City of Chesapeake Vlrgmla

For The -
Fiscal Year Eﬂdﬂd:

Y
i -
]

June 30 201 Ko e,

§.

1
C g
;! \.
T

L 5 X9

J?-‘I‘.



Comprehensive Annual
Financial Report
of the
City of Chesapeake, Virginia
for Fiscal Year Ended
June 30, 2017

Prepared by the
Chesapeake Department of Finance
Nancy C. Tracy, Director




City of Chesapeake, Virginia

Mission

The employees of the City of Chesapeake are committed to providing quality service to all Citizens equitably,
in a responsive and caring manner.

Code of Ethics

We, the employees of the City of Chesapeake, are committed to the highest
standards of ethical conduct that reflect:
Responsibility, Honesty, Respect, Fairness, Compassion, Integrity and Loyalty
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—Chesapeake

Office of the City Manager

306 Cedar Road

Chesapeake, Virginia 23322-5225
Office: (757) 382-6166

Fax: (757) 382-6507

November 28, 2017
To the Citizens of Chesapeake, Virginia:

The Comprehensive Annual Financial Report of the City of Chesapeake, Virginia (the City) for the fiscal year
ended June 30, 2017 is hereby submitted. The financial statements included in this report conform to generally
accepted accounting principles as established by the Governmental Accounting Standards Board (GASB).
Responsibility for both accuracy of the data and the completeness and fairness of the presentation, including all
disclosures, rests with the City. To the best of our knowledge and belief, the enclosed data is accurate in all
material respects and is reported in a manner designed to present fairly the financial position and results of
operations of the City and its component units. All disclosures necessary to enable the reader to gain an
understanding of the City's financial activities have been included. Management’s Discussion and Analysis
(MD&A) immediately follows the Report of Independent Auditor and provides a narrative introduction, overview
and analysis to accompany the basic financial statements. This letter of transmittal is designed to complement the
MD&A and should be read in conjunction with it.

The Reporting Entity and Its Services

The present City of Chesapeake was formed on January 1, 1963 by the merger of Norfolk County and the City of
South Norfolk. This merger created the second largest city in the Commonwealth with 353 square miles,
surrounded by the cities of Norfolk, Portsmouth, Virginia Beach, Suffolk and the North Carolina state line.

The City of Chesapeake derives its governing authority from a charter granted by the Virginia General Assembly.
The City is organized under the Council-Manager form of government. The City Council is the legislative body
of the City government with the Mayor as the presiding officer. The Mayor is elected on an at-large basis as are
the eight remaining City Council members. The City Manager is appointed by the City Council and is responsible
for the day to day administration of the City.

In accordance with the requirements of GASB, the financial reporting entity consists of the Primary Government
(the City of Chesapeake), as well as its component units, which are legally separate organizations for which the
City Council is financially accountable. Financial accountability is determined on the basis of the City Council's
selection of governing authority, designation of management, ability to influence operations and accountability
for fiscal matters. Component units are discretely presented and are reported in separate columns in the
government-wide financial statements to emphasize that they are legally separate from the Primary Government
and to differentiate their financial position and results of operations from those of the Primary Government.
Discretely presented component units qualifying for inclusion in this report are Chesapeake Public Schools,
Chesapeake Mosquito Control Commission, Economic Development Authority of the City of Chesapeake (the
EDA, formerly known as the Industrial Development Authority), Chesapeake Port Authority, Chesapeake Airport
Authority and Elizabeth River Properties of Chesapeake, Inc. The activities of one component unit, CSB of
Chesapeake, Inc. (CSBC, Inc.), are considered to be so intertwined with the City’s activities that they are in
substance part of the City’s operations. Therefore, CSBC, Inc. is blended with the City’s governmental activities.
The Other Postemployment Benefits (OPEB) Trust Fund is where the City accounts for the costs of future benefits
that are promised to City employees after retirement primarily in the form of retiree health insurance benefits.
This fiduciary-type component unit is included within the fiduciary fund financial statements.




