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15 North Cameron Street FAX: (540) 723-0238
Winchester, VA 22601 TDD: (540) 722-0782

Website: www.winchesterva.gov

March 20, 2017

To the Honorable Mayor and Members of the City Council
To the Citizens of the City of Winchester
Winchester, Virginia

Ladies and Gentlemen:

The Comprehensive Annual Financial Report (CAFR) of the City of Winchester, Virginia for the fiscal year
ended June 30, 2016 is submitted herewith pursuant to Sections 15.1-166 & 167 of the Code of Virginia.
Responsibility for both the 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 are accurate in all
material respects and are reported in a manner designed to present fairly the financial position and results of
operations of all the funds of the City. All disclosures necessary to enable the reader to gain an understanding of
the City's financial activities are included.

The City’s 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; to ensure that adequate accounting data
are compiled; and to allow for the preparation of financial statements in conformity with generally accepted
accounting principles. The internal control structure is designed to provide reasonable, but not absolute,
assurance that these objectives are met. The concept of reasonable assurance recognizes that (1) the cost of a
control should not exceed the benefits likely to be derived; and (2) the evaluation of costs and benefits requires
estimates and judgments by management.

State Statutes require an annual audit by independent certified public accountants. The accounting firm of Brown
Edwards & Company, L.L.P. performed the City of Winchester’s audit for the fiscal year ended June 30, 2016. In
addition to complying with the requirements set forth in the State Statutes, the audit was designed to comply with
the requirements of the Single Audit Act of 1984 and related Uniform Guidance. The auditor’s report on the
basic financial statements is included in the Financial Section of this report. The auditor’s reports related
specifically to the single audit are included in the Single Audit Section.

Generally accepted accounting principles require 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 City of Winchester’s MD&A can be found immediately following the report of the independent auditors.

il

“To provide a safe, vibrant, sustainable community while striving to constantly improve
the quality of life for our citizens and economic partners.”



Profile of the City of Winchester

The City of Winchester is located in the northern tip of Virginia in the Shenandoah Valley. Winchester,
founded in 1744, is the oldest city in Virginia west of the Blue Ridge Mountains. The City currently
occupies a land area of 9.3 square miles and serves a resident population of approximately 27,543. Two
major interstate highways, 1-81 and 1-66, and four major state highways, Routes 50, 7, 11, and 522,
provide direct access to eastern markets, including Washington, D.C., 72 miles away, and Baltimore, 97
miles away. As a regional employment and health care center, the City’s daytime population increases to
approximately 75,000.

The City of Winchester has a Council/Manager form of government. The nine member Council consists
of a Mayor and eight Councilors elected from four wards in the city with each ward electing two members
from the territory of the ward, and the mayor elected at-large and serving for a period of four years. In
the governance of the City, the Council is charged with the responsibility of establishing policies and
enacting ordinances and resolutions. The Council elects one of the councilors to serve as President for a
two year term. The City Manager is appointed by the Council, and is charged with the responsibility of
administering daily operations and implementing Council directives.

The City provides a full range of services, including the following: police and fire protection; emergency
response and rescue services; education; water and sewer services; refuse removal and disposal services;
construction and maintenance of highways, streets and infrastructure; parks and recreational activities;
cultural events; parking facilities; transit services; social services; planning and zoning; and general
administration. All moneys required to support these services are reflected in this report.

The CAFR includes all funds, component unit agencies, and boards and commissions for which the City
is financially accountable. Financial accountability is defined as appointment of a voting majority of such
an entity’s Board, and either (a) the ability to impose its will, or (b) the possibility that the component unit
will provide a financial benefit to, or impose a financial burden on, the City.

Based on the foregoing criteria, the financial activities of the following organizations are included in the
financial statements for the reasons indicated:

¢ Winchester Parking Authority (WPA): The Winchester Parking Authority was created at the
request of the City of Winchester under Chapter 221 the 1964 Acts of the Virginia General
Assembly on March 27, 1964 as a public body and body politic and corporate to acquire,
construct, reconstruct, equip, improve, extend, enlarge, maintain, repair and operate off-street
parking facilities; providing for the issuance of revenue bonds of the Parking Authority, payable
solely from revenues; to pay all or any part of the cost of such parking facilities; providing for the
imposition and collection of rates, rentals, fees, and charges for the use of and for the services
furnished by the parking facilities; authorizing the issuance of revenue refunding bonds; and
prescribing the powers and duties of the Authority in connection with the parking facilities and
adjoining areas. All members of the WPA are appointed by the City’s Common Council.

¢ Winchester School Board (Board): The Board was created by Common Council in accordance
with Article VIII, Section 7 of the Virginia Constitution and Section 14.01(A) of the Winchester
City Charter as a public body corporate. Pursuant to the foregoing, the Board is vested with the
authority to supervise the City's publicly funded primary and secondary school system. The
Board is authorized to oversee the operation and management of the City's public schools, and
receives annual appropriations in furtherance of these efforts from Common Council and other
funding sources. All members of the Board are appointed by the City’s Common Council, in
accordance with the provisions of the City's Charter.

v



Profile of the City of Winchester (Continued)

Financial activities of the following joint ventures and other related organizations are not included in the
CAFR, but are disclosed in the notes to the financial statements in accordance with pronouncements of
the Governmental Accounting Standards Board:

¢ Frederick-Winchester Service Authority
¢ Winchester Regional Airport Authority
¢ Handley Regional Library Board

The City maintains budgetary control as part of its fiscal management techniques. The objective of these
budgetary controls is to ensure compliance with legal provisions embodied in the annual appropriated
budget approved by the City’s governing body. The level of budgetary control (the level at which
expenditures cannot legally exceed the appropriated amount) is established at the departmental level.
Only the Common Council can revise the appropriation for each department. The City Manager is
authorized to transfer appropriations within general government departments, and the School Board is
authorized to transfer budgeted amounts within the school system’s categories. As demonstrated by the
statements and schedules included in the financial section of this report, the City meets its responsibility
for sound financial management.

