















































































































































































































































































































































































































































Table §

City of Kannapolis, North Carolina
Assessed Value and Actual Value of Taxable Property

Last Ten Years

Public Total Total

Fiscal Real Personal Service Assessed Direct Tax

Year Property Property Companies (2) Value Rate (3)
1999 991,900,086 334,857,084 32,503,181 1,359,260,351 0.49
2000 (D) 1,335,379,188 433,500,507 35,049,034 1,803,928,729 0.47
2001 1,376,174,266 434,418,382 36,928,705 1,847,521,353 0.49
2002 1,428,330,318 516,008,400 39,615,678 1,983,954,3%6 0.49
2003 1,505,165,730 483,153,975 39,442,389 2,027,762,094 0.53
2004 () 1,553,231,034 374,455,166 41,417,632 1,969,103,832 0.53
2005 (1) 1,841,972,356 283,165,906 46,964,110 2,172,102,372 0.497
2006 1,905,159,875 317,140,627 47,761,872 2,270,062,374 0.497
2007 2,025,621,228 320,862,906 54,259,528 2,400,743,662 0.497
2008 2,235,917,274 354,951,354 55,510,648 2,646,379,276 0.497

(1) Increase in FY 2000 includes both Cabarrus and Rowan County revaluations. Increase in FY 2004 includes
Rowan County revaluation; increase in FY 2005 includes Cabarrus revaluation.
{2) Public service companies valuations are provided to the City by the North Carolina Department of Revenue.

These amounts included both real and personal property.

(3) Per $100 of value.
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City of Kannapolis, North Carolina
Direct and Overlapping Property Tax Rates,

Table 6

Last Ten Fiscal Years
Year Taxes Are Payable
1999 2000 (1),(2) 2001 2002 2003 2004 (2) 2005 (1) 2006 2007 2008
City of Kannapolis 0.49 0.47 0.49 0.49 0.53 0.53 0.497 0.497 0.497 0.497
County Rates:
Cabarrus 0.70 0.59 0.56 0.56 0.56 0.56 0.53 0.63 0.6289 0.63
Rowan 0.6375 0.635 0.635 0.635 0.635 0.63 0.63 0.63 0.63 0.595

Note: (1) Real property was revalued by Cabarrus County on January 1.
{2) Real property was revalued by Rowan County on January 1.



City of Kannapolis, North Carolina
Principal Property Taxpayers
Current Year and Nine Years Ago

Table 7

Fiscal Year 2008 Fiscal Year 1999
Percentage Percentage
of Total of Total
Assessed Assessed Assessed Assessed
Taxpayer Type of Business Valuation Rank Valuation Valuation Rank Valuation
Castle & Cooke Kannapolis LLC Real Estate 5 54,198,309 1 2.05% - - -
Citicorp North America,Inc Warehousing 32,351,750 2 1.22% - - -
Atlantic American Properties Real Estate 30,704,120 3 1.16% 27,270,998 2 2.01%
Duke Energy Corp Utility 24,636,389 4 0.93% 11,903,260 3 0.88%
Trinity of Cabarrus LTD (Shoe Show) Shoe Distribution 23,226,580 5 0.88% - - -
Dayton Hudson Corporation D/B/A
Target Stores Retail 20,386,151 6 0.77% 5,525,410 10 0.41%
CK Afton Ridge Retail LLC Real Estate 13,226,660 7 0.50%
CK Lakepoint Corp. Center LLC Real Estate 12,191,040 8 0.46% - - -
David H. Murdock Real Estate 11,901,728 9 0.45% 11,159,937 4 0.82%
Concord Telephone Company Utility 11,752,274 10 0.44% 10,346,052 5 0.76%
Fietdcrest/Cannon, Inc Textiles - - - 122,169,856 1 8.99%
Home Depot Retail - - - 8,216,320 4] 0.60%
Cloverleaf Shopping Center Assoc. Real Estate - - - 7,883,400 7 0.58%
Associates Leasing, Inc. Equipment Leasing - - - 6,899,840 3 0.51%
Public Service Company of NC, Inc.  Utility - - - 5,828,585 9 0.43%
Totals $ 234,575!001 8.86% 217,203,668 15.99%

Note: Atlantic American Properties, Inc. and Castle & Cooke Kannapolis LLC are owned or controlled by David H. Murdock

Source: Cabarrus County and Rowan County Tax Departments
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City of Kannapolis, North Carolina
Property Tax Levies and Collections
Last Ten Fiscal Years

