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Agenda:
• LGC Operations

• 2022 Auditing Report Opinion Changes

• GASB 87: Memos and Illustrative Statements

• Dual Appointment Approvals: A Reminder

• Legislative Summary
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LGC Operations:
• Delayed audit reports continue to be a constant problem.  

• As of the date of this presentation, 60 out of 552 municipality audits and 6 out of 100 county audits 
have not been submitted to the LGC.

• Why the continued delays?  

• Both local governments and CPA firms facing unprecedented staffing turnover/vacancies.   

• Numerous CPA firms are no longer doing governmental audits in NC.  

• Governmental year-end work and audit work is labor intensive. 

• System implementations and data conversions are a constant issue. 
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Units under the Financial Control of LGC:
• The LGC is currently managing finances of eight units – seven 

municipalities and a sanitary district.   
• Units managed under NCGS 159-181(c) are:

• East Laurinburg 
• Eureka
• Cliffside Sanitary District
• Robersonville
• Pikeville
• Kingstown
• Spring Lake
• Spencer Mountain
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UUnniitt  AAssssiissttaannccee  LLiisstt::
• Currently being finalized as of May 9, 2022, based on 2021 

audited financial statement data.
§ 164 municipalities, 81 for missing 2021 audits, 23 for GF financial 

issues, 38 for WS financial issues.  Many municipalities have internal 
control issues, including habitually late audits.  

§ 12 counties, 7 for missing 2021 audits, 4 for GF financial issues, and 2 
for WS financial issues.  Almost all the counties on the UAL have 
internal control issues. 

§ 6 utility districts, 5 for missing 2021 audits and 1 with financial and 
internal control issues.

§ Numbers on this slide differ slightly from numbers on slide 3 because of 
the timing of data.  
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FFiinnaanncciiaall  PPeerrffoorrmmaannccee  IInnddiiccaattoorrss  ooff  CCoonncceerrnn  ((FFPPIICCss))::
• Many units and their auditors missed the 2021 change from our 

issuing unit letters to response letters.  

• Performance indicators Print tab is for your auditor to use to present 
to the governing board, if they choose.  

• If the auditor uses a different presentation, they must present any 
indicators of concern to the governing board.  

• Sample FPIC and potential response paragraphs are here on our 
website.  
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TThhee  MMyytthh  ooff  88%%  FFuunndd  BBaallaannccee  AAvvaaiillaabbllee  ((FFBBAA))::
• There is no NC statute or LGC policy that requires an 8% of FBA.  

• 8% FBA is likely inadequate for most property tax levying units.

• Instead, develop a brief fund balance policy that is consistent with 
your peers that provide similar services.   

• See our memo webpage for annual reporting on peer groups and 
averages.  
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Revised Auditing Standards SASs 134-140:
• SAS No. 134 is the nucleus of the new reporting standards with a 

fresh new auditor’s report that:
• Repositions the report sections to lead with the opinion and 

basis of opinion in the first two sections;
• Enhances the management’s responsibility section;
• Changes the auditor’s report format when the opinion is 

modified; and
• Changes the report presentation when either an emphasis-of-

matter or other-matter paragraph is included.
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Revised Auditor’s Report (cont.):
• Auditor’s responsibility section has been expanded.
• Added a paragraph regarding the auditor’s responsibilities to 

communicate certain matters to those charged with governance, 
including the scope and timing of the audit, significant audit findings, and 
certain internal control related matters. 

• New reports are aligned with generally accepted auditing standards 
(GAAS) and with standards issued by the International Auditing and 
Assurance Standards Board (IAASB) and the Public Company 
Accounting Oversight Board (PCAOB). 
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Pre-SAS No. 134 vs. Post-SAS No. 134 Reports:

Order Pre-SAS 134 Sections SAS 134 Sections (reworded 
headings)

1st Introductory paragraph Opinion

2nd Management’s Responsibility for 
the Financial Statements

Basis of Opinion

3rd Auditor’s Responsibility Responsibilities of Management for 
the Financial Statements

4th Opinion Auditor’s Responsibility for the Audit 
of the Financial Statements
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Revised Compliance Report:
• The Single Audit reports, “Reports on Compliance for Each Major Federal Program 

and Internal Control Over Compliance”, have revised formats and contents.
• The sections order is similar to the revised Auditor’s Opinions and incorporates 

similar wording required by SAS No. 134 in the “Basis for Opinion on Each Major 
Program” section and “Auditor’s Responsibilities for the Audit of Compliance” 
section.