The City provides a full range of general governmental services for its citizens. These services include law
enforcement, emergency medical response, fire protection, collection and disposal of solid waste, water and sewer
utility services, stormwater utility services, parks, recreation, tourism, libraries and the construction and
maintenance of highways, streets and other infrastructure. Other services provided include public education in
grades pre-kindergarten through twelfth, public health and social services, planning and zoning, mental health
assistance, agricultural services, judicial activities and general administrative services.

Cities in Virginia have jurisdiction over the entire area within their boundaries and operate independently. There
are no overlapping jurisdictions and, consequently, citizens of Virginia cities are not subject to overlapping debt
or taxation.

Economic Condition and Outlook

This is the seventh consecutive calendar year of sales tax revenue growth for the City. The City’s taxable sales as
reported to the Virginia Department of Taxation for calendar year 2016 increased $82.9 million or 2.5% from
$3.3 billion in 2015 to $3.4 billion.

Unemployment for the City and the Commonwealth remains below the national rate. For the fiscal year ended
June 30, 2017, the average unemployment rates were 4.2% for Chesapeake (a decline from the prior year’s
average unemployment rate of 4.3%), 4.5% for the Hampton Roads region and 4.0% for the Commonwealth,
compared to 4.7% for the United States.

The Chesapeake Economic Development Department’s 2017 Annual Report (highlighting 2016 business
announcements and job creation) noted the following accomplishments:

e Investment in Chesapeake totaled $289.3 million during 2016 (a 61.6% increase from 2015) resulting in
the creation of 1,255 new jobs.

e  After the acquisition of Family Dollar Stores, Inc., Dollar Tree, Inc. committed to invest $110.0 million
for the development of its corporate headquarters in the City of Chesapeake. The expansion project is
expected to retain 825 jobs and create 600 new jobs over the next six years with an additional annual
payroll at the facility of at least $70.0 million. On the 2017 Fortune 500 List, Dollar Tree, Inc. increased
its ranking from 180 to 136 with revenues of $20.7 billion, up 33.7% over the prior year.

e UVA’s Weldon Cooper Center for Public Service projects Chesapeake will be the second most populous
city in Virginia by 2020.

e INIT Inc. held a ribbon cutting ceremony on August 3, 2017 celebrating its expanding operations in
Chesapeake by building a new 67,000 square foot manufacturing facility, investing nearly $13.0 million
and establishing Chesapeake as its North American Headquarters with more than 90 employees.

e Hoffman Beverage held a ribbon cutting ceremony on August 23, 2017 celebrating its expanded
operations in Chesapeake with a 253,000 square foot corporate headquarters, distribution and warehouse
facility and investing $18.4 million with more than 180 employees.

e Chesapeake Regional Healthcare Center, with more than 2000 employees and real estate assets across
the city, celebrated its fortieth anniversary and serves as the City’s independently owned hospital.

e Sentara Healthcare opened a new medical center in southern Chesapeake in March of 2017. Sentara

Edinburgh is a roughly $16.0 million, 60,000 square foot building housing a mini YMCA, physical and
occupational therapy clinic and on-site family medicine and pediatric providers.
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Smith/Packett is constructing a new 181 unit independent, assisted living and memory care
community—The Crossings at Oakbrooke. It is located just one mile from Chesapeake Regional
Healthcare Center and several physician and medical service providers. The 188,000 square foot
community has a total project cost of nearly $30.0 million.

A new retail center opened on Battlefield Boulevard with a Kroger Marketplace, Dick’s Sporting Goods,
Field and Stream, Home Goods, Tuesday Morning and Five Below expanding the shopping offerings
available in Chesapeake.

WalletHub named Chesapeake the tenth hardest working city in America. Chesapeake was also ranked
the thirteenth most adventurous city in America and thirtieth best city for fit and happy men by Men’s
Health Magazine.

WalletHub named Chesapeake the twelfth Best Place for Hispanic Entreprencurs and ninth Best Place
for Hispanic Purchasing Power.

Chesapeake’s General Obligation bonds continue to hold a AAA rating, the highest bond rating available, from
Fitch Ratings and Standard & Poor’s Ratings Services and a Aal rating from Moody’s Investors Service.

Major Initiatives

For the Fiscal Year. The City Council serves the citizens by striving to provide efficient City services, quality
education, and balanced and planned development while maintaining a fiscally sound government. The City
Council and management continue to work proactively to effectively manage resources and costs.

