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CITY OF NORFOLK, VIRGINIA

Code of Ethics

The City of Norfolk conducts its business fairly, impartially, ethically and in compliance with
all laws and regulations. The City is committed to conducting its business with integrity
underlying all relationships, including those with citizens, customers, suppliers, communities
and among employees. The highest standards of ethical conduct are required of City
employees in performing their responsibilities. Employees will not engage in conduct or
activity that may raise questions as to the City's honesty, impartiality or reputation, or
otherwise negatively reflect on the City.

Values

Accountability, Integrity, Innovation and Respect

Acknowledgments

This report has been accomplished through the efficient and dedicated services of the staff of
the Department of Finance and contributing departments and our independent auditors,
CliftonLarsonAllen LLP. The contributions of all are invaluable and clearly reflect the high
standards set by the City of Norfolk.

It is also appropriate to thank the City Manager, Deputy City Managers, Mayor and Members
of the City Council for making possible the excellent financial position of the City through
their interest and support in planning and conducting the financial affairs of the City.
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December 19, 2018

To the Honorable Council and
Residents of Norfolk, Virginia:

The Comprehensive Annual Financial Report (CAFR) of the City of Norfolk (the City) for the
fiscal year that ended June 30, 2018, is hereby submitted. The Code of Virginia and the Charter
of the City of Norfolk require the City to publish, at the close of each fiscal year, a complete
set of financial statements presented in conformity with generally accepted accounting
principles (GAAP) and audited in accordance with Government Auditing Standards by a firm
of licensed certified public accountants. This report has been prepared by the Department of
Finance and complies with state law and guidelines of the Auditor of Public Accounts of the
Commonwealth of Virginia.

Responsibility for the accuracy of the data and the completeness and fairness of presentation,
including all disclosures, rests with the City. To the best of our knowledge and belief, the
enclosed data are accurate in all material respects and are reported in a manner that presents
fairly the financial position and results of operations of various funds and component units of
the City as of June 30, 2018. Extensive disclosures have been included to enable the reader to
gain a comprehensive understanding of the City’s financial activities.

Important information regarding the financial statements and audit is discussed under the
Financial Information located on page 9.

GAARP requires that management provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of Management’s Discussion and
Analysis (the MD&A). The MD&A immediately follows the independent auditors’ report and
provides a narrative introduction, overview and analysis to accompany the basic financial
statements. This letter of transmittal is designed to complement the MD&A and should be
read in conjunction with it. The independent audit of the financial statements of the City was
also part of a broader, federally mandated “Single Audit” to meet the special needs of federal
grantor agencies. The Single Audit reports on compliance with requirements applicable to
each major program and internal controls over compliance in accordance with U.S. Office of
Management and Budget Uniform Guidance. These reports are available in the Other Reports
of Independent Auditors section of this report.

810 UNION STREET, SUITE 600 » NORFOLK, VIRGINIA 23510 » 757-664-4346

www.norfolk.gov



Profile of the City

The City of Norfolk was established as a town in 1682, as a borough in 1736 and incorporated
as a city in 1845. The City is the economic, business, educational and cultural center of
southeastern Virginia. Its
66 square miles lie at the
mouth of the James,
Elizabeth and Nansemond
Rivers and the southern
shores of the Chesapeake
Bay, and are adjacent to the
Atlantic Ocean and the
cities of  Chesapeake,
Portsmouth and Virginia
Beach.  The waterways
have been central to
Norfolk’s identity and an
ongoing source of its
financial stability, thanks to
a major international port,
significant military facilities and related businesses. Miles of bay, riverfront and lake shore
provide ample recreational opportunities and are the centerpiece of dozens of historic
neighborhoods.

The City Council is comprised of eight members, who formulate policies for the administration
of the City. Seven members are elected through a ward system and the Mayor, Kenny
Alexander, is elected at-large. The Vice Mayor, Dr. Theresa Whibley, is elected by the City
Council.

Among the City officials appointed by the City Council is the City Manager, the administrative
head of the municipal government. The City Manager implements the policies of the City
Council, directs business procedures and appoints, with the power to remove, the heads of
executive departments and other employees of the City except those otherwise specifically
covered by statutory provisions. Douglas L. Smith has held the position of City Manager since
June of 2017.

