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November 29, 2017
To the Honorable Mayor, Members of City Council, and the Citizens of the City of Staunton, Virginia:

We are pleased to submit the City of Staunton’s Comprehensive Annual Financial Report (CAFR) for the fiscal year
ended June 30, 2017. This report has been prepared by the City’s Finance Department. The report provides full
disclosure of all financial information necessary to enable the reader to gain an understanding of the government’s
financial activities.

Management assumes full responsibility for the completeness and reliability of the information contained in their
report, based upon a comprehensive framework of internal control that it has established for their purpose. Because
the cost of internal control should not exceed the anticipated benefits, the objective is to provide reasonable, rather
than absolute, assurance that the financial statements are free of any material misstatements.

The government is required to undergo an annual single audit in conformity with the provisions of the U.S. Office of
Management and Budget Uniform Guidance. The Code of Virginia requires the City to have an annual audit
conducted by an independent certified public accountant.

Brown Edwards & Company, LLP, Certified Public Accountants, has issued an unmodified opinion for the City of
Staunton for fiscal year ending June 30, 2017. The independent auditor’s report is located at the front of the financial
section of this report.

The City’s management discussion and analysis (MD&A) immediately follows the independent auditor’s report. The
MD&A provides for a narrative introduction, overview, and analysis of the City’s basic financial statements. The
MD&A complements this letter of transmittal and should be read in conjunction with it.

PROFILE OF THE GOVERNMENT

The City of Staunton was founded in 1747 and later chartered as a town by the Virginia General Assembly in 1761.
The City was named for Lady Rebecca Stanton, wife of colonial Governor Sir William Gooch. Staunton was
incorporated as a city in 1871. Staunton is the birthplace of the city manager form of government. Staunton appointed
its first city manager, and the nation’s first city manager, Charles E. Ashburner, in April 1908.

The City is governed by seven members of City Council for policymaking and legislative issues. Council members
are elected at large for four-year terms. Council members elect the mayor. The city manager is appointed by City
Council and is responsible for the general operations of the City and administering the policies and ordinances enacted
by City Council. The city manager appoints all department directors for the various operating departments.

The Staunton City School Board is comprised of six members elected at large for four-year terms with the
responsibility of the operation of the City school system. The School Board appoints a superintendent to administer
the operations, policies, and procedures of the School Board. The local share of funding for the school system is
appropriated through the budget process by City Council and provided through a transfer from the General Fund to
the Education Fund.
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Staunton is an independent city with local government taxing power providing the full range of municipal services.
These services include public safety, recreation, parks and culture, education, health and social services, public works
and utilities, sanitation, planning and zoning, community development, judicial administration, and general and
financial administration services.

Staunton is located at the intersection of [-81 and I-64 in the Shenandoah Valley of Virginia. The City is 90 miles west
of Richmond, 85 miles north of Roanoke, and just 150 miles southwest of Washington D.C. The City encompasses
an area of 19.98 square miles with a population of approximately 24,363.

The City is located within 35 minutes of eleven colleges and universities: University of Virginia, James Madison
University, Washington & Lee University, Virginia Military Institute, Mary Baldwin University, Bridgewater College,
Eastern Mennonite University, Blue Ridge Community College, Piedmont Virginia Community College, Old
Dominion University at the Blue Ridge Community College campus, and American National University at the
Charlottesville and Harrisonburg campuses. The area also has several other specialized education centers:
Shenandoah Valley Governor’s School, four private high schools, and Valley Career and Technical Center for
occupational trades/industrial education and training.

BUDGET PROCESS AND CONTROLS

Per City Code, the Chief Finance Officer serves as the budgetary control officer and shall assist the City Manager in
developing and assembling the necessary information and planning and prioritizing financial commitments for the
preparation of the annual budget. The City adopts a balanced budget for all funds. The Code of Virginia requires the
City to adopt a balanced budget by May 15 for the School’s Education Fund budget and June 30 for all other City
funds. Budget control is maintained at the fund level. The City Manager, or designee, is authorized to transfer
appropriations from any line item within each fund as needed to sufficiently fund any expenditure. All departments
have on-line, real-time access to all line items within their operating budgets. Purchase orders for materials, supplies,
and services are not released until adequate appropriations are available. Open encumbrances are reported as assigned
or committed fund balances at the end of each fiscal year. City Council adopts an ordinance to approve budget
amendments that require increased or decreased appropriations to the total adopted budget.

The City’s budget team consists of the City Manager, Deputy City Manager, and Chief Finance Officer (CFO). The
City Manager and the CFO review the current status of the economy and develop budget guidelines based on City
Council’s long-term financial and strategic plan, three-year priorities, and other factors for the upcoming fiscal year.
City Council’s three-year priorities for the future of Staunton are summarized below;

»  Economic Development-to provide and support economic vitality through tourism and business development
to provide employment and revenue growth,
Education- to recruit and retain the best teachers and provide superb facilities,
Culture-to promote and retain arts, performing arts, music, galleries, and museums,
Inclusiveness- to develop a strategy to achieve more citizen engagement and promote a diverse society to
enhance civic pride and ownership to improve Staunton’s quality of life,
Resilience-to protect the City’s natural environmental resources and provide financial resources to safeguard
the City’s future,
Responsive, Efficient Government-to include professional administration, prudent financial management,
and the efficient and effective delivery of core services,
Built Environment- to study changes to the City’s land use policies and ordinances to enable more mixed-
use development and to develop a long-term financing strategy for public facilities and infrastructure.
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The CFO prepares the guidelines, instructions, and the forms for departments to submit their expenditure budget
requests. The CFO is responsible for preparing all governmental and proprietary revenue estimates for tax revenues,
state and federal revenues, proprietary fund revenues, and other revenues. After meeting with all departments and
prioritizing all budget requests for new personnel, new operating expenditures, and capital requests, the CFO prepares
the revenue and expenditure budget and submits the preliminary budget to the City Manager for review. The City
Manager is responsible for submitting the proposed budget to City Council for review and discussion.



By a resolution adopted by City Council on May 24, 2012, the City Finance Department provides comprehensive
financial management and support services to the School Board, and is responsible for all financial processes, budget,
and the annual audit for the City and Staunton City Schools. The CFO works directly with the City Manager and the
Superintendent of Schools to prepare the annual budget. The Chief Finance Officer is appointed by the City Manager.

The City of Staunton and Staunton City Schools also share the School’s Human Resources Department for recruitment
and all personnel related processes and activities. The Chief Human Resources Officer serves as the department head
of the human resources department for the Schools and the City. The Chief Human Resources Officer assists the
budget team for the City and Schools with personnel budget requests relating to changes in staff requirements and
employee pay increases. The Chief Human Resources Officer is appointed by the Superintendent of Staunton City
Schools.

The City’s CAFR includes all funds, and component unit agencies, 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
Staunton City School Board and the Staunton Economic Development Authority are included in the financial
statements for the reason indicated:

The Staunton City School Board was created as a separate legal entity by the City to
oversee the operation and management of its publicly funded primary and secondary
schools. The School Board creates a financial burden on the General Fund requiring
approximately 25% of its funding for school operations and the issuance of all general
obligation bonds. All members of the Board are elected by the City voters. City Council
has the ability to impose its will upon the Board.

The Staunton Economic Development Authority was created as a separate legal entity by
the City to promote economic development within the City. All members of the Board are
appointed by City Council. The Economic Development Authority imposes a financial
burden on the City.

LOCAL ECONOMY

The City’s overall financial health is determined by several economic factors based on retail sales volume, consumer
based taxes, new residential and commercial construction permits, and property values and transactions. Other
financial factors include state revenues, population trends, the unemployment rate, and the local tourism industry. The
2017 total taxable real estate assessed values increased 3.18%. Other local consumer based tax revenue sources
increased slightly from 2016. General increase in economic activity resulted in increases in meals, lodging and
consumer sales taxes. The local unemployment rate for June 2017 was 3.8%, which is well below the national average
of 4.5% and slightly below the statewide average of 3.9%. The City relies on its diverse property tax base consisting
of manufacturing facilities, distribution centers, a fairly stable retail base, a large government workforce within the
area, and a successful tourism market for the economic stability of the City.
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LONG-TERM FINANCIAL PLANNING

Staunton City Council’s Vision for 2025, revised on April 28, 2015, focuses on seven major principles; Economic
Development to provide and support economic vitality through tourism, small business development, and commercial
development to provide employment growth and revenue growth for the City; Education by recruiting and retaining
the best teachers and providing superb facilities; Culture by promoting and retaining a vibrant, exciting, and
welcoming community for the arts, performing arts, music, galleries, and museums; Inclusiveness for all citizens by
developing a strategy to achieve more citizen engagement, promote a diverse society to enhance civic pride, and instill
ownership to improve Staunton’s quality of life; Resilience by protecting the City’s natural environmental resources,
and providing financial resources to safeguard the City’s future; Responsive, Efficient Government to include
professional administration, prudent fiscal management, and the efficient and effective delivery of core services; Built
Environment to study changes to the City’s land use policies and ordinances to enable more mixed use development
within the City, and develop a long term financing strategy for public facilities and infrastructure.

Economic Strategy — The City’s long-range economic strategy is to attract new commercial, manufacturing, and retail
businesses and expand existing businesses. This strategy will strengthen, diversify, provide employment growth,
increase the median household income level, and sustain and increase the local tax revenue base to provide quality
governmental services to the citizens of Staunton.

City Safety Net Reserve — The City’s fund balance fiscal policy, as revised by City Council, now requires a reservation
of 15% of the City’s total general fund operating budget as a cash safety net reserve, reported as committed fund
balance in the general fund. The primary government reserve is currently $8,137,500. These funds can be used only
for major catastrophic events that would affect the public safety or major infrastructure of the City, or imposition of
mandates by Federal and State governments. The City also adopted a policy to establish and maintain a contingency
reserve in the amount of $250,000, reported as unassigned fund balance in the general fund, to provide for unexpected
declines in budgeted revenues or unanticipated emergency expenditures. In FY 2017, City Council accomplished their
goal of increasing the safety net reserve to 15%, a task begun in 2012.

Capital Improvement Plan — The City approves a multi-year capital improvement plan and budget each year. The
approved CIP plan and budget includes the City CIP and the School CIP plan. The City and School CIP budgets are
appropriated each year by Council. The CIP funds are designated as multi-year funds in the accounting system and
automatically carry forward the project balances to the next fiscal year for completion of the projects. Council is not
required to re-appropriate funds each year for the balance of the same project appropriation.

The CIP plan is a five-year capital plan updated annually to account for project estimate updates, new and revised
projects, and completed projects. The annual update to the CIP plan begins in October each year. The plan is presented
to City Council and the Planning Commission in December each year. The plan is adopted in February during the
budget process. The draft CIP plan is presented to City Council and the Planning Commission for review and
suggestions. The Planning Commission will make recommendations and accept the CIP Plan based on the City’s
Comprehensive Plan. City Council approves the CIP after the Planning Commission’s recommendations, and any
other changes The CIP plan includes the funding sources for the proposed capital projects each year of the five-year
plan. Funding sources are based on a five-year financial analysis of revenues and expenditures.

Once a project is completed, the balance of any remaining appropriated funds for the project is transferred to the CIP
Undesignated Account to be held as contingency for other projects. Council approves the transfer of funds. Any
transfer of appropriated funds from one project to another requires approval from City Council.

The City collaborates with the School Board to incorporate the School CIP plan and develop financing plans to pay
for major improvements or renovations to school facilities.

The City prefers to finance capital projects with cash, or ‘pay-as-you-go’ funds, and federal and state grants.

The City may use debt financing for projects by issuing general obligation or revenue bonds to finance projects. Any
project requiring debt financing shall have a useful life equal to the term of the bond and adhere to the City’s Debt
Policy ratios and guidelines.
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Debt Policy- Provides guidance and criteria for the issuance of debt so the City will not exceed affordable levels of
indebtedness. This policy is intended to ensure debt is issued and managed prudently in order to maintain a sound
fiscal position and protect the City’s credit quality:

1. The City will confine long-term borrowing to capital improvements or projects that cannot be financed from
current revenues except when approved justification is provided.

2. When the City finances capital improvements or other projects by issuing bonds, or entering into capital
leases, it will repay the debt within a period not-to-exceed the expected useful life of the project.

3. When feasible, the City will explore the usage of special assessment, revenue, or other self-supporting bonds
instead of general obligation bonds.

4. The City will retire tax anticipation debt, if any, annually, and will retire bond anticipation debt within six
months after completion of the project.

The following debt ratios will be measured annually and will be measured as part of the debt issuance process. If the
issuance of new debt causes the City to be out of compliance with one or more of the policies, staff must request an
exception from City Council stating the justification and expected duration of the policy exception:

1. Direct net debt as a percentage of estimated assessed value of taxable property should not exceed four percent
(4.0%). “Direct net debt” is defined as any and all debt that is tax-supported.

2. Theratio of debt service expenditures as a percent of total governmental fund expenditures should not exceed
fifteen percent (15%).

3. Payout of aggregate outstanding tax-supported debt principal shall be no less than fifty percent (50%) repaid
in 10 years.

MAJOR INITIATIVES
FY2017 Budget

City Council’s commitment to prudent fiscal management has provided the framework for the City to prepare and
adopt budgets in response to the economic conditions of the local, state, and national economies. The total fiscal year
2017 budget, $106.2 million, an increase of 1.4% or $ 1.4 million from the previous year was adopted with no tax rate
increases for property tax or other local tax rates. The general fund budget increased 2.5% over the previous year.
Property tax revenues were projected to increase by $.5 million, or 2.2%, and other local tax revenues were projected
to increase 3.2% over the previous year’s budget. The general fund budget increased its transfer to the education fund
by 3.2%.
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Economic Development

Staunton Crossing Development Park

Staunton Crossing, located at U.S. 250 and the interchange of Interstate Highways 81 and 64, is planned for a mix of
corporate and professional offices, retail stores, restaurants and lodging facilities. The project will be the largest
business development property to support both office and retail development in the Shenandoah Valley region of the
I-81 corridor through Virginia.

In September, 2016 the EDA sold approximately 25 acres of the Staunton Crossing development property for $1.25
million. Construction began on the first phase of the development site in November, 2016. The development will
have a Marriott Fairfield Inn and Suites and a Tru by Hilton hotel. Multiple food options, a grocery center, and a fuel
and convenience store center are all possibilities at the sight. The City will gain additional jobs and approximately
$1.0 million annually from property, meals, sales, and lodging tax revenues when the first phase is completed.

Frontier Center

Frontier Center is near the intersection of Interstates 81 and 64 and is in the first phase of the development.
Construction began in December, 2016 for the road and infrastructure improvements. This phase will add three new
fast food restaurants and a grocery center, adding to the City’s property, meals, and sales tax revenues.

AWARDS AND ACKNOWLEDGEMENTS
Economic Development

Economic strength, resilience, and attractiveness to future investment is built around a thoughtful, holistic strategy
that weaves together economic development, placemaking, and livability. Winning high praise for decades of urban
revitalization from everyone from the National Trust for Historic Preservation to Virginia Living magazine, Staunton
continues to garner rankings and acclaim:

e "The Next Great Mountain Towns” Blue Ridge Outdoors
e  “The 15 Most Beautiful Main Streets Across America” Architectural Digest
e "23 Best Small Town Main Streets in America" Country Living Magazine

Parks and Recreation

The Department of Parks and Recreation received two awards from the Virginia Recreation and Park Society for Best
New Special Event for its Gypsy Hill Drive in for Kids and Best New Renovation/Addition (Bricks and Mortar) for
the renovation of the Montgomery Hall Park pool.

The Horticulture Division of the Department of Parks and Recreation received a Tree City USA award from the
National Arbor Day Foundation. This is the 215T year the City has achieved this award recognizing municipalities
with active tree care and replacement programs.

The department has also earned the 2017 Harry J. Banker Gold Leaf Award from the International Society of
Arboriculture (ISA) for Arbor Day activities. The ISA said the award is intended to recognize individuals,
organizations and communities for either outstanding Arbor Day activities or for outstanding landscape beautification
activities as submitted by an ISA Chapter.
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Public Safety

The Staunton Police Department received the 10™ consecutive national accreditation award from the Commission on
Accreditation for Law Enforcement Agencies, Inc. (CALEA) in May, 2016. The department received its first
accreditation award in 1985 as one of the first ten law enforcement agencies in the world accredited by CALEA.
Accreditation ensures that police departments operate under a set of nationally accepted standards that are designed
to provide citizens with professional law enforcement services. Citizens of the City of Staunton benefit from the
accreditation process with the assurance that the police department maintains procedures to encourage, listen and
respond to citizen requests, needs, complaints and inquiries.

Staunton Fire & Rescue recently achieved an extraordinarily rare advancement for a municipal fire department when
it was recognized by the Insurance Services Office (ISO) for improving its fire insurance classification from a Class
5 to a Class 2. The rating reflects the effectiveness of a fire department’s fire suppression program—its ability to
receive and respond to fire alarms; sufficiently staff, equip and train its department; maintain a water supply system,
and educate the community about fire risks.

