READER’S GUIDE TO THE BUDGET

Purpose

This budget book summarizes all public service programs provided by
County government and represents the annual plan for the allocation of
resources. The budget presented covers the period of July 1, 2007, to
June 30, 2008 (“fiscal year 2008”).

Process and Policies

This section explains the budget process, the budget calendar, the fund
structure, the basis of accounting/budgeting, and other financial poli-
cies.

Department Summary

Sample Fund Summary Format:

Operating Budget Departmental and Fund Summaries

For each department and fund, summary information is provided on
expenditures, revenues and staffing for FY 2006 actual results; the FY
2007 budget, both adopted and current as of March 31, 2007; and FY
2008 adopted budget. A sample of the format is provided below:

FY 2006 FY 2007 FY 2007 FY 2008
Actual Adopted Current Adopted
Budget Budget Budget
Personnel Services $
Operating Expenses
Capital Outlay
Expenditure Totals $ - - - -
Intergovernmental Revenues $

Fee & Other Revenues

Revenue Totals $

Number of FTEs
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Budget Highlights

In this section are revenue and expenditure summaries for the total
County budget and an overview of revenues, expenditures, staffing and
County organization.

Education

This section outlines the County’s appropriations to the Wake County
Public School System and Wake Technical Community College operat-
ing budgets.

Community Improvement Plan
These sections provide detailed budget information about the County’s
seven-year Community Improvement Plan.
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BUDGET PROCESS

Multi-year Business Planning Process

Wake County’s multi-year business planning process emphasizes stra-
tegic planning and target-oriented service delivery efforts. All depart-
ments develop a three-year (2007 to 2009) business plan that incorpo-
rates strategic thinking and continuous improvement. The business plan
identifies what the depart-ment wants to accomplish, how it intends to
achieve these accomplishments, the costs and revenues associ-ated with
specific plans and the measures that determine whether outcomes are
being achieved. The plan clearly defines priorities as a way to focus
attention on the most important accomplishments that should be
achieved over time.

Because the business plans provide a multi-year roadmap for resource
needs and successful management of service delivery, they are an inte-
gral part of the budget process. The business plans include the depart-
ment’s prioritization of services. Business plans are updated and refined
annually.

Development of the County Manager’s Recom-
mended Budget

The annual budget process commences in the fall of the preceding year,
with the distribution of the Budget Instruction Manual and the develop-
ment of the budget calendar. The calendar establishes the timelines for
the process, including the date of submission of departmental requests,
budget work sessions and public hearings that lead to final adoption of
the budget.

Department requests are based on Budget Instructional Manual guid-
ance. Each request must relate to the organization’s program objectives
in preparing cost estimates. In preparing the cost estimates for existing
services, departments were instructed to calculate actual costs of pro-
viding the service. This serves as the basis for determining the appro-
priate funding level. Areas of new services or enhancements to existing
services requested by departments are based on a strong definition of
the issue, strategic alignment of plan and objectives, a clear statement

of what is trying to be accomplished, and identification of oppor-
tuni-ties to collaborate or partner with others. Each expansion item is
analyzed based on these objectives. These requests are received and
compiled by the budget staff. Due to revenue constraints, departments
are encouraged to develop proposals to trade or shift expenditures
rather than seek additional funding.

The departments use a multi-step process to complete the budget re-
quests to County Commis-sioners. The process consists of (1) Describ-
ing programs and emphasizing the outcomes produced by each depart-
ment; (2) Clearly articulating measurable service objectives; (3) Identi-
fying existing or new performance measures, specifying targets for
each; (4) Identifying strategies to achieve the improvements; (5) Link-
ing resources with outcomes; and (6) Discussing requests and strategies
with the County Manager, who develops a recommended budget.

Public Input and Board Consideration

The public may view the Recommended Budget through different ven-
ues. Interested readers can access the document on the County’s web-
site, where they can view a specific section or print the entire docu-
ment. The website also displays the County Manager’s budget message
and presentation to the County Commissioners. In addition to the web-
site, copies of the Recommended Budget are distributed to all County
library locations, and copies are available to any individual requesting
one.

There are multiple ways for citizens to comment on the Recommended
Budget. On the date of the Board of Commissioners’ first June meet-
ing, two public hearings are held, one in the afternoon and one in the
evening. A “Budget-at-a-Glance” is distributed at the public hearings,
providing an overview of the Recommended Budget. In addition to the
public hearings, citizens can provide feedback through email and voice-
mail.
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After the County Manager presents the Recommended Budget, the
Board of Commissioners begins its deliberation. Following the public
hearings, the Commissioners hold a work session to discuss only oper-
ating and capital budget issues. The County Manager works with the
Commissioners to determine the budget topics covered at the work ses-
sion. At this work session, the Board considers and debates changes,
and may instruct the County Manager to modify the budget before
adoption.

Board of Commissioners’ Authorization and
Appropriations

In compliance with the North Carolina Local Government Budget and
Fiscal Control Act, the Board of Commissioners adopts an annual
budget ordinance for all governmental and proprietary funds except
funds authorized by project ordinances. All budget ordinances are pre-
pared on the modified accrual basis of accounting. The annual budget
for governmental funds and proprietary funds must be adopted no later
than July 1. Agency funds are not required by state law to be budgeted.
All capital projects funds and certain special revenue funds (e.g., Grants
and Donations, Major Facilities, and Revaluation Reserve) and expend-
able trust funds are budgeted under project ordi-nances spanning more
than one fiscal year and are controlled by project. Project appropria-
tions continue until the projects are complete.

