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Office of the City Manager/P. Q. Box 1858/Suffolk, Virginia 23439-1858/757-923-2085

HANSIMOHD 1645 RNTOLR V4T

November 21, 2005

The Honorable Council
City of Suffolk, Virginia

Dear Council Members,

In accordance with statutes of the Code of the Commonwealth of Virginia and local
charter provisions, the Comprehensive Annual Financial Report (CAFR) of the City of
Suffolk as of June 30, 2005, and for the fiscal year then ended, is hereby transmitted.
Responsibility for both the accuracy of the presented data and the completeness and
fairness of the presentation, including all disclosures, rests with the City. Management
believes that the data, as presented, is accurate in all material respects, that it is presented
in a manner designed to fairly set forth the financial position, results of operations of the
City, and the cash flows of its proprietary funds as measured by the financial activity of
its various funds; and that all disclosures necessary to enable the reader to gain the
maximum understanding of the City’s financial affairs have been included.

In developing and evaluating the City’s accounting system, consideration is given to the
adequacy of internal accounting controls. Management of the City is responsible for
establishing and maintaining internal controls designed to ensure that the assets of the
City are protected from loss, theft, or misuse and to ensure that adequate accounting data
is compiled to allow for the preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Internal control
is designed to provide reasonable, but not absolute, assurance that these objectives are
met. The concept of reasonable assurance recognizes that: (1) the cost of a control should
not exceed the benefits likely to be derived; and (2) the valuation of cost and benefits
requires estimates and judgments by management. As management, we assert that to the
best of our knowledge and belief, this financial report is- complete and reliable in all
material respects.

An annual independent audit of the City’s finances is required by Section 8.08 of the City
Charter and Section 15.2-2511 of the 1950 Code of Virginia, as amended. The City of
Suffolk’s financial statements have been audited by Cherry, Bekaert & Holland, L.L.P.
The goal of the independent audit is to provide reasonable assurance that the financial
statements of the City of Suffolk as of and for the fiscal year ended June 30, 2005, are
free of material misstatement. The independent audit involved examining, on a test basis,
cvidence supporting the amounts and disclosures in the financial statement; assessing the
accounting principles used and significant estimates made by management; and
evaluating the overall financial statement presentation. The independent auditor
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concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the City of Suffolk’s financial statements as of and for the fiscal
year ended June 30, 2005, are fairly presented in conformity with accounting principles
generally accepted in the United States of America. The independent auditor’s report is
presented as the first component of the financial section.

The independent audit of the financial statements of the City of Suffolk was part of a
broader, federally mandated “Single Audit” designed to meet the special needs of federal
grantor agencies. The standards governing Single Audit engagements require the
independent auditor to report not only on the fair presentation of the financial statements,
but also on the audited government’s internal control and compliance with legal
requirements, with special emphasis on internal control and legal requirements involving
the administration of federal awards. These reports are presented in the Single Audit
section of the CAFR.

Generally Accepted Accounting Principles (GAAP) require that management provide a
narrative introduction, overview, and analysis to accompany the basic financial statements
in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is designed to complement MD&A and should be read in conjunction with it.
The City of Suffolk’s MD&A can be found immediately following the report of the
independent auditors.

Profile of the Government

The present City of Suffolk was formed January 1, 1974, from the consolidation of the
City of Suffolk and the City of Nansemond (formerly Nansemond County). The City is
Virginia’s largest city in land area and one of the top ten in land area in the nation. The
City is situated in the western portion of Hampton Roads, Virginia’s coastal plain area,
and is bounded by the James River to the north, the Cities of Chesapeake and Portsmouth
to the east, the State of North Carolina to the south, and the Counties of Southampton and
Isle of Wight to the west. The City of Suffolk is one of seven major cities that form the
Norfolk — Virginia Beach — Newport News metropolitan area with 1.6 million people.

The City’s government is organized under the Council-Manager form of government.
The governing body, City Council, is composed of seven members who make policies for
administration of the City. The Mayor and Vice-Mayor are appointed from City Council
by majority vote of all members of City Council. City Council appoints a City Manager
to act as administrative head of the City. The City Manager serves at the pleasure of City
Council, carries out its policies, directs business procedures, and appoints and has the
power to remove the directors of all departments and all employees of those departments
under his control.



The School Board is elected by borough, Under Virginia law all operations of the School
Board are completely independent of City Council and the City Administration. City
Council is required to make an annual appropriation to the School Board based upon an
approved budget, but has no authority to direct how such appropriation is expended.

The City of Suffolk provides a full range of municipal services contemplated by statute or
charter. This includes education, public safety, highways and strects, parks and
recreation, sanitation, health and social services, public improvements, planning and
zoning, public utilities, and general administrative services.

The funds and entities related to the City of Suffolk included in the City’s CAFR are
controlled by or dependent on the City. Determination of “controlled by or dependent on”
is based on criteria developed by the Governmental Accounting Standards Board. The
criteria deal with existence as an organized entity, governmental character, and substantial
autonomy. Based on these criteria, the vartous funds of the City shown in the Table of
Contents are included in this report. Since the School System is fiscally dependent on the
City, the financial statements of the Suffolk City School System are included as a
component unit of the City in accordance with Governmental Accounting Standards
Board Statement No. 14. The Industrial Development Authority has also been included as
a component unit of the City due to the fiscal relationship which exists for the Northgate
Commerce Park, development of the Hilton Garden Inn Hotel and Suffolk Conference
Center, as well as other initiatives designed to foster economic activity in the City, in
accordance with Governmental Accounting Standards Board Statement No. 14. Excluded
as a component unit are the Suffolk Redevelopment and Housing Authority, the Western
Tidewater Regional Jail Authority, and the Western Tidewater Water Authority which are
not controlled by or dependent on the City.