Public Works

The City’s drinking water consistently meets all water quality standards and regulations. In the most recent Water
Quality Report, Staunton’s Water Treatment Plant achieved the Silver award through the VDH Office of Drinking
Water Virginia Optimization Program. This program recognizes those who provide quality water that exceeds
minimum regulatory standards and operate water systems in an exemplary manner.

Finance Department

The Risk Management Division of the Finance Department successfully completed 100% of the Virginia Municipal
League’s Insurance Program for risk management guidelines for the City and Staunton City Schools. These guidelines
ensure the City and School’s commitment to safety for its citizens and employees. As a result of completing the
guidelines, the City and Staunton City Schools received a 5% discount on the liability and workers compensation
insurance premiums for the fiscal year.

Certificate of Achievement for Excellence in Financial Reporting

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 Staunton, Virginia, for its Comprehensive Annual
Financial Report for the fiscal years ended June 30, 1985 through 2016. A Certificate of Achievement for Excellence
is valid for a period of one year only. We believe our current report continues to conform to the Certificate of
Achievement Program requirements, and we are submitting it to GFOA to determine its eligibility for another
certificate.

The preparation of this report on a timely basis was accomplished with efficient and dedicated services of the Finance

Department. I would also like to thank the City Manager and the City Council for their interest and support in applying
for the Certificate of Achievement for Excellence in Financial Reporting.

Respectfully submitted,

Jeanne R. Colvin
Chief Financial Officer
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INDEPENDENT AUDITOR’S REPORT

To the Honorable Members of City Council
City of Staunton, 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 Staunton, 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 Augusta Regional Landfill. The City’s share of this
undivided interest represents 58%, 52%, and 18%, respectively, of the assets, net position, and revenues
of the Environmental Fund. Those financial statements were audited by other auditors whose report has
been furnished to us, and our opinion, insofar as it relates to the amounts included for the Augusta
Regional Landfill, is based on the report 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 and the Specifications for Audits of Authorities, Boards, and Commissions,
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 of material misstatement.
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Auditor’s Responsibility (Continued)

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 report of the 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 of Staunton, Virginia, as of
June 30, 2017, and the respective changes in financial position and, where applicable, cash flows thereof
for the year then ended in accordance with accounting principles generally accepted in the United States
of America.

Change in Accounting Principle

As described in Note 9 to the financial statements, in 2017, the City adopted new accounting
guidance, GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other than
Pensions. Our opinion is not modified with respect to this matter

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 Matters (Continued)
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, the other
supplementary information, and the 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 by us and the other auditor 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
November 29, 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, 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.
éw | Ctymeds "érym? 4P
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MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City of Staunton’s annual financial report presents our discussion and analysis of the City’s financial
performance during the fiscal year that ended June 30, 2017. The MD&A is in addition to the transmittal letter, located on
pages iv-x of this report. Readers are encouraged to review the information presented in the MD&A and the letter of
transmittal to provide the user a more comprehensive view of the City’s financial condition. The MD&A presents
information for the government-wide financial statements and the fund financial statements. The MD&A provides the user
with a narrative introduction, overview, and analysis of the basic financial statements for the City’s financial performance as
a whole.

FINANCIAL HIGHLIGHTS
Highlights for Government-wide Financial Statements

e The City’s total net position of governmental activities was $54.7 million at June 30, 2017. Net position of the
City’s business-type activities was $69.5 million.

e  Total revenues of governmental activities exceeded total expenses by $4.2 million.

e General revenues, charges for services, operating grants and contributions, and capital grants and contributions of
the City’s governmental activities were $61.4 million for FY 2017. Revenues of the City’s business-type activities
were $12.2 million.

e Expenses were $56.2 million for governmental activities and expenses for the business-type activities were
$10.8 million for FY 2017.

e The City’s total general obligation bond and loans payable at June 30, 2017 was $51.8 million, a net decrease of
$4.7 million from FY 2016 due to normal scheduled debt reduction.

e At June 30, 2017, the total fund balance for all governmental funds was $24 million with the General Fund
comprising $13.8 million of that total.

OVERVIEW OF THE FINANCIAL STATEMENTS

This Management’s Discussion and Analysis is intended to serve as an introduction to the City of Staunton’s basic financial
statements. The basic financial statements are comprised of three components: 1) government-wide financial statements, 2)
fund financial statements, and 3) notes to the financial statements. This report also contains other supplementary information
in addition to the basic financial statements including budgetary comparisons.

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. One of the most important questions asked about the City’s finances is, “Is the
City as a whole better or worse as a result of the year’s activities?” The Statement of Net Position and the Statement of
Activities report information about the City as a whole and about its activities in a way that helps answer this question. These
statements include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting used by
most private-sector companies. All of the current year’s revenues and expenses are taken into account regardless of when
cash is received or paid.

The Statement of Net Position and the Statement of Activities report the City’s net position and changes in net position. One
can think of the City’s net position — the difference between assets, liabilities, and deferred inflows/outflows of resources — as
a way to measure the City’s financial health, or financial position. Over time, increases or decreases in net position help
determine whether the City’s financial position is improving or deteriorating.
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The government-wide financial statements of the City are divided into three categories:

Governmental activities — Most of the City’s basic services are included here, such as the police, fire, public works, parks and
recreation, health and welfare, and general administration. Property taxes, other local taxes, and intergovernmental revenue
are the primary sources that finance these activities.

Business-type activities — The City’s golf, water, sewer, storm water, parking, and environmental management activities are
reported here. The City charges fees to customers to fund all or most of the cost of services provided by these activities.

Component units —The City also includes two separate legal entities in its report — the Staunton City Schools and the
Staunton Economic Development Authority. While these represent legally separate entities, their operational or financial
relationship with the City makes the City financially accountable.

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts used to maintain control over resources segregated for specific activities or
objectives. The City uses fund accounting to ensure and demonstrate fiscal accountability. As described below, the City uses
governmental, proprietary, and fiduciary fund financial statements to provide detailed information regarding its funds.

Governmental funds — Governmental funds report most of the City’s basic services. The funds focus on cash and other
financial resources that can be readily converted to cash flows in and out, and balances left at year-end that are available
for future spending. Consequently, the governmental funds statements provide a near or short-term view of the City’s
finances that helps the reader determine whether there are greater or fewer financial resources available in the near future
to finance City programs. Because this information does not encompass the long-term focus of the government-wide
statements, additional information is provided at the bottom of the governmental funds statements to explain the
relationship (or differences) between them.

Proprietary funds — Proprietary funds report the same functions that are presented as business-type activities in the
government-wide financial statements. Proprietary funds are classified as enterprise or internal service funds. An
enterprise fund reports any activity for which fees are charged to external users for goods or services. Internal service
funds account for goods and services provided on a cost reimbursement basis from activities within the government. The
City maintains six enterprise funds to report on activities for golf, water, sewer, storm water, environmental management
and parking operations; and two internal service funds. The Inventory fund accounts for the City’s inventory which
provides supplies for the City’s operations. The Health insurance fund accounts for the City and School’s self-insured
health plans and employer and employee health care costs. Because both funds predominately benefit governmental
rather than business-type functions, the internal service funds are reported with governmental activities in the
government-wide financial statements.

Fiduciary funds — Fiduciary funds are used to report assets held in a trustee or agency capacity for others outside the
government. Fiduciary funds are excluded from the City’s government-wide financial statements because the City
cannot use these assets to finance its operations. The primary government and the Component Unit School Board both
maintain fiduciary 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.

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 obligations to provide pension
benefits and other post-employment benefits to its employees.

The combining and individual fund statements and schedules for all nonmajor funds include the special revenue and debt
service funds. Budget to actual statements are provided for governmental and special revenue funds with legally adopted
budgets.

Other Supplementary Information for the City and Schools’ includes a Statistical Section and Schedule of Expenditures of
Federal Awards.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

Statement of Net Position-The following table reflects condensed information for the City’s net position.

City of Staunton
Summary Statements of Net Position
June 30,2017 and 2016
Governmental Business-Type Total Primary
Activities Activities Government
2017 2016 2017 2016 2017 2016

Assets:

Current and other assets $ 55,744,260 $ 55,301,314 $ 19,635,281 §$ 18,243,671 $ 75,379,541 $ 73,544,985

Capital assets 58,144,852 58,426,009 74,372,111 75,336,786 132,516,963 133,762,795
Total assets 113,889,112 113,727,323 94,007,392 93,580,457 207,896,504 207,307,780
Total deferred outflows of resources 3,307,311 2,425,982 466,332 363,922 3,773,643 2,789,904
Liabilities:

Long-term liabilities 49,049,303 50,695,270 21,554,116 23,357,433 70,603,419 74,052,703

Other liabilities 7,980,059 8,767,436 3,249,297 3,156,341 11,229,356 11,923,777
Total liabilities 57,029,362 59,462,706 24,803,413 26,513,774 81,832,775 85,976,480
Total deferred inflows of resources 5,461,184 6,154,153 139,433 296,078 5,600,617 6,450,231
Net Position:

Invested in Capital assets 45,372,360 43,963,323 55,688,479 54,599,310 101,060,839 98,562,633

Restricted 41,469 27,466 - - 41,469 27,466

Unrestricted 9,292,048 6,545,657 13,842,399 12,535,217 23,134,447 19,080,874
Total net position $ 54,705,877 $ 50,536,446 $ 69,530,878 $ 67,134,527 $ 124,236,755  § 117,670,973

The City’s total net position of $124.2 million increased by 5.6%, or $6.6 million, from FY 2016. This change is due to
changes in deferred inflows and outflows related to the pension liability and a net decrease in long term liabilities due to
scheduled debt reduction.

The largest component of the City’s net position ($101.1 million or 81.4%) is the investment in capital assets (e.g. facilities,
equipment, and infrastructure), net of any outstanding related debt used to acquire those assets. The City uses these capital
assets to provide services to citizens; therefore, these assets are not available for future spending. Although the City’s
investment in capital assets is reported net of related debt, it should be noted that the resources need to repay this debt must
be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities. Current year
increase of $2.5 million is mainly due to reductions in long term liabilities related to those assets. Net investment in capital
assets for business-type activities represents, for the most part, the assets of the water, sewer, and storm water utilities. Please
refer to Notes 5 and 6 of this report and the MD&A’s capital assets and long term debt section.

Less than 1% of the City’s net position is restricted. The remaining balance of unrestricted net position ($23.1 million or
18.6%) is used to finance day-to-day operations.

As of June 30, 2017, the City reported positive balances in net position for the City as a whole for the governmental activities
and the business-type activities. The same situation held true for the prior fiscal year.
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The following tables summarize the City’s change in net position for the current and previous year.

Revenues:
Program Revenues
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues
Property taxes
Other taxes
Unrestricted
intergovernmental
Interest and investment
earnings
Other
Total revenues

Expenses:
General government

Judicial administration
Public safety
Public works
Health and welfare
Education (includes
payment to Schools)
Parks, recreation and
culture
Community
Development
Interest on long-term debt
Water
Sewer
Storm Water
Environmental
Golf
Parking
Total expenses
Increase in net position before transfers
Transfers
Increase in net position
Net position - beginning of year
Net position - end of year

$

City of Staunton
Changes in Net Position
For the Years Ended June 30, 2017 and 2016
Governmental Business-Type
Activities Activities Total Primary Government

2017 2016 2017 2016 2017 2016

6,905,408$  6,716,9728 11,892,822 § 11,375,702$ 18,798,230% 18,092,674

11,227,647 16,839,852 9,704 14380 11237351 16,854,241
2,215,355 1,105,977 252,436 139,445 2,467,791 1,245,422
24,281,660 23,798,051 - - 24281,660 23,798,051
13,673,932 13,324,942 - - 13,673,932 13,324,942
2,862,470 2,805,667 - - 2,862,470 2,805,667
133,649 68,532 36,455 50,658 170,104 119,190
57,572 29,086 - - 57,572 29,086

61,357,693 64,689,079 12,191,417 11,580,194 73,549,110 76,269,273

8,881,755 9,063,531 - - 8,881,755 9,063,531
1,882,696 1,774,669 - - 1,882,696 1,774,669
11,718,559 10,622,194 - - 11,718,559 10,622,194
7,688,195 7,195,893 - - 7,688,195 7,195,893
6,236,892 5,975,631 - - 6,236,892 5,975,631
12,895,304 12,792,065 - - 12,895,304 12,792,065
3,488,880 3,354,852 - - 3,488,880 3,354,852
2,243,574 1,621,715 - - 2,243,574 1,621,715

1,111,334 1,207,248 - - 1,111,334 1,207,248
- - 3,425,966 3,611,452 3,425,966 3,611,452
- - 3,534,495 3,556,814 3,534,495 3,556,814

- - 806,458 785,238 806,458 785,238

- - 2,456,118 2,207,342 2,456,118 2,207,342

; - 152,966 151,865 152,966 151,865

- - 460,136 414,275 460,136 414,275

56,147,189 53,607,798 10,836,139 10,726,986 66,983,328 64,334,784

5,210,504 11,081,281 1,355,278 853,208 6,565,782 11,934,489
(1,041,073) (236,488) 1,041,073 236,488

4,169,431 10,844,793 2,396,351 1,089,696 6,565,782 11,934,489
50,536,446 39,691,653 67,134,527 66,044,831 117,670,973 105,736,484

54,705.877% 50,536,446 $ 69,530,878 $ 67,134,527 124,236,755$ 117,670,973
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Governmental Activities - Revenues

e The City’s total revenues from governmental activities were $61.4 million for the fiscal year ended June 30, 2017, a
decrease of $3.3 million over the previous year.

e Property taxes, the largest source of general revenue, accounted for $24.3 million or 39.6% of revenue in 2017.

Property tax revenues increased $.5 million over 2016 due to an increase in assessed values. Real estate rates were
$.97 per $100 of assessed value. Personal property taxes were $2.75 per $100 of assessed value.

e  Operating grants and contributions decreased $5.6 million mainly due to the regional jail buy in that occurred in
FY2016.

e Capital grants and contributions increased $1.1 million over FY 2016 due to the capital grants from VDOT.

Governmental Activities - Revenues by Source

Fiscal Years Ended June 30,2017 and 2016
($ In Millions)
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Governmental Activities - Expenses

e The total expenses from governmental activities were $56.2 million for the year, an increase of $2.5 million from
FY 2016.

e Education is the largest expense for the City at $12.9 million or 23% of the total governmental activities. The net
cost remained stable compared to FY 2016.

e Community Development increased $.6 million over FY 2016 due to Commonwealth Opportunity fund grant and
other grants to the EDA and the addition of a position in the Tourism department.

e Public Safety increased $1.1 million over FY2016 due to the filling of vacant positions in police and fire and an
increase in costs of prisoner care.

Governmental Activities - Expenses by Function

Fiscal Years Ended June 30, 2017 and 2016

($ In Millions)
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Governmental Activities - Expenses, Net Costs, and Program Revenues

($ In Thousands)

Program revenues are those revenues directly related to the individual expense functions such as user fees and charges,
restricted grants, and contributions. Program revenues for FY 2017 totaled $20.4 million and general revenues totaled $41
million.

The net cost of services represents the amount of tax or other revenue required to support these functions. The Education
function requires the largest amount of general revenue support at 35.8%, an increase of $.1 million from FY 2016. Public
safety net cost of service increased $7 million because the jail buy in was recorded in FY 2016.

Net Cost of the City of Staunton’s Governmental Activities
2017 2016

Total Cost Net Cost Total Cost Net Cost

Education $ 12,895304 $§ 12,804,904 $ 12,792,065 $ 12,704,395
Public Safety 11,718,559 9,913,194 10,622,194 2,944,360
Public Works 7,688,195 1,646,406 7,195,893 2,137,604
Health and Welfare 6,236,892 2,150,956 5,975,631 2,167,016
General Government 8,881,755 2,738,713 9,063,531 3,151,564
Parks, Recreation, Culture 3,488,880 2,869,235 3,354,852 2,583,619
Community Development 2,243,574 1,958,779 1,621,715 1,537,270
Judicial Administration 1,882,696 605,258 1,774,669 511,921
Interest on Long-Term Debt 1,111,334 1,111,334 1,207,248 1,207,248
$ 56,147,189 § 35,798,779 $ 53,607,798 $ 28,944,997
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Business-Type Activities

1. Total revenues of the City’s business-type activities were $12.2 million for FY 2017. Charges for services
including golf, water, sewer, storm water, environmental, and parking fees make up the largest source of
revenues at $11.9 million or 97.6% of total revenues for business-type activities.

2. Overall expenses of business-type activities remained relatively stable increasing only $.1 million over FY
2016.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS
Governmental Funds

Governmental funds include the general fund, special revenue funds, the debt service fund and the capital projects
fund. 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 financial requirements. In
particular, the 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.

For FY 2017, the City’s governmental funds reported combined ending fund balances of $24 million, an increase of
$2.2 million over FY 2016. Of that amount $.5 million was nonspendable, $8.1 million was committed, $12.6
million was assigned, and $2.6 million was unassigned. The general fund’s increase in fund balance was $1.5
million. The capital project fund’s decrease in fund balance was $.5 million.

General Fund

The General Fund reported $13.8 million in fund balance at year end. Of the total General Fund balance, $2.6
million is unassigned, $8.1 million is committed for specific purposes, and $2.5 million is assigned.