County Manager’s Authorization

For those funds for which annual budgets are adopted, appropriations
are budgeted and controlled on a functional basis and amended as nec-
essary during the fiscal year. The County Manager is authorized to
transfer budgeted amounts within any fund; however, any transfers ex-
ceeding $75,000 between departments shall be reported to the Board of
Commissioners, except for certain transfers from the Risk Management
Internal Service Fund. Revisions that alter the total appropriations of
any fund must be approved by the Board of Commis-sioners.

Budget Implementation

Once the budget is adopted, on July 1 it becomes the legal basis for the
programs of each department of the County during the fiscal year. No
department or other agency of the County government may spend more
than approved and appropriated amounts. Financial and programmatic
monitoring of departmental activities to ensure conformity with the
adopted budget takes place throughout the year. Unencumbered appro-
priations lapse at the end of the fiscal year and are returned to fund bal-
ance for re-appropriation. The County Manager is responsible for main-
taining a bal-anced budget at all times. If there is an excess of expendi-
tures over revenues, the County Manager will take actions necessary to
rebalance the budget.

4 ~ Budget Process



BUSINESS PLANNING & BUDGET PROCESS CYCLE

Note:

New Fiscal Year
Begins
June August - Septemb
Commissioners hold public ugus eptember
hearing, work session, and Reylew e _result_s fr(_)m
adopt Operating and Capital prior year o g LeTen I
Improvement Plan Budgets BT FlE
proveme an Budg
May September - December
Formal Presentation of Departments update business
Recommended Operating plans and develop Operating
and Capital Budgets Budget requests
February September - December
Departments Submit CIP Team meets with
Operating Budget Requests Departments
for Budget Analysts Review
January January
Board of Commissioners Mid-Year Budget
Retreat Projections

This chart depicts the integration of the annual budget cycle and business planning processes.
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BUDGET CALENDAR FOR FISCAL YEAR 2008

Date

Budget Activity

October 17, 2006

Budget Instruction Manual distributed to departments

Budget Kickoff with Extended Management Team

December 17, 2006

Departmental Business Plans Updated
Departments submit FY2008 Expansion Requests

September to December 2006

Community Improvement Plan Review—Meetings conducted by Facili-
ties Design and Construction, General Services Administration and
Budget and Management Services

February 16, 2007

Departments submit FY 2008 Operating Budget Requests

May 2007 Board of Education and Wake Technical Community College submit
formal budget requests

May 21, 2007 Formal presentation of FY 2008 Recommended Budget and Community
Improvement Plan to Board of Commissioners at regularly scheduled
meeting

June 4, 2007 Public Hearing on Operating Budget, annual Community Improvement

Plan and any proposed fee or tax changes

June 11, 2007

Special Budget Work Session with Board of Commissioners

June 16, 2007

Adoption of FY 2008 Operating Budget and Community Improvement
Plan at regular Board of Commissioners meeting

6 ~ Budget Calendar for Fiscal Year 2008



FUND STRUCTURE

The County’s accounts are organized on the basis of funds and account groups, each of which is considered a separate accounting entity. The operations
of each fund are accounted for with a separate set of self-balancing accounts comprised of assets, liabilities, fund equity, revenues, and expenditures or
expenses as appropriate.

Wake County’s governmental resources are allocated to and accounted for in individual funds based upon the purposes for which they are to be spent and
the means by which spending activities are controlled. In the budget, various funds are grouped into two broad fund types and then into fund categories
within each type.

Fund Type
Special Revenue Capital Project Proprietary
General Fund Funds Funds Funds
General Fund Captial Area County Capital Solid Waste
Workforce Improvement Fund ~ Management Fund

Development Fund

Debt Service Fund  Fire Tax District South Wake
Capital Fund Landfill Fund

Emergency 911 Major Facilities

Fund Capital Trust Fund

Fire Tax District Solid Waste Capital

Fund Improvements Fund

Grants and Wake County Public

Donations Fund Schools Capital

Projects Fund

Housing and Wake Technical
Community Community College
Revitalization Capital Projects Fund
Fund

Major Facilities
Fund

Revaluation Reserve
Fund
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Governmental Fund Types

General Fund

The general fund is the primary operating fund of the County. It is used
to account for all financial resources except those required to be ac-
counted for in another fund. The primary revenue sources are ad
valorem taxes, sales taxes and federal and state grants. The primary ex-
penditures are for education, human services, public safety, environ-
mental, cultural, recreational and general governmental services.

The general fund is first subdivided into functional areas (e.g., general
government or public safety) and then further divided into individual
departments or divisions (e.g., finance department or fire/rescue divi-
sion).

Debt Service Fund

The debt service fund is used to account for principal and interest pay-
ments for bonds associated with capital projects for the County, Wake
County Public School and Wake Technical Community College.

Special Revenue Funds

Special revenue funds are used to account for the proceeds of specific
revenue sources (other than expendable trusts or major capital projects)
that are legally restricted to expenditures for specified purposes. The
County maintains seven special revenue funds: Capital Area Work-
force Development Fund, Fire Tax District Fund, Grant and Donations
Fund, Emergency 911 Fund, Housing and Community Revitalization
Fund, Major Facilities Fund and Revaluation Reserve Fund. The Emer-
gency 911 Special Revenue Fund was established pursuant to state law
[G.S. 159-26(b)(2)], which mandates that 911 revenues and expendi-
tures be accounted for in a special revenue fund.