During fiscal year 2017, the City achieved the following accomplishments:

Strong financial performance resulted from continued cost containment and the careful management of
resources. Specifically, General Fund expenditures, encumbrances and other financing uses of
$541,076,421 were $28,487,916 or 5.0% below the revised budget. Total General Fund revenues and
other financing sources of $556,490,993 exceeded budget by $8,362,432 or 1.5%.

The City’s Operating and Capital budgets adopted by the City Council preserved core services, funded
strategic initiatives and selected services and included no tax increases.

The City completed construction of the Dominion Boulevard Improvement Project including the
Dominion Boulevard Veterans Bridge (Veterans Bridge). The project is the largest locally administered
project in the Commonwealth’s history and was completed approximately $20.0 million under budget
and five months before its contractual completion date. The 95-foot-high Veterans Bridge replaced the
Steel Bridge and includes two new vehicular travel lanes and a dedicated 10-foot pedestrian and bicycle
path separated from vehicular traffic. The Veterans Bridge eliminates drawbridges and stoplights,
reduces congestion, provides an improved hurricane evacuation route and faster public safety response
times.

The City has identified the Dominion Boulevard Corridor (U.S. Route 17 South) as a key strategic area
for Chesapeake. In light of emerging development demand associated with the Dominion Boulevard
Bridge Replacement and Roadway Improvement Project, the City enlisted Design Workshop in February
2014 to prepare a physical development plan, as well as a strategy to maximize the economic potential
of the study area. It has been recognized for several years that this corridor has tremendous future growth
potential, particularly as a regional commercial destination and employment center. This is due partly to
the mixed-use land classifications established under the 2026 Land Use Plan in 2005, but also because
of the widened Dominion Boulevard and Veterans Bridge. The opening of Grassfield High School,
creation of the Dominion Commerce Park and Dominion Commons shopping center, new residential
developments and expansion of Tidewater Community College’s Chesapeake Campus in recent years is
setting the stage for this area to emulate the success of Greenbrier, one of the largest commercial hubs
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in the region. The study is the first market-based economic development strategic land use plan for the
City of Chesapeake. The market analysis stated that the Dominion Corridor Area could be a regional
economic development core if developed correctly. During the study process, staff interviewed key local,
regional and Commonwealth stakeholders and held three rounds of public meetings. As the process
moved forward, staff also analyzed the draft recommendations to confirm it is fiscally positive for the
City. The plan was approved by the Planning Commission on October 28, 2015 and adopted by the City
Council on November 15, 2016.

e The City established the Naval Auxiliary Landing Field (NALF) Fentress Encroachment Protection
Acquisition Program (FEPAP) in 2014. This program was created to prevent incompatible land uses
from encroachment within the Fentress Airfield Overlay District and is being funded by both the
Commonwealth of Virginia and the City of Chesapeake. Under FEPAP, the City acquires properties fee-
simple to ensure compatible public or private use of the land. To date, the City has acquired four
properties for a total of 107.5 acres. In June 2017 the City entered into a sales agreement for the purchase
of an additional 163 acres and is preparing to sell restrictive easements over the four acquired properties
to the U.S. Navy. FEPAP receives funding assistance from the Commonwealth of Virginia’s Federal
Action Contingency Trust (FACT).

e The City continues its mission of protecting and preserving Chesapeake’s unique environmental assets
for future generations through the Open Space and Agriculture Preservation (OSAP) Program, as well
as its partnership with the U.S. Navy under the Readiness and Environmental Protection Initiative
(REPI). The City applied for and was awarded $0.1 million of matching grant funds from the Virginia
Department of Agriculture in fiscal year 2016 for Purchase of Development Rights activities. The City
anticipates utilizing these funds during a fifth round of the OSAP Program.

e  The City receives Community Development Block Grant (CDBG) and HOME Investment Partnership
Program (HOME) entitlement funds annually to carry out community development activities including
residential rehabilitation, affordable housing development, code enforcement, public facility
improvements, public services, employment training and youth development. The combined 2017
allocation was $1.4 million.

e The Planning Department continues to administer the City’s Neighborhood Stabilization Program
(NSP). Twelve single family homes have been purchased, rehabbed and transferred under NSP. A
portion of the $0.6 million in NSP program income has been used to acquire and rehab two single family
homes bringing the total to fourteen. The balance will be used to transfer those two homes to eligible
first time homebuyers and to acquire, rehab and transfer two additional homes during fiscal year 2018.