In total, FY 2017 revenues increased $3.6 million over FY 2016. Property tax revenues increased $1.3 million, due
to increased assessment and tax rate. Recovered costs increased $1.2 million over FY 2016 due to payment from the
EDA for partial sale of Staunton Crossing.

General Fund actual expenditures were $47.8 million versus the revised budget totaling $50.1 million. The
contribution to the Component Unit School Board was the largest expense at $12.5 million. Expenditure savings of
$2.4 million resulted from $.5 million in general government administration due to professional fees and
maintenance costs being less than expected and technology equipment and maintenance savings; $.4 million in
public safety due to vacancies and turnover resulting in saving in salaries and benefits as well as maintenance and
fuel cost savings; $.5 million in public works due to public works equipment and maintenance expenditure savings;
$.4 million in health and welfare due to CSA and social services expenditures being less than anticipated; $.3
million in parks and recreation from maintenance and capital expenditure savings, and the balance of $.3 million in
expenditures savings resulting from judicial and community development expenditure savings.

Capital Projects Fund

The City’s Capital Improvements Fund is used to report transactions related to the financing resources and
expenditures for the acquisition or construction of capital facilities for the General Fund. Proprietary capital projects
are reported in the appropriate proprietary fund. The City uses annual operating revenues of the General Fund, fund
balance transfers from the General Fund, bond proceeds, or grants as resources to fund capital projects. With the
exception of grant resources, the General Fund transfers funds to the Capital Improvements Fund when appropriated
by the governing body. The General Fund transferred $1.6 million in FY 2017 to the City Capital Improvement
Fund for projects still in progress. The City updates the capital improvements plan on an annual basis.



Capital Projects in progress at June 30, 2017:
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TOTAL PROJECT
REVISED BUDGET - FY2017 EXPENDITURES TO
PROJECT PROJECT TO DATE EXPENDITURES DATE PROJECT BALANCE
FINANCIAL SOFTWARE 1,332,482 § - 1,229,729 $ 102,753
COMPUTER NETWORK EQUIPMENT 195,137 7,703 182,804 12,333
E911 CALL HANDLING EQUIPMENT 102,273 45916 45916 56,357
E911 RECORDING EQUIPMENT 150,000 88,456 88,456 61,544
FIRE TRUCK RESERVE 1,104,383 - 886,973 217,410
RADIO NARROWBAND 500,000 - 438,947 61,053
REGIONAL JAIL RESERVE 5,376,286 - 5,057,286 319,000
REGIONAL ANIMAL SHELTER 125,000 - - 125,000
STREET IMPROVEMENT PROJECTS 1,055,250 147,216 985,999 69,251
URBAN STREET CONSTRUCTION 2% MATCH 786,478 - 465,395 321,083
STATLER/RICHMOND RD PROJ 50,000 - - 50,000
RICHMOND RD/GREENVILLE AVE 35,000 - - 35,000
CENTRAL AVE STREETSCAPE 1,708,349 29,612 112,079 1,596,270
STATEROUTE 1426 2,110,000 12,341 1,786,334 323,666
NEW SIDEWALKS 400,000 - - 400,000
BESSIE WELLER SAFE ROUTE TO SCHOOL 459,838 - 1,192 458,646
RICHMOND RD/COCHRAN PARKWAY 3,193,636 1,422,027 1,422,027 1,771,609
BRICK SIDEW ALK PROJECTS 200,000 - 85,162 114,838
VDOT PRIMARY EXT PAVING 455,673 55,058 455,664 9
MLK MEMORIAL SIGN 41,450 216 40,940 510
PUBLIC WORKS EQUIPMENT RESERVE 200,000 - - 200,000
RT 11/ RT 262 INTERSECTION TRUCK LANE IMPROVEMENTS 50,000 - - 50,000
FIRE STATION ROOF 845,000 80,305 185,035 659,965
PUBLIC SAFETY BUILDING 40,000 - 24,339 15,661
PUBLIC WORKS BUILDING MAINTENANCE RESERVE 200,000 50,500 50,500 149,500
BLUE RIDGE COMMUNITY COLLEGE 386,548 41,048 386,544 4
LEE HIGH SCHOOL PROJECT 1,300,000 - - 1,300,000
BOOKER T BUILDING 266,818 - 262,603 4,215
GHP BANDSTAND PROJECT 30,000 - 26,971 3,029
MONTGOMERY HALL SOCCER FIELDS 166,272 - 165,878 394
GHP POOL RENOVATIONS 500,000 - 492,565 7,435
MHP BATHROOM/WATER PARK 275,000 82,820 274,317 683
BETSY BELL PICNIC SHELTER 75,000 - - 75,000
GREENWAYS PROJECT 100,000 - - 100,000
CORRIDOR OVERLAY INCENTIVES 25,000 1,350 1,350 23,650
COUNTY COURTS PROJECT 127,453 - 99,060 28,393
ECONOMIC DEVELOPMENT RESERVE 1,243,811 1,739 1,218,482 25,329
ENTERPRISE ZONE PROGRAM 360,521 - 262,834 97,687
STAUNTON CROSSING DEVELOPMENT 1,025,000 194,362 800,689 224311
FRONTIER CULTURE PROJECT 100,000 - 88,051 11,949
COMPLETED PROJECTS 5,520,138 - 5,520,517 (379)
TOTALS 32,217,796 $ 2,260,669 23,144,638 $ 9,073,158




4]
General Fund Budgetary Highlights

City Council revised the total FY 2017 City Budget two times during the year which included two amendments to
the General Fund budget. These budget amendments included:

e Budget Amendment Number 1 - $1,457,534. This amendment appropriated $88,104 from prior year funds
for the balance of grant programs, restricted donations and mandated state program carry-over funds for
programs not completed at the end of FY 2016. This amendment also included additional appropriations of
$119,430 for additional grant funds and donations. The amendment also included an appropriation of
$1,250,000 from the EDA for the proceeds from the sale of a portion of the Staunton Crossing Property.

e Budget Amendment Number 2 - $1,179,409. This amendment appropriated $1,050,000 from the prior year
unassigned fund balance to be transferred to the Capital Improvements Fund for projects approved in the
CIP plan. The amendment also included additional appropriations of $129,409 made up of $71,546 in
additional grant funds, $23,500 in police security fees, $16,012 in recovered costs, and $18,351 for
donations.

CAPITAL ASSETS

The City of Staunton’s investment in capital assets for its governmental activities and business-type activities as of
June 30, 2017 amounts to $132.5 million (net of depreciation). This investment in capital assets includes land,
buildings and systems, improvements, machinery and equipment, park facilities, roads, highways, and bridges.
Total net capital assets are $58.2 million for the governmental activities, and $74.4 million for the business-type

activities.

Major capital asset events (other than normal depreciation costs) during the current fiscal year included the
following for governmental activities:

o $.5 million for improvements, including the Lake Tams Shoreline project, $.3 million in new roads,
sidewalks and traffic control equipment and $.5 million in vehicles and other equipment.

Major capital asset events (other than normal depreciation costs) during the current fiscal year included the
following for business-type activities:

e  $1.6 million of utility lines and equipment were added to capital assets.
Additional information regarding capital assets can be found in Note 5 in the notes to the financial statements.

City of Staunton Capital Assets Net of Depreciation

2017 2016
Governmental Business-Type Governmental Business-Type
Activities Activities Total Activities Activities Total

Land 4,737,487 $ 2,014,863 $ 6,752,350 § 4,737,487 $ 1,997,183 § 6,734,670
Landfill - 1,421,469 1,421,469 - 1,526,723 1,526,723
Buildings 25,391,882 28,600,064 53,991,946 26,184,110 29,547,216 55,731,326
Improvements 1,725,535 1,894,408 3,619,943 1,184,212 1,863,880 3,048,092
Equipment 4,633,846 4,575,332 9,209,178 4,336,195 4,203,763 8,539,958
Infrastructure 19,995,324 35,404,934 55,400,258 20,916,273 35,299,270 56,215,543
Construction in

Progress 1,660,778 461,041 2,121,819 1,067,732 898,751 1,966,483
Total 58,144,852 $ 74,372,111 8 132,516,963 $ 58,426,009 $ 75,336,786 § 133,762,795
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DEBT ADMINISTRATION

e The City of Staunton maintains an Aa2 bond rating from Moody’s Investor Service, affirmed December
2006, and AA- from Standard and Poor’s affirmed May 2014.

e The Code of Virginia limits the amount of general obligation debt the City may issue to ten percent of its
total assessed taxable value of real estate which is $186.3 million for the City. The City currently has net
bonded debt payable of $51.8 million. The current legal margin for creating additional debt for the City of
Staunton is $135 million.

e Additional information regarding outstanding debt can be found in Note 6 in the notes to the financial

statements.
City of Staunton OQutstanding Debt
2017 2016
Governmental Business-Type Governmental Business-Type
Activities Activities Total Activities Activities Total

General Obligation
Bonds $ 23,080,231 % 772,426 $ 23,852,657 % 24,947,870 $ 996,003 $ 25,943,873
Virginia Revolving

Loan - 17,897,090 17,897,090 - 19,570,861 19,570,861
Literary Loans 10,000,000 - 10,000,000 10,950,000 - 10,950,000
Total $ 330802318 18,669,516  51,749.7478  35897,8708  20,566,864$ 56,464,734
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

e The FY 2018 general fund budget was adopted at $54.3 million, an increase of $2.2 million over the $52.1
million budget for FY 2017.

® The Real Estate tax rate is $.97/$100 of assessed value. The January 1, 2017 taxable real estate
reassessment reflected an increase of 3.18%, or $57.4 million in market value for the City’s taxable real
estate base. The Personal property tax rate will increase to $2.90/$100 of assessed value and personal
property taxes are projected to generate an additional $312,500 in revenue for 2018.

e There is a 1% increase budgeted for meals taxes. The rate will increase from 6% to 7%.

e Funding from the Commonwealth constitutes 21.6% of the total budget and is projected to decrease
$31,308 from 2017, from $11,774,973 to $11,743,665. The largest categories of state funding are health
and welfare, children’s services act and street and highway maintenance.

o A 3% cost of living adjustment for all full-time and part-time employees will be effective October 1, 2017.
The General Fund increase for wages and benefits for FY 2018 is $285,172. The City added two new
positions in the FY 2018 General Fund budget. One for a traffic technician to be funded from street and
highway maintenance funds and a recreation aquatics manager and programmer to be funded from
recreation user fees. The total FTE count for the City is 292 full-time employees, an increase of 1 position.

e The General Fund budgeted transfer to the City Capital Improvement Fund is $441,150 for FY 2018, a
decrease of $150,000 from 2017.

e The General Fund transfer to the Debt Service Fund increased over 2017 to $4,274,200. The City will
reduce its total outstanding debt by $4.5 million in 2018.

e  The General Fund transfer to the Education Fund increased 3.1%, or $378,200, to help fund an average 3%
pay increase for school employees.

e As of September 2017, the unemployment rate for the City of Staunton is 3.5%. Staunton’s rate is slightly
lower than the state’s average unemployment rate of 3.6% and well below the national average of 4.1%.

All these factors were considered in preparing the FY 2018 budget to finance the cost of programs and services
provided to citizens.

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
Staunton, 116 E. Beverley Street, Staunton, Virginia 24401, 540-332-3809, or at ColvinJR@ci.staunton.va.us .
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CITY OF STAUNTON, VIRGINIA

STATEMENT OF NET POSITION

ASSETS
Cash and cash equivalents (Note 2)
Investments (Note 2)
Receivable (net of allowances for
uncollectibles):
Taxes, including penalties (Note 11)
Accounts
Interest
Internal balances (Note 4)
Due from other governments (Note 3)
Due from component unit (Note 15)
Inventory (Note 1, 15)
Prepaid items
Restricted assets: (Notes 2, 12)
Cash and cash equivalents
Due from other governments (Note 3)
Capital assets: (Note 5)
Nondepreciable
Depreciable, net

Total assets

DEFERRED OUTFLOWS OF RESOURCES
Pension contributions subsequent to measurement date (Notes 1, 7, 8)
Net difference between expected and actual experience (Notes 1, 7, 8)
Changes in proportion - teacher cost sharing plan (Notes 1, 8)
Net difference between projected and actual investment earnings

on pension plan investments (Notes 1, 7, 8)
Deferred charges on refunding

Total deferred outflows of resources

LIABILITIES
Accounts payable
Retainage payable
Accrued liabilities
Due to primary government (Note 15)
Unearned revenue (Notes 1, 15)
Amounts held for others
Deposits payable
Noncurrent liabilities:
Net pension liability (Notes 7, 8)
Due within one year (Note 6)
Due in more than one year (Note 6)

Total liabilities

DEFERRED INFLOWS OF RESOURCES

Net difference between expected and actual experience (Notes 1, 7, 8)
Changes in proportion - teacher cost sharing plan (Notes 1, 8)
Property taxes (Note 11)

Total deferred inflows of resources

NET POSITION
Net investment in capital assets
Restricted for:
Programs
Donor purposes
Unrestricted

Total net position

The Notes to Financial Statements are
an integral part of this statement.

June 30, 2017

Primary Government

EXHIBIT 1

Component Units

Economic
Governmental  Business-type School Development
Activities Activities Total Board Authority
$24967,034 $ 5,300,121 § 30,267,155 $ 4,086,158 $ 18,509
4,198,722 7,320,351 11,519,073 - -
5,115,455 - 5,115,455 - -
693,573 1,957,862 2,651,435 506,302 16,667
12,032 15,915 27,947 - -
104,871 (104,871) - - -
7,546,865 - 7,546,865 2,093,883 -
12,750,000 - 12,750,000 - -
186,508 - 186,508 - 12,970,053
157,200 2,853 160,053 19,156 -
12,000 2,592,264 2,604,264 - -

- 2,550,786 2,550,786 - -

6,398,265 2,475,904 8,874,169 236,000 793,946
51,746,587 71,896,207 123,642,794 7,348,722 6,833,436
113,889,112 94,007,392 207,896,504 14,290,221 20,632,611
1,738,094 250,895 1,988,989 2,514,619 -

- 2,825 2,825 21,186 -

- - - 347,218 -
1,235,313 181,882 1,417,195 1,815,013 -

333,904 30,730 364,634 - -
3,307,311 466,332 3,773,643 4,698,036 -

892,496 484,151 1,376,647 267,817 20,737
71,101 2,459 73,560 - -
1,152,729 249,872 1,402,601 1,563,743 -

- - - - 12,750,000
954,904 41,942 996,846 22,947 -
9,649 - 9,649 1,654 -
12,000 340,983 352,983 - -
18,560,165 2,639,922 21,200,087 30,655,389 -
4,887,180 2,129,890 7,017,070 444,996 -
30,489,138 18,914,194 49,403,332 241,258 -

57,029,362 24,803,413 81,832,775 33,197,804 12,770,737
998,795 139,433 1,138,228 978,349 -

- - - 566,053 -
4,462,389 - 4,462,389 - -
5,461,184 139,433 5,600,617 1,544,402 -

45,372,360 55,688,479 101,060,839 7,584,722 7,627,382

- - - 1,823 -

41,469 - 41,469 5,611 -
9,292,048 13,842,399 23,134,447 (23,346,105) 234,492

$ 54,705,877

$ 69,530,878

$ 124,236,755

$ (15,753949) $ 7,861,874




CITY OF STAUNTON, VIRGINIA
STATEMENT OF ACTIVITIES

Year Ended June 30, 2017
Program Revenues
Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions  Contributions
Primary Government:
Governmental activities:
General government $ 8,881,755 $ 5,899,387 § 243,655 $ -
Judicial administration 1,882,696 148,510 1,128,928 -
Public safety 11,718,559 433,289 1,049,035 323,041
Public works 7,688,195 - 4,152,025 1,889,764
Health and welfare 6,236,892 - 4,085,936 -
Education 12,895,304 - 90,400 -
Parks, recreation, and culture 3,488,880 395,378 221,717 2,550
Community development 2,243,574 28,844 255,951 -
Interest on long-term debt 1,111,334 - - -
Total governmental activities 56,147,189 6,905,408 11,227,647 2,215,355
Business-type activities:
Water 3,425,966 4,146,683 3,462 111,650
Sewer 3,534,495 3,918,835 - 93,100
Storm Water 806,458 781,950 - 47,686
Environmental 2,456,118 2,510,471 6,242 -
Golf 152,966 103,868 - -
Parking 460,136 431,015 - -
Total business-type activities 10,836,139 11,892,822 9,704 252,436
Total primary government $ 66983328 §$ 18,798,230  $ 11,237,351 $§ 2,467,791
Component Units:
School Board $ 34,696,640 $ 1,496,918 $ 10,889,334 § 100,000
Economic Development Authority 1,007,273 31,000 768,864 -
Total component units $ 35703913 $ 1,527,918 $ 11,658,198 § 100,000
General revenues:
Property taxes
Sales tax
Hotel and meals tax
Business license
Utility taxes
Local communication tax
Other taxes
Unrestricted investment earnings
Grants and contributions not restricted
to a specific program
Miscellaneous
Net payment from City - unrestricted
Transfers
Total general revenues and transfers
Change in net position
Net position - beginning of year
Net position - end of year
6

The Notes to Financial Statements are



EXHIBIT 2

Net (Expenses) Revenues and

Changes in Net Position Component Units
Primary Government Economic
Governmental Business-Type School Development
Activities Activities Total Board Authority

$  (2,738,713) $ (2,738,713)
(605,258) (605,258)
(9,913,194) (9,913,194)
(1,646,4006) (1,646,4006)
(2,150,956) (2,150,956)
(12,804,904) (12,804,904)
(2,869,235) (2,869,235)
(1,958,779) (1,958,779)
(1,111,334) (1,111,334)
(35,798,779) (35,798,779)

- $ 835,829 835,829

- 477,440 477,440

- 23,178 23,178

- 60,595 60,595
- (49,098) (49,098)
- (29,121) (29,121)

- 1,318,823 1,318,823
(35,798,779) 1,318,823 (34,479,956)

$  (22,210388) S -

- (207,409)

(22,210,388) (207,409)
24,281,660 - 24,281,660 - -
4,039,658 - 4,039,658 - -
4,032,180 - 4,032,180 - -
2,111,282 . 2,111,282 . .
1,144,504 . 1,144,504 - -
1,319,656 - 1,319,656 - -
1,026,652 - 1,026,652 - -
133,649 36,455 170,104 4,477 -
2,862,470 - 2,862,470 9,973,823 -
57,572 - 57,572 - -

- . - 12,221,800 -
(1,041,073) 1,041,073 - - -
39,968,210 1,077,528 41,045,738 22,200,100 -

4,169,431 2,396,351 6,565,782 (10,288) (207,409)
50,536,446 67,134,527 117,670,973 (15,743,661) 8,069,283

§ 54705877 $§ 69,530,878 § 124,236,755 $§  (15,753,949) § 7,861,874




EXHIBIT 3
CITY OF STAUNTON, VIRGINIA

The Notes to Financial Statements are
an integral part of this statement.