Capital Project Funds

Capital project funds are used to account for financial resources to be
used for the acquisition or construction of major capital facilities. The
County has six capital project funds within the governmental fund
types: County Capital Improvement Fund, Wake County Public
Schools Capital Projects Fund, Wake Technical Community College
Capital Projects Fund, Fire Tax District Capital Projects Fund, Major
Facilities Capital Trust Fund, and the Solid Waste Capital Projects
Fund.

Proprietary Fund Types

Enterprise Fund

The enterprise funds are used to account for operations that are fi-
nanced and operated in a manner similar to private business enterprises
- where the intent of the governing body is that the costs (expenses, in-
cluding depreciation) of providing goods or services to the general pub-
lic on a continuing basis be financed or recovered primarily through
user charges. The County has two enterprise funds: the Solid Waste
Management Fund and the South Wake Landfill Fund.
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FUND STRUCTURE

The Chart below summarizes the relationship between County departments and the County’s fund structure
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WAKE COUNTY GOVERNMENT FISCAL YEAR 2008 ORGANIZATIONAL CHART
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BASIS OF BUDGETING AND BASIS OF ACCOUNTING

Basis of Budgeting

All funds of the County are budgeted for and accounted for during the
year on the modified accrual basis of accounting in accordance with
North Carolina General Statutes. Under the modified accrual basis,
revenues are recognized in the accounting period in which they become
measurable and available to pay liabilities of the current period. Expen-
ditures are recognized in the accounting period in which the costs for
goods or services are incurred (except for un-matured principal and in-
terest on general long-term debt, which are recognized when due).

The County maintains encumbrance accounts under which purchase
orders, contracts and other commitments are reserved against available
appropriations.

The level of control, or level at which expenditures may not legally ex-
ceed the budget, is the department level for the General Fund and the
fund level for all other funds. Any change in appropriation level of the
fund must be approved by the Board of Commissioners. The County
Manager or the Director of Budget and Management Services may ap-
prove any changes within a fund that do not require an alteration of the
appropriation level. Appropriations lapse at year-end, except appropria-
tions for the funds that are budgeted under project ordinances spanning
more than one fiscal year, which are carried forward until the project is
completed.

Basis of Accounting

Basis of accounting refers to how revenues and expenditures or ex-
penses and related assets and liabilities are recognized in the accounts
and reported in the combined financial statements.

The governmental funds (General Fund, Special Revenue and Capital
Projects Funds) are also presented on a modified accrual basis in the
combined financial statements in the Comprehensive Annual Financial
Report (Financial Statements). The accounting records for the County’s
enterprise and internal service funds are reported on a full accrual basis
of accounting. Under this basis of accounting, revenues are recognized
in the period earned and expenses are recognized in the period incurred.
The Financial Statements present the status of the County’s finances on

the basis of generally accepted accounting principles (GAAP). In most
cases, GAAP presentation conforms to the County budget presentation.
Exceptions are as follow:

e Compensated absences are accrued as earned by employees per
GAAP as opposed to being expended when paid.

e Principal payments on long-term debt within the proprietary funds
are applied to the outstanding liability on a GAAP basis as opposed
to being expended on a budget basis.

o Capital Outlay within the Proprietary Funds is recorded as assets on
a GAAP basis and expended on a Budget basis.

e Depreciation expenses are recorded on a GAAP basis only.

e The Financial Statements include fund expenditures and revenues
on both a GAAP basis and a budgetary basis for comparison pur-
poses.
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FINANCIAL POLICIES

Wake County’s financial policies establish a foundation for the fiscal
strength of County government. These policies guide the Board of
Commissioners and the County Manager as they make decisions con-
cerning resource allocations.

The financial condition of the County must be maintained at the highest
level to assure resources are available to meet the community’s ever-
changing needs. The following policies, reflecting the County’s com-
mitment to continued fiscal strength, are related to the adoption and
implementation of the annual budget. Further, they are designed to as-
sure that the County maintains the highest credit ratings possible given
prevailing local economic conditions.

Operating Budget

The County shall operate under an annual balanced budget ordinance
whereby the sum of net revenues and appropriated fund balances equals
the expenditure appropriations. Revenue projections shall be set at real-
istic and attainable levels, sufficiently conservative to avoid shortfalls,
yet accurate enough to avoid a regular pattern of setting tax rates that
produce significantly more revenue than is necessary to meet expendi-
ture requirements. The County shall not develop budgets that include
operating deficits that require the use of one-time resources to cover
recurring expenses. The County’s annual budget shall be adopted by
July 1 and shall be effective for a fiscal period beginning July 1 and
ending June 30.

Reserves

The County shall maintain a total General Fund balance of at least fif-
teen percent (15%) and an unreserved fund balance of at least 11% of
the following fiscal year’s General Fund adopted budget in order to
provide the County with adequate working capital and investment in-
come. Any unreserved fund balance is available for appropriation only
for one-time non-recurring expenses. Any appropriation to a contin-
gency account in the County’s general fund shall not exceed one per-
cent (1%) of the total general fund budget.

Revenues
The County shall diversify its revenue sources to the extent possible to

reduce reliance on the property tax. Periodically, the County will re-
view specific programs and services that are identified to be potential
areas for funding through user fees. The Board of Commissioners will
determine the level of cost recovery for the program or service. For ex-
ample, building inspection fees will be set at a level sufficient to re-
cover the full costs of the services and solid waste fees shall be set at a
level sufficient to recover the full costs of the solid waste enterprise
operations. Sound cash management practices shall augment revenues
available to the County. The County shall maintain an active invest-
ment portfolio in which 100% of all temporarily idle funds are invested
daily.

