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Introductory Section - This section, which is unaudited, introduces the reader to the report and to the Town. It
includes the letter of transmittal, descriptions of boards, a map of Knightdale and the State of North
Carolina, as well as other information regarding the Town of Knightdale.
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TOWN OF KNIGHTDALE

950 Steeple Square Court ® Knightdale, NC 27545
Office (919) 217-2210 @ Fax (919) 217-2209
www .knightdalenc.gov
james.overton(@ci.knightdalenc.gov

November 7, 2011

The Honorable Mayor Russell B. Killen,
Members of the Town Council and Citizens of the
Town of Knightdale
950 Steeple Square Court
Knightdale, North Carolina 27545

Town Council:

We are pleased to present the Comprehensive Annual Financial Report (CAFR) of the Town of Knightdale, North Carolina, for the fiscal year
ended June 30, 2011. The financial statements and supplemental schedules contained herein have been audited by the independent, certified public accounting
firm of Joyce and Company, CPA, and that firm’s unqualified opinion is included in the Financial Section of this report. The report, however, is presented by
the Town of Knightdale, which is responsible for the accuracy of the presented data and the completeness and fairness of the presentation, including all
disclosures. We believe the data as presented is accurate in all material aspects; that it is presented in a manner designed to fairly set forth the financial
position and results of operations of the Town as measured by the financial activity of its various funds; and that all disclosures necessary to enable the reader
to gain maximum understanding of the Town's financial affairs have been included.

This report consists of management’s representations concerning the finances of the Town of Knightdale. Consequently, management assumes full
responsibility for the completeness and reliability of all of the information presented in this report. To provide a reasonable basis for making these
representations, management of the Town of Knightdale has established a comprehensive internal control framework that is designed both to protect the
government’s assets from loss, theft, or misuse and to compile sufficient reliable information for the preparation of the Town of Knightdale’s financial
statements in conformity with generally accepted accounting principles (GAAP). Because the cost of internal controls should not outweigh their benefits, the
Town of Knightdale’s comprehensive 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 complete

and reliable in all material respects.



The Comprehensive Annual Financial Report is divided into four sections: the Introductory, Financial, Statistical, and Compliance Sections. The
Introductory Section, which is unaudited, contains this letter of transmittal and information about the Town’s organization and principal officials. The
Financial Section is composed of the independent auditors’ report, management’s discussion and analysis, the basic financial statements, and the combining
and individual fund financial statements and schedules required by the State of North Carolina. The basic financial statements are often issued separately for
securities offerings or widespread distribution and are frequently referred to as “liftable” basic financial statements. The Statistical Section, which is
unaudited, contains fiscal and economic data designed to provide a more complete understanding of the Town. Many tables in this section present financial
data for the past ten years. Finally, the Compliance Section presents reports and schedules required by the Federal and State Single Audit Acts, which are
discussed in a later paragraph.

Reporting Entity

The financial reporting entity includes all the funds of the primary government (Town of Knightdale), as well as all of its component units. Component units
are legally separate entities for which the primary government is financially accountable. Blended component units, although legally separate entities, are, in
substance, part of the primary government’s operations and are included as part of the primary government. Discretely presented component units are reported
in a separate column in the basic financial statements to emphasize that they are legally separate from the primary government and to distinguish their financial
positions, results of operations, and cash flows from those of the primary government. The Town of Knightdale is not financially accountable for any other
entity. Therefore, these financial statements do not include any blended or discretely presented component units.

MAJOR INITIATIVES / CAPITAL PROJECTS IN FISCAL YEAR 2011

Public Works and Engineering Departments

The Town received a grant of $113,650 from the Federal Highway Administration for landscaping improvements at the intersection of Interstate 540 and
Knightdale Boulevard, the Town’s western gateway. The project was completed during the current fiscal year at a total cost of $131,000. The Town has also
expended $99,644 in engineering and design fees for street improvements on First Avenue in historic downtown Knightdale. On August 1, 2011, Town
Council approved a contract for Phase I of this project in the amount of $864,384 with construction to begin in fiscal year 2012.

Knightdale Park
On July 14, 2010, the Town of Knightdale acquired approximately 73 acres of land near downtown Knightdale for the construction of a new park. The park

will include multi-purpose athletic fields, campgrounds, farmers market, walking trails, amphitheatre, playground, and a dog park. The land acquisition was
financed with Build America Bonds of $2,821,500, payable in ten annual installments of $282,150, plus interest at 3.08% (net of Build America Bonds
interest rebate), beginning on July 14, 2011. Design work on the new park is currently underway with construction work to begin in the spring of 2012.

The Town is applying for grant funds to assist with the cost of construction for the new park. Construction in progress as of June 30, 2011 totaled $224,365.