The City provides a full range of general governmental services for its residents. These
services include police protection; fire and paramedical services; public health and social
services; planning and zoning management; neighborhood preservation and code enforcement;
environmental storm water management; local street maintenance; traffic control; design,
construction and maintenance of public buildings and infrastructure; parks and cemeteries
operations and maintenance; recreation and library services; collection and disposal of refuse
and recycling; water and wastewater utilities; construction and operation of parking facilities;
arts, entertainment and cultural affairs; and general administrative services.

The City budget appropriates all funds including City, state and federal pass-through funds for
education, social service, correctional facilities and judicial activities. Cities in Virginia have
sole jurisdiction over the entire area within their boundaries and operate independently from



any other municipal government. City jurisdictions do not overlap with any other municipal
jurisdiction and, consequently, citizens of Virginia cities are not subject to overlapping debt or
taxation. Further, cities in Virginia are prohibited from annexation to adjust their boundaries.

Financial Information

All the financial activities of the financial reporting entity are included within this report. In
accordance with the requirements of the Governmental Accounting Standards Board (GASB),
the financial reporting entity consists of the primary government (the City of Norfolk), as well
as its component units. The City has included the financial data of two discrete component
units which are legally separate entities: The School Board for the City of Norfolk and the
Economic Development Authority (EDA). The discretely presented component units are
reported in a separate column in the financial statements to emphasize that they are legally
separate from the primary government and to differentiate their financial position, results of
operations, and cash flows from those of the primary government. The Employees’ Retirement
System of the City is a blended component unit, and although legally separate, it is considered
a part of the City’s operations, and therefore data from this entity is combined with financial
information from the City. Additional information on these component units can be found in
Note | of the Notes to the Basic Financial Statements contained within this document.

Budget Process

The fiscal year 2018 budget is shaped by the City’s commitment to make bold decisions, while
working within our financial policies. It supports City Council’s priorities of public safety,
education and housing and builds on the momentum created by prudent financial choices,
creativity and a commitment to meeting the needs of residents. Resilience continues to be the
lens through which we make decisions, and the budget reflects this through a focus on
addressing the City’s flooding issues throughout the next century, deconcentrating poverty,
and balancing our economic portfolio. The fiscal year 2019 financial plan builds on work the
City has accomplished together and funds City Council’s and the community’s priorities of
investing in neighborhoods, housing, public safety, education and resilience. The City is taking
on big, bold challenges that include investing in education, inclusive economic growth,
infrastructure, and addressing maintenance of our buildings, vehicles, equipment and in
technology. The City manages resources for its community in a thoughtful and effective way.
However, the City’s responsibility is about more than sound financial management of public
resources. Ultimately, the budget is about helping people thrive in Norfolk, helping them have
the best quality of life possible. Norfolk has an outstanding quality of life thanks to long-
standing partnerships among the community, our elected leaders, and City staff. Sustaining
and even elevating that quality of life requires innovative ways to approach. Both fiscal year
budgets were structurally balanced and reinforced the commitment to further strengthen the
City’s long-term financial sustainability. The City’s commitment to good financial
management and delivering excellent core services to residents remains strong.



Local Economic Condition and Outlook

The City has a stable economic base anchored by the world’s largest naval station and the Port
of Virginia, one of the busiest ports on the east coast. Norfolk is a leader in health care,
education and finance within the Hampton Roads region. While Norfolk’s economy is
grounded by its maritime assets and is the core of a military region, the economy also benefits
from diverse corporate strength. As shown in the following chart, except for the military, no
one sector constitutes more than 12 percent of total employment. This diversity acts as a
mitigating factor against any Federal Government’s reduction in defense spending. In
addition, the City continues to promote comprehensive urban revitalization, to foster job
growth and to expand economic opportunities that enhance diversification, while capitalizing
on Norfolk’s competitive advantages. Since 2013, the City has announced approximately $2.4
billion in new development, business and pending public/private projects. The City recognizes
that expanding its business and industrial tax base will ease the burden on homeowners and it
is committed to promoting economic development throughout the City.