Capital Improvements

The County adopts a seven-year Community Improvement Plan (CIP)
to be revised and approved annually. The County shall appropriate all
funds for capital projects with a capital project ordinance in accordance
with state statutes. Typically, capital expenditures included as a project
in the Community Improvement Plan shall cost at least $100,000 and
have a useful life of at least ten years. The Board of Commissioners
will determine actual funding for the capital projects on an annual basis.

Debt Policies

The ability of Wake County to issue debt in the market place with a
AAA bond rating saves the citizens millions of dollars by allowing the
County to issue debt with a lower interest rate than non-AAA units.

Debt Planning Guidelines

Provide capital facilities as needed.

e Preserve the County’s AAA bond rating.

e Ensure sufficient flexibility to meet future obligations and take ad-
vantage of opportunities.

¢ The County will maintain a debt affordability model that assesses
the future impact of the current bond programs as well as the dedi-
cated funding stream used to finance the capital program. This
model provides the County with a forecast of future debt capacity
and associated debt service payments.

e The County will maintain a CIP budget planning cycle of at least
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Debt Services Polices (Cont’d)
seven years. This will provide management the ability to plan and fund
needed capital facilities.
e The following revenues are dedicated to the CIP model:
* 19.2 cents of the property tax;
*  The portion of Article 40 and 42 of sales tax that are statutorily-
dedicated to school capital;
*  Any federal, state or local grants that are used for capital im-
provement;
*  Any General Fund unrestricted interest earnings. The County
will dedicate unrestricted General Fund interest income to the
Debt Service Fund, which it uses to account for all its debt ser-
vice payments. This dedication matches interest earnings on
investments with interest expense on variable rate debt as eco-
nomic conditions vary.

Debt Service Guidelines

Many ratios and rankings are reviewed by the rating agencies. The
County does not directly control most of the economic indicators used
by the rating agencies, such as per capita wealth, growth of the labor
force and unemployment rates; however, several are controlled by man-
agement and are addressed below. The County will compute the follow-
ing debt calculations each year and benchmark against other AAA-rated
units. When available, statistics are included with ratios from the 42
AAA-rated counties nationwide. Although the Board of Commission-
ers has not formally adopted specific debt limits, these standards pro-
vide the framework for developing the County’s Community Improve-
ment Plan.

Guideline 1: The Debt Service Fund will maintain a fund balance that
is no less than 19% of the subsequent fiscal year’s debt service pay-
ments through November. The 19% represents approximate debt ser-
vice payments through November. The debt model currently exceeds
this guideline.

Guideline 2: The County’s seven-year capital plan should be funded
with debt funding comprising 70% - 85% of the total funding; cash
(“pay-as-you-go”) funding should make up the remaining 15% - 30%.
Pay-as-you-go funding provides the County with a flexible cash flow so
that the debt can be issued at the most opportune market time rather
than when construction payments are due. A pay-as-you-go component
to the capital program is a significant element that contributes to the
financial integrity of the County and its ability to maintain a AAA bond
rating. The debt model currently meets this guideline.

Guideline 3: To promote asset and liability management, the County
will issue variable rate debt. However, the long-term variable rate debt
component should not exceed 25% of the County’s total outstanding
debt. The concept of this management tool is that the County matches
interest income from investments with interest expense on the variable
rate debt in the debt service fund. These revenues and expenditures (or
asset and liabilities) move in the same direction as they react to market
conditions. This concept is used by many “AAA” units to take advan-
tage of historically lower variable debt rates while reducing the stress
on budgeting. Wake County currently has 21.4% in variable rate
debt.

Guideline 4: The average AAA- rated entity repays 70% of bond prin-
cipal within 10 years, one of the factors considered by the rating agen-
cies. Wake County will pay 61% of bond principal within 10 years.

Guideline 5: The amount of general obligation net debt (including mu-
nicipal net debt) per capita should be consistent with other AAA units.
Per capita debt is considered to be a basic benchmark that depicts a ju-
risdiction’s burden on the general population. Net per capita debt at
June 30, 2007 will be $1,917 and will be monitored annually.

Guideline 6: The combined County and municipal debt should not
exceed four percent of the countywide tax base. Based on historical
funding levels as well as standards used by credit rating analysts, it is
advisable that the County not incur a level of total outstanding general
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obligation debt that exceeds four percent of the tax base. This level of
debt includes debt issued by Wake county government as well as debt
issued by the various municipalities within the boundaries of Wake
County. Municipal debt is included since the municipal taxpayer bears
the burden of debt issued by the respective municipal government and
by county government (in North Carolina property within municipal
boundaries is also within the county boundaries). Furthermore, credit
rating analysts typically consider this total debt level in a layered sys-
tem of governments such as exist in Wake County. As of June 30,
2006, the combined debt was approximately $4,888 million or 2%
(percent) of the countywide tax base.

Guideline 7: Wake County government’s net outstanding debt should
not exceed 2.5% of the countywide tax base. North Carolina state law
permits local governments to issue debt up to eight percent of the total
assessed valuation. Consistent with the County’s desire to maintain a
AAA bond rating, Wake County has adopted 2.5% as a guideline. The
County’s debt per assessed valuation is currently at 1.92% as of
May 2007.