Hodge Road Siphon Sewer Project

Under the terms of a 2006 agreement, the Town’s water and sewer operations were merged with the City of Raleigh. During the current fiscal year, the
Town of Knightdale completed construction of the Hodge Road Siphon Sewer Project at a total cost of $858,656. These assets were dedicated and
transferred to the City of Raleigh upon completion. The cost of this project was substantially under budget. Therefore, the Town also transferred remaining

cash balance of $750,000 to the City of Raleigh.
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Mingo Creek Greenway

The United States Department of Transportation has awarded a grant to the City of Raleigh and the Town of Knightdale for the construction of a greenway
from the Town of Knightdale to connect with other trails in Wake County. The grant will be administered by the City of Raleigh, which will construct a
greenway trail from Raleigh to the Neuse River and a bridge across the river. The Town of Knightdale will construct a greenway trail from Hodge Road on
the western side of town to connect with the bridge at the Neuse River (Phase I). Phase II of the project will be a trail from Hodge Road to Smithfield Road
on the eastern side of town which will connect to the new park. As of June 30, 2011, expenditures for the Greenway project totaled $437,043 for design,
engineering and right of way acquisition for Phases I and II. The estimated cost of Phase I is $614,000, of which $250,000 will be paid from grant proceeds.
Construction on this project is expected to begin in fiscal year 2012.

Infrastructure Improvements
During the current fiscal year, developers dedicated land, street improvements and sidewalks valued at $2,868,615 to the Town of Knightdale.

The infrastructure improvements were located at Legacy Oaks on Hodge Road and at Elevation Baptist Church Village Way.

ECONOMIC CONDITION AND OUTLOOK

Local
The Town of Knightdale is located in Wake County just seven miles east of Raleigh, the State Capital of North Carolina. This area of the state is often

referred to as the Triangle and is home to the Research Triangle Park, lands set aside for technological and research oriented companies. The estimated
population of Wake County (900,993) grew 36% over the past nine years. State demographic projections, published by the North Carolina Office of Budget
and Management indicate that the Wake County population is expected to increase 30.3% over the next nine years, to 1,173,840 residents in the year 2020. As
of June 2011, this area of the state has an unemployment rate of 8.4% compared to the Statewide rate of 9.9%. The median family income for a family is

$78,826.

Knightdale continues to benefit from the Triangle area’s growth and popularity. Knightdale was recognized as the fastest growing town in North Carolina in
2009. The Town’s population is 11,401, which represents an 82% growth rate for the last nine years. This is the population amount used by the State Office
of Budget and Management for distribution of per capita revenues and other official benchmarks. Based on historical growth trends, Knightdale’s population
is projected to grow to over 35,300 by 2025. Although rapid growth is not expected every year, the Town does anticipate population growth to continue for
the foreseeable future.

In calendar year 2010, the Town Planning Department issued 146 combined residential and commercial building permits; representing a total value of
$29,332,776 million in construction. Currently, residential construction is feeling the effects of the nationwide housing crisis. Nevertheless, First Citizens
Bank opened its new facility in Knightdale during FY 2010 and two apartment complexes representing nearly 600 new dwelling units were completed. Refer
to the Commercial Activity table in the Statistical Section for further details. Knightdale’s corporate limits consist of approximately 6.25 square miles, or
3,976.98 acres, 640 acres per square mile, while the planning department’s extraterritorial jurisdiction covers 14.71 square miles, or 9,452.8 acres.



National
The nation is still struggling to climb out of the worst economic down-turn since the Great Depression. There have been some signs of impending

improvement in the national economy. Economic growth measured by Gross Domestic Product (GDP) increased to 2.5% for the third quarter of 2011.
Consumer confidence has increased in recent months but still remains below the levels expressed during recent economic expansions. Corporate profits and
industrial production have increased relative to 2010 levels. Investments have recovered much of the losses suffered in 2008 and 2009. However, the stock
market remains extremely volatile due to concerns over the European economy and the potential bailout of Greece’s debt. Interest rates are at historic lows,
however, many banks have drastically tightened credit standards making it difficult for small business owners to obtain credit necessary to expand their
businesses.  Current national economic forecasts point to a limited expansion during 2011 that will gain momentum in 2012. The improvement in the
national economy has had very little impact on employment. At the current rate of improvement, employment may not recover to pre-recession levels for
several years. Like many other towns and businesses across the U.S., Knightdale is not immune to the effects of the struggling economy. However, residential
construction activity has increased in Knightdale during recent months.

State

North Carolina” economy has lagged behind the national economy, suggesting limited growth in State-collected revenues during fiscal year 2012. Most of the
job losses were in the housing and manufacturing industries. Economic forecasts from Wells Fargo Bank and UNC-Charlotte both project that fewer than
50, 000 new jobs will be created in North Carolina during 2011.  Single family home starts are 70 percent below their peak levels nationally. However, the
Triangle region continues to experience growth in construction; however, there is a significant inventory of existing homes still on the market. Until this
backlog of available homes begins, to clear, it is unlikely that construction of new homes will increase dramatically across the State. Housing prices in North
Carolina continue to decline but show some signs of leveling off. The latest UNC-Charlotte economic forecast projects no increase in construction activity or
employment in the construction section for North Carolina during 2011. Sales tax revenues are expected to increase by 3.5% statewide for fiscal year 2012,
Revenues from State collected franchise taxes on electricity are expected to increase by 5%, while franchise taxes on telecommunications, natural gas and

cable television are expected to decline by 3% to 6%.

