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November 13, 2009

To The Honorable Mayor and Members of the Town Council
Morehead City, North Carolina

We are pleased to present the Comprehensive Annual Financial Report of the Town of Morehead City for
the fiscal year ending June 30, 2009. State law requires that all general-purpose local governments publish
a complete set of financial statements presented in conformity with generally accepted accounting principles
(GAAP) and audited in accordance with generally accepted auditing standards by a firm of licensed certified
public accountants. This report complies with these requirements.

The Comprehensive Annual Financial Report consists of management's representations concerning the
finances of the Town. Responsibility for both the reliability of the data and the completeness and fairness of
the presentations, including all disclosures, rests with the Town. To provide a reasonable basis for making
these representations, management of the Town has established a comprehensive internal control
framework that is designed both to protect the government's assets from loss, theft, or misuse and to
compile sufficient reliable information for the preparation of the Town's financial statements in conformity
with GAAP. Because the cost of intemal controls should not outweigh their benefits, the Town’s
comprehensive framework of internal controls has been designed to provide reasonabie rather than
absolute assurance that the financial statements will be free from material misstatement. We believe this
financial report is complete and reliable in all material respects.

McGladrey & Pullen, LLP, a firm of independent licensed certified public accountants have audited the
Town's financial statements. The goal of the independent audit was to provide reasonable assurance that
the financial statements of the Town for the fiscal year ending June 30, 2009 are free of material
misstatement. The independent auditor concluded, based upon the audit, that there was a reasonable basis
for rendering an unqualified opinion on the Town’s financial statements for the fiscal year ended June 30,
2009. The independent auditor's report is presented as the first component of the financial section of this
report.

in addition to the independent audit of the financial statements, the Town is required to have a “Single Audit’
in conformity with the provisions of the Single Audit Act Amendments of 1996 and the U. S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations and certain state agencies. Information related to this single audit, including the Schedule of
Expenditures of Federal and State Awards, findings and recommendations, and auditors’ reports on the
internal control structure and compliance, are included in the Compliance Section of this report.

ADA/EQE/P Equal Opp&r&unity Employer Provider



This Comprehensive Annual Financial Report is presented in four sections which include the introductory,
financial, statistical, and compliance sections. The introductory section includes this transmittal letter, the
government’s organizational chart, and a list of principal officials. The financial section includes the
auditors’ report on the financial statements and schedules, Management's Discussion and Analysis, the
basic financial statements and related notes, the combining and individual fund financial statements and
schedules, and additional financial data. The statistical section contains selected financial and demographic
information. The compliance section presents reports and schedules required by the federal and State
grantor agencies. MD&A included in the financial section fulfills a GAAP requirement that management
provide a narrative introduction, overview, and analysis to accompany the basic financial statements. This
letter of transmittal is designed to complement MD&A and should be read in conjunction with it.

Description of the Town of Morehead City

Morehead City is located on the coast of North Carolina approximately 150 miles southeast of Raleigh. With
a population of approximately 8,800 it is the largest incorporated town in Carteret County. Founded in 1858,
this picturesque community is located on the Intercoastal Waterway and is separated from the Atlantic
Ocean by a sound and a protective barrier island.

The Town combines the best of the relaxed, friendly atmosphere of a small Southern town with many
amenities generally found only in larger communities that make life here both pleasurable and convenient.
Residential, shopping, medical, and industrial areas surround the downtown business district, which is home
to many restaurants and a renovated, working waterfront. Located in the city limits is the deep water Port of
Morehead City, one of two state ports in North Carolina. Also, located in the Town is the county’s 134-bed
hospital, a branch of the state community college system, and the Crystal Coast Civic Center. The Town is
forty-five minutes away from the closest commercial airport and fifteen minutes from the county airport,
which services private planes.

The Town of Morehead City operates under the Council-Manager form of government. The Town Council is
comprised of the mayor and five council members who are responsible for the legislative affairs of the Town.
They are elected at large and serve for two-year and four-year terms, respectively. The Mayor and Council
make appointments to various boards and appoint the City Manager, City Attorney, City Clerk, and Tax
Collector. As chief executive officer, the City Manager is responsible for enforcement of all laws and
ordinances, the efficient delivery of all Town services, and the preparation and management of the budget.

