











*  Supports City employees in delivering efficient and effective services

" Public infrastructure is built and maintained

® Recreation for citizens is provided

" Public health is guarded by sanitation and water resources

®  Reliability of utlity services is funded

®  Key City services necessary to support local economy are maintained

=  City financial integrity is maintained to meet service and debt obligations
= Customer service 1s enhanced

The budget is hereby formally presented to City Council at the May 26, 2009 City Council meeting and
City Council is requested to set a public hearing date for June 8, 2009 at 7:00 pm in City Hall. After

holding the public heating and if there are no other changes, I recommend the fiscal year 2009-10 City
Budget for adoption by City Council.

Respectfully submitted,

'l

City Manager
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FACTS AND INFORMATION ABOUT THE
CITY OF LEXINGTON, NORTH CAROLINA

History

The City of Lexington, North Carolina, was settled in the industrial region of North Carolina known
as the "Piedmont Triad Area" in 1775. Lexington was incorporated in 1828 by the North Carolina
General Assembly and became the county seat of Davidson County in 1847. Lexington has a long
heritage in furniture making and "Lexington Style" barbecue.

Location

With a land area of 17.9 square miles, Lexington is centrally located in the heart of the Piedmont
Triad Area; situated no motre than 30 minutes from the cities of Winston-Salem, Greensboro, and
High Point as well as the Piedmont Triad International Airport. Lexington is approximately 60 miles
from Charlotte and approximately 90 miles from Research Triangle Park near Raleigh.

Geography and Climate
Lexington is just a few hours from the beautiful beaches of both North and South Carolina and less

than 2 hours from a relaxing scenic mountain ride along the Blue Ridge Parkway. Closer to home,
the Yadkin River borders Davidson County to the west with High Rock Lake serving as one of the
primary reservoirs and one of the area's best recreational facilities. With January's average high
temperature of 50 degrees, even the coldest month provides ample opportunity to get out and
discover Lexington.

Population and Demographic Statistics

The State of North Carolina currently estimates Lexington’s population at 21,149. The population
growth over the last 10 years has been relatively flat with the exception of a 12% increase in 1998
due to an annexation. The population distribution is 52% female and 48% male, with 24.6% of the
population under age 18 and 15.4% of the population over age 65. The median age in the City of
Lexington is 35.7 while the median age in the U.S. is 35.3. The population distribution by race is as
follows: African American — 29%, Asian — 2%, White — 58%, Hispanic — 11%.

The average household income is $28,765. The February 2009 unemployment rate for Davidson
County was 13.4%, compared to the State of NC rate of 11.3% and the Winston-Salem
metropolitan area rate of 10.4%.

Government

The City has a Council-Manager form of government and is governed by an eight-member City
Council consisting of two members elected at large and six elected by ward. The Council operates
under the guidance of a populatly elected Mayor. Council members are elected on a nonpartisan
basis for staggered four-year terms; and the Mayor is elected on a nonpartisan basis for a two-year
term. The Mayor may vote only in case of a tie among members of the City Council. The City
Council is responsible for establishing policy, passing ordinances, adopting the budget, appointing
committees and hiring the City's chief administrative officer, the City Manager, and the City's legal
counsel. The City Manager is responsible for carrying out the policies and ordinances of the
governing board, for overseeing the day-to-day operations of the City, and for the appointment of
the Department Heads who direct City staff to deliver the services and to meet the goals of the
organization. The City provides a full range of services including police and fire protection,
sanitation services, the construction and maintenance of streets and infrastructure, recreational
activities including a municipally owned golf course, cemetery services, and utility services.
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Utilities

The City of Lexington has been providing reliable utility services since 1904 and currently owns and
operates four utility services: a water treatment and distribution system, a sewer treatment and
collection system, an electric distribution system, and a natural gas distribution system. These
enterprise funds serve portions of Davidson County in addition to servicing citizens within the City
corporate limits.

Transportation

Interstate and Business 85 pass directly through Lexington along with US 52, US 64, US 29/70, and
NC 8. Other NC highways serving the Lexington area include Highways 47, 49, 109, and 150. The
proximity to I1-85 and US 52 places the City an hour or less from major population centers such as
Charlotte, High Point, Greensboro, and Winston-Salem; and the City is just over an hour from the
Research Triangle Park. For rail, freight carriers such as Winston-Salem Southbound and Norfolk
Southern serve the area; and passenger access via Amtrak is only 15 minutes away in Salisbury or
High Point. The City is working with the Rail Division of the NC Department of Transportation to
secure a passenger rail stop in Lexington.

For air travel, the Davidson County Airport is located just 3 miles southwest of Lexington and can
accommodate executive travel needs. A full taxiway to a 5000' x 100" runway paves the way for an
airport that is rapidly expanding. For commercial flight options, Lexington is approximately an hour
ot less from Charlotte-Douglas International and Piedmont Triad International in Greensboro, and
just over an hour from the Raleigh-Durham International airport.

Public Safety

The Lexington Police Department maintains order and offers public safety services within its
respective jurisdiction. The Police Department strives to be a very progressive law enforcement
agency by continued training in fields such as fingerprints, firearms, investigative techniques, crime
prevention, patrol procedures and community-oriented policing.

The Lexington Fire Department provides fire and life safety protection to the community twenty-
four hours a day operating 3 fire stations throughout the City. The department has evolved the
traditional mission of fire suppression to include: rescue services, hazardous material abatement and
medical response. Additionally, the department provides decentralized, comprehensive education
and fire code compliance programs. The Fire Department has an Insurance Services Organization
(ISO) class 3 rating.

Education

The Lexington City Schools system is an independent administrative school district comprised of six
schools serving grades K through 12. Private schools are also available within the City limits. For
higher education, Lexington hosts Davidson County Community College, which offers over 50
instructional programs to help prepare students for enhanced employment. In addition, located
within approximately 90 miles from Lexington are over two dozen colleges and universities
including well-renowned higher education institutions such as University of North Carolina at
Chapel Hill, NC State University, Wake Forest University, Duke University, High Point University,
and University of North Carolina at Charlotte.