BALANCE SHEET -
GOVERNMENTAL FUNDS
June 30, 2017
Capital Projects
Fund
Capital Nonmajor Total
General Improvements  Governmental Governmental
Assets
Cash and cash equivalents $ 10,159,905 $ 6,900,851 $ 3,538,847 $ 20,599,603
Investments 4,198,722 - - 4,198,722
Receivables (net of allowances for uncollectibles):
Taxes 5,115,455 - - 5,115,455
Accounts 647,073 - 20,159 667,232
Interest 12,032 - - 12,032
Due from other governments 6,498,903 749,825 298,137 7,546,865
Due from other funds 379,634 - - 379,634
Prepaid items 95,464 - 49,571 145,035
Restricted assets:
Cash and cash equivalents 12,000 - - 12,000
Total assets $ 27,119,188 $ 7,650,676 $ 3,906,714 $ 38,676,578
Liabilities
Accounts payable $ 821,445 $ 56,718 $ 7,604 § 885,767
Retainage payable - 71,101 - 71,101
Accrued liabilities 607,603 - 24,518 632,121
Due to other funds - - 274,763 274,763
Unearned revenue 954,904 - - 954,904
Amounts held for others 9,649 - - 9,649
Deposits payable 12,000 - - 12,000
Total liabilities 2,405,601 127,819 306,885 2,840,305
Deferred Inflows of Resources
Unavailable revenue 10,926,077 947,525 - 11,873,602
Fund Balances
Nonspendable 475,098 - 49,571 524,669
Restricted 25,401 - 16,068 41,469
Committed 8,137,500 - - 8,137,500
Assigned 2,516,915 6,575,332 3,534,190 12,626,437
Unassigned 2,632,596 - - 2,632,596
Total fund balances 13,787,510 6,575,332 3,599,829 23,962,671
Total liabilities, deferred inflows of resources
and fund balances $ 27,119,188 $ 7,650,676 $ 3,906,714 $ 38,676,578




EXHIBIT 3 (cont'd)
CITY OF STAUNTON, VIRGINIA

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION
June 30, 2017

Total Fund Balances - Governmental Funds $ 23,962,671
Amounts reported for governmental activities in the statement of net position are different because:

Capital assets used in governmental activities are not financial resources,
and, therefore, are not reported in the funds.

Governmental capital assets $ 126,808,827
Less: accumulated depreciation (68,724,641)
58,084,186
Deferred gain on refunding, discounts and premiums
are reported as expenditures or revenues in the governmental funds, but are
amortized over the life of the debt obligation in the statement of net position:
Bond discounts (to be amortized as interest expense) $ 92,181
Deferred amount on refunding (to be amortized as interest expense) 333,904 426,085
Internal service funds are used by management to charge the cost of
certain activities to individual funds. The assets and liabilities of the
internal service funds are included in governmental activities in the
statement of net position. 3,946,382
Receivables that are not available to pay for current-period
expenditures are deferred or not reported in the funds.
Due from EDA $ 12,750,000
Hotel rent 16,667
Interest 12,032
Miscellaneous reimbursement 18,564
Jail buy out 4,879,322
Real estate taxes 2,484,628 20,161,213
Financial statement elements related to pensions are applicable to future periods
and, therefore, are not reported in the funds.
Deferred outflows of resources for 2017 employer contributions $ 1,738,094
Deferred outflows of resources for the net difference between projected
and actual investment earnings on pension plan investments 1,235,313
Deferred inflows of resources for the net difference between expected
and actual experience (998,795)
Net pension liability (18,560,165) (16,585,553)
Long-term liabilities are not due and payable in the current period and
therefore are not reported in the funds.
General obligation bonds $ (23,172,412)
Literary fund loans (10,000,000)
Accrued interest payable (541,052)
Claims payable (84,771)
Compensated absences (1,490,872) (35,289,107)
Total Net Position - Governmental Activities $ 54,705,877
The Notes to Financial Statements are 0

an integral part of this statement.



CITY OF STAUNTON, VIRGINIA

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES -
GOVERNMENTAL FUNDS
Year Ended June 30, 2017

Revenues
General property taxes
Other local taxes
Permits, privilege fees, and regulatory licenses
Fines and forfeitures
Revenues from use of money and property
Charges for services
Miscellaneous
Recovered costs
Intergovernmental:
Federal
Commonwealth
City of Staunton School Board

Total revenues

Expenditures
Current:
General government administration
Judicial administration
Public safety
Public works
Health and welfare
Education
Parks, recreation, and cultural
Community development
Capital projects
Debt service:
Principal retirement
Interest and fiscal charges

Total expenditures

Excess (deficiency) of revenues over
expenditures

Other financing sources (uses)
Transfers in
Transfers out

Total other financing sources (uses)
Net change in fund balance
Fund balance - beginning of year

Fund balance - end of year

The Notes to Financial Statements are
an integral part of this statement.

EXHIBIT 4

Capital Nonmajor Total
General Projects Governmental ~Governmental
24,368,117 $ - $ - $ 24,368,117
13,673,932 - - 13,673,932
204,627 - - 204,627
94,155 - - 94,155
162,996 1,030 59 164,085
1,713,396 - 240,683 1,954,079
119,913 - 74,754 194,667
2,094,311 936,222 - 3,030,533
1,235,540 23,690 277,125 1,536,355
11,483,933 799,763 957,062 13,240,758
- - 300,000 300,000
55,150,920 1,760,705 1,849,683 58,761,308
5,316,221 7,703 - 5,323,924
1,887,175 - - 1,887,175
10,585,412 6,000 1,248,914 11,840,326
6,343,283 202,490 - 6,545,773
6,217,517 - - 6,217,517
12,529,800 41,048 - 12,570,848
3,378,570 7,875 - 3,386,445
1,506,894 197,451 250,000 1,954,345
- 1,798,102 - 1,798,102
- - 2,827,195 2,827,195
- - 1,117,284 1,117,284
47,764,872 2,260,669 5,443,393 55,468,934
7,386,048 (499,964) (3,593,710) 3,292,374
- 1,641,050 4,850,500 6,491,550
(5,910,550) (1,650,000) - (7,560,550)
(5,910,550) (8,950) 4,850,500 (1,069,000)
1,475,498 (508,914) 1,256,790 2,223,374
12,312,012 7,084,246 2,343,039 21,739,297
13,787,510 $ 6575332 $ 3,599,829 $§ 23,962,671
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CITY OF STAUNTON, VIRGINIA

EXHIBIT 4 (cont'd)

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES TO THE STATEMENT OF ACTIVITIES

Year Ended June 30, 2017

Net changes in fund balances - Governmental Funds

Amounts reported for governmental activities in the statement of activities (Exhibit 2) are
different because:

Governmental funds report the cost of capital assets acquired as current expenditures while the
statement of activities reports depreciation expense to allocate those expenditures
over the life of the assets.

Depreciation

Capital expenditures

Contributed Capital

In the statement of activities, only the gain or loss on the disposal of capital assets is reported, while
in the governmental funds, the proceeds from the sale increase financial resources. Thus, the change in
net position differs from the change in fund balance by the net book value of the capital asset.

Revenues in the statement of activities that do not provide current financial resources are not
reported as revenues in the funds.

Property taxes

Interest

Other operating revenues

Payments on loans receivable are revenues in the governmental funds, but decrease long
term assets in the statement of position

Jail buy in

Staunton Crossing

Debt proceeds provide current financial resources to governmental funds, but debt issuances increase
long term liabilities in the statement of net position. Principal repayments are expenditures in
governmental funds, but reduce long term liabilities in the statement of net position.

GO bond and literary loan payments

Governmental funds report interest on long term debt as expenditures when payments are made, while
the statement of activities reports interest expense on the accrual basis.

Governmental funds report employer pension contributions as expenditures. However, in the
statement of activities the cost of pension benefits earned net of employee contributions
is reported as pension expense.
Employer pension contributions
Pension expense

Some expenses reported in the statement of activities do not require the use of current resources,
and therefore are not reported as expenditures in governmental funds.

Compensated absences and claims payable

Amortization of bond discount and deferred amount

The net income of internal service funds is reported within governmental activities on the statement
of activities.

Change in net position - Governmental Activities

The Notes to Financial Statements are
an integral part of this statement.

$

(3,076,502)
2,602,824
261,539

(86,457)
8,742
8,134

(553,081)

(1,250,000)

1,980,734

(1,675,900)

(25,222)

(44,172)

2,223,374

(212,139)

(65,620)

(69,581)

(1,803,081)

2,827,195

50,123

304,834

(69,394)

983,720

4,169,431
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STATEMENT OF NET POSITION - PROPRIETARY FUNDS

CITY OF STAUNTON, VIRGINIA

June 30, 2017

EXHIBIT 5

Governmental
Business-Type Activities — Enterprise Funds Activities —
Water Sewer Stormwater Environmental Nonmajor Total Internal Service
Assets
Current assets:
Cash and cash equivalents $ 1,695,571  $ 1,026,746 $ 1,518,746 $ 41,096 $ 1,017,962 § 5300,121 $ 4367431
Investments 3,292,784 2,435,661 - 1,591,906 - 7,320,351 -
Receivable:
Accounts (net of allowance
for uncollectibles) 693,861 702,894 111,760 418,393 30,954 1,957,862 26,341
Interest 8,386 6,340 - 1,189 - 15,915 -
Inventory - - - - - - 186,508
Prepaid items - - - 2,853 - 2,853 12,165
Restricted assets:
Cash and cash equivalents 204,078 - 132,250 2,251,281 4,655 2,592,264 -
Due from other governments - 212,072 - - - 212,072 -
Total current assets 5,894,680 4,383,713 1,762,756 4,306,718 1,053,571 17,401,438 4,592,445
Noncurrent assets:
Restricted assets: -
Due from other governments - 2,338,714 - - - 2,338,714 -
Capital assets:
Nondepreciable 326,258 176,892 271,075 600,469 1,101,210 2,475,904 -
Depreciable,net 21,261,075 34,646,826 8,933,072 2,997,136 4,058,098 71,896,207 60,666
Total capital assets, net 21,587,333 34,823,718 9,204,147 3,597,605 5,159,308 74,372,111 60,666
Total noncurrent assets 21,587,333 37,162,432 9,204,147 3,597,605 5,159,308 76,710,825 60,666
Total assets 27,482,013 41,546,145 10,966,903 7,904,323 6,212,879 94,112,263 4,653,111
Deferred outflows of resources
Pension contributions subsequent to
measurement date 134,888 11,686 9,111 87,881 7,329 250,895 -
Net difference between expected
and actual experience - - - 2,825 - 2,825 -
Net difference between projected and
actual investment earnings on pensior
plan investments 95,869 8,306 6,476 66,022 5,209 181,882 -
Deferred charge on refunding 30,730 - - - - 30,730 -
Total deferred outflows of resources 261,487 19,992 15,587 156,728 12,538 466,332 -
Liabilities
Current liabilities:
Accounts payable 100,704 180,987 4,412 190,957 7,091 484,151 6,729
Claims payable - - - - - - 700,000
Retainage payable 2,459 - - - - 2,459 -
Accrued liabilities 113,448 91,707 2,526 26,764 15,427 249,872 -
Unearned revenue 34,309 - - - 7,633 41,942 -
Deposits payable 204,078 - 132,250 - 4,655 340,983 -
Due to other funds - - - 92,809 12,062 104,871 -
Debt, current 656,235 1,076,571 - - 232,379 1,965,185 -
Landfill closure/postclosure - - - 40,258 - 40,258 -
Compensated absences 64,384 792 3,034 56,237 - 124,447 -
Total current liabilities 1,175,617 1,350,057 142,222 407,025 279,247 3,354,168 706,729
Noncurrent liabilities:
Net pension liability 1,440,396 124,792 97,295 899,180 78,259 2,639,922 -
Debt 5,379,017 10,785,267 - - 540,047 16,704,331 -
Landfill closure/postclosure - - - 2,113,711 - 2,113,711 -
Compensated absences 59,649 - 7,852 28,651 - 96,152 -
Total noncurrent liabilities 6,879,062 10,910,059 105,147 3,041,542 618,306 21,554,116 -
Total liabilities 8,054,679 12,260,116 247,369 3,448,567 897,553 24,908,284 706,729
Deferred Inflows of Resources
Net difference between expected
and actual experience 77,513 6,716 5,236 45,757 4,211 139,433 -
Total deferred inflows of resources 77,513 6,716 5,236 45,757 4211 139,433 -
Net Position
Net investment in capital assets 15,542,107 22,961,138 9,200,747 3,597,605 4,386,882 55,688,479 60,666
Unrestricted 4,069,201 6,338,167 1,529,138 969,122 936,771 13,842,399 3,885,716
Total net position $ 19,611,308 § 29,299,305 $§ 10,729,885 § 4,566,727 § 5,323,653 $ 69,530,878 $§ 3,946,382
The Notes to Financial Statements are 12

an integral part of this statement.