The City maintains budgetary controls, the objective of which is to ensure compliance
with legal provisions embodied in the annual appropriated budget approved by City
Council. Budgetary control is maintained at the expenditure level of each department
using an encumbrance accounting system. Open encumbrances are reported as
reservations of fund balance at June 30, 2005. A description of the procedures utilized to
establish budgetary data is presented in the Notes to Required Supplementary Information
of this report.

Local Economy and Economic Activity

The City has experienced a strong increase in population and is expected to realize a
higher growth rate in the next 20 years than it experienced during the two previous
decades. The northern quarter of the City is projected to experience the greatest degree of
growth due to the large tracts of land available for development, its proximity and
accessibility to employment and commercial centers, and the increasing availability of
public infrastructure. The presence of Interstate 664 and the Monitor-Merrimac Bridge



Tunnel provide convenient access to the Virginia Peninsula from the northern part of the
City. Growth is also occurring around the greater downtown area. In planning for growth
and cost effective service delivery, the City has identified both of these areas as
Urban/Suburban Growth areas in the 2018 Comprehensive Land Use Plan.

In calendar year 2004, economic development announcements from 31 major new and
expanding office, industrial, and commercial projects totaled $78 million with 685 new
jobs created. With affordable, well-located office and industrial sites offering convenient
access to major highways, two major airports, two railroads and close proximity to one of
the busiest ports in the world at the Ports of Virginia, the City of Suffolk is a highly
desirable place to do business.

Major economic activity from the first half of 2004 included long time corporate resident
Ciba Specialty Chemicals breaking ground on a new 26,000 square-foot national sales
office, and research, development and technical service laboratory. In addition, Amadas
Coach purchased a 50,000 square-foot building located in Suffolk Industrial Park as an
expansion of their luxury motor coach operations. Reading Equipment and Distribution,
Inc. leased 30,000 square-feet at Commonwealth Storage for their new regional
operations center. Ferguson Enterprises, Inc. selected Suffolk as the new location for their
Hampton Roads regional operations center. Ferguson consirucied a 64,000 square-foot
office and distribution building in Northgate Commerce Park.

In September 2004, Sara Lee Coffee & Tea held a ribbon cutting ceremony for its new,
high-tech liquid coffee concentrate manufacturing facility. The 152,000 square-foot
building is the company’s first liquid coffee facility in the United States. Sara Lee
invested $93 million in the project and created over 100 new jobs. In that same month,
Lockheed Martin announced the lease of 16,000 square-feet of office space at Bridgeway
Technology Center II. This new capital investment of approximately $1,500,000 will
provide additional office space to support project teams for the new 50,000 square-foot
Lockheed Martin Center for Innovation located across the street in Bridgeway Commerce
Park. This new office support center will house approximately 25 full-time employees.

At the end of 2004, restoration began on the historic Suffolk High School. It is being
renovated as the $21 million Suffolk Center for Cultural Arts, featuring a 500-seat
theater, and a variety of dance, theatrical and musical recital rooms.

New downtown restaurants opening in 2004 have given classic old buildings a new lease
on life, while retaining Suffolk’s historic charm. The former Nansemond Drug Company
building has been transformed into Pisces Scafood Restaurant. A short walk up Main
Street is the Java 149 coffee shop. Two other historic buildings are also being renovated
with plans to open Halian fine dining and a sports bar and restaurant.

iv



The first half of 2005 brought a variety of new economic activity for the City of Suffolk.
The grand opening of the new Hilton Garden Inn and Suffolk Conference Center occurred
in March. The 150-room hotel and 14,000 square-foot conference facility has made
Suffolk’s downtown renaissance advance by quantum leaps. The development also
includes a 6-acre public park, boardwalk, and 30-slip marina on the Nansemond River.

In February, American Port Services announced their plans for the development of two
150,000 square-feet warehouse & distribution buildings at Northgate Commerce Park.
The investment will be approximately $15 million in the project. Another announcement
came when Western Branch Metals purchased 6.5 acres in Suffolk Industrial Park for
development of a 44,000 square-foot office, and light industrial building. The company
will invest approximately $5.6 million dollars in the new facility, and bring 30 jobs to
Suffolk for the production of stainless steel propeller shafts.

In April, Target Import Warehouse announced the expansion of their 1.5 million square-
feet facility by an additional 300,000 square-feet. Devon USA announced their plans to
construct two new buildings totaling more than 760,000 sq. ft. of high-bay warehouse and
distribution space. Devon USA is a leading developer of warchouse, distribution and
light manufacturing facilities in the Mid-Atlantic region.

In May, Empire Development held a groundbreaking ceremony for a new 25,000 square-
foot speculative office/flex building at Suffolk Industrial Park. With site work begun, the
building is expected to be complete in the fall of 2005. Another welcomed addition is the
law firm of Pender & Coward, PC. They leased office space in historic downtown
Suffolk in which to headquarter a western Hampton Roads regional office.

Northern Suffolk is seeing significant expansion of office space as it continues to develop
into one of the major high-technology hubs of the Hampton Roads region. The U.S. Joint
Forces Command now occupies over 600,000 square-feet of private sector office space in
northern Suffolk, and adjacent private sector defense contractors occupy another 300,000
square-feet.

The Virginia Modeling, Analysis and Simulation Center (VMASC) completed their
20,000 square-foot expansion to include a “battle lab” to help the military test their new
computer modeling and simulation technologies. VMASC is a joint effort between Old
Dominion University (ODU), the Commonwealth of Virginia, the City of Suffolk, and
over 170 private companies to help develop and test new applications for this developing
technology. ODU became the first university in the nation to offer a PhD. program for
computer modeling and simulation. ODU recently announced the creation of a state-of-
the-art center devoted to cutting-edge training and support for homeland security and
emergency management command and management operations. The Emergency
Management Training, Analysis & Simulation Center (EMTASC) will be initially housed
within VMASC in Northern Suffolk.