Culture and Recreation

The North Carolina Legislature has designated Lexington as "The Hickory Smoked Barbecue
Capital of North Carolina." Each year in late October, over 100,000 visitors experience Lexington
first hand during the annual Barbecue Festival. The Barbecue Festival is held in Uptown Lexington
on an eight-block stretch of Main Street. Over four hundred exhibitors sell everything from
handmade crafts to homemade fudge. Five stages of entertainment showcase local and national
artists. The festival is designed for people of all ages to enjoy and includes a special section of rides
and games for children known as Piglet LLand. Barbecue is served out of three main tents, two at the
town square and another at the north end of the festival near Piglet Land.

Internationally known artist Bob Timberlake, a Lexington native and resident, has a beautifully
constructed gallery and welcome center just off Interstate 85 within the City limits. The gallery
displays works of art as well as furniture and unique home décor items available for retail purchase.
The gallery offers open houses throughout the year at which patrons can meet Bob Timberlake and
have him personally sign their Timberlake collectables.

The excitement of NASCAR Sprint Cup racing can be found at the nearby Richard Childress Racing
(RCR) Museum in Welcome, North Carolina. A patron can view many of RCR's greatest racecars
along with famous machines from Indy car and the National Hot Rod Association. Richard
Childress's personal collection of hot rods can also be spotted along with many trophies, awards,
and unique memorabilia.

Richard Childress has anchored the west gateway entrance to the City by recently opening a 65-acre
vineyard complex at the intersection of US Highways 64 and 52. This location also serves as the
gateway to the Yadkin Valley, the only federally designated grape growing region in the State of NC.
Childress Vineyards is a 35,000 square foot winery inspired by the Italian Renaissance architecture of
rural Tuscany and produces approximately 40,000 cases of 9 varieties of premium European wines.
The winery includes a banquet hall that can accommodate 500, a bistro, as well as a wine tasting
room and gift shop. The winery includes another 15 acres comprised of a hotel, restaurant, and retail
shop space known as Vineyards Crossing. An amphitheatre for concerts and walking trails winding
around the estate is also planned for the future.

Several natural attractions complement the Lexington area. Bordering the western part of Davidson
County, the Yadkin River offers a place for many to fish and boat. The river fills High Rock Lake in
the southern portion of the county, where skiing and sailing are popular alternatives. High Rock
Lake was also a recent host to The BASS Masters Classic fishing tournament. In the southern most
part of Davidson County, Uwharrie National Forest can be found for the hiking and mountain
biking enthusiasts. Finally, Boone's Cave Park in western Davidson County is the atea believed to
have been one of Daniel Boone's homes during his adventurous life.

The City of Lexington provides an extensive list of recreational alternatives. City facilities include 17
parks, 2.75 miles of walking trails, 2 pools, 15 tennis courts, 9 athletic fields, and 12 basketball
courts, conveniently located on 337 acres around the City. Completely renovated in 2004, the City’s
municipally owned 18-hole championship golf course rounds out the list of recreational activities.
Lexington Golf Club was voted "Top 5 Public Renovations of the Year for 2004" by Golf Inc.
Magazine, a highly regarded trade journal in the golf industry.



Recreation in the area is further enhanced by the City’s proximity to exciting professional and
collegiate sporting events ranging from Carolina Panthers and Bobcats professional football and
basketball to Atlantic Coast Conference basketball at top notch programs such as the University of
North Carolina at Chapel Hill, Duke University, NC State University and Wake Forest University.

Healthcare

Medical services are readily available in the City of Lexington. Within Davidson County, there are
more than 150 doctors in specialties ranging from internal medicine to neurology. Lexington
Memorial Hospital provides a full complement of modern health care services. Other nearby
medical facilities include Thomasville Medical Center, Veterans Administration Medical Center in
Salisbury, High Point Regional, and Wake Forest University Baptist Medical Center in Winston-
Salem, a world-renowned teaching and research hospital offering general care as well as specialized

treatment.

Schedule of Top Ten Taxpayers for Fiscal Year Ended June 30, 2008

Assessed Tax % of Assessed

Taxpayer Type of Business Valuation Levy Valuation
Kimberly Clark Corp. Tissue Products $ 92401254 § 494,347 6.27%
Jeld-Wen Windows and Doots 23427 352 125,336 1.59%
NewBridge Bank Banking 14,978,267 80,137 1.02%
Stanley Furniture Co. Inc. Furniture 13,896,371 74,345 0.94%
Green Printing Co. Inc. Printing 11,386,332 60,918 0.77%
Diebold Southeast Mfg. Inc. Security Delivery Systems 9,941,630 53,188 0.67%
Childress Winery & Vineyards ~ Viniculture 9,363,574 50,095 0.64%
Parkdale Mills Textiles 9,055,843 48,449 0.61%
Lexington Home Brands Furniture 7,007,300 37,490 0.48%
Duracell Batteries 5,458,751 29,204 0.37%

Total $ 196,916,674 $ 1,053,509 13.36%




Schedule of Top Ten Electric Customers for Fiscal Year Ended June 30, 2008

Consumption  Amount % of Total

Customer Type of Business (kWh) Billed Operating Revenue
Gity of Lexington Government 13822711 § 1,132709 2.62%
Davidson County Schools Public School System 6,452,215 721,167 1.67%
Lexington Memorial Hospital Hospital 8,326,565 600,805 1.39%
Davidson County Government 5,903,552 556,935 1.29%
Lexington City Schools Public School System 5,438,196 549,786 1.27%
Linwood, Inc. Fumiture 8,576,873 503,519 1.16%
Food Lion Grocety Stote Chain 5,507,689 386,538 0.89%%
Smurfit Stone Container Cotp. Corrugated Fiber Boxes 5,048,551 351,146 0.81%
Leggett & Platt, Inc. Furniture 4,221,266 342,613 0.79%
TI Industries Wood Products 3,366,812 320,055 0.74%