Table §

Taxes Levied Collected within the Fiscal

for the Year of the Levy Collections Total Collections to Date

Fiscal Fiscal Year Total Percentage of in Subsequent Percentage of

Year (Original Levy) Discoveries Abatements Adjusted Levy Amount Original Levy Years Amount Adjusted Levy
1999 6,553,527 241,105 (128,126) 6,666,506 6,367,770 95.52% 289,409 6,657,179 99.86%
2000 8,490,820 36,115 (34,617) 8,492,318 8,170,754 96.21% 312,244 8,482,998 99.89%
2001 8,933,736 268,105 (168,841) 9,033,000 7,988,451 88.44% 1,036,056 9,024,507 99.91%
2002 9,501,836 306,913 (87,374) 9,721,375 9,395,098 96.64% 309,822 9,704,920 99.83%
2003 10,250,028 664,694 (197,263) 10,717,459 10,376,818 96.82% 331,853 10,708,671 99.92%
2004 10,463,820 183,408 (103,329) 10,543,899 9,560,632 90.67% 416,531 9,977,163 94.62%
2005 10,813,945 147,482 (137,539) 10,823,888 10,400,581 96.09% 358,101 10,758,682 99.40%
2006 11,325,147 57,037 (99,974) 11,282,210 10,911,354 96.71% 305,395 11,216,749 99.42%
2007 11,808,304 274,344 (150,952) 11,931,696 11,630,033 97.47% 219,041 11,849,074 99.31%
2008 13,145,903 138,268 (131,666) 13,152,505 12,849,354 97.70% - 12,849,354 97.70%

Source: City of Kannapolis Finance Department



Table 9
City of Kannapolis, North Carolina
Ratios of General Bonded Debt Qutstanding,
Last Ten Fiscal Years

Percentage
General of Actnal
Fiscal Obligation Taxable Value Per
Year Bonds of Property(2) Capita(l)
1999 2,322,186 0.17% 61
2000 1,984,352 0.11% 50
2001 1,645,211 0.09% 45
2002 1,309,809 0.07% 34
2003 973,171 0.05% 25
2004 675,222 0.03% 17
2005 381,936 0.02% 10
2006 88,459 0.00% 2
2007 0 0.00% 0
2008 0 0.00% 0

Notes: Details regarding the City's outstanding debt can be found in the notes to the Financial Statements.
(1) See Table 14 for population data.
{2) See Table 5 for total assessed value of property.
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City of Kannapolis, North Carolina

Ratios of Outstanding Debt by Type
L ast Ten Fiscal Years

Table 10

Governmental Activities Business-type Activities

U.S. Gov. General Wis Totai Percentage

Fiscal Installment Guaranteed Installment Obligation Revenue Primary Per of Perscnal
Year Obligations Notes Obligations Bonds Bonds Government Capita (1) Income (1}
1999 12,745,516 - 19,302,989 2,322,186 - 34,370,691 899 1.09%
2000 12,971,525 - 17,880,884 1,984,352 - 32,836,761 830 0.98%
2001 11,685,190 - 16,377,445 1,645,211 - 29,707,846 805 0.82%
2002 10,838,354 1,658,000 3,699,105 1,309,809 34,715,000 52,220,268 1,343 1.39%
2003 9,303,324 1,583,000 5,288,787 973,171 38,694,000 55,842,282 1,460 1.45%
2004 7,502,376 1,503,000 4,632,272 675,222 36,971,685 51,284,555 1,326 1.31%
2005 10,103,426 1,418,000 4,416,226 381,936 35,018,869 51,338,457 1,310 1.24%
2006 11,005,946 1,328,000 3,843,185 88,499 32,980,142 49,245.772 1,227 1.11%
2007 12,995,769 1,875,000 4,520,423 - 30,630,074 50,121,266 1,214 1.06%

2008 19,670,078 1,826,000 5,712,857 - 28,333,220 55,542,155 1,298 N/A

* Information not yet available

Notes: Details regarding the city's outstanding debt can be found in the notes to the financial statements.
(1) See Table 14 for personal income and population data. These ratios are calculated using personal income and population for
the prior calendar year. Calendar 2007 personal income not available to calculate fiscal year 2008.



City of Kannapolis, North Carolina Table 11
Direct and Overlapping Governmental Activities Debt

As of Jung 30, 2008

(dollars in thousands)

Estimated
Share of
Estimated Direct and
Debt Percentage Overlapping
Governmental Unit Ouistanding Applicable Debt
Debt repaid with property taxes
Cabarrus County General Obligation Debt 126,895 13.42% 17,028
Cabarrus County COPS 173,165 13.42% 23,239
Cabarrus County Capilal Leases 332 13.42% 45
Cabarrus County Instaliment Financing 15,990 13.42% 2,146
Rowan County General Obligation Debt 84,745 4.05% 3432
Rowan County Installment Financings 14,571 4.05% 590
Subtotal, overlapping debt 46,481
Clty direct debt 21,496
Total direct and overlapping debt $67.977

Sources: Debt outstanding data and assessed value data used to estimate applicable percentages provided by each governmental unit.