Guideline 8: Wake County’s annual debt service payments should not
exceed 20% of the general fund and debt service budget. The County’s
annual debt service payment will not exceed 20% of the General Fund
and Debt Service Fund budgets. (Note: Divide total annual debt service
payments by the totals of the General Fund expenditure budget plus the
Debt Service Fund expenditure budget, less the transfer between the
two funds.) This computation is a ratio that rating agencies use to judge
the government’s ability to make debt payments and to continue to re-
spond to operating priorities. As of June 30, 2006 Wake County’s
debt service payments were 14.41% of the general and debt service
fund budgets.

User Fee Policy

North Carolina General Statutes (NCGS) authorize the setting of fees
by counties in Section 153A - 102. The statute reads: “The board of
commissioners may fix the fees and commissions charged by county
officers and employees for performing services or duties permitted or

required by law. The board may not, however, fix fees in the General
Court of Justice or modify the fees of the register of deeds prescribed
by G.S. 160-10 or the fees of the board of elections prescribed by G.S.
163-107.”

The purpose of the User Fee Policy is to establish guidelines, in accor-
dance with NCGS 153A-102, which shall be used by the County Man-
ager to determine fees and commissions that are not statutorily re-
stricted. Furthermore, this policy also establishes guidelines for the
county government regarding the institution of fees for performing ser-
vices or duties permitted or required by law.

User fees are an allowable manner of paying for services that generate
direct benefits to persons who receive the service. The County encour-
ages the establishment of fees at a level that maximizes revenues. Fees
shall be developed based on the cost of providing services and county-
wide goals and objectives as set by the Board of Commissioners.

All user fees shall be evaluated annually and updates shall be presented
to the Board of Commissioners during the annual budget process.

Fees charged to individuals or organizations for participation in govern-
ment-regulated activities, such as building permits, land disturbance
fees, and code enforcement permits, are considered “regulatory fees.”

Regulatory fees shall be set at a level that strives to recover full costs
(direct and indirect costs, such as depreciation or usage costs associated
with capital assets) of providing the service, unless statutory restrictions
limit the fee amount.

Non-regulatory fees are charged for a wide variety of services; there-
fore, more in depth criteria must be used in establishing the fees. There
are two primary purposes for non-regulatory fees: 1) to influence the
use of the service and 2) to increase equity. The determination of the
level of cost recovery varies based on which purpose applies.

A. If the purpose of the fee is to regulate and influence the use of the
service, the fee shall be set to respond to demand. The amount of
costs recovered shall be secondary, with impact on demand being the
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primary guiding principle.

1. If the purpose of the fee is to discourage use of the service,
fees shall be set at a level to recover full costs of providing the
service.

2. If the purpose is to provide a service for a fee but not dis-
courage its use, fees shall be set so that demand for the service
is not significantly reduced, while recovering partial costs of
providing the service.

B. If the purpose of the fee is to improve equity by charging users for
the consumption of goods and services, the following criteria should
be considered in setting the fee:

1. Ifthe service is purely a private good and does not enhance
community-wide quality of life, the fee shall be set according
to market rates and shall strive for full cost recovery. Whether
or not the service is deemed to enhance community-wide qual-
ity of life will depend on the goals and objectives of the
County.

2. If the service provides broader public benefits through its
consumption, thereby enhancing community-wide quality of
life, the fee shall be set so that use of the service is not discour-
aged, demand for the service is unchanged and partial recovery
of costs is obtained.

3. If low-income citizens are included in the population of
service recipients, fees for their participation shall be set to re-
cover partial costs of providing the service, as long as this can
be accomplished without precluding their use. A sliding-scale
fee is one strategy for accomplishing this.

If a service is provided by the County using general fund dollars to
fully fund the service (therefore no fee charged), it is acceptable to set a
fee for the use of the service for nonresidents of the County. An exam-
ple of this includes public libraries.

User Fee Policy adopted by the Board of Commissioners on March 13,
2000.

Business Investment Grant Policy

Policy Objective: Support the development of an economic environ-
ment that attracts or encourages new investment, creates new jobs, and
results in a diverse tax base.

Eligible Projects: A company (“Economic development projects”)
may be eligible for a Business Investment Grant if they meet both a
New Investment Threshold and New Jobs Threshold. Special consid-
eration may be given to corporate, regional, or divisional headquarters
projects for Fortune 500 companies and large international companies.

New Investment Threshold: New or existing companies may be eligi-
ble for a Business Investment Grant for new investments, which exceed
$100,000,000 (one hundred million dollars) in 2004 dollars. For each
subsequent year, the amount of new investment will be increased by
CPI and rounded to the nearest million dollars. New investment is de-
fined as, “improvements to real estate, machinery, equipment, and other
business personal property.” The value of land is not included in the
calculation of new investment. New investment must exceed
$100,000,000 in assessed valuation, as determined by the Wake County
Revenue Department. Existing Wake County businesses may be eligi-
ble for a Business Investment Grant for new investments, which exceed
$50,000,000 in 2004 dollars provided that existing taxable assessed
valuation exceeds $75,000,000 in the year the grant agreement is ap-
proved. Only the value of the new investment will be used to calculate
the amount of the incentive grant.

New Jobs Threshold: New or existing companies are eligible for a
business investment grant when the investment threshold is met and at
least 50 new jobs are created. New jobs are defined as a net increase in
the company’s number of full-time, Wake County employees. A full-
time employee is defined as a person who is employed by the company
for at least 35 hours per week and whose wages are subject to withhold-
ing. The average wage for new jobs must pay 120% of the average
wage for Wake County, as defined by the North Carolina Department
of Commerce Finance Center. (In 2004, the average wage was $605 per
week; 120% would be $726 per week.) Existing Companies are eligible
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Business Investment Grant Policy (Cont’d)

for a Business Investment Grant when the investment threshold is met,
the company currently employs at least 250 full-time employees, and at
least 50 new jobs are created. The average wage for the new and exist-
ing jobs must pay 120% of the average wage for Wake County, as de-
fined by the North Carolina Department of Commerce Finance Center.