Total 66,604,430 $§ 5465273 12.63%

Schedule of Top Ten Water Customers for Fiscal Year Ended June 30, 2008

%oof Total Water
Consumption Amount and Sewer

Customer Type of Business (CCH Billed  Operating Revenue
PPG Industries Glass Products 277,652 § 556,745 7.81%
Gty of Lexington Govermnment 42232 77,519 1.09%
Kimbedy Clatk Corp. Tissue Products 49,521 74802 1.05%
Lexington Memotial Hospital ~ Hospital 24,758 38,888 0.55%
Lexington Howsing Authority ~ Public Housing 15648 29173 041%
NC Departirent of Corrections  Prison 18111 27,246 0.38%
Lexington Home Brands Fumiture 9,946 27,039 0.38%
Parkdale Mills Textiles 15,156 26,720 0.37%
Davidson County Govemnment 7,726 28464 0.33%
Stanley Fumiture Co. Inc. Fumiture 12232 2375 0.31%

Total 472982 § 903971 12.68%




Schedule of Top Ten Sewer Customers for Fiscal Year Ended June 30, 2008

% of Total Water
Consumption Amount and Sewer

Customer Type of Business (CCH Billed  Operating Revenue
Atrium GCompanies Inc. Vinyl Windows & Doors 13568 § 71,582 1.00%
Lexington Memorial Hospital Hospital 24,758 68,723 0.96%
NC Department of Cortections  Prison 18,111 49,257 0.6%0
Lexington Housing Authority PuHic Housing 15,648 47,719 0.67%
Davidson County Schools PuHic School System 7,779 44,338 0.62%
Brookstone Rest Home Rest Home 8,362 43 907 0.62%
Kimbedy Clark Corp. Tissue Products 13,823 43,549 0.61%
Patkdale Mills Textiles 14,018 40,653 0.57%
Stanley Fumiture Co. Inc. Fumiture 24133 38,766 0.54%
Cardinal Container Corrugated Hber Boxes 8,381 34141 0.48%

Total 148581 § 482,635 6.76%0

Schedule of Top Ten Natural Gas Customers for Fiscal Year Ended June 30, 2008

Consumption  Amount % of Total

Customer Type of Business (DT) Billed Operating Revenue
Kimberly Clark Corp. Tissue Products 160965 $ 1,821,878 10.14%
PPG Industries Glass Products 822,020 733,369 4.08%
J E Jones Lumber Company Lumber Dry Kiln 67,085 729,620 4.06%
Morton Metalcraft Sheet Metal 51,015 632,953 3.52%
Cunningham Brick Brick & Structural Clay 71,611 556,454 3.10%
Smurfit Stone Container Corp.  Corrugated Fiber Boxes 483061 521,831 2.90%
Lexington Memorial Hospital ~ Hospital 40,210 441,992 2.46%
Hanes Construction Co. Paving 27555 294,648 1.64%
Leggett & Platt, Inc. Furniture 21,699 286,727 1.60%
Stanley Furniture Co. Inc. Furniture 17,120 216,822 1.21%

Total 1,327,641 $§ 6,236,294 34.71%




City of Lexington, North Carolina
Organizational Chart

City of
Lexington
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List of Principal Officials

April 23, 2009

City Manager

Assistant City Manager

City Clerk

City Attorney

City Attorney

Director of Finance

Director of Human Resources
Director of Information Technologies
Police Chief

Fire Chief

Director of Community Development
Sanitation Superintendent

Director of Parks and Recreation
Director of Electric Operations
Director of Public Works

Water Resources Superintendent
Director of Gas Operations

Golf Director/Pro

Garage Superintendent

Director of Customer Service

John L. Gray

J. Alan Carson

Sara S. Lanier
Robert B. Smith, Jr.
Phyllis S. Penry
Terra A. Greene

J. Alan Carson

S. Brad Benson
John E. Lollis
Thadford Dickerson
Tammy V. Kepley
Tammy E. Michael
A. Bruce Davis
Richard L. Weaver
Richard L. Comer
Roger A. Spach
Chris C. Smith
James J. Fashimpaur
Dirk W. Apt

S. Dale Odom, Jr.



CITY OF LEXINGTON

PERSONNEL POSITIONS

O General Government
B Public Safety

W Highways & Streets
Sanitation

Culture & Recreation
Proptietary Operations

2007-08 2008-09 2009-10

2007-08 2008-09 2009-10
Function Budgeted Budgeted Budgeted
Full Time Full Time Full Time

General Government

Administrative 5 5 5
Finance 10 10 10
Human Resources 2 2 2
Information Technologies 5 5 5
Public Buildings 2 2 2
Public Safety
Police 77 78%* 77*
Fire 48 48 48
Community Development 7 7 6

Highways & Streets

Engineering 4 4 4

Street 16 16 15
Sanitation

Sanitation 18 18 18

Culture & Recreation
Recreation 6 6 6
Public Grounds 12 12 12



Function

Proprietary Operations
Electric

Water & Sewer
Natural Gas

Golf

Garage

Risk Management
Utility Administration

Total

CITY OF LEXINGTON

PERSONNEL POSITIONS
2007-08 2008-09
Budgeted Budgeted
Full Time Full Time
25 25
44 44
21 21
8 6
8 8
2 2
28 27
348 346

*1 Gang Detective funded by Governot's Crime Commission grant
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2009-10
Budgeted
Full Time

25
44
21
6
7
2
25

340



BUDGET STRUCTURE AND PROCESS
GOAL SETTING AND BUDGET PROCESS

The City Council and management team meet in the early part of each calendar year at an annual
retreat held for the purpose of establishing goals and priorities for the City. During the retreat, the
Five Year Financial Planning Model is presented to the City Council. This financial model
incorporates revenue trends and describes each department’s operational and capital needs citywide
for the next five years, along with the related costs and financial impact of selecting various levels of
municipal services for the citizens of Lexington. As part of the retreat, City Council adopts goals in
strategic areas; these goals can be either multi-year goals or annual goals. These strategic goals guide
the development of the budget for the upcoming year. These City Council goals are outlined in the
City Manager’s budget message.