Local Economy

The City is the region’s commercial, industrial, and medical center serving a 75-mile radius. Because of
the City’s position as a regional economic center and its extensive highway system, the City’s workforce
is drawn from a substantially broader area. Employers in the area offer a wide variety of private sector
jobs ranging from agriculture, forestry, and manufacturing, to retail, professional, educational, and
medical services.

The City’s largest employer is Valley Health Systems, which owns and operates the Winchester Medical
Center and five smaller primary care hospitals in the region along with other related services such as
urgent care clinics, home health services, a childcare facility, and transport services. A level II trauma
center, the Winchester Medical Center is a non-profit, regional referral hospital, serving the tri-state
region surrounding the city. The 445-bed facility offers a full range of inpatient and outpatient diagnostic,
medical, surgical and rehabilitative services. The Winchester Medical Center recently completed a three-
year $161 million construction project enhancing critical care and women’s services and a 52,000 square
foot, $28.5 million dollar Cancer Center facility on the Winchester Medical Center campus.

Located within Winchester is Shenandoah University, a United Methodist Church-affiliated institution,
which was founded in 1875 in Dayton, Virginia, and moved to Winchester in 1960. Today, Shenandoah
University has an enrollment of approximately 4,000 students. These students participate in more than 90
programs of study at the undergraduate, graduate, doctorate and professional levels in seven schools: the
College of Arts and Sciences, School of Business, School of Health Professions, Shenandoah
Conservatory, School of Pharmacy, School of Nursing, and School of Education and Human
Development. The University has continued to grow its presence in downtown Winchester through the
creation of housing, administrative and classroom facilities.

The Winchester Regional Airport is an all-weather general aviation airport, with 5,500 feet of grooved
asphalt runway, serving the region. The airport is staffed 24 hours a day/7 days a week and sells 100LL
and Jet-A aviation fuel. It is the official airport of the Virginia Inland Port Authority, which is fifteen
miles south of Winchester. The City participates with other user localities in a joint venture to operate the
airport, and contributes a share of the local funding needed for the operations and capital improvements of
the airport.



Local Economy (Continued)

The City’s commercial tax base accounts for 39.0% of the taxable real property value in the City. The
City serves as the major retail center for the region. Apple Blossom Mall, an enclosed regional shopping
center, contains Sears, Belk, and J.C. Penney as its anchors, along with an additional 85 specialty
stores. Plazas such as Apple Blossom Corners, Winchester Crossing, Winchester Station and Winchester
Plaza house Martin’s, Staples, Kohl’s, Home Goods, Books-A-Million, Michael’s, Old Navy, Bed Bath
and Beyond, HH Gregg, Dick’s Sporting Goods, Planet Fitness and the recently opened Fresh
Market. Also, serving the area are a Wal-Mart Supercenter, Lowe’s, Home Depot, Target, T.J. Maxx, and
Pier 1 Imports. The Old Town Mall, a pedestrian mall in the City’s downtown, offers a wide range of
boutiques, specialty shops and restaurants and is often viewed as the cultural center of the
community. There are also several anchorless retail centers and one life style center that house Ann
Taylor Loft, Talbots, Jos A Bank Clothier, and other high end retail stores. The city is also home to
several national chain restaurants. In addition, the city has several class A office buildings serving the
professional services sector and business service entities. In addition to retail, hospitality and office
space, the City is home to several large manufacturing companies including O’Sullivan Films, National
Fruit Company, Rubbermaid Commercial Products, American Woodmark and Trex Corporation. These
companies provide over 1,400 jobs to Winchester.

The City’s Department of Economic Redevelopment and the Winchester Economic Development
Authority (EDA) work closely together to facilitate economic development within Winchester. The EDA
worked with the City, U.S. Department of Housing and Urban Development and private companies to
redevelop the historic Taylor Hotel into a multi-use space that incorporates downtown living, two
restaurants and a premier public gathering space. In August 2016, the EDA acquired the Winchester
Towers property (a 35,000 square foot building and parking lot) at 200 North Cameron Street and
recently received appropriate City board approval to demolish the building and facilitate the development
of a 100+ room boutique luxury hotel and adjacent event center. In addition, the EDA continues to
incentivize the redevelopment of several downtown properties and has collectively acquired over
$1,000,000 worth of property in the historic downtown. Also, through Enterprise Zone designation by the
Virginia Department of Housing and Community Development, the EDA has created a valuable and
comprehensive incentive package that facilitates the startup and expansion of Winchester businesses.

In addition, the City’s Old Town Development Board continues to successfully market the City’s
downtown. New businesses continue to locate downtown, while existing businesses thrive. The Old
Town Development Board administers the Main Street Program, which concentrates on downtown
revitalization - putting the traditional assets of downtown, such as unique architecture and locally-owned
businesses, to work as a catalyst for economic growth and community pride. The efforts of the Old Town
Development Board have earned it recognition for excellence in the field of downtown revitalization by
meeting high standards of performance set by the Virginia Main Street Program and the National Trust
for Historic Preservations National Main Street Center.