• Management’s responsibility for internal control is included in the “Responsibilities 
of Management’s for Compliance section.”

• The AICPA’s illustrative samples for Yellow Book have not changed from previous 
years.
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WWhheerree  ttoo  ffiinndd  AAuuddiitt  OOppiinniioonn  UUppddaatteess::
• Updated post SAS 134 financial and single audit samples will be posted on our website here over the next 

few weeks.  

• We also post a sample financial opinion on the illustrative statement webpage  with each sample unit type.  
You can find all those samples at Financial Statement Resources | NC Treasurer.  

• 2022 updates will be posted there early in July. Work on both illustrative financial statements and SAS 134 
opinion updates is substantially complete.

• Look for our blogs notifying you that 2022 illustrative statements and opinions updates are posted on our 
website. 

• Sign up for blogs at SLG Blog (icpage.net) if you do not already receive these.  
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https://www.nctreasurer.com/divisions/state-and-local-government-finance-division/lgc/local-fiscal-management/annual-audit/financial-statement-resources
https://www.nctreasurer.com/state-and-local-government-finance-division/local-government-commission/audit-opinion-resources#compliance-reporting
https://13f690-4d0e.icpage.net/slg-blog
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GASB 87 Lease Templates – Overview:
• Two Excel workbooks are posted on our website:  a Lessor workbook and Lessee 

workbook.  
• The workbooks may assist units with GASB 87 implementation and first year 

entries for FY 2022.
• The workbooks will NOT substitute for your reading and understanding GASB 87.  
• We will update workbooks in FY 2023 for 2nd year entries.  There will not be any 

additional changes to the workbooks after FY 2023 unless GASB revises 
guidance.   

• Excel files complete GASB 87 lease calculations after the user completes a 
questionnaire relating to a specific lease. 

• An Excel workbook is to be completed for each lease or agreement.  One-to-one 
relationship.  

• Lease guidance is located at LGC Lease Guidance on website.
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Things to do before using the template:
• Determine which of your unit’s agreements meet the definition of a

lease under GASB 87.
• Determine the lease term for GASB 87 reporting – include reasonably

certain extensions, exclude reasonably certain termination options
• Determine the amount of the lease related payment – exclude

maintenance, CAM, insurance, taxes, usage components, etc.
• Determine the lease discount rate – interest rate stated in lease,

internal rate of return, or incremental borrowing rate.
• For capital leases in place prior to the first year of GASB 87

implementation, have prior year reported figures related to the lease
available – such as debt payable for capital lease, and capital lease
fixed asset balances.
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How to use the templates:
• Select the correct template, Lessee or Lessor, Depending on 

your organization’s role in the lease.
• Answer all questions in the lease questionnaire located on the 

“Info” tab.  
• Answer the questions in order as the questions are interactive.
• Complete the payment schedules on the “Lessee/Lessor 

Calculations” tab.  
• Review the resulting journal entries.

15

!"#"$%#&'%()*#+%,)-$.&/$&"%01&#&*$%21-131)&

How to use the templates, continued:
• After the questionnaire and payment schedules are complete,

then template provides:
• a lease liability/receivable calculation and an amortization table;
• a lease asset/deferred inflow calculation and amortization table; and
• resulting journal entries.

• All calculations should be reviewed for reasonableness.

• Make sure you understand your work and related output.
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Now, a Word about Lease Materiality:
• Consider both the capitalization threshold and the lease liability/lease receivable when  

determining the significance (materiality).  

• The lease liability/receivable may be significant for a given lease, but not the capitalization 
threshold.  In this case, lease accounting would need to be followed.  

• The capitalization limit may be significant for a given lease, but not the lease liability/lease 
receivable.  In this case, lease accounting would need to be followed.  

• Only when all financial statement impacts are immaterial is the transaction(s) immaterial.  
You will have to complete GASB 87 calculations for your auditor.    

