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Town of Oak Island

4601 E. Oak Island Drive
Oak Island, NC 28465

Telephone (910) 278-5011
Fax (910) 278-3400

January 25, 2012

Honorable Mayor and Members of the Town Council
Town of Oak Island,
Oak Island, North Carolina

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the Town of Oak Island
for the fiscal year ended June 30, 2011. Responsibility for both the accuracy of the presented data and the
completeness and fairness of the presentation, including all disclosures, rests with Town management. To
provide a reasonable basis for making these representations, management of the Town has established an
internal control framework that is designed both to protect Town assets from loss, theft, or misuse and to
compile sufficient reliable information for the preparation of the Town’s financial statements in conformity
with generally accepted accounting principles (GAAP). Because the cost of internal controls should not
outweigh their benefits, the Town’s framework of internal controls has been designed to provide reasonable
rather than absolute assurance that the financial statements will be free from material misstatement. As
management, we assert that, to the best of our knowledge and belief, this financial report is accurate in all
material respects; it is presented in a manner designed to present fairly the financial activity of its various
funds and component unit; and all disclosures necessary to enable the reader to gain an understanding of
the Town’s financial activities have been included.

The General Statutes of North Carolina (Section 159-34) require an independent financial audit of all local
governmental units. The Town’s financial statements have been audited by Berry Padgett & Chandler,
PLLC a firm of licensed certified public accountants appointed by Town Council. The goal of the
independent audit was to provide reasonable assurance that the financial statements of the Town for the
fiscal year ended June 30, 2011, are free of material misstatement. Their audit was performed in
accordance with generally accepted auditing standards and government auditing standards, and
accordingly, included such test of the accounting records and such other auditing procedures as they
considered necessary in the circumstances. The independent auditor concluded, based upon the audit, that
there was a reasonable basis for rendering an unqualified opinion that the Town’s financial statements for
the fiscal year ended June 30, 2011 are fairly presented in conformity with accounting principles generally
accepted in the United States of America. The independent auditor’s report is presented as the first
component of the financial section of this report.

The independent audit of the financial statements of the Town was part of a broader, federal and state
mandated “Single Audit” designed to meet the special needs of grantor agencies. The standards governing
Single Audit engagements require the independent auditor to report not only on the fair presentation of the
financial statements, but also on the audited government’s internal controls and compliance with legal
requirements involving the administration of federal and state awards. GAAP requires that management
provide a narrative introduction, overview, and analysis to accompany the basic financial statements in the
form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is designed to
complement the MD&A and should be read in conjunction with it. The Town of Oak Island’s MD&A can
be found immediately following the independent auditor’s report.



PROFILE OF THE TOWN

The Town of Oak Island is located in Brunswick County in southeastern North Carolina. The Town, with a
south-facing beach, is the largest island in the County with a length of 12.6 miles and an average width of
approximately 1 mile. Portions of the Town are on the mainland, which is north of the Atlantic Intracoastal
Waterway. The Town was formed July 1, 1999 by an act of the North Carolina General Assembly
consolidating the former Town of Long Beach and Town of Yaupon Beach. The 2010 census set the
Town’s population at 6,830, a decrease from the previous year’s estimate of 8,594 that was provided by the
State of North Carolina’s Office of Management and Budget. Town officials believe that the 2010 census
number to be low and are currently evaluating various data to determine whether the Town should
challenge this result. The Town is empowered to levy a property tax on the appraised value of all real and
certain tangible personal property located in the Town. Brunswick County and the Smithville Township
Hospital District are the only other units levying taxes within the Town’s corporate limits. The Town is
also empowered by statutes to extend its corporate limits by annexation and has utilized voluntary
annexation as a means to incorporate areas on the mainland.

The Town has a Council-Manager form of government. The Council is comprised of the Mayor and five
Council members. The Mayor and Council members are elected on an at-large, non-partisan basis. The
Mayor is elected every two years and the Council members are elected every four years with staggered
terms. The Council is the legislative body of Town government with the Mayor as presiding officer and
voting in case of a tie. The Town Manager is appointed by and serves at the pleasure of the Council and is
responsible for carrying out the policies and ordinances of the Council and in administering the daily
operations of the Town through appointed department heads.

The Town provides its citizens with a wide range of services that include police, fire, cultural and
recreation activities, sanitation, streets, public improvements, planning and zoning and general
administrative services. The Town also operates a combined water and sewer utility system, a golf course
and provides solid waste and storm water management services.