Norfolk Employment by Sector

Manufacturing
Other Construction  2.8%

Local F -
2.0% 3.0% Retaill Transportation
5.8% 0
State 6.2% 4.8%
_\ _\ Information
1.4%
Finance
Military 7 35%

Real Estate
3.5%

Professional Services
4 9%

Management
0.8%

Admin
4 9%

Federal Civilian
9.6%

Other Service
3.9%

Accomodations and Arts Health Care
Food Services 1.1% 11.4%
57%

Education
21%

Source: Bureau of Economic Analysis, total full-time and part-time employment by
North American Industry Classification System industry, for 2017; Total employment
—212,616.

With 212,616 jobs, Norfolk serves its role well as the Hampton Roads region’s urban job center
and has the highest job density in the region. Norfolk’s vibrancy and favorable economic
climate has spurred the development of a number of new businesses over the last year, as well
as encouraged the expansion of existing businesses. Additionally, Norfolk’s reputation as an
entrepreneurial hub is fast-growing. This spirit of hard work is evident throughout the City, as
residents, businesses, and military personnel and their families revitalize old spaces, create
new businesses and infuse energy into emerging industries.
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Military

The presence of the military in Norfolk has a significant impact on the local economy. The
City is the home of the world's largest naval
complex, which celebrated its centennial in
2017. The complex serves as the
headquarters for Commander in Chief of
U.S. Atlantic Command, NATQO's Supreme
Allied Command Atlantic, Commander in
Chief U.S. Atlantic Fleet and other major
naval commands. Hampton Roads is the
largest center of Coast Guard units in the
world with the Atlantic Area Command and
Maritime Defense Zone Atlantic in
Portsmouth and its Maintenance & Logistic
Command Atlantic headquarters in
downtown Norfolk. ==

According to the most recent data available to the City, the U.S. Navy's direct economic impact
on the region was $13.4 billion in fiscal year 2017, comprised of a total annual payroll of $11.4
billion and the balance consumed on goods and services and procurement contracts. The
impact was an increase of nearly $600 million over the previous fiscal year. The region and
particularly the City expects to continue as a center of activity for the U.S. Navy with current
total personnel (military and civilian) of more than 71,000, with an additional 5,600 military
contractor personnel.

The Hampton Roads region is home to six aircraft carriers, including the Gerald R. Ford.
While not a permanent homeporting, the Gerald R. Ford will be in the region for a few years
due to schedule and maintenance requirements for the Navy bringing in more than 2,500
personnel to the region. The additional carrier joined the USS Dwight D. Eisenhower, USS
John C. Stennis (currently undergoing overhaul at Newport News Shipbuilding), USS Harry
S. Truman, USS George Washington and the USS George H.W. Bush at Naval Station Norfolk.
In addition, the region is home port to approximately 65 ships and home to 39 aircraft
squadrons with about 75 homeported operating units in the City.

The Port of Virginia and Shipping

The City also serves as a gateway between
world commerce centers and the
Heartland, which offers efficient train
routing between the Port of Virginia and
the Midwest. With one of the world’s
largest natural deep-water harbors and a
temperate climate, the Port of Virginia is
an integral part of Norfolk’s economy.
The Port of Virginia is a hub port; an
important distinction for the shipping
public. Nearly 30 international shipping
lines offer direct, dedicated service to and

11



from Virginia, with connections to over 200 countries around
the world. In an average week, more than 40 international
containers, breakbulk and roll-on / roll-off vessels are
serviced at our marine terminals. It facilitates $242 million
worth of commerce a day, and a full nine percent — or
343,000 — of Virginia’s jobs are port-related. Located on 648
acres, Norfolk International Terminals (NIT) is the Port of
Virginia’s oldest and largest terminal and one of the largest
general cargo ports on the east coast. On July 1, 2017,
construction began at the south berth of NIT. When complete
in 2024, the project will increase the terminal's annual capacity by 400,000 containers, or 46
percent and is expected to create more than 50,000 jobs in Virginia and elsewhere.