Within Bridgeway Commerce Park, Bridgeway Technology Center has been a multi-
phase project. The first phase was a class A single story 125,000 sq. ft. facility attracting
tenants such as U.S. Joint Forces Command—Distributed Continuous Experimentation
Environment, Mitre Group, General Dynamics, and Map Mobile Communications.
Phase two is an additional 68,250 sq. ft. of class A office, technology and R&D space.
Current tenants within phase two include Science Applications International Corporation
(SAIC), Lockheed Martin, BMH Associates, Inc. and Antheon. Construction plans for
phase three are currently under review. Phase three will add another 72,000 square-feet
of class A office, technology and R&D space to Bridgeway Commerce Park.  In
addition, the 320,000~ square-foot U.S. Joint Forces Command Joint Warfighting Center
building went through a major expansion adding 85,000 square-feet of office space to
their existing 320,000 square-foot facility. The Lockheed Martin Center for Innovation
had a grand opening in 2004. The 50,000 square-foot, hexagon-shaped office and
research and development building has become a new architectural icon for high-
technology development in Virginia. Lockheed Martin spent more than $35 million on
the project.

Within Lakeview Technology Park, the 60,000-square-foot Lakeview Technology Center
recently completed a 40,000-square-foot expansion. This center is currently occupied by
two U.S. Joint Forces Command tenants: Joint Test & Evaluation and Joint
Experimentation. These military operation centers assess ncw defense systems via
computer visualization and model new weapon systems and battle strategies for the
military.

Industrial, office and major retail sites of all sizes are available throughout the City.
Both the private and public sectors are developing new commerce park sites in locations
such as Bridgeway Commerce Park and Northgate Commerce Park in northern Suffolk,
and Suffolk Industrial Park and Godwin Commerce Park near downtown Suffolk. The
publicly-owned Wilroy Industrial Park is almost completely occupied with new and
expanding industries. Some 7,000 acres within the City are currently zoned or master-
planned for commercial or industrial use,

According to the 2005 Hampton Roads Real Estate Market Survey conducted by the Old
Dominion University Center for Real Estate and Economic Development, the City of
Suffolk has grown to become one of the top three largest concentrations of industrial
space in the Hampton Roads region stretching from Virginia Beach to Williamsburg,
Suffolk now has over 9.3 million square feet of industrial space in 143 buildings with
only a 6.13% vacancy rate as of fourth quarter 2004. Suffolk continues to outpace the
other regional submarkets mostly because of available land and ease of access to the
transportation systems. As of January 2005 Suffolk had 679,905 square feet of Class A
and B office space with an 8.9% vacancy rate, versus a regional office vacancy rate of
8.7%. In addition, Suffolk has 978,578 square feet of retail space as of January 2005 in
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10 different neighborhood and community shopping centers with a 5.81% vacancy rate,
versus a regional retail vacancy rate of 8.87%

In 2005 the City should begin construction on Phase II of the infrastructure improvements for
Northgate Commerce Park opening up additional “shovel-ready sites™ with full infrastructure in
place for large industrial prospects. Construction will also continue on Phase 1T of Suffolk
Industrial Park, now home to five industrial buildings totaling over 210,000 square feet. These
rail-served industrial parks have both Virginia Enterprise Zone and U.S. Foreign Trade Zone
status which offer significant State and local tax incentives, and favorable accounting
procedures.

Major Initiatives and Long Range Planning

City Council and City Management continue their visionary process in their commitment
to planning for the future of the City of Suffolk. Through a series of retreats and work
sessions, City Council has established and reaffirmed priorities as the gniding principles
to move the City into the twenty-first century and to develop partnerships to further our
objectives. These priorities include Smart Growth, Neighborhood, Downtown and
Village Revitalization, Economic Development, Education, and Quality of Life.

These priorities have been incorporated into the City’s adopted ten-year Capital
Improvements Plan representing a planned schedule of the City’s needed expenditures for
physical improvements over the next decade. The Capital Improvements Plan which
covers the ten-year period from fiscal year 2005-2006 through fiscal year 2014-2015
includes water and sewer projects totaling approximately $157 million, school projects of
$113.8 million, public safety projects of more than $28.5 million, public building and
facilities totaling approximately $18.3 million, parks and recreation projects in excess of
$33 million, and industrial development of $19.9 million. The Plan also includes projects
in the areas of public works, geographical information systems, and Downtown, Village
and Neighborhood Initiatives. While this plan is aggressive, City Council has continued
to adhere to the City’s financial policy guidelines previously adopted. These policy
guidelines, which were reviewed and updated in the spring of 2004, define the
mechanisms and measurements to provide the strong fiscal environment which Suffolk
continues to enjoy. The City has begun the process of updating this plan for fiscal years
2006-2007 through 2015-2016.

The City of Suffolk, as well as the region, has seen upward trends in residential growth.
To manage this growth, in March 1998, City Council adopted the 2018 Comprehensive
Land Use plan. This plan has set forth the desired growth patterns of the City, identifying
residential, office, and industrial/commercial growth areas as well as areas which are
anticipated to maintain their rural/agricultural characteristics. Based on several measures
of performance, the plan is paying off. The City’s jobs to housing ratio continues to
increase. In addition, over 70% of residential growth is occurring in the defined urban
suburban areas. The City has maintained an average of 1,000 new residential building



permits over the past six years. Attendant to the new comprehensive plan, in September
1999, City Council adopted a new subdivision ordinance and a new zoning ordinance
including a new City wide rezoning. This Unified Development Ordinance, considered to
be one of the most progressive and cutting edge development ordinances in the State, is
the legal document to implement the 2018 Comprehensive Plan. Pursuant to State
Statute, the City has begun a review and update of this land use plan. This update is
anticipated to be complete by the end of fiscal year 2006.