Notes: Overlapping govermments are those that coincide, at least in part, with the geographic boundaries of the City. This schedule estimates the portion
of the outstanding debt of those overlapping governments that is borne by the residents and businesses of Kannapolis. This process recognizes that, whet
considering the City's ability to issue and repay long-term debt, the entire debt burden bome by the residents and businesses should be taken into account.
However, this does not imply that every taxpayer is a resident -- and therefore responsible for repaying the debt -- of each overlapping government.

For debt repaid with property taxes, the percentage of overlapping debt applicable is estimated using taxable assessed property values. Applicable

percentages were estimated by determining the portion of another governmental unil's taxable assessed value that is within the City's boundaries and
dividing it by each unit's lotal taxable assessed valule.
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Table 12

City of Kannapelis, North Carolina
Legal Debt Margin Information,
Last Ten Flscal Years

(daltars in thousands)

Fisca| Year
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Assessed Value of Property § 1350260351 & 1803928728 § 1847521353 § 1983954396 § 2027762004 $§ 1969103832 § 2172102372 § 2270062374 § 2400743662 $§ 2,646,379.276
Debt Limit, 8% of Assessed Value (Statutory Limitation) 108,740,628 144,314,298 147,801,708 158,716,352 162,220,968 157,528,307 173,768,190 181,604,830 192,055,493 211,710,342
Debt applicable to debt limitations:

General obligation bonds 2,322,185 1,984,352 1,645211 1,309,809 873171 676,222 381,936 £8,499 - -

Installment obligations 32,048,505 30,969,013 28,062,635 16,165,460 16,175,411 13,637,647 15,937,652 16,177,132 19,491,194 27,856,536

Less: Amount of bonded debt incurred far

water purposes {628,848) (537,363) _{445,524) {354,696) (263,535) {182,850) (103,428) (23,966) - .

Total net debt applicable to limitatons 33,741,843 32,416,002 20,262,322 17,180,573 16,884,747 14,130,019 16,216,160 16,241,665 19,491,184 27,856,536
Legal debt margin $ 74,998,885 § 111,888,296 § 118,539,286 § 141,565,779 § 145336221 § 143,398288 § 157,552,030 § 165363326 § 172,568,299 3 183,853,806
Total net debt applicable to the limit as a percentage

of debt limit 31.03% 22 46% 19.80% 10.81% 10.41% 8.97% 9.33% 8.94% 10.15% 13.16%

Note: NC Statute 35158-55 limits the city’s outstanding debt to 8% of the appraisad value of property subject to taxation.
The legal debt margin is the difference batween the debt limit and the city's net debt outstanding applicable to the limit, and represents the city's legal borrowing authority.
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City of Kannapolis, North Carolina Table 13
Pledged-Revenue Coverage,
Last Seven Fiscal Years
Water and Sewer Revenue Bonds
Utility Less: Net
Fiscal Service Operating Available Debt Service
Year Charges Expenses Revenue Princlpal Interest Total Coverage
2002 § 8,376,250 § 4473019 $ 3,903,231 $ 560,000 § 522461 $  1,082.461 3.61
2003 $ 9,559,223 $ 5534479 $ 4,024,744 $ 1,345,000 % 1576471 § 2,921,471 1.38
2004 $ 10,024,790 $ 5,826,703 $ 4,198,087 $ 1,722,315 $ 1,714,762 $ 3,437,077 1.22
2005 $ 10,834,153 $ 6,411,553 $ 4,422600 $ 1,952,815 $ 1660612 $ 3,613,427 1.22
2006 $ 11,763,087 $ B,457,356 $ 5305731 $ 2,038,727 § 1597450 $ 3,636,177 1.46
2007 $ 14,245776 $ 7,205,590 $ 7,040,186 $ 2,350,068 $ 1,526,771 § 3,876,839 1.95
2008 $ 14,807,217 $ 8,180,463 $ 6,826,754 $ 2,296,854 3 1424410 $ 3,721,264 1.78

Notes: Details regarding the City's outstanding debt can be found in the notes to the financial statements. Operating expenses do not
include depreciation, amortization, and capital ocutlay.

Utility service revenues include one-half of the surplus fund plus investment earnings and capitalized interest,

Utility Service Charges equal Total operating revenues plus one half of the surplus fund plus investment eamings and capitalii

Principal and interest of revenus bonds only are shown here.