The Company must also agree to provide health insurance in at least the
minimum amount required for tax credits under the William S. Lee Act,
as it existed on the date of the approval of the policy. Under these pro-
visions, a company must provide health insurance for full-time posi-
tions and pay a minimum of 50% of the premiums.

Revised policy adopted by Board of Commissioners on October 17,
2005

Summary of Significant Accounting Policies

The accounting policies of the County conform to accounting principles
generally accepted in the United States of America (GAAP) as applica-
ble to governments. The Governmental Accounting Standards Board
(GASB) is the accepted standard-setting body for establishing govern-
mental accounting and financial reporting principles in the United
States. The following is a summary of the more significant accounting
policies:

Deposits and Investments All deposits of the County are made in
board-designated official depositories and are secured as required by
State Law [G.S. 159-31]. The County may designate as an official de-
pository any bank or savings and loan association whose principal of-
fice is located in North Carolina. Also, the County may establish time
deposit accounts such as NOW and SuperNOW accounts, money mar-
ket accounts and certificates of deposit.In compliance with the North
Carolina Local Government Budget and Fiscal Control Act, the Board
of County Commissioners adopts an annual budget ordinance using the
modified basis of accounting for all governmental and proprietary funds
except funds authorized by project ordinances. The annual budget for
governmental funds and proprietary funds must be adopted no later than
July 1. Agency and pension trust funds are not required by state law to

be budgeted. All capital projects funds and special revenue funds other
than the Special Tax District and the Major Facilities Funds are budg-
eted under project ordinances spanning more than one fiscal year and
are controlled by project. Project appropriations continue until the pro-
jects are complete. The Debt Service Fund is also budgeted annually.

State law [G.S. 159-30(c)] authorizes the County to invest in obliga-
tions of the United States or obligations fully guaranteed both as to
principal and interest by the United States; obligations of the State of
North Carolina; bonds and notes of any North Carolina local govern-
ment or public authority; obligations of certain non-guaranteed federal
agencies; certain high quality issues of commercial paper and bankers'
acceptances; and the North Carolina Capital Management Trust
(NCCMT), a Securities and Exchange Commission registered (2a-7)
mutual fund.

As required, the County’s investments are stated at fair value as deter-
mined by quoted market prices. The NCCMT Cash Portfolio securities
are valued at fair value, which is the NCCMT’s share price. The
NCCMT Term Portfolio securities are valued based upon a matrix pric-
ing system and/or appraisal by a pricing service. Except for the Pen-
sion Trust Fund and unspent bond proceeds, the County pools moneys
from several funds to facilitate disbursement and investment and maxi-
mize investment income. Income from pooled moneys is allocated to
participating funds based on the funds' respective share of total pooled
cash and investments. The County pools moneys from several funds to
facilitate disbursement and investment and to maximize investment in-
come. Therefore, all cash and investments are essentially demand de-
posits and are considered cash and cash equivalents. All deposits of the
County are made in board-designated official depositories and are se-
cured as required by State Law [G.S. 159-31]. The County may desig-
nate as an official depository any bank or savings and loan association
whose principal office is located in North Carolina. Also, the County
may establish time deposit accounts such as NOW and SuperNOW ac-
counts, money market accounts and certificates of deposit.

Receivables and Payables Outstanding balances between funds are
reported as “due to/from other funds”. Any residual balances out-
standing between the governmental activities and the business-type ac-
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tivities are reported in the government-wide statements as “internal bal-
ances.” State law [G.S. 159-30(c)] authorizes the County to invest in
obligations of the United States or obligations fully guaranteed both as
to principal and interest by the United States; obligations of the State of
North Carolina; bonds and notes of any North Carolina local govern-
ment or public authority; obligations of certain non-guaranteed federal
agencies; certain high quality issues of commercial paper and bankers'
acceptances; and the North Carolina Capital Management Trust
(NCCMT), a Securities and Exchange Commission registered (2a-7)
mutual fund.

Taxes Receivable: In accordance with State law [G.S. 105-347 and
G.S. 159-13(a)], ad valorem taxes for property other than vehicles are
levied on July 1, the beginning of the fiscal year and are due on Sep-
tember 1 (lien date); however, no penalties or interest are assessed until
the following January 6. Property taxes on certain registered motor ve-
hicles are assessed and collected throughout the year. The taxes are
based on the assessed values as of January 1, 200320042005.As re-
quired, the County’s investments are stated at fair value as determined
by quoted market prices. The NCCMT Cash Portfolio securities are
valued at fair value, which is the NCCMT’s share price. The NCCMT
Term Portfolio securities are valued based upon a matrix pricing system
and/or appraisal by a pricing service. Except for the Pension Trust
Fund and unspent bond proceeds, the County pools moneys from sev-
eral funds to facilitate disbursement and investment and maximize in-
vestment income. Income from pooled moneys is allocated to partici-
pating funds based on the funds' respective share of total pooled cash
and investments. The County pools moneys from several funds to fa-
cilitate disbursement and investment and to maximize investment in-
come. Therefore, all cash and investments are essentially demand de-
posits and are considered cash and cash equivalents.