City Council has adopted and incorporated into the 2018 Comprehensive Plan, several
neighborhood revitalization plans. These plans set the stage for capital and other
improvements to enhance the quality of life for citizens as well as continue the
revitalization of the downtown area. Implementation of these plans has been moved
forward by way of the Capital Improvement Plan as well as the obtainment of federal
funding. The City has recently initiated the development of a plan for the Civic Center
Neighborhood, located in the core downtown and surrounding the Old Suffolk High
School, currently under renovation. The renovation of the school into the Suffolk Center
for Cultural Arts is anticipated to be complete in the spring of 2006. The City’s public
commitment to the implementation of these plans is spurring private investment in
neighborhoods and villages. In addition, the plans are becoming a catalyst for
opportunities for public/private partnerships.

Continuing its efforts to enhance and improve the quality of life for the citizens of
Suffolk, a new library in the northern section of the City has broken ground for
construction and is expected to be opened to the public in the fall of 2006. City Council
has recently adopted a comprehensive community based Parks and Recreation Master
Plan. This plan provides a vision for both infrastructure and programming and serves to
improve the quality of life for the citizens of Suffolk. Implementation of the Parks and
Recreation Master Plan has begun and can be seen in improvements to many City parks.
Extensive plans for large park development are also included in the Capital
Improvements Plan.

A major initiative which began during fiscal year 2004 has been improved
communications within the City, with the citizens and with the media. The City created,
for the first time in 2004, a Department of Communications headed by the Director of
Communications. This departmental budget was enhanced with the additional personnel
and other resources. Improvements have been made to our broadcasting of meetings and
events on our cable channel, and direct mailings to all Suffolk businesses and residents
were accomplished, including the 2005 Suffolk City Council Priorities and Action Plan.
In the spring of 2004, a citizen’s survey was conducted providing valuable input from the
citizens on the various initiatives and operations of the City. A 2005 citizen’s survey,
covering the same areas of public service, confirmed the satisfaction of service delivery.
The second phase of employee customer service training was completed, and the third
and final phase will be complete in 2006. Working to keep our citizens informed a



Neighborhood College graduated its second class of citizens. Over an eight week time
frame, this college serves to inform and update the participants on the various duties,
responsibilities and current activities of the City Departments.

Cash Management

The City uses a pooled cash concept to allow greater investment flexibility and,
consequently, a better investment return, Cash from all funds, except that restricted for
specific purposes or managed by fiscal agents, is pooled for investment purposes.

The City’s investment policy is to minimize market risks while achieving a competitive
yield on its investments. Accordingly, during the fiscal year ended June 30, 2005, City
funds were primarily invested in fully secured overnight repurchase agreements and
certificates of deposits in Virginia banks and savings and loans which are secured under
the Virginia Security for Public Deposits Act or federally insured by an agency of the U.S.
Government.

During the fiscal year ended June 30, 2005, the City’s temporarily idle cash was invested
in instruments ranging from 14 to 365 days in maturity. The total amount of interest
earned in the general fund for the fiscal year was $1,066,067 compared with $968,846 for
the previous fiscal year ended June 30, 2004.

Debt Administration

While the City pursues the implementation of an aggressive capital improvements plan,
the City conservatively reviews annually the affordability of such funding levels, In
1995, the City adopted and has maintained compliance with financial policy guidelines to
provide measurement to affordability, level of debt outstanding, annual amounts of debt
service, and the most effective method of project funding, These policy guidelines were
reviewed and updated in the spring of 2004. Additional information regarding the City’s
debt outstanding and debt administration is provided in the notes to the financial
statements and the statistical section contained in this report.

Awards and Acknowledgements

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
Suffolk, Virginia for its comprehensive annual financial report for the fiscal year ended
June 30, 2004, representing the twenty second consecutive year that the City has received
this award. The Certificate of Achievement is a prestigious national award recognizing
conformance with the highest standards for preparation of a state and local government
financial report.



In order to be awarded a Certificate of Achievement, a governmental unit must publish an
casily readable and efficiently organized comprehensive annual financial report, whose
contents conform to program standards. Such reports must satisfy both accounting
principles generally accepted in the United States of America and applicable legal
requirements.

A Certificate of Achievement 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.

~ The preparation of this report could not be accomplished without the dedicated services
of the entire staff’ of the Department of Finance. We would like to express our
appreciation to all members of this Department, and to the many other City departments
and agencies which have contributed to the completion of this report.

We also acknowledge the members of City Council for their unfailing support for
maintaining the highest standards of professionalism in the management of the City of
Suffolk’s finances.

Respectfully,

Pumuv\/{:%_ \{Q@M ----- (J

R. Steven Herbert
City Manager Director of Finance
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INDEPENDENT AUDITOR’S REPORT

Honorable Mayor and Members of City Council
City of Suffolk, Virginia

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 Suffolk, Virginia (the “City"), as of and for the year ended
June 30, 2005, which collectively comprise the City’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the City's management. Our responsibility
is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America, the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States, and Specifications for Audits of Counties, Cities
and Towns issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those
-standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and the significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a

reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the City
as of June 30, 2005, and the respective changes in financial position and cash flows, where applicable,
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
November 17, 2005, 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 and should be considered in assessing

the results of our audit.



The Management’s Discussion and Analysis on pages 3 through 11 and the other required
supplementary information included on pages 61 through 67 are not a required part of the basic
financial statements but are supplementary information required by accounting principles generally
accepted in the United States of America. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express no opinion
on it.

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, combining and
individual nonmajor fund financial statements, and statistical tables are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The accompanying
schedule of expenditures of federal awards is presented for purposes of additional analysis as required
by the US Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
Non-Profit Organizations, and is also not a required part of the basic financial statements of the City.
The combining and individual nonmajor fund financial statements and the schedule of expenditures of
federal awards have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whole. The introductory section and statistical tables have not been
subjected to the auditing procedures applied in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

@ husnwy, Bekanchon Nohand, 3. 3.6

Virginia Beach, Virginia
November 17, 2005



Management’s Discussion and Analysis

This section of the City of Suffolk’s (the “City”) comprehensive annual financial report presents a
discussion and analysis of the City's financial performance during the fiscal year ended June 30,
2005. Please read this in conjunction with the transmittal letter in the front of this report and the
City’'s basic financial statements following this section.