For the Future:

e  Chesapeake’s future as a desirable community in which to live and work continues to show promise and
opportunity. Its central location, availability of land and good transportation network will continue to
contribute to Chesapeake’s attractiveness as a well-balanced commercial center. The City’s close port
proximity and strong employee pool continue to encourage a strong international business presence. As
a result of these qualities, the Chesapeake civilian labor force has grown from 97,963 in 2000 to 116,459
in 2016 per the Virginia Employment Commission, an increase of 18.9% over the period. Median
household income has risen from $50,743 in 2000 to $70,176 in 2015, per the U.S. Census Bureau.

e The City continues its efforts to manage growth to achieve a balance between employment opportunities,
an expanding tax base, housing that meets the needs of a diverse population and a healthy natural
environment. The City plans to continue to make the best use of land resources and infrastructure so
that growth will include revitalization and redevelopment, as well as development of new areas in a
manner that will preserve rural, historic and environmental assets. Such efforts have helped to better
manage the City’s annual growth rate from an average of 3.2% between 1985 and 1995, to an average
annual growth rate of roughly 1.0% since 2001. According to projections from the Hampton Roads
Planning District Commission, Chesapeake’s total population in 2040 will be approximately 314,600.
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Additionally, total households are projected to be 114,300, while total employment will be 167,000. This
yields 1.46 jobs per household, which is considered to be a sustainable balance.

e City staff continues to plan for and implement key catalyst activities for revitalization in South Norfolk,
including reallocating Tax Increment Financing (TIF) Funds authorized for use in the South Norfolk TIF
District. In fiscal year 2016, the City Council authorized $125,000 for Phase I of the Municipal Facilities
Study and Development Strategy. In fiscal year 2017, the City Council approved an additional $132,000
in TIF Funds to conduct Phase II and III of the Study. The City Council further specified that funds
could be used for acquisition of legal, non-conforming residential properties in the South Hill
neighborhood, as well as authorizing transition assistance for affected residents. An internal City staff
steering committee is working to acquire properties on a voluntary basis.

e The City continued its partnership with the U.S. Navy to acquire property interests under multi-year
encroachment protection agreements for the NALF Fentress and Naval Support Activity Norfolk
Northwest Annex. Under these agreements, the Navy agrees to reimburse the City half of the purchase
price of the property in exchange for a conservation easement. These purchases bolster the City’s support
of each installation’s mission and furthers its commitment to environmental stewardship. Acquisition of
properties in these areas also adds to the network of conservation lands in southern Chesapeake. The
City is conducting an application round for its land conservations programs with a view to continue
acquiring properties on a voluntary basis in order to meeting program goals.

e Construction continues on several of the Planned Unit Developments in the City, including the
residential component of the Gateway at SoNo, Culpepper Landing and Edinburgh as well as commercial
construction at Edinburgh. During calendar years 2016 and 2017 several large residential developments
were proposed that included single family homes, condominiums and apartments. The City projects a
continued upward trend in the number of development proposals being submitted for review.

Financial Information
Financial Information and Significant Financial Policies

The keystone to the City’s ability to maintain its fiscal responsibility is the continuing dedication of the City
Council, which is evidenced by the City Council’s adoption of sound financial policies that are contained in City
publications such as the Annual Operating Budget and Five Year Capital Improvement Plan documents. These
policies relate primarily to the integration of capital planning, debt capacity and planning, cash management and
operational efficiencies as a means of ensuring prudent and responsible allocation of the City’s resources. From
time to time, the City Council evaluates these policies and makes amendments as needed to address the changing
economic conditions and management practices. In addition, the City Council annually adopts tenets for
budgetary developments which serve to guide the City in adhering to a fiscally conservative budget preparation
methodology.