Coverage equals Net Revenues divided by Total Debt Service Requirements.
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City of Kannapolis, North Carolina

Demographic and Economic Statistics

Last Ten Fiscal Years

Year Population(l)
1999 38,241
2000 39,561
2001 36,910
2002 38,889
2003 38,248
2004 38,679
2005 39,187
2006 40,141
2007 41,273
2008 42,806

* Information not yet available.

Notes:

Table 14

(1) The 1999-2000 and 2002-2008 population numbers were compiled by the City of Kannapolis Planning Department primarily from state and federal

government sources and City permitting activity. The 2001 population of 36,910 was determined by the 2000 census.

The increase in population in 1999 includes the Coddle Creek annexation area (approximately 1,800 residents).
(2) Bureau of Economic Analysis, U. S. Department of Commerce. Figures are for the prior calendar year
(3) Source: N.C. Informnation Services State Data Center (1999); U. S. bureau of Economic Analysis (2000-2005).
Note that the BEA data for 1999 were $27,348 (Cabarrus County) and $22,492 (Rowan County).

{4) Kannapolis City Schools

(5) Source: N. C. Employment Security Commission
These are County figures -- separate figures for the City of Kannapolis are not available.

Personal Income (2) Per Capita Unemployment
(thousands of dollars) Personal Income (3) Public Rate (5)
Cabarrus Rowan Cabarrus Rowan School Cabarrus Rowan
County County County County Enrollment (4) County County
3,310,044 2,825,963 24,078 21,467 3,954 1.9% 3.5%
3,545,395 2,980,868 24,697 22,230 4,179 2.6% 31.3%
3,871,172 3,156,074 28,961 23,327 4,449 4.1% 4. 7%
4,029,671 3,207,573 28,917 23,688 4,551 5.6% 5.7%
4,116,291 3,312,212 29,733 24,910 4,500 6.4% 6.4%
4,194,646 3,358,830 29,842 25,326 4,608 7.6% 8.0%
4,453,542 3,501,321 30,500 26,123 4,673 4.7% 5.7%
4,803,337 3,689,822 32,111 27,376 4,837 4.1% 5.5%
5,157,773 3,929,245 33,161 29,001 5017 4.8% 63%
* * * * 5,177 5.7% 6.3%



City of Kannapolis, North Carolina
Principal Employers
Current Year and Seven Years Ago

Table 15

2008 2001

Percentage of Percentage of

Total Cabarrus & Total Cabarrus &

Rowan Counties Rowan Counties
Employer Employees Rank Employment Employees Rank Employment
Kannapolis City Schools 760 1 0.49% 639 2 0.47%
Shoe Show 700 2 0.46% 270 6 0.20%
Cabarrus County Schools 438 3 0.29% 317 3 0.24%
City of Kannapolis 333 4 0.22% 229 7 0.17%
Cabarrus Health Alliance 265 5 0.17% 200 8 0.15%
Stanley Works 240 6 0.16% 300 4 0.22%
Target Stores 230 7 0.15% - - -
Food Lion 219 g 0.14% 199 9 0.15%
Kannapolis Health Care (Transitional) 145 9 0.09% - - -
Rowan Cabarrus Community College i30 10 0.08% - - -
Fieldcrest Cannon, Inc. - - - 3,800 (1) 1 2.82%
Walmart - - - 271 () 5 0.20%
Time Warner Cable - - - 137 10 0.10%
Total 3,460 2.25% 6,362 4.72%

(1) No longer has a business location in the City

Source: Cabarrus County Economic Development Corporation, plus telephone inquiries

Note: Information is not available for 1999 (nine years ago)
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City of Kannapolis, North Carolina

Full-time Equivalent City Government Employees by Function,

Last Ten Fiscal Years

Funetion/Program

General Govemment

Public Safety

Public Works Admin & Engineering
Streets & Sign Shop

Stormwater

Refuse

Water Sewer Billing & Collections
Water Sewer Distribution

Water Treatment Piant

Total

Source: City Finance Department

Notes:

Full-time Equivalent Employees as of June 30

Table 16

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

NA 12 13 15 15 16 20 21 22 21

NA 110 115 118 120 125 134 140 143~ 153

NA 4 5 6 5 6 7 7 7 7

NA 12 16 17 18 17 20 19 21 23

NA NA NA NA NA NA NA NA NA 2 3

NA 7 10 7 8 8 9 10 0 0

NA 10 9 10 9 10 10 11 11 11

NA 15 18 22 22 22 22 22 23 22

NA 0 0 0 0 0 9 9 9 9 2
0 170 186 195 197 204 231 239 236 248

This schedule represents number of persons employed as of June 30th of each year. Vacant positions are not included in the above numbers.
Full time personnel work 2,080 hours per year (less vacation and sick leave) with the exception of Police and Fire which work 2184 and 2758 hours per year respectively.