Deferred Revenues: Ad valorem taxes collected within 30 days after
the fiscal year end for the year ended June 30, 200420052006 and prior
years are accrued within the funds because the amounts are considered
measurable and available. The remaining ad valorem taxes receivable
are not accrued, as the amount is not considered available. These taxes
receivable are significantly past due and are not considered to be an
available resource to finance the operations of the subsequent year.

GAAP states that property taxes, which are measurable but not avail-
able, should be initially recorded as deferred revenues under the modi-
fied accrual basis of accounting. The receivable amount is reduced by
an allowance for uncollectible taxes and an amount equal to the net re-
ceivable is shown as deferred revenue on the combined balance sheet.
In addition, property taxes collected in advance of the fiscal year to
which they apply are recorded as deferred revenues.

Allowances for Uncollectible Accounts: Allowances for uncollectible
accounts are maintained on all types of receivables that historically ex-
perience uncollectible amounts. Allowances are based on collection
experience and management's evaluation of the current status of exist-
ing receivables.

Inventories and Prepaid Expenditures: Inventories are valued at cost,
using the weighted average method. The inventories of the General
Fund consist of expendable supplies and are recorded as expenditures
when consumed. The General Fund inventories reported on the fund
balance sheet are offset by a fund balance reserve, which indicates that
it does not constitute a resource available for appropriation. Certain
payments to vendors reflect costs applicable to future accounting peri-
ods and are recorded as prepaid items in both government-wide and
fund financial statements.

Capital Assets: Capital assets that are purchased or constructed are
recorded at historical cost. Donated assets are recorded at estimated
market value at the time of donation. The County defines capital assets
as assets with an individual cost of more than $5,000, and an estimated
useful life of more than two years. The cost of normal maintenance and
repairs that do not add to the value of the asset or materially extend as-
set lives are not capitalized. The County will capitalize infrastructure
assets that were acquired or constructed prior to July 1, 2001 in a subse-
quent fiscal year.

The County began to retroactively report its infrastructure assets during
fiscal year 2005. The County chose to include all assets over the capi-
talization threshold of $5,000 that have been acquired since July 1,
1980. The infrastructure assets are recorded at historical cost.
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Depreciation is computed using the straight-line method. Any interest
incurred during the construction phase of proprietary fund type capital
assets is reflected in the capitalized value of the asset being constructed.
Capital assets are depreciated on the following basis:

e Buildings 40 years

e Improvements 40 years

e Infrastructure 20-50 years

e Vehicles and Motorized Equipment 5 years

e Machinery and Equipment 3 years

e Land used for landfills is depleted using the straight-line

method over its expected useful life of 3 years.

Long-Term Debt: In the government-wide financial statements, long-
term debt and other long-term obligations are reported as liabilities in
the applicable governmental activities statement of net assets. Bond
premiums and discounts, as well as issuance costs, are deferred and
amortized over the life of the bond using the straight line method.
Bonds payable are reported net of the applicable bond premium or dis-
count. Bond issuance costs are reported as deferred charges and amor-
tized over the term of the related debt. In the fund financial statements
governmental fund types report the face amount of debt issued as an
other financing source. Bond premiums and discounts, as well as bond
issuance costs, are recognized during the current period. The face
amount of the debt issued and any related premium are reported as
other financing sources. Discounts on issuance are reported as other
financing uses. Issuance costs are reported as a reduction of proceeds.
The special obligation bonded debt issued for solid waste construction
is carried within the enterprise funds The debt service requirements for
the special obligation debt are being met by system revenues.

Compensated Absences: The vacation policy of the County provides
for the accumulation of up to thirty days earned vacation leave with
such leave being fully vested when earned. An expense and a liability
for vacation pay and salary-related payments are accrued as the leave is
earned in the government-wide and proprietary fund financial state-
ments. The compensated absences liability is liquidated using funds to
which the liability accrued as the accumulated leave is used. The
County's sick leave policy provides for an unlimited accumulation of
earned sick leave. Sick leave does not vest but any unused sick leave

accumulated at the time of retirement may be used in the determination
of length of service for retirement benefit purposes. Since the County
has no obligation for the accumulated sick leave until it is actually
taken, no accrual for sick leave has been made.

Fund Equity: In the fund financial statements, governmental funds
report reservations of fund balances for amounts that are not available
for appropriation or are legally restricted by outside parties for use for a
specific purpose. Designations of fund balance represent tentative man-
agement plans that are subject to change. State law [G.S. 159-
13(b)(16)] restricts the appropriation of fund balance to an amount not
to exceed the sum or cash and investments minus the sum of liabilities,
encumbrances and deferred revenues arising from cash receipts as those
amounts stand at the close of the fiscal year preceding the budget year.
Net assets in government-wide and proprietary fund financial state-
ments are classified as invested in capital assets, net of related debt;
restricted; and unrestricted. Restricted net assets represent constraints
on resources that are either a) externally imposed by creditors, grantors,
contributors, or laws or regulations of other governments or b) imposed
by law through state statute.
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Capital and Debt

Wake County uses a long-term financial planning model for its Com-
munity Improvements Plan (CIP) and the General Fund. The County
funds its CIP through a dedicated funding approach. Dedicated reve-
nues include portions of the County’s property tax (currently 19.2
cents) and sales taxes plus the income from the County’s investments,
including investments held in the County’s general fund, capital pro-
jects funds and debt service fund.

The CIP is financed from a combination of debt and cash financing.
The CIP-dedicated revenues are deposited into the County’s debt ser-
vice fund and capital projects funds. Revenues deposited into the
County’s debt service fund are used to pay debt service on the County’s
general obligation bonds and revenues deposited into the County’s
capital projects funds are used to pay capital project expenditures di-
rectly.