FINANCIAL HIGHLIGHTS

Atthe close of the fiscal year, the assets of the City exceeded its liabilities by $119.5 million
(total net assets — government-wide), a $12.7 million decrease from fiscal year 2004.

At the end of the fiscal year, the undesignated fund balance for the General Fund was $11.4
million, a decrease of $3.6 from the prior fiscal year.

The City maintained the prior year level of the unreserved Capital Project Reserve fund of
$9.4 million. '

The General Fund, on a current financial resource basis, reported expenditures in excess of
révenues and other financing sources and uses by $3.2 million resulting from funding $2.9
million to support the Capital Projects Fund, and a write off of $500,000 in claims denied by
the Federal Emergency Management Agency (FEMA) related to Hurricane Isabel which
occurred in September 2003.

The Hilton Garden Inn and Suffolk Conference Center, a public/private partnership between
the Industrial Development Authority of the City of Suffolk, a component unit, the City and a
private developer, completed construction and opened in March 2005. To date the
performance of the facility has exceeded projections.

In August 2004, the City sold $18.75 million in general obligation bonds at a true interest
cost of 4.13 percent. The tax exempt bonds, which will mature incrementally over the next
20 years, will be used to finance various public improvements and infrastructure.

The beginning of the year fund deficits in the Risk Management Fund and the Debt Service
Fund of $4.3 million and $2.3 million, respectively, were reduced by $726,000 and
$788,000, respectively.

The net assets of the Internal Service Funds have been restated by ($3.2) million due to late
implementation of an agreement between the City and the School Board relating to school
buses. Refer to note 16 of Notes to Financial Statements.

Hurricane Isabel struck on September 18, 2003 causing significant damage City wide.
Approximately $8 million was expended by the City to provide emergency protective
measures and subsequent debris clean up and removal as a result of the Hurricane. During
fiscal year 2005, FEMA completed its close out process of claims by the City related to this
event. AtJune 30, 2005, approximately $3.5 million of State and Federal reimbursementis
outstanding; $2.3 million of this amount has been received to date during fiscal year 2006.



OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial
statements. The City’s basic financial statements comprise three components: 1) Government-wide
financial statements, 2) Fund financial statements, and 3) Notes to Financial Statements. This
report also contains other supplementary information in addition to the basic financial statements.

Government-wide financial statements

The government-wide financial statements are designed to provide the readers with a broad
overview of the City’s finances in a manner similar to a private-sector business. Government-wide
financial reporting consists of two statements: the Statement of Net Assets and the Statement of
Activities,

The Statement of Net Assets presents information on all City assets and labilities, with the
difference between the two reported as net assets. Overtime, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The Statement of Activities presents information identifying how net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event-
giving rise to the change occurs, regardiess of the timing of related cash flows. Thus, some items
of revenues and expenses are reported in this statement that will resuit in cash flows in future fiscal
periods.

In the Statement of Net Assets and the Statement of Activities, the City is divided into the following
categories:

* Governmental Activities — Most of the City’s basic services are reported here including
general government, public safety, public works, education, health and welfare, parks and
recreation and economic and community development.

* Business-type Activities — The City's water and sewer services are reported here as well
as the City's golf course activity. These services are supported by charges for services
based on use.

« Component Units — The City includes two separate legal entities in its report — the Suffolk
School Board and the Industrial Development Authority of the City of Suffolk. While legally
separate, the City is financially accountable and provides operating and capital funding to
these component units.

Fund Financial Statements

Fund financial statements are groupings of related accounts that are used to maintain control over
resources that have been segregated for specific activities or objectives. The City, like other state
and local governments, uses fund accounting to ensure and demonstrate finance-related legal
compliance. Traditional users of government financial statements will find the fund financial
statement presentation more familiar. The focus is now on the City's most significant funds. The
fund financial statements are divided into three categories: governmental funds, proprietary funds
and fiduciary funds.



OVERVIEW OF THE FINANCIAL STATEMENTS (Continued)

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

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

The City maintains several individual governmental funds. Information is presented separately in
the governmental funds balance sheet and in the governmental funds statement of revenues,
expenditures and changes in fund balances for the General, Capital Projects and Debt Service
funds. Data from the other governmental funds are combined info a single, aggregated
presentation. Individual fund data for each of these nonmajor governmental funds is provided in the
form of combining statements elsewhere in this report.

Proprietary Funds — The City maintains two different types of proprietary funds. Enterprise funds
are used to report the same functions presented as business-type activities in the government-wide
financial statements. The City uses enterprise funds to account for its water and sewer operations
and the City’s golf course activity. Internal Service funds are an accounting mechanism used to
accumulate and allocate costs internally among the City's various functions. The City uses internal
service funds to account for its fleet management, information technology and insurance programs.

Fiduciary Funds — The fiduciary funds are used to account for resources held for the benefit of
parties outside the government. Fiduciary funds are not reflected in the government-wide financial
statements because the resources of those funds are not available to support the City’s programs.
The accounting used for fiduciary funds is similar to that of the proprietary funds.

Notes to Financial Statements — The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The
notes to Financial Statements can be found following the Basic Financial Statements section of this
report.

Required Supplementary Information — In addition to the basic financial statements and notes,
this report also presents budgetary comparison schedules, a schedule of funding progress and
employer contributions and notes to the required supplementary information.

Other Supplementary Information - This report also presents combining and individual fund
statements and schedules.



GOVERNMENT-WIDE FINANCIAL ANALYSIS
As described earlier, net assets may serve over time as a useful indicator of a government’s

financial position. At the close of the most recent fiscal year, the City's assets exceeded |ts
liabilities by $119.5 million.