Long-term Financial Planning

Unassigned fund balance in the general fund (24.3% of General Fund expenditures) exceeds the policy
guidelines set by Council for planning purposes. Twenty percent is the target for the City’s General Fund
balance.
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Long-term Financial Planning (Continued)

As part of our strategic plan, the City has implemented a 20 year financial planning model to help project
revenue and expenditures through the year 2036. Factored into the financial planning model are
anticipated future major capital projects. The City is planning for several road improvement projects that
will leverage state revenue sharing funds and general obligation bonds. In addition, the expansion and
renovation of Frederick Douglas Elementary School will require a future bond issuance of approximately
$3.4 million. Winchester Public Schools projects that enrollment will grow by approximately 500
students by 2022-2023 to an anticipated total enrollment of over 4,600, and that the current facilities are
inadequately sized to handle the increased number of students. These improvements should take us well
into the future, allowing us to continue providing a quality education for all students in the City. The City
is currently reviewing options for the future usage of the current John Kerr Elementary School as well as
the Douglas Community Learning Center facility.

Relevant Financial Policies

In December 2003, along with the fund balance policy, City Council adopted a debt obligation policy,
which states that net debt as a percentage of assessed value will not exceed 4%. General obligation debt
service and capital lease payments as a percentage of general governmental expenditures will not exceed
15%.

The City’s investment policy is designed to allow the City to obtain the highest possible yield on
available City financial assets, consistent with constraints imposed by its safety objectives, cash flow
considerations, and Virginia State laws that restrict the placement of public funds. Accordingly, deposits
were either insured by Federal Depository Insurance or collateralized in accordance with the Virginia
Security for Public Deposits Act.

Major Initiatives

A. Meadow Branch Extension

Meadow Branch Extension was successfully completed and opened in FY 2016 at a construction cost of
approximately $4 million. This roadway extension is approximately 0.6 miles in length and connected
Meadow Branch between Merrimans Lane and Buckner Drive and serves the new John Kerr Elementary
School which opened to students in August. This project provided a much needed North-South travel
corridor to facilitate easy movement in the City.

B. National Avenue Gateway Improvements

Another project that was successfully completed in FY 2016 was the National Avenue Gateway
Improvements Project. This project improved the safety of National Avenue entering downtown and also
constructed gateway improvements on this major entryway. The City acquired twelve parcels of property
in this area and realigned the roadways by constructing a roundabout. There were also significant
landscaping improvements included with this $1.4 million project.

C. Hope Drive Extension

The final design of Hope Drive Extension is currently underway. This project will extended Hope Drive
from Wilson Blvd. eastward to the intersection of Pleasant Valley and Tevis. Once the design is
approved by City Council, right-of-way acquisition for this anticipated $9.5 million project is expected to
begin in the second half of FY 2017. Construction is not expected to begin until the latter part of 2018. It
is anticipated that half of the costs of this project will be paid for using VDOT Revenue Sharing funds.
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Major Initiatives (Continued)

D. Valley Avenue Drainage and Sidewalk Improvements

The final design to construct drainage and sidewalks along Valley Avenue between Middle Road and the
southern city limits is also underway. This project will correct the significant drainage problem near the
intersection of Valley/Tevis and will also install sidewalks on both sides of the roadway where none
currently exist. Construction on this $7 million project is expected to begin at the same time as the Hope
Drive project. It is anticipated that half of the costs of this project will be paid for using VDOT Revenue
Sharing funds.

E. Tevis Street Extension

The final design of this $1.6 million project that will extend Tevis Street from Legge Blvd east to where a
future bridge will be constructed over Interstate-81 is underway. Half of the cost of this project will be
paid for using VDOT Revenue Sharing funds. The adjacent property owner will be paying for the other
half of the project cost. Construction on the project is expected to begin in the summer of 2017.

F. Sidewalk and Street Improvements

As a part of the City’s Strategic Plan, the City developed both a Sidewalk Master Plan and Street
Maintenance Master Plan in 2013 to be used as a guide for future sidewalk improvements within the City
and the City’s street maintenance program. In FY 2017, the City will be completing $1 million of street
repaving on numerous streets throughout the City and $565,000 of sidewalk improvements.

G. Green Circle Trail

The City is working diligently towards completing the Green Circle Trail. The section of the trail along
Town Run between Pall Mall Street and Cecil Street has been successfully completed at a cost of
approximately $1.2 million. The final sections of the Green Circle along Jubal Early Drive between
Harvest Drive and Millwood Avenue are in the design phase and funding applications have been
submitted to VDOT for financial assistance to complete the construction of these sections.

H. Winchester Towers
The Winchester Towers property located at the intersection of Cameron and Piccadilly was recently sold
by the City to the Economic Development Authority (EDA). The EDA is demolishing the building as the

first step of redeveloping the property with a proposed conference center/hotel.

Awards and Acknowledgment

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 of Winchester for its
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2015. This was the twenty-
fourth year that the City of Winchester has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an ecasily 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 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.
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Awards and Acknowledgment (Continued)

The preparation of this report was made possible by the dedicated and effective efforts of City and
Schools Finance staff, and staff in other departments throughout the City who assisted in gathering the
information for this report. Many hours of hard work are represented herein, and we extend our sincere
appreciation to each member of our staff who contributed to the final report.