' Data shows the elimination of Refuse Collection that was outsourced to a private contractor in 2006.

2 Data shows that in 2004 the City hired Water Treatment Plant employees that were previously employed by Pillowtex.

* Data shows that in 2007 the City implemented a new division for Stormwater..
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City of Kannapolis, North Carolina
Operating Indicators by Functional Area
Last Ten Fiscal Years

Functional Area

General Government
Collection Rate For City Taxes
Applications For Employment Processed
Hiring Rate
Parks & Recreation
Concerts Presented By The City
Shelter Reservations
Police
Homicide and Deaths Investigations
Assault Investigations
Fire
Average Response Time (minutes) For Fire Calls
Number of Fire Inspections
Stormwater
Shoulder Work
Drainage Structures (repaired & constructed)
Streets And Sign Shop
Reconstruction Resurfacing (Miles)
Pavement Repairs (Including Potholes)
Street Name Signs Installed Or Repaired
Regulartory Signs Installed Or Repaired
Water Sewer Distribution
Water Services Installed
Sewer Services Installed
Water Treatment Plant
Total Water Treated (Per Billion Gallons)
Unit Cost Of Treatment (3/1,000 Gal})
Water Sewer Billing Collections
Average Number Of Walk In Customers
Water and Sewer Collection Percentage

Source: City Departments
Notes:
' Data is Calendar Year
*Data is Average Per Month
NA - Data Not Available

Table 17

Fiscal Year

1998 1999 2000 2001 002 2003 2004 2005 2006 2007
95.79% 95.52% 96.21% 88.44% 96.64% 96.82% 90.67% 96.09% 96.71% 97.47%
369 377 436 796 708 798 618 1,000 NA 600
9.94% 9.02% 8.49% 4.90% 4.54% 3.38% 9.87% 4.90% NA 8.67%
NA NA NA 1 1 1 5 5 6 6
NA NA NA NA 673 325 258 395 397 436
17 9 9 16 11 15 11 18 22 14
23 14 10 10 14 18 19 28 37 53
3.906 4.20 4.60 4.50 4.80 4.90 4.40 4.60 NA 4.43
473 1,196 551 863 440 293 832 825 NA 586
NA NA NA NA NA NA NA NA NA 53,191
NA NA NA NA NA NA NA NA NA 331
NA NA 10.49 10.25 4.67 0.00 325 0.00 375 0.25
NA 1,161 843 1,520 1,546 0.00 1,896 1,395 1,173 1,293
289 326 422 333 284 456 268 389 414 444
803 827 725 649 825 624 651 366 166 548
275 173 235 246 78 100 70 87 116 472
NA NA 178 243 88 110 27 70 60 80
2.50 2.99 2.95 2.23 2.03 1.68 1.01 1.10 NA 1.35
0.511 0.393 0410 0.558 0.621 0.606 0.940 0.903 NA 1.075
NA 5,447 4,573 4,546 4475 4,961 5,030 5,030 5,523 6,505
NA 99.50% 99.40% 99.62% 99.66% 99.20% 99.35% 99.35% 99.47% 99.45%



Table 18

City of Kannapolis, North Carolina
Capital Asset Statistics by Function/Program
Last Ten Fiscal Years

Fiscal Year

Function/Program 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Parks And Recreation

Park Facilities 1 3 5 6 7 7 i 7 7 7

Acreage 40 58 58 75 116 116 116 116 116 140

Picnic shelters 3 5 6 6 6 7 11 11 11 15

Softball fields 1 1 1 1 1 3 3 3 3 3

Playgrounds 1 4 4 4 4 5 5 5 5

Soccer Fields 0 0 0 0 0 1 1 1 1 1
Fire Protection

Stations 3 3 4 4 4 4 4 4 4 4

Fire Trucks (Pumper) NA 10 9 10 10 9 9 9 9

Fire Trucks (Ladder) NA 0 1 1 1 1 1 1 1 1
Police

Patrol Cars NA NA NA 55 55 55 55 55 55 64

Total Police Vehicles NA NA NA 89 89 39 29 39 89 90
Streets

Miles of Streets 180 192 196 201 203 205 207 209 212 218
Water

Miles of Water Mains NA NA NA 220 222 224 226 231 234 290
Wastewater

Miles of Sanitary Sewers NA NA NA 210 213 215 220 220 300 300

Treatment Capacity 15 15 15 15 15 15 15 15 15 15

Sources: Various City Departments
NA=Data Not Available
' Data is by Million Galions (MG)
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City of Kannapolis, Nerth Carolina
Property Values & Construction