EXHIBIT 6
CITY OF STAUNTON, VIRGINIA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION -
PROPRIETARY FUNDS
Year Ended June 30, 2017

Governmental

Business-Type Activities — Enterprise Funds Activities —

Water Sewer Stormwater  Environmental  Nonmajor Total Internal Service
OPERATING REVENUES
Parking fines $ - $ - $ - $ - $ 54,606 $ 54,606 $ -
Charges for services 4,067,875 3,881,606 781,950 2,505,349 475,864 11,712,644 8,287,284
Rental of property 48,018 - - 696 3,800 52,514 -
Operating grants 3,462 - - 6,242 - 9,704 -
Miscellaneous 4,003 19,931 - 472 613 25,019 -
Total operating revenues 4,123,358 3,901,537 781,950 2,512,759 534,883 11,854,487 8,287,284
OPERATING EXPENSES
Personal services 836,665 459,648 88,117 1,077,519 202,254 2,664,203 -
Claims paid - - - - - - 5,644,018
Rental of property 4,291 1,850 - - 6,300 12,441 4,338
Administrative fees - - - - - - 324,330
Stop loss fees - - - - - - 682,659
Repairs and maintenance 272,772 64,659 - 33,755 1,219 372,405 -
Contractual services 179,524 1,298,356 28,851 449,549 58,450 2,014,730 17,706
Materials and supplies 237,522 55,990 3,567 117,738 7,731 422,548 28,052
Depreciation 945,983 1,176,833 458,140 365,836 172,587 3,119,379 3,398
Utilities 167,808 9,392 - 2,207 31,225 210,632 599,521
Other expenses 538,147 181,479 227,783 324,019 94,819 1,366,247 -
Landfill closure/post-closure - - - 85,495 - 85,495 -
Total operating expenses 3,182,712 3,248,207 806,458 2,456,118 574,585 10,268,080 7,304,022
Operating income (loss) 940,646 653,330 (24,508) 56,641 (39,702) 1,586,407 983,262
NONOPERATING REVENUES
(EXPENSES)
Interest income 12,161 9,558 217 14,495 24 36,455 458
Interest and fiscal charges (243,254) (357,425) - - (38,517) (639,196) -
Gain on disposal of assets 26,787 17,298 - 3,954 - 48,039 -
Debt service recovery - 71,137 - - - 71,137 -
Total nonoperating revenues
(expenses) (204,306) (259,432) 217 18,449 (38,493) (483,565) 458
Income (loss) before transfers and
capital contributions 736,340 393,898 (24,291) 75,090 (78,195) 1,102,842 983,720
Capital Contributed-Developet 111,650 93,100 47,686 - - 252,436 -
Capital Contributed from fund activities
Stormwater 185,478 243,511 - - - 428,989 -
Transfer to Water fund - - (185,478) - - (185,478) -
Transfer to Sewer fund - - (243,511) - - (243,511) -
Transfer to Governmental activites - - (27,927) - - (27,927) -
Transfers in - - - - 1,069,000 1,069,000 -
Change in net position 1,033,468 730,509 (433,521) 75,090 990,805 2,396,351 983,720
Total net position - beginning of yeai 18,577,840 28,568,796 11,163,406 4,491,637 4,332,848 67,134,527 2,962,662
Total net position - end of yeat $19,611,308 $ 29,299,305 § 10,729,885 § 4,566,727 $§ 5,323,653 $ 69,530,878 $§ 3,946,382

The Notes to Financial Statements are

an integral part of this statement.
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CITY OF STAUNTON, VIRGINIA

STATEMENT OF CASH FLOWS —

PROPRIETARY FUNDS
Year Ended June 30, 2017

Business-Type Activities — Enterprise Funds

EXHIBIT 7

Governmental
Activities —

Water Sewer Stormwater  Environmental _Nonmajor Total Internal Service
OPERATING ACTIVITIES
Cash received from customers and users $ 4,020,746 $ 3,884,386 $ 849,381 $ 2,485,040 $ 513,489 $11,753,042 $ 8,269,026
Cash paid to suppliers (1,365,460) (1,574,822) (264,004) (921,321) (195,503) (4,321,110) (627,610)
Cash paid to employees (938,370) (491,184) (91,965) (1,101,102) (203,015) (2,825,636) -
Claims paid - - - - - - (5,900,751)
Administrative and stop loss fees - - - - - - (1,008,480)
Operating grants received 3,462 - - 6,242 - 9,704 -
Net cash provided by
operating activities 1,720,378 1,818,380 493,412 468,859 114,971 4,616,000 732,185
NONCAPITAL FINANCING ACTIVITIES
Transfers to/from other funds - - - - 1,069,000 1,069,000 -
Interfund borrowing - - - (51,172) (10,136) (61,308) -
Net cash provided by (used in) noncapital
financing activities - - - (51,172) 1,058,864 1,007,692 -
CAPITAL AND RELATED FINANCING
ACTIVITIES
Acquisition and construction of capital assets (423,975) (647,164) (626,756) (359,414) (41,000) (2,098,309) -
Principal paid on long-term debt (578,463) (1,035,098) - - (224,112) (1,837,673) -
Interest paid on long-term debt (286,904) (304,614) - - (39,993) (631,511) -
Proceeds from sale of capital assets 26,787 17,298 - 3,954 - 48,039 -
Collection of loans receivable - 206,256 - - - 206,256 -
Proceeds from debt issuance - - - - - - -
Net cash used in capital and
related financing activities (1,262,555) (1,763,322) (626,756) (355,460) (305,105) (4,313,198) -
INVESTING ACTIVITIES
Transfer (to) from investment account (500,000) - - - (500,000) -
Interest received 229 152 217 7,521 24 8,143 458
Net cash provided by (used in) investing activities (499,771) 152 217 7,521 24 (491,857) 458
Net increase (decrease) in cash
and cash equivalents (41,948) 55,210 (133,127) 69,748 868,754 818,637 732,643
CASH AND CASH EQUIVALENTS
Beginning of year 1,941,597 971,536 1,784,123 2,222,629 153,863 7,073,748 3,634,789
End of year $ 1,899,649 § 1,026,746 $1,650,996 $ 2,292377 $1,022,617 $ 7,892,385 § 4,367,432
Cash and cash equivalents at end of year
is composed of the following:
Cash and cash equivalents $ 1,695,571 $ 1,026,746 $1,518,746 § 41,096  $1,017,962 $§ 5,300,121 $§ 4,367,431
Restricted cash and cash equivalents 204,078 - 132,250 2,251,281 4,655 2,592,264 -
Total $ 1,899,649 § 1,026,746 $1,650,996 $ 2,292377 $1,022,617 $ 7,892,385 $§ 4,367,431

The Notes to Financial Statements are
an integral part of this statement.
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EXHIBIT 7 (cont'd)
CITY OF STAUNTON, VIRGINIA

STATEMENT OF CASH FLOWS —

PROPRIETARY FUNDS
Year Ended June 30, 2016
Governmental
Business-Type Activities — Enterprise Funds Activities —
Water Sewer Stormwater  Environmental _Nonmajor Total Internal Service

Reconciliation of operating income (loss)
to net cash provided by
operating activities:
Operating income (loss) $ 940,646 $ 653330 $ (24,508) $ 56,641 $§ (39,702) $ 1,586,407 § 983,262
Adjustments to reconcile operating
income (loss) to net cash provided
by operating activities:

Depreciation 945,983 1,176,833 458,140 365,837 172,587 3,119,380 3,398
Pension expense net of employer contributions (127,607) (31,974) (6,256) (32,221) (1,966) (200,024) -
Change in assets and liabilities:
(Increase) decrease in accounts receivable (131,582) (17,151) 2,681 (21,477) (19,227) (186,756) 25,009
(Increase) decrease in prepaid items - - - (2,853) - (2,853) 1,581
Decrease in inventory - - - - - - 20,681
Increase (decrease) in accounts payable 34,604 36,904 (3,803) 49,057 4,241 121,003 (1,746)
Increase (decrease) in accrued liabilities 12,214 711 422 5,392 1,205 19,944 (300,000)
Increase (decrease) in unearned revenue 34,309 - - - (1,864) 32,445 -
Increase (decrease) in deposits payable (1,877) - 64,750 - (303) 62,570 -
Increase (decrease) in compensated
absences 13,688 (273) 1,986 3,246 - 18,647 -
Increase in landfill closure/postclosure
liabilities - - - 45,237 - 45,237 -
Net cash provided by
operating activities $ 1,720,378 $ 1,818,380 $ 493412 $§ 468,859 § 114971 $ 4,616,000 $ 732,185
Noncash investing, capital, and financing
activities:
Contributions of capital assets from developers $ 111,650 §$ 93,100 $ 47,686 $ - $ - $ 252436 $ -
Contributions of capital assets from other funds 185,478 243,511 - - - 428,989 -
Capital assets purchased on account 38,245 742 3,400 - - 42,387 -
Total noncash activities $ 335373 $§ 337353 $ 51,08 § - $ - $§ 723812 § -

The Notes to Financial Statements are
an integral part of this statement.
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CITY OF STAUNTON, VIRGINIA

STATEMENT OF FIDUCIARY NET POSITION
June 30, 2017

ASSETS
Assets held in trust, at fair value
Investment in pooled funds

Total assets

NET POSITION
Held in trust for other post-employment benefits
Total net position

The Notes to Financial Statements are
an integral part of this statement.

OPEB
Trust
Fund

EXHIBIT 8

2,026,568

2,026,568

2,026,568

2,026,568
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CITY OF STAUNTON, VIRGINIA

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

Year Ended June 30, 2017
OPEB
Trust
Fund
ADDITIONS
Contributions:
Employer $ 1,558,000
Investment income (loss)
Net increase in fair value of investments 191,505
Investment expenses (2,202)
Net increase in fair value of investments 189,303
Total additions 1,747,303
DEDUCTIONS
Benefit payments 1,189,000
Total deductions 1,189,000
Change in net position 558,303
Total Net Position Held in Trust for Other Post-employment
Benefits - beginning of year 1,468,265
Total Net Position Held in Trust for Other Post-employment
Benefits - end of year $ 2,026,568

The Notes to Financial Statements are
an integral part of this statement.

EXHIBIT 9
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies

The City of Staunton, Virginia (the “City”), is named for Lady Stanton, wife of Governor Gooch. The City was
initially established as a town in 1761, and later incorporated as a city by an act of the Virginia General
Assembly in 1871. The City has an area of 19.98 square miles and a population of approximately 24,350. The
City provides a full range of municipal services, including general government administration, public safety and
judicial administration, education, health and welfare services, recreation, planning and community
development, and water, sewer, and refuse utilities. The City is a political subdivision of the Commonwealth of
Virginia and operates under the Council-Manager form of government. Staunton was the first city in the United
States to utilize this form of government.

A. The Financial Reporting Entity

Discretely Presented Component Units: Discretely presented component units are entities that are
legally separate from the City, but for which the City is financially accountable, or whose relationship with
the City is such that exclusion would cause the City’s financial statements to be misleading or incomplete.
They are reported in a separate column in the government-wide financial statements to emphasize that they
are legally separate from the City.

City of Staunton School Board

The City of Staunton School Board (School Board) was created as a separate legal entity by the City to
oversee the operation and management of its publicly funded primary and secondary schools. The
members of the School Board are elected by the voters. The School Board does not have the authority to
levy taxes and is fiscally dependent on the City to provide the significant funding to operate and maintain
the public school system. In addition, the City has final approval of the school budget and must approve
any debt issues related to the schools.

The component unit School Board is governmental in nature. The Schools have several funds. As a result,
the complete activity of the School Board is included in the discretely presented component unit column of
the government-wide financial statements. Individual fund statements are included as supplementary
information. Separate financial statements of the School Board are not available.

Staunton Economic Development Authority

The Staunton Economic Development Authority (EDA) was established under the Industrial Development
and Revenue Bond Act of the Code of Virginia and has the responsibility to promote industry and develop
trade by inducing manufacturing, industrial, and other commercial enterprises to locate or remain in the
City. The City appoints all seven members of the EDA’s Board of Directors. In addition, the City has
incurred debt to provide capital grants and other property to the EDA. As a result, the EDA imposes a
financial burden on the City. Separate financial statements of the EDA are not available.
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City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Note 1. Summary of Significant Accounting Policies (Continued)

A.

The Financial Reporting Entity (Continued)
Related organizations:
The City also participates in the following entities:

Augusta Regional Landfill

The City, along with the City of Waynesboro and County of Augusta, participates in the Augusta Regional
Landfill (the “Landfill”). The Landfill is a hybrid undivided/joint interest venture formed to develop
regional refuse disposal, including the development of facilities and systems for recycling, waste reduction,
and disposal alternatives with the ultimate goal of acquiring, financing, constructing, and
operating/maintaining regional solid waste disposal areas, systems, and facilities. The City’s share of
revenues, expenses, assets, and liabilities are reported in the City’s Environmental fund.

Middle River Regional Jail Authority

The City, in conjunction with the City of Waynesboro and the County of Augusta, participates in the
Middle River Regional Jail Authority. Capital and operating costs are allocated annually based on the
percentage of prisoners from each member jurisdiction over the previous three calendar years. In
accordance with the service agreement, the Authority has divided its charges to member jurisdictions into
an operating component and a debt service component. The City paid the Authority $1,478,880 for the
current year. This entity is not included in the City’s financial statements.

Government-wide and Fund Financial Statements

The government-wide financial statements consist of a statement of net position and a statement of
activities that report information on all the nonfiduciary activities of the primary government and its
component units. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, which rely to a significant extent on fees
and charges for support. Likewise, the primary government is reported separately from legally separate
component units for which the primary government is financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

Separate statements are provided for governmental funds, proprietary funds, and fiduciary funds, even
though fiduciary funds are excluded from the government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies (Continued)

C. Measurement Focus, Basis of Accounting, and Basis of Presentation

The government-wide financial statements, as well as the proprietary fund financial statements, report all
their activities using the economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of
the timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed
by the provider have been met.

Agency funds, a type of fiduciary fund, report only assets and liabilities; therefore, they do not have a
measurement focus. Agency funds use the accrual basis of accounting to recognize assets and liabilities.

Governmental fund financial statements use the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized when they become both measurable and
available. Accordingly, real and personal property taxes are recorded as deferred revenue and receivables
when levied, net of allowances for uncollectible amounts. Real and personal property taxes recorded at
June 30 and received within the first 45 days after year-end are included in tax revenues, with the related
amount reduced from deferred revenues. Sales and utility taxes, which are collected by the State or utility
companies and subsequently remitted to the City, are recognized as revenues and amounts receivable when
the underlying exchange transaction occurs, which is generally one or two months preceding receipt by the
City. Licenses, permits, fines and rents are recorded as revenues when received. Intergovernmental
revenues, consisting primarily of Federal, State and other grants for the purpose of specific funding are
recognized when earned or at the time of the specific reimbursable expenditure. Revenues from general-
purpose grants are recognized in the period in which the grant applies. Investment earnings are recorded
when earned, as are unbilled accounts receivable in the enterprise funds. All other revenue items are
considered to be measurable and available only when the government receives cash.

Expenditures are generally recognized under the modified accrual basis of accounting when the related

fund liability is incurred. However, debt service expenditures as well as expenditures related to
compensated absences and claims and judgments are recorded only when payment is due.
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies (Continued)

C. Measurement Focus, Basis of Accounting, and Basis of Presentation (Continued)

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund and is used to account for and report all financial
resources not accounted for and reported in another fund.

Capital Projects Funds are used to account for and report financial resources that are restricted, committed,
or assigned to expenditure for capital outlays, including the acquisition or construction of capital facilities
and other capital assets. The City has established the Capital Improvements Fund for this purpose.

Additionally, the City reports the following individual non-major governmental funds:

Special Revenue Funds are used to account for and report the proceeds of specific revenue sources that are
restricted or committed to expenditure for specified purposes other than debt service or capital projects.
The City has established the following non-major special revenue funds: Blue Ridge Court Services Fund,
Community Development Fund and the State and Federal Grants Fund.

Debt Service Funds are used to account for resources and payments made for principal and interest on
long-term general obligation debt of governmental funds. The City has established the Debt Service Fund
for this purpose.

Proprietary Funds are used to account for the City’s ongoing activities similar to those found in the private
sector. The City reports the following major proprietary funds:

The Water Fund accounts for the operations of the City’s water distribution system.

The Sewer Fund accounts for the operations of the City’s wastewater collection system.

The Stormwater Fund accounts for the operation of the City’s storm water system.

The Environmental Fund accounts for the operations of the City’s refuse collection and participation
in a regional landfill operation.

Additionally, the City reports the following individual non-major proprietary funds:

The Parking Fund accounts for the operations of the City’s parking garage and lot system.
The Golf Fund accounts for the operations of the City’s Gypsy Hill Golf Course.

Internal Service Funds are used to account for employee health benefits and goods and services provided
to other departments on a cost reimbursement basis and they derive their funding from charges assessed to
the user departments and employees. The City has established the Health Insurance Fund and the
Inventory Fund for these purposes. These funds are included in the governmental activities for
government-wide reporting purposes. The excess revenues or expenses for the funds are allocated to the
appropriate functional activity.

Fiduciary Funds account for assets held by the City in a trustee capacity or as an agent for individuals,
other governmental units, or other funds. The OPEB Trust Fund accounts for the assets held for, and costs
of, other post-employment benefits (OPEB). It is accounted for in the same manner as a proprietary fund
type. Measurement focus is upon determination of the change in net position.
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies (Continued)

C. Measurement Focus, Basis of Accounting, and Basis of Presentation (Continued)

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are charges between the City’s proprietary funds and various
other functions of the government. Elimination of these charges would distort the direct costs and program
revenues reported for the various functions concerned.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and delivering goods in connection with a
proprietary fund’s principal ongoing operations. Operating revenues for the City’s enterprise funds and
internal service fund consist of charges to customers for goods and services. Operating expenses for these
funds include the costs of sales and service, administrative expenses and depreciation of capital assets.
Any revenues and expenses not meeting these definitions are reported as non-operating revenues and
expenses.

Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position

Cash and Cash Equivalents

The City maintains an internal cash management pool in which the primary government and component
units share. Cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

Investments

Investments are stated at fair value. The reported value of the state-sponsored investment pool is the same
as the fair value of the pooled shares and is reported within the guidelines of GASB 79.

Receivables and Allowance for Uncollectible Accounts
All trade and property tax receivables are shown net of an allowance for uncollectibles. The allowance for

uncollectible accounts is calculated using historical collection data, specific account analysis and
management’s judgment. The allowance at June 30 consisted of the following:

General Fund (property taxes) $ 570,884
General Fund (other local taxes) 3,368
Water Fund (charges for services) 40,773
Sewer Fund (charges for services) 60,568
Stormwater Fund (charges for services) 20,403
Parking Fund (charges for services) 2,770
Environmental Fund (charges for services) 30,139

$ 728,905
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City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Note 1. Summary of Significant Accounting Policies (Continued)
D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)
Inventory

Inventory is generally recorded at the lower of cost (weighted average method) or market. Inventory in the
internal service fund consists of expendable supplies held for consumption. The costs are recorded as
expenditures or expenses when consumed rather than when purchased.

Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements using the consumption method.