Finally, grateful appreciation is extended to the City Council for their leadership and support throughout
the year.

Respectfully submitted,

Eden E. Freeman Mary M. Blowe
City Manager Chief Financial Officer
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Members of the City Council
City of Winchester, Virginia

Report on the 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 Winchester, Virginia as of and for the year ended
June 30, 2016, 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
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and Specifications for Audits of Counties, Cities,
and Towns issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from 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.
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Opinions

In our opinion, 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 of Winchester, Virginia, as of June 30, 2016, and the respective changes in financial position and,
where applicable, cash flows thereof and the respective budgetary comparison for the General Fund for
the year then ended in accordance 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 and other required supplementary information as listed in 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, are presented for purposes of additional analysis and are not a required
part of the basic financial statements. The schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200,
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance), and is also not a required part of the basic financial statements.

The other supplementary information and the 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, the other supplementary information and the schedule of
expenditures of federal awards are 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 do not express an 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
March 20, 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
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.
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City of Winchester, Virginia
Management’s Discussion and Analysis
Fiscal Year Ended June 30, 2016

This section of the City of Winchester’s (the City’s) annual financial report presents an overall review of
the City’s financial activities for the fiscal year ended June 30, 2016. Please review all documentation in
conjunction with the City’s financial statements and the transmittal letter for an overall picture of the
City’s financial performance as a whole.

Financial Highlights

e The assets and deferred outflows of resources of the City of Winchester, on a government-wide
basis excluding component units, exceeded its liabilities and deferred inflows of resources at the
close of fiscal year 2016 by $78.9 million (net position).

e The City’s total net position increased approximately $15.7 million over the course of this year’s
operations. Net position of governmental activities increased $12.4 million, and net position of
business-type activities increased $3.3 million over the prior year. The increase in net position by
the governmental activities is the result of the increase in capital assets in the City including road
and building improvements, as well as an increase in intergovernmental grants and tax revenues.

e At the end of the current fiscal year, the City’s governmental funds reported combined ending
fund balances of $27.6 million, an increase of $1.1 million in comparison with the prior year.
Approximately 67.7% of this amount, $18.7 million, is available for spending at the
government’s discretion (unassigned fund balance).

e As of the close of the current fiscal year, the City’s general fund unassigned fund balance was
$18.7 million. This amount represents 24.3% of total general fund expenditures.

e The City’s total debt increased by $20.0 million, or 11.0%. The City’s general obligation bond
debt and revenue bond debt decreased by $0.5 million and $2.7 million respectively, for a total
decrease of $3.2 million, from the prior year. Obligations payable increased by $23.2 million for
the City’s share, paid by user fees, for the Green Energy project at the wastewater treatment plant.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements comprise three components:

e Government-wide financial statements
e Fund financial statements
e Notes to financial statements

This report also contains other supplementary information in addition to the basic financial statements
themselves.

Government-wide financial statements. The government-wide financial statements are designed to
provide readers with a broad overview of the City’s finances in a manner similar to a private-sector
business.

The statement of net position presents information on all of the City’s assets, deferred outflows of
resources, liabilities and deferred inflows of resources, with the difference reported as net position. Over
time, increases or decreases in net position may serve as a useful indicator of whether the financial
position of the City is improving or deteriorating.
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Overview of the Financial Statements (Continued)

The statement of activities presents information showing how the City’s net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in the statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenue (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the City include: general government; judicial administration;
public safety; public works; health and welfare; community development; and recreation and cultural.
The business-type activities of the City include water and sewer operations.

The government-wide financial statements include not only the City itself (known as the primary
government), but also a legally separate school district and a legally separate parking authority for which
the City is financially accountable. Financial information for these component units is reported separately
from the financial information presented for the primary government itself.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The City, like other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the City can be divided into three categories: governmental funds,
proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide statements. However, unlike the government-
wide financial statements, governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the end of the
fiscal year. Such information may be useful in evaluating a government’s near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the City’s near-term financing decisions. Both
the governmental fund balance sheet and the governmental statement of revenues, expenditures, and
changes in fund balances provide a reconciliation to facilitate this comparison between governmental
funds and governmental activities.

The City maintains seven governmental funds. Information is presented separately in the governmental
fund balance sheet and in the governmental fund statement of revenues, expenditures, and changes in
fund balance for the general fund, which is considered a major fund. The capital projects fund is also
considered a major fund. Data from the other governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these nonmajor governmental funds is provided in the form
of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for its governmental funds. A budgetary comparison
statement has been provided for the governmental funds to demonstrate compliance with this budget.
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Overview of the Financial Statements (Continued)

Proprietary funds. The City maintains two different types of proprietary funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial
statements. The City uses an enterprise fund to account for its water and sewer operations. Internal
service funds are an accounting device used to accumulate and allocate costs internally among the City’s
various functions. The City uses internal service funds to account for its employee benefits program,
equipment maintenance operation, and other post-employment benefits. Because these three functions
predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only
in more detail. The proprietary fund financial statements provide separate information for the Water and
Sewer fund (a major fund). Conversely, the internal service funds are combined into a single, aggregated
presentation in the proprietary fund financial statements. Individual fund data for the internal service
funds is provided in the form of combining statements elsewhere in this report.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. 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 own programs. The City has three
fiduciary funds: the Special Welfare Fund, Northwestern Regional Jail Authority Construction Fund, and
Northwestern Regional Juvenile Detention Center Fund. The accounting used for fiduciary funds is much
like that used for proprietary funds.