Last Ten Fiscal Years

Fiscal Year
Ended
June 30
2008
2007
2008
2005
2004
2003
2002
2001
2000

1998

Number

of Units

60

57

§5

36

35

33

35

56

36

59

Commercial Construction

Value
§72,772,109
93,987,826
56,246,658
12,127,180
25,563,699
5,320,354
18,310,918
14,277,315
2,217,266

9,883,677

Source: Cabarus County Inspections Department

New Construction Total

Residenlial Construction Value

Number Of New

of Units Value Construction
356 $42,792,510 $115,564,619
407 55,850,536 149,638,362
419 47,580,619 143,827,277
308 33,391,124 45,518,304
302 29,730,071 55,293,770
7 26,838,863 32,168,217
305 22,875,412 41,186,331
318 25,140,242 39,417,557
197 14,912,194 17,128,460
395 29,791,476 39,675,053

Total
Additions
And

Allerations

$8,622,715
10,548,075
7,554,074
3,514,667
5,318,950
3,444,908
8,186,621
2,145,283
2,626,977

3,243,225

Table 19

Total Value
Of New
Construction

And Additions

$124,187,334
160,386,437
151,381,351
49,032,971
60,612,720
35,604,126
49,372,952
41,562,840
19,756,437

42,918,278
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Compliance Section

Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial

- Statements Performed in Accordance with Governmental Auditing
Standards.

Report on Compliance with Requirements Applicable to Each Major
Federal Program and Internal Control over Compliance in Accordance
with OMB Circular A-133 and the State Single Audit Implementation
Act. '

Report on Compliance with Requirements Applicable to Each Major
State Program and Internal Control Over Compliance in Accordance
with Applicable Sections of OMB Circular A-133 and the State
Single Audit Implementation Act.

Schedule of Findings and Questioned Costs

Corrective Action Plan

Summary Schedule of Prior Year Audit Findings

Schedule of Expenditures of Federal and State Awards




Martin Starnes & Associates, CPAs, PA.

A Professional Assoctation of Certified Public Accountants and Management Consultants

Report On Internal Control Over Financial Reporting And On Compliance And Other
Matters Based On An Audit Of Financial Statements Performed In Accordance
With Government Auditing Standards

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

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 City of Kannapolis, North
Carolina, as of and for the year ended June 30, 2008, which collectively comprise the City’s basic
financial statements, and have issued our report thereon dated October 27, 2008. 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.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over financial reporting as
a basis for designing auditing procedures for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the City’s internal
control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
City’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the City’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the City’s financial statements that is more than
inconsequential will not be prevented or detected by the City’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the City’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
over financial reporting that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.

730 13" Avenue Drive SE « Hickory, North Carolina 28602 « Phone 828-327-2727 « Fax 828-328-2324
13 South Center Street » Taylorsville, North Carolina 28681 « Phone 828-632-9025 » Fax 828-632-90835
Toll Free Both Locations 800-948-0585 « Web Site: www martinstarnes.com
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of
material misstatement, we performed tests of its compliance and other matters with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance and other matters with those provisions was not an objective of our audit and, accordingly, we
do not express such an opinion. The results of our tests disclosed no instances of noncompliance or other
maiters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of City Council, members of management,
others within the organization, and federal and State awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

DTt Hpnsad € (Lovecintia, CPAS, P,

Martin Starnes & Associates, CPAs, P.A.
October 27, 2008
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Martin Starnes & Associates, CPAs, PA.

A Professional Assoclation of Certified Public Accountants and Management Consultants

Report On Compliance With Requirements Applicable To Each Major Federal Program
And Internal Control Over Compliance In Accordance With OMB Circular A-133
And The State Single Audit Implementation Act

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

Compliance

We have audited the compliance of City of Kannapolis, North Carolina, with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement and the Audit Manual for Governmental Auditors in North Carolina, issued by the Local
Government Commission, that are applicable to each of its major federal programs for the year ended
June 30, 2008. The City’s major federal programs are identified in the summary of audifor's results
section of the accompanying Schedule of Findings, Responses, and Questioned Costs. Compliance with
the requirements of laws, regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of the City’s management. Our responsibility is to express an opinion on
the City’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations, and the State Single Audit Implementation
Act. Those standards, OMB Circular A-133, and the State Single Audit Implementation Act require that
we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material effect on a major
federal program occurred. An audit includes examining, on a test basis, evidence about the City of
Kannapolis® compliance with those requirements and performing such other procedures, as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.
Our audit does not provide a legal determination of the City’s compliance with those requirements.