Minimum Fund Balance Policy. The City Council adopted a resolution effective July 1, 2014, to maintain an
Unassigned Fund Balance in the General Fund at a minimum of 10.0% of the General Fund Revenues and Tax
Revenues Committed to Special Revenue Funds, including Tax Increment Financing Funds. The City Council
budgets 12.0% year-end Unassigned Fund Balance to ensure compliance. In the event that the Unassigned Fund
Balance shall fall below 10.0% due to unexpected operating emergencies or emergency event response, the City
shall develop a plan to replenish the balance to 10.0% within three years. Funds in excess of 10.0% may be
retained in the Unassigned General Fund Balance, may be designated as Committed for capital projects or other
non-recurring expenditure requirements or high priority needs. This policy is in addition to the 6.0% of General
Fund revenue restricted for cash flow emergencies that will remain in force.



Debt Policy. In February 2007, the City Council adopted debt affordability policies that limit the overall net debt
to 3.5% of assessed value of taxable real property and $3,000 per capita. On May 10, 2015, to further limit the
amount of revenues that are consumed by fixed debt service costs, the City Council approved a resolution
amending the debt policy to include limiting the City’s tax-supported debt service to 10.0% of budgeted general
governmental revenues, effective July 1, 2015.

Internal Controls. City management is responsible for establishing and maintaining an internal control structure
designed to ensure that the assets of the City are protected from loss, theft, or misuse and to ensure that adequate
accounting data is compiled to allow for the preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Because the cost of internal controls should not
outweigh their benefits, the City’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.

Budgetary Controls. Budgetary controls are maintained to ensure compliance with legal provisions embodied in
the annual appropriated budget approved by the City Council. Activities of the General Fund, certain Special
Revenue Funds, Debt Service Fund, Enterprise Funds, Chesapeake Mosquito Control Commission — Component
Unit and Public Schools — Component Unit are included in the annual appropriated budget. Project-length
financial plans are adopted for the Capital Projects Funds, including the Public Schools — Component Unit
Construction Fund, Grants Fund, Community Development Fund and certain other Special Revenue Funds. The
legal level of budgetary control (level at which expenditures cannot exceed the appropriated amount) takes place
at the fund level. The City Council may authorize supplemental appropriations based on the availability of
financial resources. Any revisions that alter total appropriations must be approved by the City Council. The City
also maintains an encumbrance accounting system as one technique of accomplishing budgetary control.
Although encumbered amounts lapse at year-end, the outstanding encumbrances are reviewed and are generally
re-appropriated as part of the following year's budget provided there is availability of funding at year-end. The
City Council approves transfers of $250,000 or greater and transfers between funds. The City Manager has been
delegated authority to approve transfers less than $250,000 with the exception of transfers between the capital
and operating budgets and between capital projects.

Other Information

Single Audit. As a recipient of federal and state financial assistance, the City is also responsible for establishing
and maintaining an adequate internal control structure to ensure and document compliance with applicable laws
and regulations related to those programs. The internal control structure is subject to periodic evaluation by
management and the City Auditor. As part of the City’s Single Audit, tests are performed to determine the
adequacy of internal controls and of its compliance with applicable laws and regulations, including that portion
related to federal awards. The testing of major federal award programs for the fiscal year ended June 30, 2017
disclosed no internal control material weaknesses or material violations of applicable laws and regulations.

Independent Audit. The City's Charter, SEC 11.06, Annual Audit, requires an audit by independent certified
public accountants. The accounting firm of Cherry Bekaert LLP was selected by the City's Audit Selection
Committee and approved by the City Council. In addition to meeting the requirements set forth in the City's
Charter, the audit is also designed to meet the requirements of the Single Audit Act Amendment of 1996, OMB
Circular A-133 Audits of Sates, Local Governments, and Non-Profit Organizations and Title 2 U.S. Code of
Federal Regulations (* CFR’) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (“ Uniform Guidance” or “UG”). The Report of Independent Auditor on the
Basic Financial Statements is included in the Financial Section of this report. The Reports of Independent Auditor
on internal controls and compliance can be found in the Compliance Section of this report.