Notes to the financial statements. The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements can be found on pages 17 - 80 of this report.

Other information. In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information concerning the City’s progress in funding its
obligation to provide pension benefits to its employees. Required supplementary information can be
found on page 81 of this report.

The combining statements referred to earlier in connection with nonmajor governmental funds and
internal service funds are presented immediately following the required supplementary information on

pensions.

Government-wide Financial Analysis

As noted earlier, net position (assets and deferred outflows of resources in excess of liabilities and
deferred inflows of resources) may serve over time as a useful indicator of a government’s financial
position. Table 1 shows that the primary government’s assets exceeded liabilities by $78.9 million at the
close of fiscal year 2016.

The City’s net position reflects its investment in capital assets (e.g., land, buildings, machinery, and
equipment); less any related debt used to acquire those assets that is still outstanding. The City uses these
capital assets to provide services to citizens; consequently, these assets are not available for future
spending. Although, the City’s investment in its capital assets is reported net of related debt, it should be
noted that the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves cannot be used to liquidate these liabilities.
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Government-wide Financial Analysis (Continued)

Table 1
City of Winchester's Net Position
Fiscal Year ended June 30, 2016

(in millions)
Governmental Business-Type Total Primary Component Unit
Activities Activities Government School Board
2016 2015 2016 2015 2016 2015 2016 2015
Assets
Current and other assets $ 434 $ 390 $ 65 $ 50 $ 499 §$ 440 $ 131 $ 254
Capital assets 94.4 86.3 171.8 150.2 266.2 236.5 124.9 114.6
Total Assets 137.8 125.3 178.3 155.2 316.1 280.5 138.0 140.0
Deferred Outflows of Resources
Deferred charge on refunding 5.2 5.7 1.9 2.2 71 7.9 - -
Subsequent pension contributions 22 2.3 0.3 0.3 2.5 26 4.2 4.3
Teacher cost sharing pool - - - - - - 1.4 0.4
Total Deferred outflows of resources 7.4 8.0 2.2 2.5 9.6 10.5 5.6 4.7
Liabilities
Current and other liabilities 7.0 6.0 2.8 23 9.8 8.3 7.5 7.5
Long-term liabilities 114.0 115.0 118.2 99.4 232.2 214.4 50.0 46.1
Total Liabilities 121.0 121.0 121.0 101.7 242.0 222.7 57.5 53.6
Deferred Inflows of Resources
Property taxes 1.0 1.0 - - 1.0 1.0 - -
Net Pension Plan Investments 3.3 3.8 0.5 0.3 3.8 4.1 3.7 7.0
Total Deferred outflows of resources 4.3 4.8 0.5 0.3 4.8 5.1 3.7 7.0
Net Position
Net investment in capital assets 66.9 62.5 57.0 54.2 123.9 116.7 124.9 114.6
Restricted - - - - - - 0.8 13.4
Unrestricted (47.0) (55.0) 2.0 1.5 (45.0) (53.5) (43.3) (44.0)
Total Net Position $ 199 § 75 $ 590 $ 557 $ 789 $ 63.2 $ 824 $ 84.0

Governmental activities. As shown in Table 1, net position for governmental activities increased from
$7.5 million at the end of FY 2015 to $19.9 million ($12.4 million increase) at the end of FY 2016. The
primary reason for the increase in net position is the increase in capital assets, including renovations to the
Joint Judicial Center and a new Emergency Communications System, as well as an increase in
intergovernmental grants and tax revenues. In FY 2015, the City began complying with the
Governmental Accounting Standards Board (GASB) Statement No. 68, Accounting and Financial
Reporting for Pensions. This standard requires the City for the first time to report a net pension liability
for the Defined Benefit Pension Plan that is offered to City employees. For detailed information on the
Defined Benefit Pension Plan see Note 11, page 51.

In addition, the City since the GASB 34 implementation reports its liability for the repayment of the debt
associated with the construction of school facilities under the governmental activities category. The City,
not the School Board, is obligated for the debt. The related capital assets are presented under the
Component Unit — School Board.
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Government-wide Financial Analysis (Continued)

If the debt related to the construction of schools ($69.8 million) and the pension liabilities ($11.2 million)
were not presented in Table 2, the net position for the governmental activities would be $99.5 million and
the total net position for the primary government would be $159.9 million.

Table 2
Changes in the City of Winchester's Net Position
Fiscal Year ended June 30, 2016