In our opinion, the City of Kannapolis complied, in all material respects, with the requirements referred to
above that are applicable to each of its major federal programs for the year ended June 30, 2008.

Internal Control Over Compliance

The management of the City of Kannapolis is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants
applicable to federal programs. In planning and performing our audit, we considered the City’s internal
control over compliance with requirements that could have a direct and material effect on a major federal

730 13" Avenue Drive SE « Hickory, North Carolina 28602 « Phone 828-327-2727 « Fax 828-328-2324
13 South Center Street « Taylorsville, North Carolina 28681 « Phone 828-632-9025 « Fax 828-632-9085
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program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the City’s internal control
over compliance,

A control deficiency in an City’s internal control over compliance exists when the design or operation of
a control does not allow management or employees in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the City’s ability to administer a federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the City’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the City’s internal control.

Qur consideration of the internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of City Council, members of management,
others within the organization, and federal and State awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

Parties Hpunss € Uomcintin, CPOS, 24.

Martin Starmes & Associates, CPAs, P.A.
October 27, 2008
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Martin Starnes & Associates, CPAs, PA.

A Professtonal Association of Certified Public Accountants and Management Consultants

Report On Compliance With Requirements Applicable to Each Major State Program
And Internal Control Over Compliance in Accordance With Applicable Sections
of OMB Circular A-133 and the State Single Audit Implementation Act

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

Compliance

We have audited the compliance of the City of Kannapolis, North Carolina, with the types of compliance
requirements described in the Audit Manual for Governmental Auditors in North Carolina, issued by the
Local Government Commission, that are applicable to each of its major State programs for the year ended
June 30, 2008. The City’s major State programs are identified in the summary of auditor's results section
of the accompanying Schedule of Findings, Responses, and Questioned Costs. Compliance with the
requircments of laws, regulations, contracts and grants applicable to each of its major State programs is
the responsibility of the City’s management. Qur responsibility is to express an opinion on the City of
Kannapolis, North Carolina's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; applicable sections of OMB Circular
A-133 as described in the Audit Manual for Governmental Auditors in North Carolina, and the State
Single Audit Implementation Act. Those standards, applicable sections of OMB Circular A-133, and the
~ State Single Audit Implementation Act require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major State program occurred. An audit includes examining,
on a test basis, evidence about the City’s compliance with those requirements and performing such other
procedures, as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the City’s
compliance with those requirements.

In our opinion, the City of Kannapolis complied, in all material respects, with the requirements referred to
above that are applicable to each of its major State programs for the year ended June 30, 2008.

Internal Control over Compliance

The management of the City of Kannapolis is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts and grants
applicable to State programs. In planning and performing our audit, we considered the City’s internal
control over compliance with requirements that could have a direct and material effect on a major State
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the City’s internal control
over compliance. A control deficiency in a City’s internal control over compliance exists when the
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design or operation of a control does not allow management or employees in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of compliance
requirement of a State program on a timely basis. A significant deficiency is a control deficiency, or
combination of control deficiencies, that adversely affects the City’s ability to administer a State program
such that there is more than a remote likelihood that noncompliance with a type of compliance
requirement of a State program that is more than inconsequential will not be prevented or detected by the
City’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
State program will not be prevented or detected by the City’s internal control.

Qur consideration of the internal control over compliance was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in internal control that
might be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal
control over compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of City Council, members of management,

others within the organization, and federal and State awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

PaiTees Honas) € (Lovaciatio, CP15, Pa.

Martin Starmes & Associates, CPAs, P.A,
October 27, 2008
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CITY OF KANNAPOLIS, NORTH CAROLINA

SCHEDULE OF FINDINGS, RESPONSES AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2008

Summary of Auditors’ Results

A.

An unqualified opinion was issued on the financial statements of the City of Kannapolis,
North Carolina,

Our audit of the basic financial statements disclosed no significant deficiencies or material
weaknesses in internal control.

Our audit of the basic financial statements disclosed no instances of noncompliance with

laws, regulations and the provisions of contracts and grant agreements that are material to the
basic financial statements,

Our audit of compliance with the types of compliance requirements applicable to the City’s
major programs disclosed no significant deficiencies or material weaknesses in internal
controls over major programs.

Our audit disclosed no audit findings which related to federal and State awards.

An unqualified opinion was issued on the City of Kannapolis' compliance with the types of
compliance requirements applicable to its major federal programs.

An unqualified opinion was issued on the City of Kannapolis' compliance with the types of
compliance requirements applicable to its major State programs.