The Finance Department staff prepares and distributes the budgetary request forms in accordance
with the budget calendar. Upon return of the completed forms, the City Manager and budget team
meet with each Department Head to review service levels and the respective budget requests along
with detailed justifications. The City Manager and budget team then evaluate each department's zero
based requests for personnel, operational items, and capital outlay. The evaluation process is detailed
and time-consuming. For each department, every line item justification is reviewed in light of the
departmental goals and needs and compared to current funding levels and the requests made during
the update of the Five Year Financial Planning Model. Any requests for additional personnel must
be justified by the department and then reviewed by Human Resources for an independent
recommendation on appropriate staffing levels. The City Manager and budget team modify
departmental requests and ultimately reach a balanced budget.

The City Manager’s recommended budget is prepared and presented to City Council at budget work
sessions. City Council has the opportunity to make changes to the City Manager’s recommended
budget prior to the final budget being prepared, which ultimately becomes City Council’s budget and
policy statement for the upcoming fiscal year. Once the budget is in its final form, a public notice is
published for a public hearing on the budget. During the public hearing, citizens are given the
opportunity to speak to the City Council about the proposed budget. The City Council has the
option of making recommended changes to the final budget pending any discussion at the public
hearing. The City Council then adopts the budget through the passage of an ordinance at a public
meeting prior to July 1st.

The City of Lexington’s adopted budget document is accessible for downloading through the City's
web site at www.lexingtonnc.net.
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BUDGET SCHEDULE

January 26
January 27
February 2

February 4-5
February 11
February 13
February 20

February 27
February 27
March 19-25
March 26-April 17
April 20-May 3

Budget calendar is presented to City Council

Department Heads receive budget preparation forms at staff meeting

Letters are issued to local non-profit agencies indicating due dates and
needed information in order to request grant funding from the City

City Council Retreat

Personnel requests are due from Department Heads

Revenue budgets and fee change requests are due from Department Heads
Program objectives, performance measures, and organizational charts are due
from Department Heads

Expenditure budget requests are due from Department Heads

Agency grant requests are due to the City

Budget hearing meetings with Department Heads and budget team

Budget team reviews and balances the proposed budget

City Manager’s recommended budget is prepared

May 4, 5,7 Budget work sessions with City Council and budget team

May 8 Budget is balanced

May 11-22 City Council’s budget is prepared

May 26 City Council’s budget is presented at City Council meeting to call for public
hearing on the budget

May 28 Publish notice for public hearing

June 8 Public hearing is held and adoption of budget at City Council meeting

June 22 Additional meeting for City Council to adopt budget (if necessary)

BASIS OF BUDGETING

The City's annual balanced budget is adopted as required by the North Carolina General Statutes. All
budgets are prepared using the modified accrual basis of accounting, as is described in the financial
reporting systems section of this document. The budget ordinance must be adopted by July 1st of the
new fiscal year; otherwise, the governing board must adopt an interim budget that covers that period of
time until the annual ordinance can be adopted.

BUDGETARY CONTROL

Budgetary control is an essential element of governmental accounting and reporting. The City
Council is required by state law to adopt an annual balanced budget for all funds and to utilize
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"encumbrance accounting" as defined in the statutes. Budgetary control is maintained at the
departmental level by the encumbrance of estimated purchase amounts prior to the release of
purchase orders to vendors. Open encumbrances lapse at yearend and are reinstated against the
subsequent year's budget. They are shown as a reservation of fund balance in the Comprehensive
Annual Financial Report (CAFR) for the governmental funds. Appropriations are made at the
departmental level and amended as necessary. All annual appropriations lapse at the fiscal yearend.
The City Manager is authorized to transfer budgeted amounts within departments; however, any
revisions that alter the total expenditures of any department or fund must be approved by the City
Council. In addition, the City Council must authorize the purchase of a capital item valued at
$10,000 or more that was not previously approved, approve the use of contingency funds, and grant a
salary increase or create a position not duly authorized by the existing personnel policy or City Council
action.

BUDGET STRUCTURE

The City’s budget is divided into funds. Within each fund, there are separate departments with various
individual budgets. The Annual Budget is adopted at the department level. An annual budget is
adopted for the General, Controlled Substance, Special Tax District, Electric, Water and Sewer, Natural
Gas, Golf, Garage, Group Insurance, Risk Management, Utility Administration, Capital Reserve, and
Rate Stabilization funds. Additional funds are presented in the City’s CAFR. These additional funds are
comprised of multi-year capital project funds for which annual budgets are not adopted; rather an
ordinance is adopted for the life of the project. In addition, the CAFR may present funds with balance
sheet and income statement activity for which no budget is adopted and no expenditures are made.

DESCRIPTION OF BUDGETED FUNDS

The City of Lexington’s budget consists of 2 basic fund types: Governmental Funds and Proprietary
Funds.

Governmental Funds are used to account for general government services such as Police, Fire, and
Sanitation, which are generally supported by taxes, intergovernmental revenues, and limited user
fees. The governmental funds include the General Fund and Special Revenue Funds. Special
Revenue Funds account for specific revenue sources that are legally restricted to expenditures for
specified purposes.

Proprietary Funds are made up of 2 fund types: Enterprise Funds and Internal Service Funds.
Enterprise Funds are used to account for operations that are financed and operated in a manner
similar to private business enterprises, where the intent of the governing body is that the costs of
providing goods or services to the general public on a continuing basis be financed or recovered
primarily through user charges; or where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and/or net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes. Internal Service
Funds are used to account for services provided by one city department to other city departments. A
listing and description of the City’s annually budgeted funds follows.
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GOVERNMENTAL FUNDS:

General Fund - The General Fund is the principal operating fund of the City. The General
Fund accounts for all financial resources except those that are required to be accounted for in
another fund. The primary revenue sources are ad valorem taxes, intergovernmental revenues,
limited user fees, and transfers from Enterprise Funds. The primary expenditures are for
general government services, public safety, highways and streets, sanitation, culture and
recreation, economic and physical development, and debt service.

SPECIAL REVENUE FUNDS:

Controlled Substance Tax Fund — The Controlled Substance Tax Fund is used to account
for monies received from federal and state sources that are restricted for public safety use.

Special Taxing District Fund — The Special Taxing District Fund is used to account for the
additional ad valorem property tax received for and expenditures related to the revitalization of
the uptown district.