• Ref:  Government Finance Review, December 2021
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Lease Implementation in City of Dogwood:
• Assumed implementation of GASB 87 in City of Dogwood includes 

two leases; an office equipment lease and a vehicle lease.  
• We used our GASB 87 templates already on the website to create 

entries for these two sample leases.
• We developed stand-alone changes for City of Dogwood Illustrative 

Financial Statements for the FYE 6/30/2022.  Note disclosures 
related to leases are also provided.

• These stand-alone documents have been posted here.  
• Implementation slides that follow assume that GASB 87 calculations 

and journal entries addressed in Memorandum 2021-09 - GASB 
Statement 87 - Leases - Part 2 are all complete.
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https://www.nctreasurer.com/divisions/state-and-local-government-finance/lgc/gasb-87-guidance
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Statement of Net Position:
One new line from the lessee leases – Right to Use Lease Assets, net of 
Amortization 

Lease Liability balances (current portion $8,380, due in more than one year 
$20,291) are included in respective Long-Term Liability accounts 
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• Lease Asset 
amortization 
expense of $6,610 
is included as an 
expense in the 
functional area of 
the lease.  Both 
leases are 
budgeted and 
reported in the 
General 
government 
functional area. 

• Interest expense on 
the lease liability of 
$1,389 is included 
within Interest on 
long-term debt.
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• No changes in the modified 
accrual Balance Sheet to 
illustrate. The Right to Use 
Assets and Lease Liabilities 
are not included in the fund 
balance sheet.

• Because the lessee 
balances are not presented 
in the Balance Sheet, they 
are a reconciling item 
between the net position of 
governmental activities and 
the amounts reported for 
governmental activities on 
Exhibit 1.  The Lease 
Liability amounts are 
included within Long-Term 
Debt.
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• A capital outlay for the right to use 
assets is classified as an expenditure in 
the proper fund and functional area in 
the year of inception.  The outlay amount 
is the same as the amount capitalized as 
a right to use lease asset in the 
Statement of Net Position.  Dogwood’s 
leases are within the General 
Government function of the General 
Fund; therefore, we added  $34,840 to 
the capital outlay within the General 
Government function highlighted at the 
right.  

• The principal and interest portions of the 
lease payments during the year are 
included within Debt service – Principal 
and Debt service – Interest, respectively.  

• The addition of lease liabilities during the 
year, $34,840, is included as an Other 
Financing Source.
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• Two reconciling items 
were presented for the 
current year’s lease 
activities. 

• The Right to use leased 
asset additions is offset by 
amortization expense.  
The net book value of the 
Right to use intangible 
assets is a reconciling 
difference between the 
Net changes in fund 
balances and the Total 
changes in the net 
position of governmental 
activities.   

• Then, lease liabilities 
issued, reduced by 
current year debt principal 
payments, are included in 
the long-term debt items.
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• Disclose a description 
of accounting policies 
for Right to Use 
Lease Assets

Right to Use Lease Asset

The City has recorded right to use lease assets as a result of implementing
GASB 87, Leases. The right to use assets are initially measured at an
amount equal to the initial measurement of the related lease liability plus
any lease payments made prior to the lease term, less lease incentives,
and plus ancillary charges necessary to place the lease into service. The
right to use assets are amortized on a straight-line basis over the life of the
related lease.
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• Add a section for Right to Use 
Lease Asset, including a 
detailed schedule presenting 
the cost and amortization 
balance of each asset and in 
total.  

Right to Use Lease Assets

The City has recorded two right to use lease assets. The assets are right to use assets
for leased equipment and leased vehicles. The related leases are discussed in the
Leases subsection of the Liabilities section of this note. The right to use lease assets are
amortized on a straight-line basis over the terms of the related leases.

Right to use asset activity for the Primary Government for the year ended June 30, 2022,
was as follows:
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• Include a subsection for 
Leases in the Long-Term 
Obligation note disclosure 
detail.  A detailed 
description of each lease 
is provided along with a 
future minimum payment 
schedule.

Long-Term Obligations/Leases

The City has entered into agreements to lease certain equipment. The lease agreements qualify as
other than short-term leases under GASB 87 and, therefore, have been recorded at the present
value of the future minimum lease payments as of the date of their inception.

The first agreement was executed on July 1, 2021, to lease maintenance vehicles and requires 36
monthly payments of $417. There are no variable payment components of the lease. The lease
liability is measured at a discount rate of 8%, which is the stated rate in the lease agreement. As a
result of the lease, the City has recorded a right to use asset with a net book value of $8,931 at
June 30, 2022. The right to use asset is discussed in more detail in the Intangible Asset section
A.6. of this note.

