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INDEPENDENT AUDITORS’ REPORT

Board of County Commissioners
Harnett County, 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 Harnett County, North Carolina
(the County), as of and for the year then ended June 30, 2005, which collectively comprise the County’s
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the County’s management. Our responsibility is to express opinions on these basic financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, business-type activities, each major fund, and
the aggregate remaining fund information of the County as of June 30, 2005, and the respective changes in
financial position and the cash flows, where appropriate, thereof and the respective budgetary comparison
for the General Fund for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated October 24, 2005
on our consideration of the County’s internal control over financial reporting and our tests of its compliance
with certain provisions of laws, regulations, contracts, grant agreements and other matters. The purpose of
that report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not provide an opinion on the internal control over financial reporting or
on compliance. That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis, the schedules of funding progress, employer contributions and
the notes to the required schedules for the Law Enforcement Officers’ Special Separation Allowance are not
a required part of the basic financial statements but are supplementary information required by the
Governmental Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit this information and express no opinion
thereon.
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Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the basic financial statements of the County. The combining and individual fund statements and
schedules, as well as the accompanying schedule of expenditures of Federal and State awards as required
by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations and the State Single Audit Implementation Act are presented for purposes of additional
analysis and are not a required part of the basic financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects, in relation to the basic financial statements taken as a whole.

We did not audit the data included in the introductory and statistical sections of this report and, accordingly,
we express no opinion on such data.

CHERRY, BEKAERT & HOLLAND, L.L.P.
Chanry, bekatrt + Hollamel P

Fayetteville, North Carolina
October 24, 2005



Management’s Discussion and Analysis

As management of Harnett County, we offer readers of Harnett County’s financial
statements this narrative overview and analysis of the financial activities of
Harnett County for the fiscal year ended June 30, 2005. We encourage readers
to read the information presented here in conjunction with additional information
that we have furnished in the County’s financial statements, which follow this
narrative.

Financial Highlights

e The assets of Harnett County exceeded its liabilities at the close of the
fiscal year by $69,301,586 (net assets).

e The government's total net assets increased by $10,772,503. This
increase was due to the amount by which capital outlay in the
Governmental Activities exceeded depreciation and the Capital
Contributions for the Business-type activities.

e In accordance with North Carolina law, liabilities of the County include
approximately $51,861,496 in long-term debt associated with assets
belonging to the Harnett County Board of Education and Central Carolina
Community College. As these assets are not reflected in the County’s
financial statements and the full amount of the long-term debt is reflected
in the County’s financial statements, the County reports a corresponding
lower net asset amount.

e As of the close of the current fiscal year, Harnett County’s governmental
funds reported combined ending fund balances of $29,665,777, an
increase of $869,539 in comparison with the prior year. Approximately
57.28% of this total amount, or $16,993,065, is available for spending at
the government’s discretion (unreserved fund balance).

e At the end of the current fiscal year, undesignated fund balance for the
General Fund was $8,381,214, or 10.79% percent of total general fund
expenditures for the fiscal year.

e Harnett County’s total debt decreased by $3,949,594 (3.46%) during the
current fiscal year. The key factor in this decrease was the payment of
debt principal.

e Harnett County maintained its A3 and A bond ratings for Certificates of
Participation and Aaa and AAA bond rating for General Obligations.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Harnett
County’s basic financial statements. The County’s basic financial statements
consist of three components; 1) government-wide financial statements, 2) fund
financial statements, and 3) notes to the financial statements (see Figure 1). The
basic financial statements present two different views of the County through the
use of government-wide statements and fund financial statements. In addition to
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the basic financial statements, this report contains other supplemental
information that will enhance the reader’s understanding of the financial condition
of Harnett County.

Required Components of Annual Financial Report

Management’s Basic
Discussion and Financial
Analysis Statements
Government-wide Fund Notes to the
Financial Financial Financial
Statements Statements Statements
Summary » Detail

Basic Financial Statements

The first two statements (Pages D-1 and D-2) in the basic financial statements
are the Government-wide Financial Statements. They provide both short and
long-term information about the County’s financial status.

