countybds tota

board approved policy on concentration of credit risk; however, it follows the restrictions of an internal
investment policy that has been reviewed by the Board of Commissioners.

Property Tax i Use i Value Assessment on Certain Lands

In accordance with the general statutes, agriculture, horticulture, and forestland may be taxed by the
County at the present-use value as opposed to market value. When the property loses its eligibility for
use-value taxation, the property tax is recomputed at market value for the current year and the three
preceding fiscal years, along with the accrued interest from the original due date. This tax is immedi-
ately due and payable. The following are property taxes that could become due if present use-value
eligibility is lost. These amounts have not been recorded in the financial statements.

Year Levied Tax Interest Total
2005 686,160 107,384 793,544
2006 760,504 50,573 811,077
2007 920,875 9439 930,314
2008 1,033,217 - 1,033,217

Total $ 3,400,756 $ 167,396 $ 3,568,152

Receivables
Receivables at the government-wide level at June 30, 2008 were as follows:
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NOTE 4. DETAIL NOTES ON ALL FUNDS (continued)

The due from other governments that is owed to the County consists of the following:

Governmental Business-Type
Activities Activities
Local option sales tax $ 10,064,314 $ -
White goods disposal tax - 13,071
Scrap tire tax - 44 903
Various federal and state grants 9,204,253 272
Refundable sales tax 769,725 106,214
$ 20,038,292 $ 164,460

Capital Assets
Capital asset activity for the year ended June 30, 2008 was as follows:

Primary Government
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