Statement of Net Assets

{in Mitlions})
Governmental Activities Business-Type Activities Total
2005 2004 2005 2004 2005 2004
Current and other assets $ 462 $ 483 § 114 $ 288 % 576 % 77.1
Capital assets 172.7 176.1 128.7 112.1 301.4 288.2
Total assets $ 2189 % 2244 $ 1401 § 1409 $ 3500 $ 3653
Current and other liabilities $ 243 % 21.0 & 58 % 101 §$ 301 % 31.1
Long-term liabilities 146.2 137.6 63.2 64.4 209.4 202.0
Total liabilities 170.5 168.6 69.0 74.5 239.5 233.1
Net assets:
Invested In capital assets, net of
related debt 22.0 396 69.3 56.3 91.3 95.9
Restricted net assets 3.8 2.3 2.3 3.8 46
Unrestricted net assets 226 23.8 1.8 7.8 24.4 31.7
Total net assets 48.4 65.8 71.1 66.4 119.5 132.2

Total liabilities and net assets $ 2189 § 2244 § 1401 $ 1409 $ 3590 $ 3853

The largest portion of the City's net assets, 76% and 73% in 2005 and 2004, respectively,
represents its investment in capital assets (e.g., land, buildings and improvements, machinery and
equipment), less any related debt used to acquire or construct those assets that are still
outstanding. The City uses these capital assets to provide services to citizens; consequently, these
assets are not available for future spending.

An additional portion of the City’s net assets, 4% and 3% in 2005 and 2004, respectively,
represents resources that are subject to external restrictions on how they may be used. The
remaining net assets, 20% and 24% in 2005 and 2004, respectively, represents unrestricted net
assets, which may be used to meet the City's ongoing obligations.



GOVERNMENT-WIDE FINANCIAL ANALYSIS (Continued)

The following table indicates the changes in net assets for governmental and business-type
activities:

Changes in Net Assets

{(in Millions}
Governmental Activities Business-Type Activities Total
2005 2004 2005 2004 2005 2004

Revenues:
Program Revenues:

Charges for services $ 54 % 50 $ 210 % 174 $ 264 § 22.4

Operating grants and contributions 17.0 25.2 0.2 0.4 17.2 256

Capital grants and contributions 3.4 2.4 33 22 8.7 4.6
General revenues;

Real estate and property taxes 74.9 66.4 - - 74.9 66.4

Other taxes 27.5 25.4 - - 275 254

Grants and contributions 3.2 3.0 - - 32 3.0

Unrestricted investment earnings 1.5 1.4 - - 1.5 1.4

Other 23 0.7 (0.2) 02 241 08
Miscellaneous - 0.1 - - - 0.1
Total Revenues 135.2 129.6 24.3 20.2 159.5 149.8
Expenses:

General government 1.9 8.0 - - 1.9 8.0

Judicial 4.9 4.4 - - 4.9 44

Public safety 28.6 248 - - 26.6 248

Public works 4.8 13.8 - - 438 13.8

Health and welfare 13.8 13.0 - - 13.8 13.0

Education 56.3 26.3 - - 56.3 26.3

Parks, recreation, cultural 15.4 4.0 - - 156.4 4.0

Community development 10.0 6.5 - - 10.0 6.5

Other public services 29 3.7 - - 2.9 37

Interest on long-term debt 7.2 7.4 - - 7.2 7.4

Nondepartmental 5.5 7.6 - - 55 786

Utility - - 17.8 15.6 17.8 15.6

Golf course - - 1.8 1.1 1.8 1.1
Total expenses 149.3 119.3 19.6 16.7 168.9 136.0
Excess of revenues over expenses (14.1) 10.3 4.7 35 (9.4) 13.8
Transfers - - - - - -
Increase in net assets (14.1} 10.3 47 3.5 (8.4 13.8
Net assets - beginning of year,

as previously reported 65.8 54.6 66.4 62.9 132.2 117.5
Net assets - beginning of year

Cemetery Fund - 0.9 - - - 0.9
Prior Period Adjustment (3.3) - - - (3.3)
Net assets - beginning of year, restated 62.5 55.5 66.4 62.9 128.9 118.4
Net assets - ending $ 484 § 665.8 $ 711§ 664 $ 1195 $ 132.2

Real estate tax revenue, the City’'s largest revenue source and personal property tax revenue was
$74.9 million and $66.4 million in 2005 and 2004, respectively. The City’'s assessed value of real
property increased by 16.22% for the current fiscal year.

Education continues to be one of the City's highest priorities and commitments representing 37.8%
and 22.1% in 2005 and 2004, respectively, of total governmental activity expenses.

The City is also committed to ensuring the highest level of safety for its citizens and has expended
$26.6 million and $24.6 million towards public safety efforts, representing 17.8% and 21% of total
governmental activities expenses for 2005 and 2004, respectively.



FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

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

At the end of the current fiscal year, the City's governmental funds reported‘combined ending fund
balances of $42 million. Approximately 81% of this amount is available for spendlng at the
government’s discretion (unreserved fund balance).

General Fund. The general fund is the chief operating fund of the City. At the end of the
current fiscal year, unreserved fund balance was $25.1 million of which $11.4 million
represents undesignated fund balance of the general fund. As a measure of the general
fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund
balance to total fund expenditures. Unreserved fund balances represent 24% of the total
fund expenditures, while total fund balance represents 28% of that same amount.

Debt Service Fund. The debt service fund has a total accumulated deficit of $1.6 million.
During the current fiscal year, the net change in fund balance of $.7 million is primarily a
result of revenues in excess of expenditures.

Capital Projects Fund. The capital projects fund accounts for all construction projects of
general public improvements, excluding capital projects refated to business-type activities,
which are accounted for elsewhere. At the end of the current fiscal year, the fund balance
was $12.7 million, of this $4.3 million was encumbered for contracts in process, and $8.3
million was designated for subsequent years’ expenditures.

Proprietary Funds. The City's proprietary funds provide the same type of information found in the
government-wide financial statements, butin more detail. The net assets of the proprietary funds at
the end of the current fiscal year totaled $74.7 million.