The next statements (Pages E-1 through E-12) are Fund Financial Statements.
These statements focus on the activities of the individual parts of the County’s
government. These statements provide more detail than the government-wide
statements. There are four parts to the Fund Financial Statements: 1) the
governmental funds statements; 2) the budgetary comparison statements; 3) the
proprietary fund statements; and 4) the fiduciary fund statement.
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The next section of the basic financial statements is the notes. The notes to the
financial statements explain in detail some of the data contained in those
statements. After the notes, supplemental information is provided to show
details about the County’s non-major governmental funds, all of which are added
together in one column on the basic financial statements. Budgetary information
required by the General Statutes also can be found in this part of the statements.

Government-wide Financial Statements

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

The two government-wide statements report the County’s net assets and how
they have changed. Net assets are the difference between the County’s total
assets and total liabilities. Measuring net assets is one way to gage the County’s
financial condition.

The government-wide statements are divided into two categories:
1) governmental activities; and 2) business-type activities. The governmental
activities include most of the County’s basic services such as general
government, public safety, environmental protection, transportation, economic
and physical development, human services, cultural and recreational and
education. Property taxes and state and federal grant funds finance most of
these activities. The business-type activities are those that the County charges
customers to provide. These include the water and sewer and solid waste
services offered by Harnett County.

The government-wide financial statements are on Pages D-1 and D-2 of this
report.

Fund Financial Statements

The fund financial statements provide a more detailed look at the County’s most
significant activities. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities
or objectives. Harnett County, like all other governmental entities in North
Carolina, uses fund accounting to ensure and reflect compliance (or non-
compliance) with finance-related legal requirements, such as the General
Statutes or the County’s budget ordinance. All of the funds of Harnett County
can be divided into three categories: governmental funds, proprietary funds, and
fiduciary funds.



Governmental Funds — Governmental funds are used to account for those
functions reported as governmental activities in the government-wide financial
statements. Most of the County’'s basic services are accounted for in
governmental funds. These funds focus on how assets can readily be converted
into cash flow in and out, and what monies are left at year-end that will be
available for spending in the next year. Governmental funds are reported using
an accounting method called modified accrual accounting which provides a
current financial resources focus. As a result, the governmental fund financial
statements give the reader a detailed short-term view that helps him or her
determine if there are more or less financial resources available to finance the
County’s programs. The relationship between government activities (reported in
the Statement of Net Assets and the Statement of Activities) and governmental
funds is described in a reconciliation that is a part of the fund financial
statements.

Harnett County adopts an annual budget for its General Fund, as required by the
General Statutes. The budget is a legally adopted document that incorporates
input from the citizens of the County, the management of the County, and the
decisions of the Board about which services to provide and how to pay for them.
It also authorizes the County to obtain funds from identified sources to finance
these current period activities. The budgetary statement provided for the
General Fund demonstrates how well the County complied with the budget
ordinance and whether or not the County succeeded in providing the services as
planned when the budget was adopted. The budgetary comparison statement
uses the budgetary basis of accounting and is presented using the same format,
language, and classifications as the statement of revenues, expenditures and
changes in fund balances. The statement shows four columns: 1) the original
budget as adopted by the board; 2) the final budget as amended by the board; 3)
the actual resources, charges to appropriations, and ending balances in the
General Fund; and 4) the difference or variance between the final budget and the
actual resources and charges.

Proprietary Funds — Harnett County has one kind of proprietary fund. Enterprise
Funds are used to report the same functions presented as business-type
activities in the government-wide financial statements. Harnett County uses
enterprise funds to account for its water and sewer activity and for its solid waste
management fund. This fund is the same as those functions shown in the
business-type activities in the Statement of Net Assets and the Statement of
Activities.

Agency Funds — Agency funds are used to account for assets the County holds
on behalf of others. The County has two agency funds.

Notes to the Financial Statements — The notes provide additional information
that is essential to a full understanding of the data provided in the government-
wide and fund financial statements. The notes to the financial statements are on
pages F-1 through F-39 of this report.