The annual budget serves as the foundation for the Town of Oak Island’s financial planning and control.
Each year all Town departments are required to submit requests for appropriation to the Town Manager,
who then compiles a proposed budget and presents it to the Town Council for review. The Council is
required to hold a public hearing on the proposed budget and to adopt a final budget by July 1 of the fiscal
year, or the Council must adopt an interim budget that covers that time until the annual ordinance can be
adopted. The annual ordinance includes appropriations for the General, the Special Revenue and the
Enterprise funds. Note 1 provides additional information on the budgetary data. Budget-to-actual
comparisons are provided in this report for each individual governmental fund and enterprise fund for
which an appropriated annual budget has been adopted. Also included are budget-to-actual comparisons
for each governmental fund and enterprise fund for which a pro;ect—length budget has been adopted (i.e.
capital project funds.).

FACTORS AFFECTING FINANCIAL CONDITION

The information presented in the financial statements is perhaps best understood when it is considered from
the broader perspective of the specific environment within which the Town of Oak Island operates.

Local Economy. The Town of Oak Island economy is driven primarily by tourism and tourism-related
businesses. Retail, service and hospitality sectors function on a year-round basis while major activity takes
place during the seasonal, vacation period. Additional sectors of the local economy include real estate and
property management services, construction and building supply, financial services as well as professional
services including accounting, legal, engineering and surveying. Brunswick County, in which the Town is
located, has been one of the fastest growing counties in North Carolina and in the United States in recent
years. Over the past ten years, the permanent County and Town population grew at an annual rate of
approximately 5% and 2.5%, respectively. This growth coupled with the Town’s coastal location fueled
the construction and real estate industry of the Town over the same period of time. As expected with the
recent years’ economic downturn across the Nation and State, the Town experienced decreases in the



revenue streams that are driven by the economy, such as its sales taxes, Powell Bill revenues and
accommodations tax revenues. However, in FY 2010-2011, the sales tax revenues that are distributed to
the Town by the State of North Carolina leveled and the tourism-related accommodations tax revenue
increased by 7 percent, indicating an upswing in tourism and related economic activity. The Town’s
previous year increase in building permit activity that was attributed to the increase in plumbing permit
issuances for property owners preparing to hook up to the Town’s new wastewater system remained at the
increased level during the current year. The Town’s number of building inspections jumped to 13,278, a
level that had not been reached since 2007.

Long-term financial planning and major initiatives. The Town values an attractive, family oriented
beach community, a strong commitment to environmental protection, adequate public facilities and a
variety of local recreational opportunities while maintaining a strong financial position. The Town of Oak
Island has placed an emphasis on planning for these values and growth of the community by utilizing a
twenty-year Capital Improvement Plan to help forecast the current and future capital needs of the Town.
The Capital Improvement Committee is made up of seven citizen volunteers, appointed by Council, who
develop the Capital Improvement Plan that is then reviewed and updated on an annual basis. Some of the
more significant accomplishments for the year and major program initiatives for the future are identified
below:

Wastewater Collection Project. The Town, located in a coastal environment, has recognized that providing
sewer service to all properties will enable protection of the environment that draws both residents and
visitors alike to this community. The original sewer system of the Town was capable of serving only a
small portion of the community; therefore the Town entered the planning and designing phase for a town-
wide sewer collection system in 2005. The Town partnered with Brunswick County to provide for the
treatment of the Town’s sewer collection and the County undertook a project to expand their treatment
facility which coincided with the timing of the Town’s collection system project. The Town substantially
completed the collection system in two phases, with approximately one-third of the customers connecting
at the completion of phase one and the remaining two-thirds planned for connection following the
completion of phase two. The Town’s direct cost in this project was funded through a combination of State
grants, State low-interest loans and Town revenue bonds. The Town’s indirect cost, the proportionate share
of the Brunswick County Wastewater Treatment Facility, will be paid back through annual payments to the
County in accordance with the Sewer Service Agreement.

As of June 30, 2011, the entire Wastewater Collection Project was substantially complete and operating
with the County’s plant expansion also complete and accepting wastewater flow from the Town for
treatment.