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 City for its Comprehensive Annual
Financial Report for the fiscal year ended June 30, 2016. This was the thirty-fifth consecutive year that the City
has received this prestigious award. In order to be awarded a Certificate of Achievement, the City published an
easily readable and efficiently organized comprehensive annual financial report. This report satisfied both
generally accepted accounting principles and applicable legal requirements. The GFOA also presented the
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Distinguished Budget Presentation Award to the City for its annual budget for the fiscal year beginning July 1,
2016.

A Certificate of Achievement is valid for a period of one year only. The City believes that the current
Comprehensive Annual Financial Report continues to meet the Certificate of Achievement Program's
requirements and is submitting it to the GFOA to determine its eligibility for another certificate.

Acknowledgments. The preparation of the Comprehensive Annual Financial Report on a timely basis was made
possible by the dedicated service of the entire staff of the Finance Department. Each member of the Department
has our sincere appreciation for the contributions made in the preparation of this report. Also deserving special
commendation are all of the skilled, talented and dedicated employees of the City of Chesapeake - the workforce
of the City. We also express our sincere appreciation to the Mayor and the City Council for their leadership,
guidance and establishment of policies for managing financial operations in a sound and progressive manner.

Very truly yours,

James E. Baker

City Manager rector of Finance
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w™ Cherry Bekaert”

Report of Independent Auditor

The Honorable Members of the City Council
City of Chesapeake, Virginia

Report on Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Chesapeake, Virginia, (the “City”), as of and for the year ended June 30, 2017,
and the related notes to the financial statements, which collectively comprise the City’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance
with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit the
financial statements of the Chesapeake Airport Authority and the Elizabeth River Properties of Chesapeake,
Inc., which represent 3.21%, 2.78%, and 0.64%, respectively, of the assets, net position, and revenues of the
aggregate discretely presented component units. Those financial statements were audited by other auditors
whose reports thereon have been furnished to us, and our opinion, insofar as it relates to the amounts included
for the Chesapeake Airport Authority and the Elizabeth River Properties of Chesapeake, Inc. are based solely
on the reports of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America, the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, and the Specifications for Audits of
Counties, Cities, and Towns, issued by the Auditor of Public Accounts of the Commonwealth of Virginia. The
financial statements of the Elizabeth River Properties of Chesapeake, Inc., were not audited in accordance with
Government Auditing Standards. Those standards and specifications require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.



Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the City, as of June 30, 2017, and the respective changes in financial
position, and, where applicable, cash flows thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis (“MD&A”") and required supplementary information other than MD&A, as listed on the
table of contents, be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the
required supplementary information in accordance with auditing standards generally accepted in the United
States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management'’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, other supplementary information, and
statistical section, as listed on the table of contents, are presented for purposes of additional analysis and are
not a required part of the basic financial statements. The accompanying schedule of expenditures of federal
awards is presented for the purpose of additional analysis as required by Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards, and is also not a required part of the basic financial statements.

The other supplementary information and schedule of expenditures of federal awards are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, this
information is fairly stated in all material respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the audit
of the basic financial statements and, accordingly, we express no opinion or provide any assurance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated November 28, 2017,
on our consideration of the City’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the City’s internal control over financial reporting and compliance.

ijuaL Ruekout J e

Virginia Beach, Virginia
November 28, 2017
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CITY OF CHESAPEAKE, VIRGINIA

Management’s Discussion and Analysis
Year Ended June 30, 2017

The discussion and analysis of the financial performance of the City of Chesapeake (the City) provides an overall
review of the City’s financial activities for the fiscal year ended June 30, 2017. The intent of this discussion and
analysis is to look at the City’s financial performance as a whole; readers should also review the basic financial
statements to enhance their understanding of the City’s financial performance.