(in millions)
Governmental Business-Type Total Primary Component Unit
Activities Activities Government School Board
2016 2015 2016 2015 2016 2015 2016 2015
Revenues
Program Revenues
Charges for services $ 51 $ 49 $ 268 $ 257 $ 319 $ 306 $ 07 $ 038
Operating grants and contributions 15.3 13.0 - - 15.3 13.0 27.8 25.3
Capital grants and contributions 3.8 1.9 0.2 1.2 4.0 3.1 0.5 0.3
General Revenues
Property taxes 39.2 38.7 - - 39.2 38.7 - -
Sales taxes 9.0 8.8 - - 9.0 8.8 - -
Other taxes 22.2 214 - - 22.2 214 - -
Grants and contributions not
restricted to specific programs 3.0 3.0 - - 3.0 3.0 - -
Unrestricted investment earnings 0.1 0.1 - - 0.1 0.1 0.1 0.1
Other 0.1 0.1 - - 0.1 0.1 29.8 27.8
Total revenues $ 978 $ 919 $ 270 $ 269 $ 1248 $ 1188 $ 589 $ 54.3
Expenses
General government administration 5.3 3.4 - - 5.3 34 - -
Judicial administration 3.5 3.0 - - 35 3.0 - -
Public safety 20.8 211 - - 20.8 211 - -
Public works 11.2 10.9 - - 11.2 10.9 - -
Health and welfare 7.8 7.4 - - 7.8 7.4 - -
Education 29.7 27.6 - - 29.7 27.6 59.0 57.9
Parks, recreation and culture 3.4 4.0 - - 34 4.0 -
Community development 1.6 2.5 - - 1.6 25 - -
Interest on long-term debt 3.6 3.5 - - 3.6 3.5 - -
Bond issuance costs 0.1 0.2 - - 0.1 0.2 - -
Water and sewer - - 221 214 221 214 - -
Total expenses 87.0 83.6 221 21.4 109.1 105.0 59.0 57.9
Increase (decrease) in net position
before transfers 10.8 7.5 4.9 5.5 15.7 13.8 (0.1) (3.6)
Transfers 1.6 1.6 (1.6) (1.6) - - - -
Increase (decrease) in net position 12.4 9.1 3.3 3.9 15.7 13.8 (0.1) (3.6)
Net Position — beginning 7.5 (1.6) 55.7 51.8 63.2 50.2 82.5 86.1
Net Position - ending $ 199 $ 75 $ 590 $ 557 $ 789 $ 632 $ 824 $ 825
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Government-wide Financial Analysis (Continued)

As shown in Table 2, the City’s revenues from governmental activities totaled $97.8 million for FY 2016,
an increase of $5.9 million from FY 2015. Charges for services revenue increased by $0.2 million.
Operating grants and contributions increased $2.3 million from the prior year due to revenue sharing
grants for road improvement projects including National Avenue Gateway, Valley Avenue and
Meadowbranch Avenue. Capital grants and contributions increased by $1.9 million due to the recognition
of Frederick County’s debt repayment share for the Frederick-Winchester Joint Judicial Center renovation
project and contributions received from local sources for the Meadowbranch road extension project.
Winchester’s general revenues increased by $1.5 million from the prior year continuing the trend of
steady growth in local revenues based on a strong local economy. Governmental activities expenses
increased by $3.4 million from the prior year. The biggest increase being in education totaling $2.1
million; this included a one-time transfer of bond proceeds ($1 million) for the outfitting of a new
elementary school and additional operating funds of $1.1 million to support personnel and educational
programs. Other increases include additional funding for building improvements and infrastructure
projects such as paving and sidewalks.

As shown in Figure A, the City received 71.8% of its revenue from taxes. The major source of revenue
for the City was property taxes ($39.2 million or 40.1%), composed of real estate, personal property
taxes, and machinery and tools taxes. The City’s assessed value of taxable real property for FY 2015
increased by approximately 5.2% from the prior year. The increase in real property values is due to the
reassessment of real property which was effective January 1, 2015. The City revalues real property every
two years. The increase is real property values is another strong indicator of the City’s continuing
growth. Other tax revenues (sales and other taxes) increased $0.7 million from the prior year.

The City’s expenses from governmental activities totaled $87.0 million (Table 2) for the fiscal year ended
June 30, 2016, an increase of $3.4 million from the prior year. As shown in Figure B, education was the
largest expense at $29.7 million or 34.1% of total governmental expenses. Public safety was the second
largest expense at $20.8 million or 23.9% of total governmental expenses.

Figure A
Revenues by Source — Governmental Activities
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Government-wide Financial Analysis (Continued)

Figure B
Expenses and Program Revenues — Governmental Activities
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Business-type activities. The City’s business-type activities include the water and sewer fund. The net
position of these business-type activities totaled $59.0 million (Table 2) an increase of $3.3 million from
the prior year. As shown in Figure C, the major revenue source for the business-type activities is charges
for services, including water and sewer utility fees, which totaled $26.8 million or 99.0% of the total
revenues for business-type activities. Capital grants and contributions decreased $1.0 million from the
prior year mainly due to a decrease in contributed capital in the form of water and sewer infrastructure to
the City. Expenses of the business-type activities totaled $22.1 million (Table 2) an increase from the
prior year of $0.8 million. This increase in expenses is mainly due to an increase in operating costs such
as personnel and charges from the Frederick-Winchester Service Authority for wastewater operations and
debt payments for FY 2016.
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Government-wide Financial Analysis (Continued)

Figure C

Revenues by Source — Business-type Activities
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Financial Analysis of the City’s Funds

The City of Winchester uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements.

Governmental funds. The focus of the City’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
City’s financing requirements. In particular, unassigned fund balance may serve as a useful measure of a
government’s net resources available for spending at the end of the fiscal year.