PROPRIETARY FUNDS:
ENTERPRISE FUNDS:
Electric Fund — The Electric Fund is used to account for the operation of providing

electric service to customers. This includes all operating, debt service, and capital
improvements associated with providing the service.

Water and Sewer Fund — The Water and Sewer Fund is used to account for the operation
of providing water and sewer service to customers. This includes all operating, debt service,
and capital improvements associated with providing the service.

Natural Gas Fund — The Natural Gas Fund is used to account for the operation of
providing natural gas service to customers. This includes all operating, debt service, and
capital improvements associated with providing the service.

Golf Fund — The Golf Fund is used to account for the operation of the City’s golf course.
This includes all operating, debt service, and capital improvements associated with the
course.

INTERNAL SERVICE FUNDS:

Garage Fund — The Garage Fund is used to account for the accumulation and allocation of
costs associated with maintaining the City’s fleet of vehicles and equipment.

Group Insurance Fund - The Group Insurance Fund is used to account for the self-
insurance costs associated with providing health and dental benefits to retirees of the City,
employees of the City, and their dependents.
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Risk Management Fund - The Risk Management Fund is used to account for the City’s self-
retention costs and for the premiums on the City’s reinsurance program pertaining to
workers’ compensation, property, and liability exposures.

Utility Administration Fund - The Utility Administration Fund is used to account for
administrative overhead costs, which are shared by all of the utility enterprise funds and the
General Fund such as billing and collections, customer service, meter reading, warehouse,
etc.

Capital Reserve Fund - The Capital Reserve Fund is used to account for the accumulation
of resources for future capital needs in the Electric, Water and Sewer, Natural Gas, and
Garage Funds.

Rate Stabilization Fund - The Rate Stabilization Fund is used to account for the
accumulation of resources to mitigate future retail rates for customers of the Electric and
Natural Gas utilities.

FINANCIAL REPORTING SYSTEMS
FUND ACCOUNTING

The accounts of the City are organized and operated on the basis of funds. A fund is an independent
fiscal and accounting entity with a self-balancing set of accounts comprised of assets, liabilities, fund
equity, revenues, and expenditures or expenses as appropriate. Fund accounting segregates funds
according to their intended purpose and is used to aid management in demonstrating compliance
with finance-related legal and contractual provisions. The minimum number of funds is maintained
consistent with legal and managerial requirements.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

The measurement focus and basis of accounting determines when the revenues and expenditures or
expenses and the related assets and liabilities are recognized and reported in the financial statements.

Governmental Funds are reported in the CAFR using the current financial resources measurement
focus and the modified accrual basis of accounting. Under this method, revenues are recognized
when measurable and available to pay the liabilities of the current period. In general, the City
considers revenues available if they are collected within 60 days after yearend. Expenditures are
recorded when the related fund liability is incurred; except for principal and interest on general long-
term debt, claims and judgments, and compensated absences, which are recognized as expenditures
when they are due. General capital asset acquisitions are reported as expenditures in governmental
funds. Proceeds from general long-term debt and installment purchase contracts are reported as
other financing sources.

Proprietary Funds are reported in the CAFR using the economic resources measurement focus and
the accrual basis of accounting. The generally accepted accounting principles used in these funds are
similar to those applicable to private sector businesses where the focus is upon determination of net
income, financial position, and cash flows. Revenues are recorded when earned and expenses are
recorded at the time liabilities are incurred, regardless of when the related cash flows take place.
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DEPARTMENT AND PROGRAM MATRIX FOR FY 2009-10 BUDGET

General
Government
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Estimated Revenues:

Ad Valorem Taxes
Other Taxes
Unrestricted Intergovernmental
Restricted Intergovernmental
Permits and Fees
Sales and Services
Administrative Charges
Interest
Miscellaneous
Other Operating
Other Nonoperating

Total Estimated Revenues

Appropriations:

General Government
Public Safety
Highways and Streets
Sanitation
Culture and Recreation
Economic Development
Cost of Sales and Services
Purchases for Resale
Administrative Charges
Capital Outlay
Debt Service:

Principal Retirement

Interest and Fees

Total Appropriations

City of Lexington, North Carolina
Total Budget Summary

Beginning Estimated Unreserved Fund Balance/Net Asset: § 4,958,122

Special Revenue Funds

Controlled Special

General Substance Tax Taxing

Fund Distribution District
$ 1,450,234 $ 118,893
7,499,197 - 92,150
197,676 - -
5,233,272 - -
702,775 - -
161,800 - -
924,150 - 7,500
1,927,092 - -
62,500 - 300
48,350 - 40,000
16,756,812 - 139,950
5,009,536 - -
8,763,555 277,912 -
1,793,312 - -
1,822,180 - -
1,360,105 - -
49,246 - 197,665
169,625 148,537 -
021,455 - -
107,895 - -
19,696,909 426,449 197,665
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City of Lexington, North Carolina

Total Budget Summary

Enterprise Funds

Electric Water & Sewer Natural Gas Golf

Fund Fund Fund Fund
34424243 $ 34,060,024 $ 16,402,459 460,875
44 588,626 7,638,045 17,635,786 753,090
66,000 34,879 33,499 3,372
190,000 154,450 23,500 -
5,000 - - -
44,849,626 7,827,374 17,692,785 756,462
4,973,238 4,910,390 2,560,704 693,568
35,370,476 - 11,910,051 -
1,832,689 1,203,468 1,110,025 18,167
- 254,000 11,759 -
656,281 529,407 882,339 160,266
257,200 271,478 188,986 53,045
43,089,884 7,168,743 16,663,864 925,046
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City of Lexington, North Carolina

Total Budget Summary
Special Revenue Funds
Controlled Special
General Substance Tax Taxing
Fund Distribution District
Other Financing Sources (Uses):
Transfers From Other Funds:
General Fund . - 40,500
Electtic Fund 1,350,000 - -
Natural Gas Fund 771,585 - -
Payment in Lieu of Taxes 527,596 - -
Internal Service Funds:
Rate Stabilization Fund - - -
Transfers to Other Funds:
General Fund - - -
Special Revenue Funds:

Special Taxing District (40,500) - -
Water & Sewer Construction in Progress Fund - - -
Natural Gas Construction in Progress Fund - - -
Golf Fund (168,584) - -
Payment in Lieu of Taxes - - -
Internal Service Funds:

Utility Administration Fund - - -

Capital Reserve Fund - - -

Installment Purchase Debt Issued - - -
Total Other Financing Sources (Uses) 2,440,097 - 40,500
Budgeted Increase (Dectease) in Fund Balance/Net Assets (500,000) (426,449) (17,215)

Ending Estimated Unreserved Fund Balance/Net Assets  $ 4,458,122 $ 1,023,785 $ 101,678

19



City of Lexington, North Carolina
Total Budget Summary

Enterprise Funds

Electric Water & Sewer Natural Gas Golf
Fund Fund Fund Fund
- - - 168,584
- - 85,500 -
(1,350,000) - (771,585) -
- (50,000) - -
- - (189,198) -
(166,992) (303,631) (56,973) -
(167,750) (155,000) (96,665) -
(75,000) (150,000) - -
(1,759,742) (658,631) (1,028,921) 168,584
34,424,243 $ 34,060,024 $ 16,402,459 $ 460,875
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CITY ESTIMATED REVENUES BY TYPE (Total Budget)

Sales and Services

77.84%
= Administrative Charges
2.10%
Permits and Fees Interest

0.22%

0.18% Miscellaneous

Restricted Ad Valorem Taxes 0.10%

8.26%
Interggv;;:;mental Ot}:)e;;/z:xes Other Operating
. 0 - 0,
Unrestricted Appropriated Fund 0-40% .
Intergovernmental Balance Other Nonoperating
B oo 1.33% 0.01%

Transfers From Other
Funds
3.20%

CITY APPROPRIATIONS BY TYPE (Total Budget)

Purchases for Resale
51.44%

Administrative Charges
4.53%

Capital Outlay
0.64%

Cost of Sales and Services

14.29% Debt Service

4.06%

Economic Development Public Safety

0.27% Transfers to Other Funds

Sanitatio ) 4.07%
1.98%

Culture and Recreation Highways and Streets

1.480/0 1.950/0
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CITY OF LEXINGTON
MAJOR REVENUE ASSUMPTIONS FOR FISCAL YEAR 2009-10

GENERAL FUND REVENUES

Ad Valorem Property Taxes:

Current Year Ad Valorem Property Taxes — Based on information provided by Davidson
County, the government entity which bills and collects the City’s property taxes, the assessed
valuation for the City is estimated to remain unchanged for fiscal year 2009-10 leaving the
total assessed valuation at $1.38 billion. Property tax collections remain down due to the
local economy; therefore a 5.25% uncollectible rate was used in deriving the budget for
property taxes. The property tax rate will remain the same at $.56 per $100 of assessed
valuation.

Prior Year Ad Valorem Property Taxes — Based on historical trends and adjusted for the

amount outstanding of the 2008 property tax receivable balance projected as of June 30,
20009.

Interest on Delinquent Ad Valorem Property Taxes — Based on historical trends and

adjusted for the amount outstanding of the 2008 property tax receivable balance projected as
of June 30, 2009.

Other Tax:

Occupancy Tax — The City is authorized by the NC General Statutes to collect an occupancy
tax of 6% on gross revenues from hotel/motel room occupancy within the corporate limits.
This tax is restricted for the use of promoting tourism activities. The revenue budget was
derived based on historical trends of gross revenues for each hotel/motel.

Unrestricted Intergovernmental:
Local Option Sales Tax - The budget is based on estimates provided by the North

Carolina League of Municipalities (NCLM) as well as current collections. The City is
projecting a 2.9% decline due to the national recession, which results in a decrease of
$100,000 from the fiscal year 2008-09 projections.

Board of Alcoholic Control Distributions — The NC Statutes require the Board to
distribute a portion of the profits to the City of Lexington. The budget was calculated based
on historical trends.

Utility Franchise Tax, Telecommunications Sales Tax, and Piped Natural Gas Excise
Tax — These taxes are levied by the State of NC. Both utility and telecommunications are
levied based on the gross receipts of the companies operating in NC. The excise tax of piped
natural gas is based on consumption by end users. The State of NC shares a portion of these
revenues with municipalities based on sales and consumptions within each city. Local
weather conditions, annexations, and any increases or decreases in local utility rates influence
these revenue sources. For utility franchise tax, the City is budgeting flat based on historical
trends and information provided by the NCLM. The City is budgeting telecommunications
and natural gas flat as well compared to fiscal year 2008-09. Telecommunications is expected
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to be flat due to cellular phone competition and dropping rates; and the piped natural gas
excise tax is highly sensitive to the weather. This information was also supplied by the
NCLM.

Cable TV Franchise - Effective January 1, 2007, this revenue is now passed through the
State of North Carolina, as a state tax on cable television and video services franchise, to
local governments versus what has historically been a local franchise agreement. This new
law is intended to promote competition, establish uniform tax rates and lower cable rates
while still providing local revenue. The City has historically held two local franchise
agreements with Time Warner and Lexcom and the revenue received by the City was 5% of
the cable TV companies’ gross revenues within the City limits. The new revenue base now
distributed quarterly from the State is comparable to historical trends.

Restricted Intergovernmental:
Solid Waste Disposal Tax — Effective July 1, 2008, the State enacted a $2 per ton solid

waste disposal tax. Proceeds of the tax are distributed as follows: 50% to pay for remediation
of pre-1983 landfills, 18.75% to cities on a per capita basis for solid waste management
programs, 18.75% to counties for solid waste management programs, and 12.5% to the Solid
Waste Management Trust fund for grants for local governments and state agencies. The
revenue for fiscal year 2009-10 is flat based on the trends recognized in fiscal year 2008-09.

Powell Bill - The City receives funding for street maintenance through the State of North
Carolina’s Powell Bill Fund, which is allocated based on population and city maintained
street mileage. The budget for this revenue was calculated based on historical trends and
information provided by the NCLM; the revenue is 13% less than fiscal year 2008-09
projections due to less volume of motor fuel being taxed with current economic conditions.