Capital Assets

Capital assets, which include property, plant and equipment, and infrastructure assets (e.g., roads and
bridges) are reported in the applicable governmental or business-type activities columns in the government-
wide financial statements. Capital assets are defined as assets with an initial, individual cost of $5,000 or
more and an estimated useful life of at least 3 years (2 years for component unit school board). All capital
assets are valued at historical cost or estimated historical cost, if actual cost was not available. Donated
capital assets are recorded at their estimated aquisition value at the date of donation. The costs of normal
maintenance and repairs that do not add to the value of the assets or materially extend the assets lives are
not capitalized. Major outlays for capital assets and improvements are capitalized as projects are
completed.

Capital assets are depreciated using the straight-line method over the following estimated useful lives. No
depreciation is taken in the year of acquisition for infrastructure assets. For constructed assets, all
associated costs necessary to bring such assets to the condition and location necessary for their intended use
are initially capitalized as construction in progress and are transferred to the appropriate asset class when
the assets are substantially complete and ready for use.

ASSETS Estimated Useful Life
Buildings/building improvements 10-50 years
Land improvements 10-50 years
Infrastructure 20-50 years
Utility transmission lines and mains 50 years
Furniture and equipment 3-10 years
Vehicles 3-10 years

Depreciation of landfill cell development and site costs is recorded based on remaining units of capacity.
Interest incurred during the construction phase of capital assets of business type activities is included as

part of the capitalized value of assets constructed. During FY 2017, the enterprise funds incurred interest
costs of $644,322 of which $5,126 was capitalized.
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies (Continued)

D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)

Deferred Outflows/Inflows of Resources

In addition to assets, the statements that present financial position report a separate section for deferred
outflows of resources. This separate financial statement element represents a consumption of net position
that applies to a future period(s) and so will not be recognized as an outflow of resources
(expenses/expenditures) until then. The government has five items that qualify for reporting in this
category. The first is the deferred charge on refunding which results from the difference in the carrying
value of refunded debt and its reacquisition price. This amount is deferred and amortized over the life of the
refunded debt. The second consists of contributions subsequent to the measurement date for pensions; this
amount will be applied to the net pension liability in the next fiscal year. The third item is the net difference
between projected and actual earnings on pension plan investments. The fourth item results from
participation in the Virginia Retirement System’s teacher cost sharing pool, where changes in proportion
and differences between employer contributions and the proportionate share of employer contributions are
reported as a deferred outflow. The fifth item is the net difference between expected and actual experience
in the pension plans. The last three items will be recognized in pension expense over a closed five year
period.

In addition to liabilities, the statements that present financial position report a separate section for deferred
inflows of resources. This separate financial statement element represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources (revenue) until that
time. The government has four items that qualify for reporting in this category. The first item occurs only
under the modified accrual basis of accounting; this item, unavailable revenue, is reported only on the
governmental funds balance sheet. The governmental funds report unavailable revenue from property taxes
and other receivables not collected within 45 days of year end. These amounts are deferred and recognized
as an inflow of resources in the period that the amounts become available. The second item is unearned
revenue, which results from collection in the current fiscal year of property taxes levied to fund future
years. The third item is the net difference between expected and actual experience in the pension plans. The
fourth item results from participation in the Virginia Retirement System’s teacher cost sharing pool, where
changes in proportion and differences between employer contributions and the proportionate share of
employer contributions are reported as a deferred inflow. The last two items will be recognized in pension
expense over a closed five year period.

Compensated Absences

City employees earn general leave based on length of service. In the event of resignation or retirement, a
City employee is compensated for accumulated general leave, up to a 480 hour maximum (640 hour
maximum for fire personnel) at his or her then current rate of pay. There is no liability for unpaid
accumulated sick leave since the City does not have a policy to pay any amounts when employees separate
from service.

School Board employees on twelve-month contracts earn vacation leave based on length of service and are
entitled to compensation for such upon resignation or retirement. Twelve-month personnel can carry over
an unlimited number of accumulated vacation leave days to a succeeding fiscal year. Upon termination, an
employee shall receive payment at their current rate of pay for the total hours in the vacation leave account,
not to exceed 480 hours.
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Note 1.

City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Summary of Significant Accounting Policies (Continued)

D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)

Additionally, all School Board employees may accrue unlimited days of sick leave at the rate of one day
per month of employment. Upon retirement, VRS Plan 1 and 2 employees with at least ten years of
service, with the previous five consecutive years having been with the School Board, and that are qualified
to retire under the terms of the Virginia Retirement System, are compensated for all days of accumulated
sick leave at the rate of $20.00 per day. VRS hybrid employees with at least ten years of service, with the
previous five consecutive years having been with the School Board, and that are qualified to retire under
the terms of the Virginia Retirement System, are compensated for a maximum of 90 days at $20 per day.
Accumulated vacation and sick leave amounts individually or combined that total $15,000 or greater will
be paid directly into the 403b plan.

All liabilities for compensated absences are accrued when incurred in the government-wide and proprietary
financial statements. In governmental funds a liability for these amounts is reported only if they have
matured; for example, as a result of employee resignations and retirements.

Unearned Revenue
In the Golf Fund, unearned revenue consists of membership fees which apply to subsequent periods.
In the Water fund, unearned revenue consists of cell tower rental fees which apply to subsequent periods.

In the General fund, unearned revenue consists of cell tower rental fees and developer contributed amounts
which apply to subsequent periods.

In the School Board component unit, unearned revenue consists of grant revenues and summer school fees
which apply to subsequent periods.

Long-Term Obligations

In the government-wide financial statements (and proprietary fund types in the fund financial statements),
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities or proprietary fund type statement of net position. Bond premiums and discounts are deferred and
amortized over the life of the bonds using the effective interest method or bonds outstanding method.
Bonds payable are reported net of the applicable bond premium or discount.

In the fund financial statements, governmental fund types recognize bond premiums and discounts during
the current period but not as long-term liabilities. The face amount of debt issued is reported as other
financing sources. Premiums received on debt issuances are reported as other financing sources while
discounts on debt issuances are reported as other financing uses. Repayments and issuance costs are
reported as debt service expenditures.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the
Political Subdivision’s Retirement Plan and the additions to/deductions from the Political Subdivision’s
Retirement Plan’s net fiduciary position have been determined on the same basis as they were reported by
the Virginia Retirement System (VRS). For this purpose, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms. Investments are
reported at fair value.
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Summary of Significant Accounting Policies (Continued)

D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)

Encumbrances

The City uses encumbrance accounting, wherein purchase orders, contracts, and other commitments for the
expenditure of funds are recorded to assign that portion of fund balance.

Net Position

Net position in the government-wide and proprietary financial statements is classified as net investment in
capital assets; restricted; and unrestricted. Net position is reported as restricted when there are limitations
imposed on its use through enabling legislation or through external restrictions imposed by creditors,
grantors, contributors, or laws or regulations. Restricted net position arose from contributions and grants
required to be used for specific purposes.

The golf fund had negative net position totaling $157,091 at June 30, 2017 as a result of costs exceeding
fees charged and recognition of the net pension liability. The portion of the deficit related to costs

exceeding fees charged is expected to be recovered by an increase in fees.

The component unit school board had a negative net position totaling $15,753,949 at June 30, 2017 as a
result of recognizing the net pension liability. This deficit is not expected to be recovered in the near term.
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Summary of Significant Accounting Policies (Continued)

D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)

Fund Balance Policies

The following fund balance classifications describe the relative strength of the spending constraints placed
on the purposes for which resources can be used.

Nonspendable Fund Balance: includes amounts that cannot be spent because they are either not in
spendable form such as inventories, property acquired for resale, prepaid amounts, or amounts that are
legally or contractually required to remain intact.

Restricted Fund Balance: includes amounts that have constraints placed on their use by external sources
such as creditors (debt covenants), grantors, contributors, or laws or other regulations of other
governments. Restricted fund balance can also be imposed by law through constitutional provisions or
enabling legislation.

Committed Fund Balance: includes amounts that can only be used for specific purposes determined by a
formal action of City Council. City Council is the highest level of decision-making authority for the
government that can, by adoption of an ordinance prior to the end of the fiscal year, commit fund balance.
Once adopted, the limitation imposed by the ordinance remains in place until a similar action is taken (the
adoption of another ordinance) to remove or revise the limitation.

Assigned Fund Balance: includes amounts intended to be used by the government for specific purposes but
do not meet the criteria to be classified as committed. The City Council has by resolution authorized the
finance director to assign fund balance. Unlike commitments, assignments generally only exist temporarily.
In other words, an additional action does not normally have to be taken for the removal of an assignment.

Unassigned Fund Balance: includes amounts not assigned to other funds, or restricted, committed or
assigned within the same fund. Unassigned fund balance includes all spendable amounts not contained in
the other classifications and is technically available for any purpose.

Sometimes the City will fund outlays for a particular purpose from both restricted and unrestricted
resources (the total committed, assigned, and unassigned fund balance). In order to calculate the amounts to
report as restricted, committed, assigned and unassigned fund balance in the governmental fund financial
statements, a flow assumption must be made about the order in which the resources are considered to be
applied. It is the City’s policy to consider restricted fund balance to have been depleted before using any of
the components of unrestricted fund balance. Further, when the components of unrestricted fund balance
can be used for the same purpose, committed fund balance is depleted first, followed by assigned fund
balance. Unassigned fund balance is applied last.
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D. Assets, Deferred Outflows, Liabilities, Deferred Inflows, and Net Position (Continued)

Fund Balance Policies (Continued)

Stabilization Arrangement:

City Council has formally adopted by resolution a requirement to establish and maintain a safety net
reserve equal to a minimum of 15% of the subsequent fiscal year’s adopted expenditure budget for the
general fund and all other major operating funds, including water, sewer, storm water, and environmental.
In the adopted resolution, the safety net reserve is to be reported as committed fund balance. The safety net
reserve at June 30, 2017 for the general fund is $8,137,500. Circumstances allowing the use of the safety
net reserve include:

1. Damage from unanticipated natural disasters or unseen infrastructure damage such as water or
sewer system deterioration, bridge repair, etc. exceeding $100,000 in damages.

2. Imposition of mandates by Federal and State governments such as water, sewer, and landfill
regulations, construction of court and jail facilities, etc. exceeding $100,000 in costs.

3. Court decisions resulting in unbudgeted expenditures, in excess of $100,000.

4. Acts of terrorism against the City destroying the City’s infrastructure or causing a financial
hardship to provide services to citizens, in excess of $100,000.

Funds to be used from the safety net reserve must be appropriated through the annual budget ordinance or
by a budget amendment ordinance approved and adopted by City Council.

City council also formally adopted by resolution a requirement to establish and maintain a general
contingency amount of $250,000 in the General Fund, categorized as unassigned fund balance.

Estimates

Management uses estimates and assumptions in preparing the financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent liabilities, and
reported revenues, expenditures, and expenses. Actual results could differ from those estimates.

Fair Value Measurements

The City categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair
value of the asset and are described as follows.

e Level 1 inputs are quoted prices in active markets for identical assets;

e Level 2 inputs are significant other observable inputs;
e Level 3 inputs are significant unobservable inputs.
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Deposits and Investments

Deposits:

Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and collateralized in
accordance with the Virginia Security for Public Deposits Act (the “Act”) Section 2.2-4400 et. seq. of the Code
of Virginia. Under the Act, banks and savings institutions holding public deposits in excess of the amount
insured by the FDIC must pledge collateral to the Commonwealth of Virginia Treasury Board. Financial
institutions may choose between two collateralization methodologies and depending upon that choice, will
pledge collateral that range in amount from 50% to 130% of excess deposits. Accordingly, all deposits are
considered fully collateralized.

Investments:
Investment policy

In accordance with the Code of Virginia and other applicable law, including regulations, the City’s investment
policy (Policy) permits investments in U.S. Treasury Securities, U.S. agency securities, prime quality
commercial paper, non-negotiable certificates of deposit and time deposits of Virginia banks, negotiable
certificates of deposit of domestic banks, banker’s acceptances with domestic banks, Commonwealth of
Virginia and Virginia Local Government Obligations, obligations of states other than Virginia, obligations of
World Bank, the Asian and African Development Banks, corporate notes or bonds rated in the AAA or AA
category, money market funds regulated by the SEC, repurchase agreements collateralized by the U. S.
Treasury/Agency securities, the Virginia State Non-Arbitrage Program or other authorized Arbitrage Investment
Management programs, and the State Treasurer’s Local Government Investment Pool (the Virginia LGIP).

Pursuant to Sec. 2.1-234.7 of the Code of Virginia, the Treasury Board of the Commonwealth sponsors the
LGIP and has delegated certain functions to the State Treasurer. The LGIP reports to the Treasury Board at
their regularly scheduled monthly meetings and the carrying value of the position in LGIP is the same as the
value of the pool shares (i.e., the LGIP maintains a stable net asset value of $1 per share) in accordance with
GASB 79.

The Policy limits investment maturities to five years maximum maturity for any investment, unless specifically
disclosed in writing to City Council.
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Investment policy (Continued)

As of June 30, the City’s investments consisted of the following:

S & P Credit
Investment Type Fair Value Rating
Primary Government
Money Market Funds $ 985,645 Not Rated
Federal Agency Bonds and Notes 9,109,989 AA+
Corporate Bonds/Notes 1,423,439 AA-to AA+
Local Government Investment Pool (LGIP) 1,032,569 AAAmM
Total primary government 12,551,642
Component Unit School Board
Local Government Investment Pool (LGIP) 577,788 AAAmM
Total Component Unit School Board 577,788
Grand total $ 13,129,430

Credit Risk:

As required by state statute or by the City, the Policy requires that commercial paper have a short-term debt
rating of no less than “A-1” (or its equivalent) from at least two of the following: Moody’s Investors Service,
Standard & Poor’s, and Fitch Investor’s Service, provided that the issuing corporation has a net worth of at least
$50 million and its long-term debt is rated “A” or better by Moody’s and Standard & Poor’s. Banker’s
acceptances and certificates of deposit maturing in less than one year must have a short-term debt rating of at
least “A-1” by Standard & Poor’s and “P-1” by Moody’s Investor Service.

Concentration of Credit Risk:

The City had the following investments at June 30 that exceeded 5 percent of the total investment balance.
These investments were not considered by management to represent a risk to the City.

Percent of Total

Issuer Portfolio
First American Government Obligations Fund 7.51%
Federal Farm Credit Bank 7.74%
Federal Home Loan Bank 26.85%
Federal Home Loan Mortgage Corp 28.02%
Federal National Mortgage Association 6.77%
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Deposits and Investments (Continued)

Interest Rate Risk: In accordance with the City’s investment policy, the City manages its exposure to declines in
fair value by limiting the average maturity of its investment portfolio to less than 3 years.

The carrying values and weighted average maturity of investments were as follows:

Weighted Average
Investment Type Fair Value Maturity (years)
Money Market Funds $ 985,645 N/A
Federal Agency Notes and Bonds 9,109,989 1.02
Corporate Bonds/Notes 1,423,439 1.07
Local Government Investment Pool (LGIP) 1,610,357 N/A

$ 13,129,430

The above items are reflected in the financial statements as follows:
Component Units

Primary
Government School Board EDA

Deposits and investments:
Cash on hand $ 11,977 $ - 3 -
Deposits 31,826,873 3,508,370 18,509
Investments 12,551,642 577,788 -
$ 44390492 $ 4,086,158 $ 18,509

Statement of net position:
Cash and cash equivalents $ 30,267,155 $ 4,086,158 $ 18,509
Investments 11,519,073 - -
Restricted-cash and cash equivalents 2,604,264 - -
$ 44390492 $ 4,086,158 $ 18,509

Fair Value:

The City categorizes its fair value measurements within the fair value hierarchy established by
generally accepted accounting principles. The City has the following recurring fair value
measurements as of June 30, 2017:

Level 1

Debt securities
U.S. Agency securities $ 9,109,989
Corporate bonds 1,423,439
$ 10,533,428

Debt securities classified in Level 1 of the fair value hierarchy are valued using prices quoted in
active markets for those securities.
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Due From Other Governmental Units

Amounts due from other governments at June 30 were as follows:

Component
Primary Government Unit
Governmental Business-type
Activities Activities- School Board
Various state and federal grants $ 2,667,543 $ -3 2,093,883
Virginia revolving loans - 2,550,786 -
Regional jail buy-in 4,879,322

$ 7,546,865 $ 2550786 $ 2,093,883

Virginia Revolving Loans:
The City’s Sewer fund reports loans receivable for the Augusta County Service Authority’s share of the Middle
River Wastewater Treatment Plant Virginia Revolving Loans. The Service Authority reimburses the City for its

share of the debt service on these loans as each loan payment is due.

At June 30, principal amounts and related interest outstanding on each loan were as follows:

Principal Interest
Amount receivable within 1 year $ 212,072 $ 65,322
Amount receivable within 2 to 5 years 839,922 200,300
Amount receivable beyond 5 years 1,498,792 165,542
$ 2,550,786 $ 431,164

Regional Jail Buy-in

Effective July 1, 2015, the City entered into an agreement with the Counties of Augusta and Rockingham and
the Cities of Waynesboro and Harrisonburg, where the County of Rockingham and City of Harrisonburg agreed
to “buy-in” to the Middle River Regional Jail Authority. The total purchase price is $21,543,588. The purchase
price was determined pursuant to an arm’s length negotiation and calculated based in part upon the original
replacement cost of the jail and an assumed usage of 250 beds by the buyers.