Fund balances are the difference between assets and liabilities in governmental funds and consist of the
following categories:

e Nonspendable fund balance includes amounts that are not in spendable form, or amounts that are
required to be maintained intact.

o Restricted fund balance includes amounts that can be spent only for the specific purposes
stipulated by external providers, such as grantors or bondholders, as well as amounts that are
restricted through enabling legislation.

e Committed fund balance includes amounts that can be used only for the specific purposes that are
determined by a formal action of the government’s highest level of decision making authority.

e Assigned fund balance applies to amounts that are intended for specific purposes as expressed by
the governing body or authorized official and applies to remaining resources in any governmental
funds other than the general fund.

e Unassigned fund balance includes all amounts not contained in other classifications for the
general fund, and deficit fund balances in any other governmental funds.

For the fiscal year ended June 30, 2016, the City’s governmental funds reported combined fund balances
of $27.6 million, an increase of $1.1 million in comparison with the prior year. Approximately $18.7
million of the combined total fund balances constitutes unassigned fund balance, which is generally
available for spending at the City’s discretion.

The general fund is the chief operating fund of the City. For the fiscal year ended June 30, 2016, the
unassigned fund balance of the general fund was $18.7 million, while total fund balance reached $23.1
million. Unassigned fund balance represents 24.3% of total general fund expenditures, which serves as a
measure of the general fund’s liquidity. Fund balance in the City’s general fund increased by $1.0 million
during the current fiscal year.

Proprietary funds. The City’s proprietary fund statements provide the same type of information found
in the government-wide financial statements, but in more detail. Unrestricted net position of the City’s
water and sewer fund for the fiscal year ended June 30, 2016, amounted to $2.0 million, a slight increase
of $0.5 million from the prior year.
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General Fund Budgetary Highlights

City Council revised the City budget twice during the fiscal year. The difference between the original
budget and the final amended budget of expenditures for the general fund was an increase of $1.8 million,
mainly due to carryforward capital improvement projects from FY 2015.

Actual revenues were more than final budget amounts by $0.7 million, and actual expenditures were $2.8
million less than final budget amounts. Highlights of the comparison of final budget to actual figures
include the following:

e Other local taxes exceeded budget by $1.5 million primarily due to strong meals tax and business
license revenues indicating that the local economy in Winchester continues to show positive signs
of growth.

e Revenues from general property taxes were $0.6 million less than budgeted amounts mainly due
to real property tax revenues.

e Actual combined general government, judicial administration, public safety, public works, health
and welfare, and parks, recreation and cultural, expenditures were $1.0 million less than budgeted
amounts resulting primarily from savings in personnel costs due to managed position vacancies.

e Education expenditures were $0.8 million less than budgeted amounts primarily from savings in
personnel and operating costs by the Winchester Public Schools.

e Community development was $0.3 million less than budget due to the deferral of projects to the
next fiscal year.

Capital Assets and Debt Administration

Capital assets. The City of Winchester’s investment in capital assets for its governmental and business-
type activities as of June 30, 2016, amounts to $266.3 million net of depreciation, which represents an
increase of $29.7 million, or 21.5% over the prior year. This investment includes land, buildings,
improvements, water and sewer distribution systems, roads and bridges, and machinery and equipment.
More detailed information regarding the City’s capital assets can be found in Note 7 to the financial
statements.

Major capital asset events during the fiscal year included the following:

e Road improvements totaled $5.4 million
e Opequon Water Reclamation Facility Green Energy project totaled $25.1 million.

e Replacement of public safety and public works equipment totaled $1.0 million, including police
vehicles, public works equipment and defibrillators.
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Capital Assets and Debt Administration (Continued)

Table 3 summarizes the City’s capital assets as of June 30, 2016 and 2015.

Table 3

City of Winchester's Capital Assets
(net of depreciation)

Fiscal Year ended June 30, 2016

Governmental Business-Type Total Primary
Activities Activities Government
2016 2015 2016 2015 2016 2015

Land $ 7,305,583 $ 7,214,931 $ 1,201,485 $ 1201485 $ 8,507,068 $ 8,416,416
Construction in progress 9,987,004 3,848,625 208,845 83,529 10,195,849 3,932,154
Buildings 20,384,295 20,979,171 - - 20,384,295 20,979,171
Treatment plants - - 38,959,276 39,859,939 38,959,276 39,859,939
Improvements other than buildings 6,791,542 7,199,462 3,166 3,621 6,794,708 7,203,083
Infrastructure 44,742,977 41,756,314 90,432,001 91,718,768 135,174,978 133,475,082
Machinery & Equipment 5,263,869 5,361,383 738,998 806,621 6,002,867 6,168,004
FWSA purchased capacity - - 40,299,562 16,577,240 40,299,562 16,577,240
Total Capital Assets $ 94,475,270 $ 86,359,886  $ 171,843,333 $ 150,251,203  $ 266,318,603  $ 236,611,089

Long-term debt. As shown in Table 4, the City of Winchester had total debt outstanding of $201.6
million, for the fiscal year ended June 30, 2016, an increase of $20.0 million from the fiscal year ended
June 30, 2015. This entire amount is backed by the full faith and credit of the City, with $110.3 million
of the total being repaid by the City’s business-type activities.

For the fiscal year ended June 30, 2016, the City retired $7.6 million of outstanding general obligation
bond principal and issued $7.1 million for net decrease of $0.5 million. The obligations payable amount
increased by $23.2 million in FY 2016 due to debt issued by the Frederick-Winchester Service Authority
for the Green Energy project at the Opequon Water Reclamation Facility. More detailed information
regarding the City’s long-term debt can be found in Note 9 to the financial statements.