FINANCIAL HIGHLIGHTSFOR FISCAL YEAR 2017

® For the fiscal year ended June 30, 2017, the total net position of the City on a government-wide basis,
excluding component units, was $1.8 billion. Of this amount, $162.2 million was unrestricted.

e The City’s total net position increased by $197.6 million from the prior year. The governmental activities’
net position increased by $159.4 million and business-type net position increased by $38.2 million.

e Atthe close of the current fiscal year, the City’s governmental funds reported combined ending fund balances
of $439.3 million, an increase of $93.6 million from the prior year. Approximately $350.5 million or 79.8%
of this amount was unrestricted (committed, assigned or unassigned).

e  The General Fund, on a current financial resources basis, reported a net increase in fund balance of $19.0
million. The original budget projected a deficit of $10.2 million. The final amended budget resulted in a
revised deficit projection of $21.4 million. A combination of strong revenue performance of $8.0 million or
1.5% greater than the amended budget and expenditures, exclusive of payments to Chesapeake Public
Schools (CPS), of $23.9 million or 8.1% lower than the amended budget resulted in the increase in fund
balance. The expenditure performance resulted from management focus on operational efficiency and cost
containment efforts coupled with recruitment challenges for some job classes.

® At the end of the current fiscal year, the unassigned fund balance of the General Fund was $67.6 million or
14.4% of total General Fund expenditures (including payments to CPS).

® The total fund balance of the General Fund of $206.7 million increased $19.0 million from the prior year.
Fund balance composition at year end was 0.6% nonspendable, 18.6% restricted, 45.5% committed, 2.6%
assigned and 32.7% unassigned.

e The City’s total bonded debt increased by $60.4 million from fiscal year 2016 (approximately 9.5%).

e Aspart of the City’s ongoing initiative to improve accuracy and develop efficiencies, the City converted the
semi-monthly payroll processing cycle from paying current to paying nine days in arrears during fiscal year
2017. The weekly payroll for the City continues to be paid five days in arrears. Paying in arrears is a
recognized payroll best practice. The implementation plan included an estimated amount in the original
budget of $4.0 million to cover a one-time pay advance to employees for the nine days arrears to facilitate a
smooth transition. The pay advance is repaid through employee service.



CITY OF CHESAPEAKE, VIRGINIA

Management’s Discussion and Analysis
Year Ended June 30, 2017

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements. The City’s
basic financial statements comprise three components: government-wide financial statements, fund financial
statements and notes to basic financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

The basic financial statements include statements that present different views of the City:

e  The first two statements presented are government-wide financial statementsthat provide both long-termand
short-terminformation about the City’s overall financial status.

® The next statements are fund financial statements that focus on individual parts of the City’s government,
reporting the City’s operations in more detail than the government-wide statements.

- The governmental fund statements tell how general government services such as public safety are
financed in the short-term as well as what amounts remain for future spending.

- The proprietary fund statements offer short- and long-term financial information about the activities the
government operates like businesses, such as the public utilities (water and sewer) system. Also
presented are internal services funds which are primarily supported through charges to other funds in
order to allocate the cost of services provided.

- The fiduciary fund statements provide information about the financial relationships in which the City
acts solely as a trustee or agent for the benefit of others to whom the resources in question belong. The
City’s fiduciary funds consist of an Agency Fund (Special Welfare) and an Other Postemployment
Benefit (OPEB) Trust Fund. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the City’s operations.

e The remaining statements are other discretely presented component units’ financial statements that provide
financial information about the Chesapeake Public Schools and the City’s other discretely presented
component units, which are aggregated on the government-wide financial statements.

The financial statements also include Notes to Basic Financial Statements that explain some of the information in the
financial statements and provide more detailed data. The statements are followed by a section titled Required
Supplementary Information that further explains and supports the information in the financial statements.

The following graphic shows how the required parts of this Management’s Discussion and Analysis and the City’s
basic financial statements are arranged and relate to one another.



CITY OF CHESAPEAKE, VIRGINIA

Management’s Discussion and Analysis
Year Ended June 30, 2017

Required Components of the City of Chesapeake Financial Statements

Management’s Discussion and Analysis (MD&A)

Basic Financial Statements

Government-Wide Fund Financial Statements
Financial Statements

Notes to Financial Statements

Required Supplementary Information (RSI)
(Other than MD&A)

Notes to RSI

The City’s financial statements present two kinds of statements, each with a different snapshot of the City’s finances.
The government-wide financial statements provide both long-term and short-term information about the City’s overall
financial status. The fund financial statements focus on the individual parts of the City government, reporting the
City’s operations in more detail than the government-wide statements. Both perspectives (government-wide and fund)
allow the user to address relevant