The second agreement was executed on January 1, 2022, to lease a copy machine and requires 60
monthly payments of $403. There are no variable payment components of the lease. The lease
liability is measured at a discount rate of 5%, which is the stated rate in the lease agreement. As a
result of the lease, the City has recorded a right to use asset with a net book value of $19,300 at
June 30, 2022. The right to use asset is discussed in more detail in the Intangible Asset section
A.6. of this note.

The future minimum lease obligations and the net present value of these minimum lease payments
as of June 30, 2022, were as follows:
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• Finally, add a line 
for Lease Liabilities 
in the Changes in 
Long-Term 
Liabilities 
schedule.

27

!"#"$%#&'%()*#+%,)-$.&/$&"%01&#&*$%21-131)&

G.S.§105-349(e):  Dual Appointment Approval:
• A person with a County or Municipality serving as Finance Officer, in 

accordance with G.S. §159-24 cannot be appointed as tax collector, 
except by written approval by the Local Government Commission (LGC) 
(G.S. §105-349(e))

• The LGC will require a letter that includes:  1) justification of the 
request, 2) internal controls procedures over the position, 3) amount of 
surety bonds request for each office 4) copy of Board minutes or 
resolution giving approval for dual appointment.

• Must have a current audit report and response to FPICs noted in the 
previous audit report.

• Initial approvals are usually for one year
• Three-year approvals are often granted for renewals
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Recent Business Process Changes:
• Unsustainable Cities Legislation – Session Law 2021-124

• Provides a process for a city in financial distress to transition out of 
distress on its own or under the direction of the LGC.  

• LGC adopted criteria for evaluating a city for financial rehabilitation.
• Eight criteria include five-year trends of declining populations; declining 

property tax valuations;  and declining fund balance available amounts 
that are significantly below the peer group average.  

• Also, five-year pattern of submitting late audits; noncompliance with the 
NC Local Government Budget and Fiscal Control Act; and long-term 
vacancies or lack of declared candidates for governing board seats.

• Finally, five-year trends of Water and Sewer Fund quick ratios that are 
less than 1 and operating losses. 
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Recent Business Process Changes:
• Unsustainable Cities Legislation – Session Law 2021-124

• Criteria were applied to the Town of East Laurinburg in November 
2021.

• Resolution was adopted by the LGC in December 2021 to dissolve 
Town to dissolve the Town effective June 30, 2022.

• LGC staff working with Town and County to  transfer and dispose of 
property and settle obligations of the Town.  

• The statute requires the LGC to apply these criteria to each city that the 
Commission has exercised 159-181 (c) authority and determine 
whether each City will be subject to financial rehabilitation.   
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2021 Legislation:  Senate Bill 473
• Revises NC GS 147-64.6(c)(14) - If the State Auditor publishes 

an investigative report on a local government, the Auditor must 
notify the LGC of the report publication.    

• Adds 159-34(d) - The LGC may require a local government that 
is subject to investigative report ’s audit process to select their 
independent auditor from a list provided by the LGC. 

• The independent auditor will report the audit results directly to 
the Commission and the governing board for up to three years.  
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2021 Legislation:  Senate Bill 473 (cont)
• Revises NC GS 153A-28 and 160A-64.1 - Requires the finance officer to 

garnish a board member’s compensation or allowances to collect funds 
the member owes to the government as if the unpaid funds were 
delinquent taxes and the finance officer is the tax collector, according to 
procedure in NC GS 105-368.  

• Adds NC GS 14-234.2 - Creates a Class H felony offense for public 
officers and employees who solicit or receive personal gain from their 
position by means of intimidation, undue influence, or misuse of 
employees.  Applies to offenses committed on or after January 1, 2022.  

• Adds NC GS 14-234.3 - With some exceptions, prohibits public officials 
from participating in, making, or administering a contract with any nonprofit 
in which the official is associated.  
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Contact Information:
Susan McCullen Sign up for our notifications and blogs
Director, Fiscal Management Section at this link.
(919) 814-4302 or (919) 609-1645
susan.mccullen@nctreasurer.com

General phone number:
(919) 814-4300

General email:
slgfd@nctreasurer.com
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