Permits and Fees:
Inspections and Permits — Based on existing and proposed changes to user charges and
projected commercial and residential development as well as historical trends.

Sales and Services:

Sanitation — Based on existing user charges and the same level of customers for collection
of residential and commercial solid waste. The July 1, 2009 discontinuance of the $1 per
month residential recycling credit boosts Sanitation sales by $35,000.

Cemetery — Based on existing user charges and the projected burials and graves sold as
indicated by historical trends.

Recreation — Based on projected activities, participation, and fees from existing and
proposed changes to user charges.

Administrative Charges:
Interfund Revenues — Based on estimated expenditures for services provided by General

Fund departments that are reimbursed by the Electric, Water and Sewer, and Natural Gas
Funds. These expenditures are the sum of the estimated percentage of time and resources
each General Fund department expends on behalf of the respective utility funds. These
amounts are calculated annually.
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Interest:

Interest Earned on Investments — Based on estimated cash balances during fiscal year
2009-10 and estimated interest rates. Due to an economic recession and falling interest rates,
the City has budgeted a decrease in this revenue of $134,175 as compared to the fiscal year
2008-09 original budget.

Other Financing Sources:

Installment Purchase Revenues — The City has no plans to use proceeds from an
installment loan for capital vehicles and equipment in fiscal year 2009-10.

Transfer from the Electric Fund - The City has budgeted to transfer $1.35 million from
the Electric Fund to the General Fund to balance the budget. This amount remains constant
with the funding provided in fiscal year 2008-09. The maximum transfer allowed based on a
formula provided by the NC State Treasurer is approximately $1.7 million. This calculation
based on the formula is an amount not to exceed 3% of electric’s gross capital assets.

Transfer from the Natural Gas Fund - The City has budgeted to transfer $771,585 from
the Natural Gas Fund to the General Fund to balance the budget. This represents an
increase of $52,470 as compared to fiscal year 2008-09. Current expansion activity in the
Natural Gas Fund, which has increased the value of the capital assets and infrastructure, has
ultimately enabled an increase in the transfer amount. The calculation based on the formula
provided by the NC State Treasurer is an amount not to exceed 3% of natural gas’s gross
capital assets, which equals $771,585 for Natural Gas.

Payment in Lieu of Taxes from the Electric, Water and Sewer, and Natural Gas
Funds - The utility funds pay the General Fund an amount equal to the value of their
respective capital assets within the city limits multiplied by the property tax rate.

Appropriated Fund Balance - Every effort is made to maintain a stable or reduced level of
fund balance appropriations. The City is budgeting $500,000 in fund balance in order to
balance the fiscal year 2009-10 budget. This is a decrease of $400,000 as compared to the
fiscal year 2008-09 original budget. Appropriations of fund balance to balance the budget is
limited to cash and cash equivalents less current claims against that cash. The statutory
formula is cash and investments minus the sum of liabilities, encumbrances, and deferred
revenues arising from cash receipts.

SPECIAL REVENUE FUND REVENUES

Ad Valorem Property Taxes:

Current Year Ad Valorem Property Taxes — Based on information provided by Davidson
County, the government entity which bills and collects Uptown’s property taxes, the assessed
valuation for the Special Tax District is estimated to remain flat at $48.5 million for fiscal
year 2009-10. Property tax collections remain down due to the local economy; therefore a
5% uncollectible rate was used in deriving the budget for property taxes. The property tax
rate for the Special Tax District will remain at $.20 per $100 of assessed valuation for fiscal
year 2009-10.
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GENERAL CAPITAL PROJECT FUND REVENUES

Sales and Services:

Property Rental - Funding derived from leasing warehouse space to Lexington Home
Brands is included in the amount of $80,000, to be used for expenditures associated with the
LFI, Inc. Plant One property redevelopment.

ELECTRIC FUND REVENUES

Due to the recession, the revenue budget is based on no anticipated growth in power
consumption in the residential and commercial classes. In addition, Lexington is suffering
from significant losses in industrial load resulting from recent plant closings for TI
Industries, Stanley Furniture and Smurfit Stone.

Electric rates across all customer classes of residential, commercial and industrial have been
increased by an average of 4.7% effective July 1, 2009. This adjustment in rates is necessary
due to the North Carolina Municipal Power Agency No. 1 (NCMPA1) passing on a 4.7%
wholesale power cost increase that affects Lexington by 5.42% because of the industrial load
loss.

In addition effective July 1, 2009, a surcharge will be applied to every electric customer’s bill
in order to recoup the proceeds necessary to comply with the State enactment of Renewable
Energy Portfolio Standards (REPS). This legislation is an environmental provision to require
10% renewable energy sources such as solar and wind in the NCMPAT1 energy portfolio by
2018. The surcharges of $6.24 per year for residential, $31.20 per year for commercial, and
$312.48 per year for industrial customers are projected to generate $182,360.

WATER AND SEWER FUND REVENUES

Consumption estimates are factored in to budget the water and sewer revenues.
Consumption for water and sewer is budgeted based on a 2-8% decrease depending on
customer class due to voluntary conservation restrictions, economic recession, and industrial
load loss from plant closings. To offset the decreases in consumption and loss of other
revenues such as interest revenue, a 2.5% water and 5% wastewater rate increase is proposed
which will affect all customer classes. The rate increase will become effective January 1,
2010.

NATURAL GAS FUND REVENUES

The revenue budget is based on adding 365 residential equivalents due to customer base
growth in areas of the City and Davidson County where natural gas lines are being extended.
Consumption estimates continue to reflect warmer winter weather trends and are based on
historical trends and anticipated customer growth as it relates to natural gas consumption in
the residential, commercial and industrial classes. Adversely impacting the revenue budget
are the dwindling consumptions from the recession and plant closings in recent years.