Enterprise Funds. The City’s enterprise funds account for its water and sewer operations
as well as the City's golf course. Unrestricted net assets of the enterprise funds were $1.8
million at the end of the current fiscal year.

Internal Service Funds. The internal service funds are used to account for entity-wide fleet
management, information technology and insurance programs. The total net assets at the
end of the current fiscal year were $3.6 million.



GENERAL FUND BUDGETARY HIGHLIGHTS

The City’s annual budget, which is prepared on an operating basis, includes estimated revenues
and annual appropriations. Differences between the original budget and the final amended budget
resulted in an $8.9 million increase in appropriations. Listed below are the primary transactions that
accounted for the increase in appropriations:

e $ 2.6 million to support the Fiscal Year 2004 Capital Projects.
» 3 5.9 million relating to encumbrances and other designated carryovers from the prior year.
« $ .4 million to incorporate various grant awards into departmental budgets.

Listed below are explanations for significant budgetary variances between the final amended
budget and actual results:

+ Utility tax revenue was less than anticipated by $1.3 million due to the correction in
remittances of one of the service providers.

» Recordation tax revenue received was 182% greater than budgeted and reflects the greater
than anticipated level of activity in property transactions during the year,

¢ Public Works refuse collection expenditures were greater than budgeted by 7.8%. This is
primarily due to the increased cost of fuel and due to the age of the Fleet; the City had to
lease trucks for a period of time to provide for refuse collection.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. The City’s investment in capital assets for its governmental and business-type
activities as of June 30, 2005, amounted to $301.4 million, net of accumulated depreciation. This
investment in capital assets includes land and easements, buildings, improvements other than
buildings, infrastructure, machinery and equipment and construction in progress.

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

The completion of the Constant’s Wharf Park and Marina.
The acquisition of approximately 22 acres in the greater downtown known as the former
Obici Hospital site.

s The completion of the sewer upgrade in the Lakeside neighborhood.

» The acquisition of the Bennett's Pasture Water Main.

Capital Assets

(net of depreciation)
(in Millions)
Governmental Activilies Business-type Activities Total
2005 2004 2005 2004 2005 2004
Land $ 146 $ 9.9 $ 36 % 33 % 182 3 13.2
Construction in progress 15.4 44.9 30.0 232 454 68.1
Buildings 26.9 277 14.5 14.8 41.4 42.5
Improvements other than buildings 22.0 16.4 54.4 43.6 76.4 60.0
Machinery and equipment 14.2 12.8 26.2 27.2 40.4 40.0
Allocation of School Board assets 79.6 61.1 - - 79.6 61.1
Total $ 1727 % 172.8 $ 1287 % 1121 $ 3014 % 2849

Additional information on the City's capital assets can be found in Note 5.



CAPITAL ASSETS AND DEBT ADMINISTRATION (Continued)

Long-term debt. At the end of the current fiscal year, the City had total outstanding debt of $217.7
million. Capital leases, claims payable and compensated absences are not included in these

figures.

Qutstanding Debt
Governmental Activities " Business-type Aclivities Total
2005 2004 2005 2004 2005 2004
Bonds Payable $ 1410 $ 132.3 $ 66.0 $ 67.0 $ 2070 $ 1993
Loans and Notes Payable 10.7 8.2 - 3.3 10.7 11.5
Total $ 1517 § 140.5 $ 66.0 $ 70.3 $ 2177 & 2108

The Commonwealth of Virginia limits the amount of debt outstanding to 10% of the locality's
assessed value of real property. The City Charter further limits this calculation to 7% of the City's
assessed value of real property. The City's outstanding debt is significantly below both limitations
representing the City's conservative debt borrowing policy.

During the fiscal year the City issued $18.75 million in general obligation debt in support of general
governmental activities. In addition, the City issued $11.7 million in VRA Water and Sewer
Revenue Bonds to advance refund the outstanding 1996 Water and Sewer Revenue Bonds,
Subsequent to the end of the current fiscal year, the City issued $21.7 million in general obligation
debt of which $12.3 million was new debt in support of general government activities and $10.4

million was a refunding.

In June 2004, the rating agency of Standard & Poor’s revised the City's Outlook from Stable to
Positive while affirming its “AA-" general obligation bond rating. The ratings from Moody’s Investor
Service and Fitch Ratings were reaffirmed at “Aa2” and "AA”, respectively. These ratings were

affirmed in October 2005.
Additional information on the City’s long-term debt can be found in Notes 7 and 8.

ECONOMIC FACTORS

o During the current fiscal year, retail sales increased 10.3% over the prior year.

* The City's economic development initiatives created over 685 new jobs and over $78 million
dollars in new capital investment in the City.

¢ The City's per capita income, as of the latest data available from the Bureau of Economic
Analysis was $26,975 compared to the Hampton Roads Metropolitan Statistical Area (MSA)
of $29,337 and the Commonwealth of Virginia’s of $33,730.

¢ The City’'s unemployment rate was 4.0% (average annual rate not seasonally adjusted)
compared to the Hampton Roads MSA of 4.2%, the Commonwealth of Virginia of 3.7% and
the United States of 5.5%.

o The City’s assessed value of real property increased by 16.22% for fiscal year 2005.