Table 4
City of Winchester's Outstanding Debt
Fiscal Year ended June 30, 2016

Governmental Business-Type Total Primary
Activities Activities Government
2016 2015 2016 2015 2016 2015
General Obligation Bonds  $ 91,122,575 $ 89,975,508 $ 14,563,264 $ 16,234,899 $ 105,685,839 $ 106,210,407
Revenue Bonds - - 57,725,751 60,449,938 57,725,751 60,449,938
Obligations payable 200,000 400,000 38,040,156 14,597,808 38,240,156 14,997,808
Total Outstanding Debt $ 91,322,575 $ 90,375,508 $110,329,171 $ 91,282,645 $ 201,651,746 $ 181,658,153

The City’s General Obligation Bonds have been rated AAA by Standard & Poor’s Corporation, Aa2 by
Moody’s Investors Service, and AA+ from Fitch Ratings. The legal debt margin of the City is 10% of the
total assessed valuation of the real estate within the City, which is subject to local taxation. The limitation
complies with Article VII, Section 10(a) of the Constitution of Virginia, 1971, and Section 15.1-176 of
the Code of Virginia, 1950, which defines the limitation on outstanding indebtedness that may be incurred
by cities. Based on 10% of the assessed value of real property, the City of Winchester’s legal debt limit is
$299.6 million. As of June 30, 2016, the City of Winchester’s total debt applicable to the limitation
totaled $105.9 million, leaving a legal debt margin of $193.7 million.
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Economic Factors and Next Year’s Budgets and Rates

o The City of Winchester uses a robust strategic planning process to identify and address significant
community issues. The process involves both the City Council and staff working together to
create and update the plan. The 2016 -2020 strategic plan includes the City’s Vision 2028, the
City’s work plan through 2020 and the City’s mission statement. City Council developed the
following four main goals during the planning process: encourage sustainable growth and
partnerships through business and workforce development, promote and accelerate revitalization
of target areas throughout the city, advance the quality of life for all Winchester residents, and
improve City services and advance the strategic plan goals by promoting a culture of
transparency, efficiency and innovation. The City has embraced these goals and Council and
staff work together to forward these goals.

e The City has adopted storm water regulations to comply with federal and state mandates related
primarily to the Chesapeake Bay initiatives that are intended to improve water quality in the
Bay. These regulations will require the City to undertake additional activities related to storm
water management in the coming years. One of these requirements is that the City must
accurately map the storm water system. This effort has already started, but will require a few
years to complete. City staff is also planning for potential storm water infrastructure projects that
may be necessary to meet the new regulations.

e Due to the need to continue to replace aging water and sewer infrastructure, the City has engaged
a consultant to complete a comprehensive analysis of the City’s utility rates. This analysis is
necessary to ensure that the future rates are set appropriately to generate adequate revenue for
continuing operational expenses as well as meeting the capital replacement
needs. Recommendations will be provided to City Council by the consultant in FY'17.

e The City of Winchester reassesses real property every two years; the next reassessment is
effective January 1, 2017. The 2017 overall assessment values are projected to show modest

growth over 2015 values.

e For the month of June 2016, the City’s unemployment rate was 3.6%, compared to the State’s
3.7% and the Federal rate of 4.9%.

Contacting the City’s Financial Management

This financial report is designed to provide citizens, taxpayers, customers, investors, and creditors with a
general overview of the City’s finances and to demonstrate the City’s accountability for the funds it
receives. If you have questions about this report or need additional financial information, contact the
Chief Financial Officer, City of Winchester, 15 N. Cameron Street, Winchester, VA 22601.
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Note 1.

CITY OF WINCHESTER, VIRGINIA

NOTES TO FINANCIAL STATEMENTS
June 30, 2016

Summary of Significant Accounting Policies

Reporting Entity

The City of Winchester, Virginia (the “City”) was incorporated in 1752 and organized under the Council-
Manager form of government. The City is governed by an elected mayor and an eight-member council.
The accompanying financial statements present the government and its component units, entities for which
the government is considered to be financially accountable. Each discretely presented component unit is
reported in a separate column in the government-wide financial statements to emphasize that it is legally
separate from the government.

Discretely Presented Component Units:

The City of Winchester School Board was created as a separate legal entity by the City to oversee the
operations and management of its publicly funded primary and secondary schools. All members of the
School Board are appointed by City Council, and the City has the ability to impose its will upon the Board.
In addition, because the School Board does not have taxing powers, the School Board is fiscally dependent
upon the City to provide significant funding to operate the public schools. The School Board must also
obtain the City’s approval for debt issuances.

The Winchester Parking Authority was created by the City for the purpose of planning and fostering the
development of off-street parking facilities. The City appoints all members of the Authority and is able to
impose its will on the Authority. The City is financially accountable for the Authority because the City
approves the Authority’s budget, levies taxes (if necessary) and must approve any debt issuances.

Separate financial statements of these component units are not available.
Jointly Governed Organizations:

The Frederick-Winchester Service Authority was created by the City and County of Frederick to provide for
administration, planning, and design of regional wastewater facilities for the participating jurisdictions. The
City appoints a majority of the voting members of the Authority but has no equity interest in the venture.
The Authority is able to meet its operating and other costs from charges for services. The City has certain
long-term obligations with the Authority that are described further in Note 9. Separate financial statements
for this joint venture may be obtained at the entity’s administrative offices at P.O. Box 43, Winchester,
Virginia 22604.
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