However, the City is not changing the customer base rate; and the cost of gas component is
anticipated to be significantly lower next budget year compared to fiscal year 2008-09.
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GOLF FUND REVENUES

The revenue budget is based on historical trends in terms of rounds played, cart rentals, and
municipal club rentals. To offset the debt payment for the golf course renovations, the
General Fund subsidy to the Golf Fund has been budgeted at $168,584, which is a decrease
of $1,416 compared to the fiscal year 2008-09 transfer.

INTERNAL SERVICE FUND REVENUES

Charges for Sales and Services:

Interfund Revenues - Based on estimated expenditures for services provided by the
Garage, Group Insurance, Risk Management, and Utility Administration departments that
are reimbursed by other funds. These expenditures are the sum of the estimated percentage
of time and resources each Internal Service Fund department expends on behalf of the
respective general, enterprise, and internal service funds. These amounts are calculated
annually.

CAPITAL RESERVE FUND REVENUES

Other Financing Sources:
Transfer from Electric Fund — Funding set aside from Electric operations into capital
reserve that is restricted for future capital infrastructure replacements and expansions.

Transfer from Water and Sewer Fund - Funding set aside from Water and Sewer
operations into capital reserve that is restricted for future capital infrastructure replacements
and expansions for the water and sewer utility system.

Transfer from Garage Fund - Funding set aside from Garage to fund future equipment
needs for use by all City departments.

RATE STABILIZATION FUND REVENUES

Other Revenues:

Surplus Energy Credit Advance — Funding from the NCMPA1 advancing the City’s
electric surplus energy credits, derived from the sale of excess energy on the wholesale
energy market, to a two year option instead of the prior three year option. This funding
restriction will be used to mitigate future wholesale rate increase impacts to the City’s electric
customers.
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DEBT INFORMATION
INSTALLMENT PURCHASES

The City enters into installment purchase agreements to finance purchases of capital outlay equipment, major
capital items and construction of major capital facilities. Installment purchase agreements have been entered
into for both general government and proprietary activities and are being repaid from the applicable resources.
The debt is collateralized by a security interest in the property until the loan is liquidated.

GENERAL OBLIGATION (G.O.) BONDS

The City issues G.O. bonds to finance the purchase of major capital items and the acquisition and
construction of major capital facilities. G.O. bonds have been issued for both general government and
proprietary activities and are being repaid from the applicable resources. All G.O. bonds are collateralized by
the full faith, credit, and taxing power of the City.

REVENUE BONDS

The City issues revenue bonds to finance the purchase of major capital items and the acquisition and
construction of major capital facilities. Revenue bonds were issued for a natural gas system expansion in
1996 and in 2006. The revenue bonds are being repaid from the Natural Gas Fund. The City has been in
compliance with the covenants as to rates, fees, rentals and charges in Section 704 of the Bond Order since
its adoption in 1996. Section 704(a) of the Bond Order requires the debt service coverage ratio be no less
than 120%. The debt service coverage ratio calculation for the year ended June 30, 2008 follows:

Operating Revenues 17,973,511
Operating Expenses* 15,769,517
O perating Income 2,203,994
Nonoperating Revenues (Expenses)** 168,031
Income Available for Debt Service 2,372,025
Revenue Bond Debt Service Principal and Interest Paid 830,875
Debt Service Coverage Ratio 285%

*Per rate covenants, this does notinclude the depreciation expense of $584,544.

**Per rate covenants, this does notinclude revenue bond interest paid of $219,125.
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TOTAL OUTSTANDING DEBT PRINCIPAL AS OF JUNE 30, 2009

Installm ent T otal

Fund Purchase Bonds Debt
G eneral Fund $ 1,401,303 $ 1,445,000 $ 2,846,303
Electric Fund 5,088,463 1,590,000 6,678,463
W ater and Sewer Fund 3,184,868 3,630,000 6,864,868
N atural G as Fund 658,432 4,191,352 4,849,784
G olf Fund 1,326,195 - 1,326,195
Total $ 11,659,261 $ 10,906,352 $ 22,565,613

LEGAL DEBT MARGIN AS OF JUNE 30, 2009

As demonstrated below, the City has maintained an ample legal debt margin. This margin is based on a debt
limit of 8% of assessed valuation as required by North Carolina General Statute 159-55¢. The margin allows

for the issuance of new debt as described in the section below.

Assessed Valuation*
Debt Limit (8 percent of total assessed value)

Debt Applicable to Limitation (Gross D ebt):
Authorized and O utstanding G.O.Bonded Debt
Installment Purchase

Statutory D eductions:
Electric G.O. Bonds

Total Debt Applicable to Limitation (Net D ebt)
Legal Debt Margin A vailable

1,378,156,296
110,252,504

6,715,000
11,659,261

(1,590,000)

16,784,261

$93,468,243

*Assessed valuation is presented per North Carolina Department of Revenue Form TR-2-08 2008
Municipal Certification of Valuation and Property Tax Levies for the Fiscal Year Ending June 30, 2009.

16%

84%
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DEBT SERVICE BUDGET FOR FISCAL YEAR 2009-10

Installment Purchase Bonds
Fund Principal Interest Principal Interest

General Fund 326,455 45,625 295,000 62,270
Electric Fund 341,281 188,672 315,000 68,528
Water and Sewer Fund 304,407 114,750 225,000 156,728
Natural Gas Fund 217,187 19,767 665,152 169,219
Golf Fund 160,266 53,045 - -
Garage Fund 25173 1,300

Total $ 1,374,769 $ 423,159 $ 1,500,152 § 456,745

PROPOSED DEBT

The City of Lexington currently anticipates issuing debt in the aggregate amount of $2,560,000 during FY
2009-10. Of this total, $1.2 million in installment financing is planned for the relocation of Fire Station 2 at
the Davidson County Airport. This financing is anticipated to be issued at an interest rate of 5% or less for a
repayment period of 10 years, with one estimated semi-annual debt payment budgeted in the amount of
$75,200. Also issued simultaneously, $1,360,000 in installment financing is planned to begin construction of
an expanded utilities operations center with the first phase encompassing the natural gas operations. This
financing is also anticipated to be issued at an interest rate of 5% or less for a repayment period of 10 years,
with one estimated semi-annual debt payment budgeted in the amount of $85,500.
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