The City’s share of the purchase price was $31.17% or $6,715,136. The purchase price is to be paid over the
next 10 years in equal annual installments of $670,964, which includes interest calculated at 2.17% per annum.

Principal Interest
Amount receivable within 1 year $ 565,083 $ 105,881
Amount receivable within 2 to 5 years 2,385,645 298,212
Amount receivable beyond 5 years 1,928,594 84,300
$ 4,879,322 $ 488,393
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Note 4. Interfund Transfers and Obligations
Primary Government:
Transfers Out Transfers In
Nonmajor Nonmajor
Capital Governmental Business-Type
Projects Fund Funds Funds Total
Capital Projects $ - $ 750,000 $ 900,000 $ 1,650,000
General Fund 1,641,050 4,100,500 169,000 5,910,550
Total $ 1,641,050 $ 4,850,500 $§ 1,069,000 $ 7,560,550

Transfers between major funds (general and capital projects) and other nonmajor governmental and proprietary
funds were primarily to support debt service, capital projects, and operating costs.

The Stormwater fund recorded a transfer to Governmental activities in the amount of $27,927 for assets paid for
by that fund. The transfer in is not recorded in the general fund statement of revenues, expenditures and changes
in fund balance, but is included as a reconciling item and is shown as part of the transfer total in the
government-wide statement of governmental activities.

The Stormwater fund recorded transfers out of $185,478 and $243,511 to the water and sewer funds,

respectively, for utility lines replaced as part of a storm water project. The transfers are recorded as contributed
capital in the water and sewer funds.

Component Unit School Board:

Transfers Out Transfers In
Nonmajor
Education Governmental
Fund Funds Total
Education fund $ -3 1,098,833 $ 1,098,833
Nonmajor governmental funds 92,393 - 92,393
Total $ 92393 § 1,098,833 § 1,191,226

All transfer activities of the School Board component unit were made to support current operations.

Interfund Advances:

The General Fund has receivables in the amount of $274,763 from the State and Federal Grants Fund, $92,809
from the Environmental Fund, and $12,062 from the Golf Fund for advances to cover cash deficits. These
advances are expected to be collected in the subsequent year.

In the School Board Component Unit, the Education Fund has a receivable in the amount of $729,246 from the

State Operated Programs Fund for an advance to cover a cash deficit. The advance is expected to be collected
in the subsequent year when grant reimbursements are received.
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Note 5. Capital Assets

Primary Government:

Capital asset activity for the primary government is as follows:

June 30, 2017

Balance Balance
June 30, 2016 Additions Deletions June 30, 2017
Governmental activities:
Capital assets, not
depreciated:
Land (including easements) $ 4737487 $ -3 - $ 4,737,487
Construction in
progress 1,067,732 1,507,208 914,162 1,660,778
Total capital assets, not
depreciated 5,805,219 1,507,208 914,162 6,398,265
Capital assets, depreciated:
Buildings 13,048,200 103,066 - 13,151,266
Improvements 3,138,092 643,079 - 3,781,171
School assets* 28,585,080 - - 28,585,080
Equipment 15,144,029 1,239,683 736,118 15,647,594
Infrastructure 59,188,119 285,489 - 59,473,608
Total capital assets,
depreciated 119,103,520 2,271,317 736,118 120,638,719
Less accumulated depreciation
for:
Buildings 6,131,393 297,120 - 6,428,513
Improvements 2,132,538 91,161 - 2,223,699
School assets* 9,123,441 624,456 - 9,747,897
Equipment 10,823,512 860,725 670,498 11,013,739
Infrastructure 38,271,846 1,206,438 - 39,478,284
Total accumulated
depreciation 66,482,730 3,079,900 670,498 68,892,132
Total capital assets,
depreciated, net 52,620,790 (808,583) 65,620 51,746,587
Total capital assets, net,
governmental activities $ 58,426,009 $ 698,625 $ 979,782 § 58,144,852

Additions to the accumulated depreciation of governmental activities differ from depreciation expense for
governmental activities due to internal service fund depreciation in the amount of $3,398.

*School Board capital assets are jointly owned by the City (primary government) and the Component Unit —
School Board. The City reports the School Board capital assets as long as debt is owed on such assets by
the City. When debt is completely paid off, the entire capital asset balance less accumulated depreciation
reverts to the school board. The City reports depreciation on its share of these assets as an element of its
share of the costs of the public school system.
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Note 5. Capital Assets (Continued)
Primary Government: (Continued)
Balance Balance
June 30, 2016 Additions Deletions June 30, 2017
Business-type activities:
Capital assets, not
depreciated:
Land (including easements) $ 1,997,183 §$ 17,680 $ - 2,014,863
Construction in progress 898,751 327,476 765,186 461,041
Total capital assets, not
depreciated 2,895,934 345,156 765,186 2,475,904
Capital assets, depreciated:
Landfill 3,476,207 10,906 23,810 3,463,303
Buildings 42,382,054 - - 42,382,054
Improvements 3,303,394 101,898 - 3,405,292
Equipment 12,413,472 887,539 370,632 12,930,379
Utility lines 60,015,698 1,574,391 - 61,590,089
Total capital assets,
depreciated 121,590,825 2,574,734 394,442 123,771,117
Less accumulated depreciation
Landfill 1,949,484 116,160 23,810 2,041,834
Buildings 12,834,838 947,152 - 13,781,990
Improvements 1,439,514 71,370 - 1,510,884
Equipment 8,209,709 515,970 370,632 8,355,047
Utility lines 24,716,428 1,468,727 - 26,185,155
Total accumulated
depreciation 49,149,973 3,119,379 394,442 51,874,910
Total capital assets,
depreciated, net 72,440,852 (544,645) - 71,896,207
Total capital assets,
net, business-type
activities $§ 75,336,786 $ (199,489) $ 765,186 § 74,372,111
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Component Unit — School Board

Capital asset activity for the Component Unit — School Board is as follows:

Balance Balance
June 30, 2016 Additions Deletions June 30, 2017
Component Unit — School Board:
Capital assets, not depreciated:
Land $ 236,000 $ -3 -3 236,000
Construction in progress 88,556 - 88,556 -
Total capital assets, not
depreciated 324,556 - 88,556 236,000
Buildings 39,991,501 346,260 - 40,337,761
Improvements 744,579 - - 744,579
School assets allocated to
the City* (28,585,080) - - (28,585,080)
Equipment 6,859,794 122,976 29,816 6,952,954
Total capital assets,
depreciated 19,010,794 469,236 29,816 19,450,214
Less accumulated depreciation
Buildings 15,113,544 903,813 - 16,017,357
Improvements 405,222 23,256 - 428,478
School assets allocated to
the City* (9,123,441) (624,456) - (9,747,897)
Equipment 5,107,574 325,796 29,816 5,403,554
Total accumulated
depreciation 11,502,899 628,409 29,816 12,101,492
Total capital assets,
depreciated, net 7,507,895 (159,173) - 7,348,722
Total capital assets, net $ 7,832,451 $ (159,173) $ 88,556 $§ 7,584,722

*School Board capital assets are jointly owned by the City (primary government) and the Component Unit —
School Board. The City reports the School Board capital assets as long as debt is owed on such assets by
the City. When debt is completely paid off, the entire capital asset balance less accumulated depreciation
reverts to the school board. The City reports depreciation on its share of these assets as an element of its
share of the costs of the public school system.
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Component Unit — EDA

Capital asset activity for the Component Unit — EDA is as follows:

Balance Balance
June 30, 2016 Additions Deletions June 30, 2017
Component Unit — EDA:
Capital assets, not
depreciated:
Land $ 799,748 $ -3 5,802 $ 793,946
Total capital assets, not
depreciated 799,748 - 5,802 793,946
Capital assets, depreciated:
Buildings 8,305,640 - - 8,305,640
Equipment 2,002,896 - 12,065 1,990,831
Total capital assets,
depreciated 10,308,536 - 12,065 10,296,471
Less accumulated depreciation
Buildings 1,839,372 164,746 - 2,004,118
Equipment 1,399,771 65,681 6,535 1,458,917
Total accumulated
depreciation 3,239,143 230,427 6,535 3,463,035
Total capital assets,
depreciated, net 7,069,393 (230,427) 5,530 6,833,436
Total capital assets, net ~ § 7,869,141 $  (230,427)$ 11,332 § 7,627,382
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Depreciation expense was charged to functions/programs of the primary government as follows:

Governmental activities:

General government administration $ 167,898
Judicial administration 22,762
Public safety 383,519
Public works 1,573,688
Health and welfare 18,457
Education 624,456
Parks, recreation, and culture 278,871
Community development 6,851

Total depreciation expense — governmental $ 3,076,502

Business-type activities:

Water $ 945,983
Sewer 1,176,833
Storm water 458,140
Environmental 365,836
Golf 32,138
Parking 140,449

Total depreciation expense — business-type $ 3,119,379

Depreciation expense was charged to functions/programs of the Component Unit — School Board as follows:

Instruction $
Administration, attendance and health

Pupil transportation

School food service

Operation and maintenance

460,531
802
114,386
14,965
37,725

Total depreciation expense — School Board $

628,409

Depreciation expense was charged to functions/programs of the Component Unit — EDA as follows:

Community Development $

230,427
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The following is a summary of long-term liability transactions (including current amounts):

Primary Government:

Balance Balance Due Within
June 30, 2016 Additions Deletions June 30, 2017 One Year
Governmental activities:
General obligation debt:
General obligation
bonds $ 25,049,607 $ -8 1877,195 $§ 23,172,412 $§ 1,927,922
Literary fund loans 10,950,000 - 950,000 10,000,000 950,000
35,999,607 - 2,827,195 33,172,412 2,877,922
Less unamortized discount (101,737) - (9,556) (92,181) (9,202)
Total general
obligation debt 35,897,870 - 2,817,639 33,080,231 2,868,720
Other liabilities:
Compensated absences 1,543,682 958,957 998,825 1,503,814 1,053,135
Claims payable 1,065,083 5,380,675 5,653,485 792,273 707,502
Total other
liabilities 2,608,765 6,339,632 6,652,310 2,296,087 2,018,460
Total governmental
activities long-term
liabilities $ 38,506,635 $§ 6,339,632 § 9,469,949 $§ 35376318 $§ 4,887,180

In governmental activities of the primary government, compensated absences and worker compensation claims payable are
generally liquidated by the General Fund. Health insurance claims payable are liquidated by the Health insurance fund.
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Note 6. Long-Term Liabilities (Continued)
Balance Balance Due Within
June 30, 2016 Additions Deletions June 30, 2017 One Year
Business-type activities:
Bonds payable:
Virginia revolving
loans $ 18,996,027 $ - $ 1,613,561 $ 17,382,466 1,672,107
General obligation
bonds 1,001,650 - 224,112 777,538 232,893
19,997,677 - 1,837,673 18,160,004 1,905,000
Plus unamortized premium 602,948 - 64,620 538,328 64,620
Less unamortized discount (33,761) - (4,945) (28,816) (4,435)
Total bonds and
loans payable 20,566,864 - 1,897,348 18,669,516 1,965,185
Other liabilities:
Landfill closure/postclosure
liability 2,108,732 85,495 40,258 2,153,969 40,258
Compensated absences 201,952 147,902 129,255 220,599 124,447
Total other
liabilities 2,310,684 233,397 169,513 2,374,568 164,705
Total business-type
activities long-term
liabilities $ 22,877,548 233,397 $§ 2,066,861 $ 21,044,084 2,129,890
Component Unit — School Board
Other liabilities:
Compensated absences $ 368,293 573,594 % 255,633 $ 686,254 444,996
Total Component Unit School
Board long-term liabilities $ 368,293 573,594 $ 255,633 $ 686,254 444,996
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Details of long-term indebtedness are as follows:

Final
Interest Date Maturity ~ Amount of  Governmental Business-Type
Rates Issued Date Original Issue Activities Activities

General Obligation Bonds:

2005 CIP Bonds (City and School

Improvement projects) 3.43% 06/2005  02/2025 $ 4,600,000 § 2,299,122 § -
2007 GO Refunding & CIP Bonds

(Refunding Hotel GO bonds and golf course

improvements) 3.50-4.25% 01/2007  02/2034 10,600,000 8,500,000 455,000

1997A School Construction Bonds

(Shelburne Middle School) 4.35-5.225% 11/1997  01/2017 2,000,000 100,000 -

1997B School Construction Bonds

(Shelburne Middle School) 4.35-5.225% 11/1997  01/2017 4,211,116 247,290 -

1998 Parking Garage Bonds (New Street

Parking Garage) 4.20% 12/1998  06/2019 3,000,000 - 322,548

2012 GO Bonds (Staunton Crossing) 2.21% 10/2012  10/2027 10,000,000 8,180,000 -

2013 GO Bonds (Staunton Crossing) 2.58% 01/2013  01/2028 5,000,000 3,846,000 -
$ 23,172,412 $ 777,548

Literary Fund Loans :

2002 Bessie Weller Elem renovations 4.00% 02/2002  03/2022 4,000,000 $ 1,000,000 $ -

2008 McSwain Elem renovations 3.00% 08/2008 08/2028 7,500,000 4,500,000 -

2008 Ware Elem renovations 3.00% 08/2008  08/2028 7,500,000 4,500,000 -

§ 10,000,000 $ -

Virginia Revolving Loan Funds:
Middle River Wastewater Phase 11

improvements 3.50% 09/1999  03/2021 6,411,399 - 1,689,313

Middle River Wastewater Phase IIIA

improvements 3.00% 01/2008  03/2030 9,309,033 - 6,726,876

Middle River Wastewater Phase I1IB

improvements 3.00% 09/2008  03/2030 2,066,747 - 1,495,382

2009A Refunding Bonds-Water Treatment

Plant 1.125%-5.125% 06/2009  10/2021 4,150,000 - 1,730,000

2010A VRA Water and Sewer CIP projects 2.78%-5.2% 06/2010  10/2030 7,080,000 - 5,550,000

New Hope Road Industrial Park Sewer Lines 3.85% 03/2002 09/2021 629,734 - 190,895
$ - $ 17,382,466
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Annual debt service requirements to maturity are as follows:

Governmental Activities

Year Ending  General Obligation Bonds Literary Fund Loans

June 30, Principal Interest Principal Interest

2018 $ 1,927,922 § 713,819 $ 950,000 $ 310,000

2019 1,627,366 658,164 950,000 279,500
2020 1,674,399 610,107 950,000 249,000
2021 1,722,743 561,516 950,000 218,500
2022 1,772,407 511,444 950,000 188,000
2023-2027 9,002,575 1,755,612 3,750,000 562,500
2028-2032 4,120,000 675,384 1,500,000 67,500
2033-2037 1,325,000 85,001 - -

$ 23,172,412 $§ 5,571,047 $ 10,000,000 $ 1,875,000

Business-Type Activities

Year Ending  General Obligation Bonds Virginia Revolving Loan

June 30, Principal Interest Principal Interest

2018 $ 232,893 $ 30,412 § 1,672,107 § 602,017

2019 129,655 20,401 1,736,531 537,057
2020 20,000 17,206 1,806,866 470,409
2021 20,000 16,406 1,868,133 403,158
2022 25,000 15,606 966,815 350,015
2023-2027 125,000 62,719 5,215,434 1,255,068
2028-2032 155,000 34,839 4,116,580 307,720
2033-2037 70,000 4,463 - -

$ 777,548 § 202,052 $§ 17,382,466 $ 3,925,444
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Defined Benefit Pension Plan

Plan Description

All full-time, salaried permanent employees of the City of Staunton (the “Political Subdivision”) and permanent
non-professional employees (non-teachers) of the City of Staunton (the “School Division”) are automatically
covered by VRS Retirement Plan upon employment. This plan is an agent multiple-employer plan administered
by the Virginia Retirement System (the System) along with plans for other employer groups in the
Commonwealth of Virginia. Members earn one month of service credit for each month they are employed and for
which they and their employer pay contributions to VRS. The Code of Virginia, as amended, assigns the authority
to establish and amend benefit provisions to the Virginia General Assembly. The System issues a publicly
available comprehensive annual financial report for VRS. A copy of that report may be downloaded from the VRS
website at http://www.varetire.org/Pdf/Publications/2015-annual-report.pdf.

The System administers three different benefit structures for covered employees — Plan 1, Plan 2, and Hybrid.
Each of these benefit structures has a different eligibility criteria. The specific information for each plan is as
follows:

Plan 1 — Plan 1 is a defined benefit plan. The retirement benefit is based on a member’s age, creditable
service, and average final compensation at retirement using a formula. Employees are eligible for Plan 1 if
their membership date is before July 1, 2010, and they were vested as of January 1, 2013.

e Hybrid Opt-In Election — VRS non-hazardous duty covered Plan 1 members were allowed to make an
irrevocable decision to opt into the Hybrid Retirement Plan during a special election window held
January 1 through April 30, 2014. The Hybrid Retirement Plan’s effective date for eligible Plan 1
members who opted in was July 1, 2014. If eligible deferred members returned to work during the
election window, they were also eligible to opt into the Hybrid Retirement Plan. Members who were
eligible for an optional retirement plan (ORP) and had prior service under Plan 1 were not eligible to
elect the Hybrid Retirement Plan and remain as Plan 1 or ORP.