The Town provides a full range of governmental services, including police and Fire/EMS protection, street
construction and maintenance, planning and zoning and building inspections, cemetery, parks and
recreation, and a library. In addition to general governmental activities, the Town provides water and
sanitary sewer and a comprehensive solid waste program.

The estimated 2009 population for the Town of 8,800 represents a 1.0% increase from the 2008 estimated
population of 8,700. The Town encompasses approximately seven square miles and employs 157 full- time
equivalent staff. Although the rate of growth has slowed compared to the last several years, all indications
are that economic growth in the area will continue.

Economic Conditions and Outlook

The information in the financial statements may be best understood when considered in the context of the
environment in which the Town operates. Morehead City is located in a rural coastal county. The major
industries are tourism and fishing. The main attractions are the area’s beaches and water related activities.
The county also enjoys a number of historical sites that serve as destinations for individuals and groups.



The county’s economy, while seasonal, is stabilized by being in close proximity to two Marine Corp bases
and air stations at Cherry Point and Camp Lejeune, which provide substantial employment for the county.
Each of these installations has experienced growth in force strength and this growth is scheduled to
continue. Both Carteret County and Morehead City play host to a growing marine science community. The
NC State University Marine Sciences and Technology Center, UNC-Chapel Hill Institute of Marine Sciences,
and the NC Division of Marine Fisheries are located in Morehead City. The Duke University Marine
Laboratory and the NOAA National Marine Fisheries Service are located just outside of the city limits of the
Town. The lack of dependence on manufacturing and high tech jobs has lessened the impact of the
negative economic situations that have faced other communities for the past several years. The community
had a 7.4% unemployment rate in June 2009 compared to 11.2% statewide and 9.7% nationally (not
seasonally adjusted).

All indications are that the Town and the county will continue to grow although at a slower pace than that
experienced in recent years. The area has a mild climate and is attractive to retirees and second
homeowners. The value of new construction permitted in the Town limits and the extraterritorial jurisdiction
in 2008 was $27.0 million. This growth expands our tax base and property taxes, one of our largest revenue
sources. Also, expansion of a natural gas pipeline in the county, which began in 2004, is seen as an
economic opportunity that has the potential to attract new industry to the area and expand and diversify the
job market and further expand the tax base.

The Town closely monitors its resources and has emphasized program efficiencies and other cost
containment efforts, allowing strong financial positions to be maintained. We believe that the improving
economic environment in this area along with the diligent management of the Town's costs and services will
provide ongoing financial stability and fiscal capacity.

The Budget Process

The annual budaet serves ag the foundation of the Town's finangial nlanning and contral  All Toun
3 TINW WAl T 3\4\. i ~

ala v T YU M v UV it I\ GG I RITY G LUV, il 3 Ui

departments submit requests for appropriation to the City Manager to begin the budget process each year.
These requests are used to create a final proposed budget, which the City Manager presents to the Town
Council for review no later than June 1. The Town Council is required to hold a public hearing on the
proposed budget and to adopt a final budget no later than June 30, the close of the Town'’s fiscal year. The
appropriated budget is prepared by fund, function, (.g. public safety), and department (e.g. Police). The
City Manager may make transfers of appropriations, excluding contingency funds, within a function without
Town Council approval. Use of contingency funds and transfers between functions within a fund or between
funds require approval of the Town Council. Budget-to-actual comparisons are provided in this report for
each individual governmental fund for which an annual budget has been adopted. For the general and the
fire/EMS funds, this comparison is presented as part of the basic financial statements for the govemmental
funds. The budget-to-actual comparisons for all other governmental funds, and the enterprise funds, are
presented in the individual fund sections of this report. This includes project-length budget-to-actual
comparisons for funds for which project-length budgets have been adopted.

Major Initiatives

One of the goals of the current administration has been to develop programs and pursue projects that
upgrade facilities and enhance the quality of life for citizens and visitors through the cooperative efforts of
govemmental units, the business community, nonprofit organizations, and individual citizens. 2008-2009
major initiatives undertaken to meet this goal include final negotiations for the donation of library facilities
from a private foundation, continued planning and design of a combined Town police station/County E911
communications center, and improvement of recreation facilities. The Fire/EMS operation was a major
participant along with the local community college in provision of a fire fighter training academy. The