10



REQUESTS FOR INFORMATION

This financial report is designed to provide our citizens, taxpayers, customers, and investors and
creditors with a general overview of the City’s finances and to demonstrate the City's accountability
for the money it receives. Questions conceming this report or requests for additional information
should be directed to the City's Director of Finance, 441 Market Street, Suffolk, Virginia, 23434,
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CITY OF SUFFOLK, VIRGINIA ' Exhibit A

STATEMENT OF NET ASSETS
PR - .~
June 30, 2005
Primary Government
Governmental  Buslness-Type Component
Activities Activities Total Units
ASSETS
Cash and investments $ 33668001 $ 1725748 $ 5091749 $ 13,840,038
Restricted assets- cash and investments 30,298,931 5,844,652 36,143,583 5,348,755
Receivables- net 4,692 461 2,810,369 7,502,830 260,300
Internal balances 850,274 (850,274) - -
Due from component units 238,292 - 238,292 -
Due from other governments 5,373,906 640,816 6,014,722 4,383,094
Inventories 465,685 169,189 " 624,874 6,884,286
Prepaid items 387,425 243,577 631,002 80,000
Note and interest receivable - - - 31,119
Deferred charges 513,508 818,601 1,332,109 2,215,185
Capital assets not depreciated 34,137,868 33,475,658 67,613,526 17,320,086
Other capital assets- net 138,587,035 95212 422 233,799,457 47,199,013
Total assets $ 218,911,386 $ 140,080,758 § 358992144 § 97,661,876
LIABILITIES
Vouchers and accounts payable $ 4,323,621 $ 2611876 $ 6935497 § 1,502,312
Accrued liabilities - - - 341,790
Accrued payroll - - - 8,324,703
Accrued interest 2,042,598 907,162 2,949,760 -
Claims payable 451,791 - 451,791 -
Payables from restricted assets 727,086 - 727,056 -
Due to other governments - - - 21,792
Due to component units 3,535 - 3,635 -
Due to primary government - - - 235,720
Amounts held for others - 51,538 51,638 128,643
Unearned revenue 2,978,501 - 2,976,501 275,339
Long-term liabilities:
Due within one year 13,762,895 2,215,430 15,978,325 120,583
Due in more than one year 146,166,825 63,218,790 209,385 615 19,638,303
Total llabilities 170,454,822 89,004,796 239,459,618 30,589,185
NET ASSETS
Invested in capital assets- net of
related debt 22,018,105 69,299,223 91,317,328 50,875,197
Restricted:
Capital projects 2,862,010 - 2,862,010 -
Other purposes 944 650 - 944,650 500,000
Special programs - - - 358,904
Unrestricted 22,631,799 1,776,739 24,408 538 15,238,590
Total net assets 48,456,564 71,075,962 119,532,526 66,972,691
Total liabillties and net assets $ 218,911,386 § 140,080,758 § 358,092,144 § 07,661,876
13

The notes to the financial statements are an integral part of this statement.
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Exhibit C
CITY OF SUFFOLK, VIRGINIA Page 1 of 2

BALANCE SHEET - GOVERNMENTAL FUNDS

b _________________________________________________________________________________________________________ ]
June 30, 2005

Nonmajor Total
Capital Debt Governmental Governmental
General Projects Service Funds Funds
ASSETS
Cash and investments:
Unrestricted $ 576,654 $ - $ - 5 2280307 % 2,856,961
Restricted 3,619,066 26,679,865 - - 30,298,931
Receivables - net:
Real estafe taxes 1,078,273 - 494,365 35,569 1,608,207
Personal property taxes 160,711 - - - 160,711
Accounts receivable 2,650,106 - 39,865 7,065 2,697,036
Accrued interest 76,495 - - - 76,495
Due from other funds 27,193,746 - - - 27,193,746
Due from component units 238,292 - - - 238,292
Due from other governments 3,322,280 616,452 - 826,362 4,765,094
Inventories 34,567 - - - 34,567
Prepaid items 38,340 . - - - 38,340
Total assets $ 389835630 § 27296317 § 534,230 § 3,149,303 $ 69,968,380
LIABILITIES
Vouchers and accounts payable $ 1,128,526 $ 2614877 $ 205,774 % 80,589 8§ 4,029,566
Compensated absences 284,643 - - - 284,643
Payables from restricted assets 675,576 51,480 - - 727,058
Due to component units - 3,535 - - 3,535
Due to other funds 5,000,000 11,900,667 1,644,138 362,726 18,907,531
Deferred revenue 917,364 50,000 256,481 32,927 1,256,772
Unearned revenue 2,667,068 - - - 2,667,068
Total liabilities 10,673,177 14,620,359 2,106,393 476,242 27,876,171
FUND BALANCES
Reserved:
Encumbrances 2,385,603 4,348,776 - 224,616 6,958,995
Cable TV 806,227 - - - 806,227
Inventories 34,568 - - - 34,568
Grant compliance 9,360 19,518 - 175,762 204,640
Unreserved:
Designated:
Capital project reserve 9,445,325 - : - - 9,445,325
Cther specific projects 4,202,740 8,307 664 - 29,874 12,540,278
Special revenue funds - - - 2,242,809 2,242,809
Undesignated (accumulated deficit) 11,431,530 - (1,572,163) - 9,859 367
Total fund balances
(accumulated deficit) 28,315,353 12,675,958 {1,572,163) 2,673,061 42,002,209
Total liabilities :
and fund balances $ 38,988,530 § 27,296,317 § 534,230 % 3,149,303 § 69,968,380

The notes to the financial statements are an integral part of this statement.
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Exhibit C
CITY OF SUFFOLK, VIRGINIA Page 2 of 2

‘BALANCE SHEET - GOVERNMENTAL FUNDS

O  e  e —  ]
June 30, 2005

Reconciliation of the Balance Sheet -
Governmental Funds to the Statement of Net Assets

Total fund balances - governmental funds $ 42,002,209

Amounts reported for governmental activities in the statement
of net assets are different due to:

Capital assets used in governmental activities are not financial resources and, :
therefore, are not reported in the funds. 169,582,297

Other long-term assets are not available to pay for current-period expenditures and,
therefore, are offset by deferred revenue in the governmental funds. 985,127

Internal service funds are used by managemeni to charge the costs of certain

activities, such as information technology, fleet management, and insurance to

individual funds. The assets and liabilities of the internal service funds are included in

governmental activities in the statement of net assets. 3,635,584

Long-term liabilities, including bands payable, are not due and payable in the current
period and, therefore, are not reported as liabilities in the governmental funds. Long-
term liabilities at year-end consist of:

General obligation bonds $ (142,977,983)
Unamortized premium on bonds (1,947,366)
Notes payable (10,750,000)
Co