¢ Retirement Contributions — Employees contribute 5.00% of their compensation each month to their
member contribution account through a pre-tax salary reduction. Some political subdivisions elected to
phase in the required 5.00% member contribution but all employees will be paying the full 5.00% by July
1, 2016. Member contributions are tax-deferred until they are withdrawn as part of a retirement benefit
or as a refund. The employer makes a separate actuarially determined contribution to VRS for all
covered employees. VRS invests both member and employer contributions to provide funding for the
future benefit payment.

¢ Creditable Service — Creditable service includes active service. Members earn creditable service for each
month they are employed in a covered position. It also may include credit for prior service the member
has purchased or additional creditable service the member was granted. A member’s total creditable
service is one of the factors used to determine their eligibility for retirement and to calculate their
retirement benefit. It also may count toward eligibility for the health insurance credit in retirement, if the
employer offers the health insurance credit.
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Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Plan 1 (Continued)

e Vesting — Vesting is the minimum length of service a member needs to qualify for a future retirement

benefit. Members become vested when they have at least five years (60 months) of creditable service.
Vesting means members are eligible to qualify for retirement if they meet the age and service
requirements for their plan. Members also must be vested to receive a full refund of their member
contribution account balance if they leave employment and request a refund. Members are always 100%
vested in the contributions that they make.

¢ Calculating the Benefit — The Basic Benefit is calculated based on a formula using the member’s average

final compensation, a retirement multiplier, and total service credit at retirement. It is one of the benefit
payout options available to a member at retirement. An early retirement reduction factor is applied to the
Basic Benefit if the member retires with a reduced retirement benefit or selects a benefit payout option
other than the Basic Benefit.

e Average Final Compensation — A member’s average final compensation is the average of the 36

consecutive months of highest compensation as a covered employee.

o Service Retirement Multiplier — The retirement multiplier is a factor used in the formula to determine a

final retirement benefit. The retirement multiplier for non-hazardous duty members is 1.70%. The
retirement multiplier for sheriffs and regional jail superintendents is 1.85%. The retirement multiplier of
eligible political subdivision hazardous duty employees other than sheriffs and regional jail
superintendents is 1.70% or 1.85% as elected by the employer.

¢ Normal Retirement Age — Age 65 or age 60 for hazardous duty employees.

¢ Earliest Unreduced Retirement Eligibility — Age 65 with at least five years (60 months) of creditable

service or at age 50 with at least 30 years of creditable service. Age 60 with at least five years of
creditable service or age 50 with at least 25 years of creditable service for hazardous duty employees.

o Earliest Reduced Retirement Eligibility — Age 55 with at least five years (60 months) of creditable

service or age 50 with at least 10 years of creditable service. Age 50 with at least five years of creditable
service for hazardous duty employees.

o Cost-of-Living Adjustment (COLA) in Retirement — The Cost-of-Living Adjustment (COLA) matches

the first 3.00% increase in the Consumer Price Index for all Urban Consumers (CPI-U) and half of any
additional increase (up to 4.00%) up to a maximum COLA of 5.00%.
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Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Plan 1 (Continued)

¢ Cost-of-Living Adjustment (COLA) in Retirement (Continued)

(o}

Eligibility — For members who retire with an unreduced benefit or with a reduced benefit with at
least 20 years of creditable service, the COLA will go into effect on July 1 after one full calendar
year from the retirement date. For members who retire with a reduced benefit and who have less than
20 years of creditable service, the COLA will go into effect on July 1 after one calendar year
following the unreduced retirement eligibility date.

Exceptions to COLA Effective Dates — The COLA is effective July 1 following one full calendar
year (January 1 to December 31) under any of the following circumstances:

= The member is within five years of qualifying for an unreduced retirement benefit as of January 1,
2013.

= The member retires on disability.

= The member retires directly from short-term or long-term disability under the Virginia Sickness
and Disability Program (VSDP).

= The member is involuntarily separated from employment for causes other than job performance or
misconduct and is eligible to retire under the Workforce Transition Act or the Transitional
Benefits Program.

= The member dies in service and the member’s survivor or beneficiary is eligible for a monthly
death-in-service benefit. The COLA will go into effect on July 1 following one full calendar
year (January 1 to December 31) from the date the monthly benefit begins.

Disability Coverage — Members who are eligible to be considered for disability retirement and retire
on disability, the retirement multiplier is 1.70% on all service, regardless of when it was earned,
purchased, or granted. VSDP members are subject to a one-year waiting period before becoming
eligible for non-work-related disability benefits.

Purchase of Prior Service — Members may be eligible to purchase service from previous public
employment, active duty military service, an eligible period of leave or VRS refunded service as
creditable service in their plan. Prior creditable service counts toward vesting, eligibility for retirement
and the health insurance credit. Only active members are eligible to purchase prior service. When
buying service, members must purchase their most recent period of service first. Members also may be
eligible to purchase periods of leave without pay.
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Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Plan 2 — Plan 2 is a defined benefit plan. The retirement benefit is based on a member’s age, creditable
service, and average final compensation at retirement using a formula. Employees are eligible for Plan 2 if
their membership date is on or after July 1, 2010, or their membership date is before July 1, 2010, and they
were not vested as of January 1, 2013.

e Hybrid Opt-In Election — Eligible Plan 2 members were allowed to make an irrevocable decision to opt
into the Hybrid Retirement Plan during a special election window held January 1 through April 30, 2014.
The Hybrid Retirement Plan’s effective date for eligible Plan 2 members who opted in was July 1, 2014.
If eligible deferred members returned to work during the election window, they were also eligible to opt
into the Hybrid Retirement Plan. Members who were eligible for an optional retirement plan (ORP) and
have prior service under Plan 2 were not eligible to elect the Hybrid Retirement Plan and remain as Plan
2 or ORP.

¢ Retirement Contributions — Employees contribute 5.00% of their compensation each month to their
member contribution account through a pre-tax salary reduction. Some political subdivisions elected to
phase in the required 5.00% member contribution but all employees will be paying the full 5.00% by July
1,2016.

e Creditable Service — Same as Plan 1.
e Vesting — Same as Plan 1.
e Calculating the Benefit — See definition under Plan 1.

e Average Final Compensation — A member’s average final compensation is the average of their 60
consecutive months of highest compensation as a covered employee.

¢ Service Retirement Multiplier — Same as Plan 1 for service earned, purchased, or granted prior to January
1, 2013. For non-hazardous duty members the retirement multiplier is 1.65% for creditable service
earned, purchased, or granted on or after January 1, 2013. Sheriffs, regional jail superintendents, and
hazardous duty employees are same as Plan 1.

e Normal Retirement Age — Normal Social Security retirement age. Hazardous duty employees are the
same as Plan 1.

e Earliest Unreduced Retirement Eligibility — Normal Social Security retirement age with at least five
years (60 months) of creditable service or when their age and service equal 90. Hazardous duty
employees are the same as Plan 1.

o Earliest Reduced Retirement Eligibility — Age 60 with at least five years (60 months) of creditable
service. Hazardous duty employees are the same as Plan 1.

e Cost-of-Living Adjustment (COLA) in Retirement — The Cost-of-Living Adjustment (COLA) matches
the first 2.00% increase in the CPI-U and half of any additional increase (up to 2.00%), for a maximum
COLA 0f 3.00%.

Eligibility — Same as Plan 1.
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Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Plan 2 (Continued)

¢ Cost-of-Living Adjustment (COLA) in Retirement (Continued)
0 Exceptions to COLA Effective Dates — Same as Plan 1.
¢ Disability Coverage — Same as Plan 1 except that the retirement multiplier is 1.65%.

e Purchase of Prior Service — Same as Plan 1.

Hybrid Retirement Plan — The Hybrid Retirement Plan combines the features of a defined benefit plan and
a defined contribution plan. Most members hired on or after January 1, 2014 are in this plan, as well as Plan
1 and Plan 2 members who were eligible and opted into the plan during a special election window. The
defined benefit is based on a member’s age, creditable service, and average final compensation at retirement
using a formula. The benefit from the defined contribution component of the plan depends on the member
and employer contributions made to the plan and the investment performance of those contributions. In
addition to the monthly benefit payment payable from the defined benefit plan at retirement, a member may
start receiving distributions from the balance in the defined contribution account, reflecting the contributions,
investment gains or losses, and any required fees.

¢ Eligible Members — Employees are in the Hybrid Retirement Plan if their membership date is on or after
January 1, 2014. This includes political subdivision employees; members in Plan 1 or Plan 2 who elected
to opt into the plan during the election window held January 1 through
April 30, 2014; the plan’s effective date for opt-in members was July 1, 2014.

¢ Non-Eligible Members — Some employees are not eligible to participate in the Hybrid Retirement Plan.
They include political subdivision employees who are covered by enhanced benefits for hazardous duty
employees. Those employees eligible for an optional retirement plan (ORP) must elect the ORP plan or
the Hybrid Retirement Plan. If these members have prior service under Plan 1 or Plan 2, they are not
eligible to elect the Hybrid Retirement Plan and must select Plan 1 or Plan 2 (as applicable) or ORP.

¢ Retirement Contributions — A member’s retirement benefit is funded through mandatory and voluntary
contributions made by the member and the employer to both the defined benefit and the defined
contribution components of the plan. Mandatory contributions are based on a percentage of the
employee’s creditable compensation and are required from both the member and the employer.
Additionally, members may choose to make voluntary contributions to the defined contribution
component of the plan, and the employer is required to match those voluntary contributions according to
specified percentages.
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Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Hybrid Retirement Plan (Continued)

e Creditable Service —

(o}

Defined Benefit Component — Under the defined benefit component of the plan, creditable service
includes active service. Members earn credible service for each month they are employed in a
covered position. It also may include credit for prior service the member has purchased or additional
credible service the member was granted. A member’s total creditable service is one of the factors
used to determine their eligibility for retirement and to calculate their retirement benefit. It also may
count toward eligibility for the health insurance credit in retirement, if the employer offers the health
insurance credit.

Defined Contributions Component — Under the defined contribution component, creditable service
is used to determine vesting for the employer contribution portion of the plan.

e Vesting —

(o}

Defined Benefit Component — Defined benefit vesting is the minimum length of service a member
needs to qualify for a future retirement benefit. Members are vested under the defined benefit
component of the Hybrid Retirement Plan when they reach five years (60 months) of creditable
service. Plan 1 or Plan 2 members with at least five years (60 months) of creditable service who
opted into the Hybrid Retirement Plan remain vested in the defined benefit component.

Defined Contributions Component — Defined contribution vesting refers to the minimum length of
service a member needs to be eligible to withdraw the employer contributions from the defined
contribution component of the plan. Members are always 100% vested in the contributions that they
make. Upon retirement or leaving covered employment, a member is eligible to withdraw a
percentage of employer contributions to the defined contribution component of the plan, based on
service. After two years, a member is 50% vested and may withdraw 50% of employer
contributions. After three years, a member is 75% vested and may withdraw 75% of employer
contributions. After four or more years, a member is 100% vested and may withdraw 100% of
employer contributions. Distribution is not required by law until age 70%.

Calculating the Benefit —
0 Defined Benefit Component — See definition under Plan 1.

0 Defined Contribution Component — The benefit is based on contributions made by the member
and any matching contributions made by the employer, plus net investment earnings on those
contributions.

Average Final Compensation — Same as Plan 2 for the defined benefit component of the plan.
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Note 7.  Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Hybrid Retirement Plan (Continued)

o Service Retirement Multiplier — The retirement multiplier for the defined benefit component is 1.00%.
For members who opted into the Hybrid Retirement Plan from Plan 1 or Plan 2, the applicable
multipliers for those plans will be used to calculate the retirement benefit for service credited in those
plans. This is not applicable to sheriffs, regional jail superintendents, or hazardous duty employees.

¢ Normal Retirement Age —

(o] Defined Benefit Component — Same as Plan 2, however, not applicable for hazardous duty
employees.
o] Defined Contribution Component — Members are eligible to receive distributions upon

leaving employment, subject to restrictions.
¢ Earliest Unreduced Retirement Eligibility —

0 Defined Benefit Component — Normal Social Security retirement age and have at least five years
(60 months) of creditable service or when their age and service equal 90. This is not applicable to
hazardous duty employees.

0 Defined Contribution Component — Members are eligible to receive distributions upon leaving
employment, subject to restrictions.

¢ Earliest Reduced Retirement Eligibility —

0 Defined Benefit Component — Members may retire with a reduced benefit as early as age 60 with at
least five years (60 months) of creditable service. This is not applicable to hazardous duty
employees.

0 Defined Contribution Component — Members are eligible to receive distributions upon leaving
employment, subject to restrictions.

o Cost-of-Living Adjustment (COLA) in Retirement —
0 Defined Benefit Component — Same as Plan 2.
0 Defined Contribution Component — Not Applicable.
o Eligibility — Same as Plan 1 and 2.

Exceptions to COLA Effective Dates — Same as Plan 1 and 2.

49



City of Staunton, Virginia
Notes to Financial Statements
June 30, 2017

Note 7.  Defined Benefit Pension Plan (Continued)

Plan Description (Continued)

Hybrid Retirement Plan (Continued)

¢ Disability Coverage — Employees of political subdivisions (including Plan 1 and Plan 2 opt-ins) participate
in the Virginia Local Disability Program (VLDP) unless their local governing body provides an
employer-paid comparable program for its members. Hybrid members (including Plan 1 and Plan 2 opt-
ins) covered under VLDP are subject to a one-year waiting period before becoming eligible for non-
work-related disability benefits.

e Purchase of Prior Service —
0 Defined Benefit Component — Same as Plan 1, with the following exceptions:
= Hybrid Retirement Plan members are ineligible for ported service.

» The cost for purchasing refunded service is the higher or 4% of creditable compensation or
average final compensation.

= Plan members have one year from their date of hire or return from leave to purchase all but
refunded prior service at approximate normal cost. After that one-year period, the rate for most
categories of service will change to actuarial cost.

0 Defined Contribution Component — Not Applicable.

Employees Covered by Benefit Terms

As of the June 30, 2015 actuarial valuation, the following employees were covered by the benefit terms of the

pension plan:
City
Inactive members or their beneficiaries currently receiving benefits 270
Inactive members:
Vested inactive members 42
Non-vested inactive members 54
Inactive members active elsewhere in VRS 102
Total inactive members 198
Active members 270
Total covered employees 738
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School Non-

Professional*
Inactive members or their beneficiaries currently receiving benefits 47

Inactive members:

Vested inactive members 5
Non-vested inactive members 23
Inactive members active elsewhere in VRS 14
Total inactive members 42
Active members 47
Total covered employees 136

*excludes Genesis
Contributions

The contribution requirement for active employees is governed by §51.1-145 of the Code of Virginia, as amended,
but may be impacted as a result of funding options provided to political subdivisions by the Virginia General
Assembly. Employees are required to contribute 5.00% of their compensation toward their retirement. Prior to
July 1, 2012, all of the 5.00% member contribution was assumed by the employer. Beginning July 1, 2012 new
employees were required to pay the 5.00% member contribution. In addition, for existing employees, employers
were required to begin making the employee pay the 5.00% member contribution. Effective July 1, 2012, the City
and School Board provided a 5.7% salary increase to cover this increase in cost to the employee.

The political subdivision’s and school division’s contractually required contribution rate for the year ended June
30, 2017 was 17.94% and 8.32%, respectively, of covered employee compensation. This rate was based on an
actuarially determined rate from an actuarial valuation as of June 30, 2015.

This rate, when combined with employee contributions, was expected to finance the costs of benefits earned by
employees during the year, with an additional amount to finance any unfunded accrued liability. Contributions to
the pension plan from the political subdivision were $1,980,734 and $2,363,714 for the years ended June 30, 2017
and June 30, 2016, respectively. Contributions to the pension plan from the school division were $87,226 and
$119,455 for the years ended June 30, 2017 and June 30, 2016, respectively.

Net Pension Liability

The political subdivision’s net pension liability was measured as of June 30, 2016. The total pension liability used
to calculate the net pension liability was determined by an actuarial valuation performed as of June 30, 2015,
using updated actuarial assumptions, applied to all periods included in the measurement and rolled forward to the
measurement date of June 30, 2016.
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Defined Benefit Pension Plan (Continued)

Actuarial Assumptions

The total pension liability for General Employees in the Political Subdivision’s Retirement Plan was based on an
actuarial valuation as of June 30, 2015, using the Entry Age Normal actuarial cost method and the following

assumptions, applied to all periods included in the measurement and rolled forward to the measurement date of
June 30, 2016.

Inflation 2.50%

General Employees - Salary increases, 3.50-5.35%
including inflation

Public Safety Employees - Salary increases, 3.50-4.75%
including inflation

Investment rate of return 7.00%, net of pension plan investment expense,
including inflation

Administrative expenses as a percent of the market value of assets for the last experience study were found to be
approximately 0.06% of the market assets for all of the VRS plans. This would provide an assumed investment
return rate for GASB purposes of slightly more than the assumed 7.0%. However, since the difference was
minimal, and a more conservative 7.0% investment return a