The Town obtained legislative approval to create a Sewer District which enabled the Town to increase
revenues through a Sewer District Fee. The wastewater project special assessment that was set early in the
planning stages was intended to cover the entire capital cost of the project; however, the Town saw a
significant increase in total project cost that was due to the time lapse in the planning stages as well as
changes made to the overall project plan and final design. To recover the additional capital costs through
the user rate would create an inequitable sharing of these costs between the developed (users) and
undeveloped parcels. The creation of the Sewer District enabled the Town to more equitably distribute the
additional costs to all parcels that benefit from the Town’s wastewater system. In fiscal year 2010, the
Town implemented a Sewer District Fee and it adopted the same fee for fiscal year 2011.

Water Access. Providing public access to the various waterways within and around the Town is of great
importance to Council and administration. In recent years, several water access projects have been
completed and the Town is currently tasked with maintaining all of the various access points. Continuing
re-nourishment of the beaches is planned for in the twenty-year capital improvement plan. The Town will
be providing a portion of this funding through two percent (2%) of the accommodations tax that is charged
on short-tem rentals. Each year, the revenue from this tax is held in reserve in the Accommodation Tax
Special Revenue Fund and will remain there until needed to fund a beach re-nourishment project.



Street Resurfacing. The Town has included in its capital improvement plan a multi-year project to
resurface the majority of the streets on the island. In the planning phases of the new wastewater collection
system project, it was known that damage would have to occur to the Town’s streets during the
construction phase of the project. The Town receives an annual distribution of revenue from the State
(Powell Bill funds) that is restricted for street repairs and maintenance and the Town has been setting aside
these funds for several years in an effort to accumulate a portion of the funding that will be needed for the
street resurfacing project.

Electronic Meter Replacement Project. The Town continues with its multi-year project to replace all water
meters in the Town with new meters that can be read electronically. In order to pay for this project with
current revenues instead of debt proceeds, the Town decided to spread this project over several years. By
switching to the new meters, the Town will be able to utilize personnel more effectively in the repairs and
maintenance functions of the utility systems and will be able to reduce the error rate in meter readings. The
completion of this project will increase the effectiveness, efficiency and accuracy in several utility
functions.

Second Bridge to Oak Island. A new bridge providing a second crossing of the Intracoastal Waterway
(ICW) into the Town of Oak Island was completed and opened to traffic in the fall of 2010. The Town is a
barrier island of approximately 12 miles in length and previously had only one bridge located near the east
end of the island that crossed the ICW. The second bridge provides access to the western section of the
island as well as some relief from the traffic congestion that has occurred from the rapid growth of the area
over the past several years. The additional access also provides island residents and visitors an aid in
evacuating the island in the event of a coastal storm or other emergency situation wherein public safety
officials determine such measures are necessary. This was a construction project of the North Carolina
Department of Transportation and was funded by the same in the amount of $37 million. The Town
financially participated in this project by bearing the cost of water line relocations and by advancing the
installation of the wastewater collection lines in the area of the new bridge.

Relevant financial policies. The Town has a fiscal policy that directs management to strive to maintain
unrestricted fund balance in the general fund of no less than 25% of the annual General Fund Budget. As
of June 30, 2011, the Town’s fund balance percentage was at 23.84%. For fiscal year 2010-2011, the Town
adopted an extremely conservative budget and at the end of the fiscal year, revenues were higher than
budgeted and expenditures were lower than budget. Therefore, the Town realized a small increase in fund
balance. The last few years, with the downturn in the economy and major capital projects that the Town
had underway, maintaining a higher fund balance percentage has not been possible; however, the Town
continues in its efforts to achieve this fund balance goal through conservative budgeting and cost cutting.

The Town has a policy to seek grant funding opportunities to assist in achieving Council’s goals. With a
lower than average fund balance and a slow economy, management encourages all departments to seek
grant funding sources in an effort to save Town funds. Certain projects and initiatives are contingent upon
grant funding and not discussed here due to the uncertainty of funding.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Town of Oak Island, North
Carolina for its comprehensive annual financial report (CAFR) for the fiscal year ended June 30, 2010.
This was the fourth year that the government has received this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.



The preparation of this report could not have been accomplished without the dedicated service of the entire
staff of the finance and administration department along with our auditors, Berry Padgett & Chandler,
PLLC. We wish to express our appreciation to all members of the departments and audit firm who assisted
and contributed to the preparation of this report. We also thank the members of the Town of Oak Island
Council for their continued support throughout the past year.

Respectfully submitted,
oI 7 Bracie M Sohsrerdl
Chad Hicks Bonnie M. Schwerd

Interim Town Manager Finance Director
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