The primary revenues deposited into the debt service fund include a
portion of the property tax (currently about 67% of the 19.2 cents) plus
the entire portion of sales taxes that is required by state law to support
public school capital outlay. Investment income from the County’s
general fund and debt service fund is the other source of revenue. The
remaining 33% of the 19.2 cents property tax plus various other reve-
nues are deposited into the County’s capital projects funds.

The County uses its long-term financial planning model to balance
revenues, expenditures and fund balances over time to ensure that CIP
needs are met while maintaining compliance with federal tax law re-
lated to tax-exempt bonds. Key assumptions in the model include the
projected rate of growth of property and sales taxes and projected inter-
est rates on County investments and future borrowings. The County
continually reviews model assumptions and CIP needs to ensure that
the CIP stays on track and, if necessary, makes adjustments to the long-
term financial plan long before any shortfall arises.

Operating
Recently, the County has developed a similar long-term financial plan-
ning model for its general fund, taking into account general fund reve-

nue, expenditures, transfers, and fund balance. The County uses the
model to consider both County and school operating needs over a four-
year period and make decisions regarding tax rates, resource allocation
and fund balance level. The County management believes that a multi-
year planning model for operating purposes permits it to better antici-
pate and plan for long-term operating requirements, increase its lead
time for key operating decisions, and improve its assessment of the
long-term impact of actions taken in connection with the current year
operating budget. In addition, the model assists in balancing CIP and

long-term operating needs.

Key assumptions in the general fund model include the same growth
rates of property and sales taxes as in the capital financial model. Other
areas where assumptions are made include operating impact of capital
facilities that will open during the coming years, pay increases, and
contractual increases. Most revenue estimates are based upon historical
growth rates while departmental expenditures are held flat except for
Human Services. The Human Services Department typically receives
additional revenue from the State; consequently, its budget is expected
to continue to increase each year. In addition to building in the operat-
ing impact of new schools when they are opened, the general funds
model provides for additional funding each year based upon student
growth.

Note: Additional information on the financial planning model is found
behind the tab labeled Financial Planning Model.
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The County’s leadership and management believe that a long-range
approach to budgeting provides the foundation for effective annual
operating budgets that support the County’s long-range goals and ob-
jectives. The Board participates in numerous long-range planning ef-
forts, including:

e Board of Commissioners’ goal-setting and
e Long-range Financial Modeling.

Board of Commissioners’ Goals

At the Board of Commissioners’ Planning Retreat on January 26, 2007,
the Board identified eight focus areas to address the opportunities and
challenges posed by a rapidly growing urban county. The Board consid-
ers these issues to be of significant and immediate importance to the
community.

The eight focus areas are:
Educated Citizenry
Health Community

Vital Economy

Safe Community

Environmental Stewardship
Cultural Awareness

Strong Leadership & Governance
Mobility/Access to Transportation

Within these eight focus areas, the Board identified nine high-priority
goals for 2007:

1. Blue Ribbon Committee on the Future of Wake County: Imple-
ment Blue Ribbon Committee recommendations, including seeking
authorization from the General Assembly for a 1-cent sales tax to
be used for transportation and school construction.

2. Quality-of-Life Bond Initiatives: Initiate a bond referendum in
fall 2007 for Wake Tech, Libraries, and Open Space.

3. Citizens Facility Advisory Committee: Take an active role with
the Citizens Facility Advisory Committee to evaluate cost-effective
strategies for the school capital building program.

4. Mental Health Reform: Work with Wake County’s state legisla-
tive delegation and local stakeholders to design and implement a
continuum of care to compliment the 44-bed expansion at Holly
Hill Hospital.

5. Community Assessment: Present the results of the Wake County
Community Assessment, being released February 2007, and recom-
mend an implementation plan.

6. Stormwater Task Force: Complete the work of the County-wide
Stormwater Task Force and recommend an implementation plan.

7. Anti-Littering: Evaluate and implement a series of anti-littering
measures that include strategies for education, cleanup, and en-
forcement.

8. Economic Development/Certified Sites: Work with the munici-
palities and the Greater Raleigh Chamber of Commerce to create an
inventory of sites for large-scale economic development.

9. Gang Prevention: Implement strategies from the Gang Prevention
Task Force.

Wake County will continue to work on implementing the following
goals from 2006 as part of its ongoing operations:

1. Changing Faces: Study the impact of changing demographics on
Wake County services and programs to guide plans now and in the
future.

2. Urban County Leadership: Take a leadership role among the
largest, urbanizing counties to discuss common issues and promote
common legislative agendas, involving transportation, water sup-
ply, Medicaid financing and air quality, for example.

3. Criminal Justice Trends: Assess the impact on the County's
criminal justice system resulting from the effects of mental health
reform and the increased use of illegal drugs.

4. Citizen Awareness: Implement strategies to increase citizen
awareness of and support for Wake County services.

5. Criminal Justice Facilities: Implement a courthouse and criminal
justice long-term capital plan.

6. Transportation Strategies: Continue to work with the Capital
Area Metropolitan Planning Organization to identify and imple-
ment transportation strategies to address the needs of Wake County
and municipalities.

7. Unincorporated Growth/ETJ: Reconfirm the County’s approach
to how development should occur in the unincorporated areas and
evaluate the County’s criteria for extraterritorial jurisdiction expan-
sion for municipalities.
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