Major federal programs for the City of Kannapolis for the year ended June 30, 2008 are:
CFDA#
CDBG Entitlement Grant 14.218
Highway Planning and Construction — Bridge Projects 20.205-1
Highway Planning and Construction — Enhancement Projects 20.205-2
Major State programs for the City of Kannapolis for the year ended June 30, 2008 are:
Powell Bill
The threshold for determining Type A programs for the City of Kannapolis is $300,000.

City of Kannapolis did not qualify as a low risk auditee under Section .530 of OMB Circular
No. A-133.
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CITY OF KANNAPOLIS, NORTH CAROLINA

SCHEDULE OF FINDINGS, RESPONSES AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2008

2.  Findings Related to the Audit of the Basic Financial Statements

A.  The audit did not detect any findings related to compliance that are required to be reported in
accordance with Government Auditing Standards.

B.  The audit did not detect any findings related to internal control over financial reporting that
are required to be reported in accordance with Government Auditing Standards.

3. Findings and Questioned Costs Related to the Audit of Federal Awards

None

4, Findings and Questioned Costs Related to the Audit of State Awards

None
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CITY OF KANNAPOLIS, NORTH CAROLINA

CORRECTIVE ACTION PLAN
FOR THE YEAR ENDED JUNE 30, 2008

Not applicable.
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CITY OF KANNAPOLIS, NORTH CAROLINA

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2008

Not applicable — no prior year findings
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Schedule F-1

Page 1 0f2

CITY OF KANNAFOLIS, NORTH CAROLINA

SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS

FOR THE YEAR ENDED JUNE 30, 2008

Federal Pass-Through Federal (Direct

Grantor/Pass-Through CFDA Grantor's and Pass-Through) State
Grantor/Program Title Number Number Expenditures Expenditures
Federal Awards:

U.S. Department of Justice:

Direct Programs:

Governor's Crime Commission Grant 16.579  013-1-06-001-BB-032 $ 25,397 -
Governor's Crime Commission Grant 16.579  013-1-03-001-BB-034 (1,815) -
Governor's Crime Commission Grant 16.579  013-1-06-001-BH-173 17,213 -
Governor's Crime Commission Grant 16.579  013-1-07-001-BJ-246 23,530 -
Total U.S. Department of Justice 64,325 -
U.S, Department of Housing and

Urban Development:

Direct Program:

Community Development

Block Grant - Entitlement Grant 14.218 B-05-MC-37-0017 31,265 -
Community Development

Block Grant - Entitlement Grant 14.218 B-06-MC-37-0017 359,790 -
CDBG - Entitlement Grant 14.218 B-07-MC-37-0017 486,612 -
Passed Through City of Concord

Home Program -program income 14.239 M-05-DC-370209 92,791 -
Home Program -program income 14.239 M-06-DC-370209 121,593 -
Home Program -program income 14239 M-07-DC-370209 83,507 -
Total U.S. Department of Housing and Urban Development 1,175,558 -
U.S. Department of Transportation:

Federal Highway Administration:

Passed Through NC Department of Transportation:

Bridge 44 over Three Mile Branch (Mt. Olivet) 20.205-1 8.2662701 221,909 -
Bridge 234 over Charles Branch (Fairview) 20.205-1 8.2662801 133,950 -
Bridge 277 over Three Mile Branch (Pump Station) 20.205-1 8.2633301 26,292 -
Enhancement Unit (Parks & Rec) 20.205-2 EB-4985 425,507 -
Total U.S. Department of Transportation 807,658 -
Total Assistance - Federal Awards 2,047,541 -

151



Schedule F-1

Page 2 of 2

CITY OF KANNAPOLIS, NORTH CAROLINA
SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
FOR THE YEAR ENDED JUNE 30, 2008

Federal Pass-Through Federal (Direct
Grantor/Pass-Through CFDA Grantor's and Pass-Through) State
Grantor/Program Title Number Number Expenditures Expenditures
State Awards:
N.C. Department of Transportation:
Powell Bill - 1,384,392
Rail Division 9.9081013 - 13,634
Total N.C. Department of Transportation - 1,398,026
N.C. Department of Justice:
Live Scan Grant - 23,780
N.C. Department of Environment and Natural Resources:
Parks and Recreation Trust Fund Grant 2005-404 - 108,556
Total Assistance - State Awards - 1,530,362
Total Federal and State Awards 50708-0062 $ 2,047,541 3 1,530,362

Notes to the Schedule of Federal and State Financial Assistance

I, The accompanying schedule of expenditures of federal and State awards includes the federal and State grant activity of
the City of Kannapolis and is presented on the modified accrual basis of accounting. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, "Audits of States, Local Governments, and
Non-Profit Organizations." Therefore, some amounts presented in this schedule may differ from amounts presented in,

or used in the preparation of the basic financial statements.
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