A full summary of the State and national economy is far beyond the scope of this document. How the State economy and national economy will affect
Knightdale is a serious question. Because the Town is not economically dependent upon one employer, it may weather the crisis better than other towns in the
State. The Town of Knightdale has received several stimulus grants to add additional police officers and firefighters, and grant funds for energy efficient
improvements to Town buildings, street improvements along First Avenue and the construction of the Mingo Creek Greenway.

COMPLIANCE AUDIT

As a recipient of federal, state and county assistance, the Town also is responsible for implementing and maintaining an adequate internal control structure in
place to ensure compliance with applicable laws and regulations related to those programs. This internal control structure is subject to periodic evaluation by
management and the Finance Department staff of the Town. As a part of the Town's compliance audit, tests are made to determine the adequacy of the internal
control structure, including that portion related to federal and state financial assistance programs, as well as to determine that the Town has complied with
applicable laws and regulations. The auditor’s procedures testing the Town’s compliance with applicable financial laws and regulations and the Town’s
internal control system for the fiscal year ended June 30, 2011, resulted in no instances of material weaknesses in the internal control structure.
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FUND BALANCE POLICY

The Town Council of the Town of Knightdale has determined that the Town should maintain an available fund balance between 25% and 40% of expenditures
and interfund transfers in case of unforeseen needs or opportunities, in addition to meeting the cash flow needs of the Town. Available fund balance at year
end in excess of 40% of expenditures and interfund transfers will be transferred to the General Capital Project - Capital Reserve Fund in the following fiscal
year. In addition, the Town transfers the equivalent of $0.02 of the total $0.41 tax levy to the General Capital Project - Capital Reserve Fund each year to be
set aside for future capital projects. For fiscal year 2011, the Town transferred $241,343 from the General Fund to the General Capital Project — Capital
Reserve Fund. Certain other revenues received from developers and motor vehicle licenses are also set aside in this fund for future capital improvements to
streets, sidewalks and recreational facilities. Over the past several years, the Town has accumulated a reserve of $1,830,337 in the General Capital Projects —
Capital Reserve Fund.

AWARDS AND OTHER INFORMATION

Independent Audit. The General Statutes of North Carolina require an independent financial audit of all local government units and public authorities in the
State. Joyce and Company, CPA, the Town’s independent certified public accountants, have examined the financial records of the Town and their opinion has
been included in this report. Their examination was made in accordance with generally accepted auditing standards and, accordingly, included such tests of
the accounting records and such other auditing procedures, as they considered necessary in the circumstances. The auditor’s report on the basic financial
statements and combining and individual fund statements and schedules is included in the financial section of this report. The auditor’s reports related
specifically to the audit requirements of Government Auditing Standards and Single Audit requirements are included in the compliance section.

Management’s Discussion and Analysis. The Management’s discussion and analysis, contained on pages 25-37, contain more detailed information regarding
the Town of Knightdale’s financial statements.

Awards. 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 Knightdale for the Comprehensive Annual Financial Report for the fiscal year ended June 30, 2010. This is the nineteenth
(19™) such certificate the Town has received.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and efficiently organized Comprehensive Annual
Financial Report, whose contents conform to program standards. Such reports must satisfy both generally accepted accounting principles and applicable legal
requirements. A Certificate of Achievement is the highest form of recognition awarded in the field of governmental reporting. A Certificate of Achievement
is valid for one year only. We believe our current report continues to conform to the Certificate of Achievement Program requirements, and we are submitting
it to GFOA to determine its eligibility for another certificate.

A copy of the Fiscal Year 2011 budget should be considered a companion document to the Comprehensive Annual Financial Report. The detailed 2010-11
budget may be viewed through the town web site, listed below.



Acknowledgments. The preparation of the Comprehensive Annual Financial Report was made possible by the dedicated service and cooperation of Joyce and
Company, CPA and the Town of Knightdale’s Finance Department. We would like to extend a special thanks to Keith Joyce, CPA. All typesetting and page
layout for this document was done in-house, using the Town's desktop publishing system.

Use Of the Report. The Government Finance Officers Association reports a growing awareness that the annual financial report should be management's report
to its governing body, constituents, oversight bodies, resource providers, investors and creditors. We agree with this direction, and in keeping with our past
practice, have made available a copy of this report to each of you, the various town departments, bond rating agencies, the Local Government Commission,
and such other financial institutions that have expressed an interest in the Town of Knightdale's financial affairs.

A copy of this report is also being placed in the East Regional Library (Knightdale’s branch of the Wake County public libraries) and the Knightdale Chamber
of Commerce. The report may also be viewed from the Town’s web site www.knightdalenc.gov.
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