Transportation

Norfolk leads the way as the most multi-modal city in the Hampton Roads region. Norfolk
International Airport is the primary airport serving
ENE Hampton Roads and northeast North Carolina, with
r*‘ approximately $100 million in construction on major

H. B projects that began in FY 2018. Designated as Virginia’s
NORFOLK first green airport, Norfolk International Airport is served
by Allegiant Air, American Airlines, Delta, Frontier,

INTERNATIONAL Southwest, United and their regional partners. Offering

AIRPORT over 150 arrivals and departures daily to major cities

throughout the  U.S.,  Norfolk
International Airport presently ranks in
the top 15 percent of commercial
service airport in the United States with
nearly 3.4 million scheduled passengers
served in 2017.

Adjacent to the celebrated Norfolk
Botanical Garden, Norfolk International
Airport is surrounded by year-round
beauty and is a role model for reconciling air facilities and a delicate ecological sanctuary.

The City's light rail system, the Tide, has exceeded 10 million rides since it began operations
in August of 2011. The Tide runs from the Eastern Virginia Medical School complex near
Fort Norfolk to the Newtown Road/Virginia Beach city line. The City is in the preliminary
study stages of expansion to connect the existing 7.4-mile light rail to the region’s largest
employer — Norfolk Naval Station.

12



Amtrak passenger rail line service connecting
Norfolk to Washington, D.C. via Petersburg and
Richmond began operation in December of 2012.
From the 3,500 square foot train station located at
Harbor Park, the intercity passenger rail serves a
multi-modal center, which includes a light rail
station. The facility will link intercity passenger
rail to the light rail and regional bus systems, ferry
service, cruise ship facilities and provide direct
interstate access.

The Virginia Port Authority opened its 26-lane, $42 million technology-driven North Gate
complex at Norfolk International Terminals
in June of 2017. The gate was coupled in
December of 2017 with the $176 million I-
564 Intermodal Connector to give truckers
direct interstate access. The Virginia Port
Authority is creating a new intermodal gate
complex at NIT. This project is expected to
cost approximately $29 million and connect
with the 1-564 intermodal connector project
with the goals of easing commuting around
NIT, reducing truck traffic on local roads
and increasing cargo velocity and
efficiency at NIT.

Education — Pre-K to 12

Norfolk Public Schools (NPS) is on a mission to ensure that all students maximize their
academic potential, develop skills for lifelong learning and become successful contributors to
a global society. Norfolk offers innovative public school programs, which include Early
Childhood Education, a unique,
comprehensive  program  full-day
preschool classrooms ensuring 3-
year-olds and 4-year-olds enter
school with critical early literacy and
numeracy skills. NPS has an
astounding array of academically
challenging programs from which to
choose, including five middle school
specialty programs, five high school
specialty programs, three K-8 choice
schools, one 3-8 school, two Pre-K-2
schools, two 3-5 schools and one Pre-
K-8 school.

13
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The City is home to the Governor's Magnet School for the Arts, Virginia's only magnet school
for the arts, which offers classes in performing or visual arts to approximately 350 students
from six cities and two counties in its Downtown location in Norfolk on Granby Street.

Education remains a priority for the City, which made a commitment to build or replace six
schools starting in 2010. In fiscal year 2014, City Council approved a $0.04 real estate tax
rate increase. Two cents of the increase is dedicated to the City's School Construction,
Technology, and Infrastructure (“CTI”’) Program. This dedicated source allows the City to
partially fund the design and
construction of several new schools.
NPS is the largest urban school division
and the seventh largest division overall
in the Commonwealth of Virginia. The
division enrolls a racially and
economically diverse population of
approximately 32,000 students,
supported by more than 4,600
employees in 55 facilities. Following
the replacement of five schools from
2012 to 2017, the City is working with
the federal government on the
replacement of the Camp Allen Elementary School. Camp Allen is located on Naval Station
Norfolk and is part of a federal initiative to upgrade schools on military bases and serving
military dependents. U.S. Department of Defense dollars will pay 80 percent of the nearly
$28.7 million construction cost.

Higher Education

Higher education plays a critical role in developing a highly skilled and competitive
workforce. The City is home to several institutions of higher learning: Old Dominion
University (“ODU”), Norfolk State University (“NSU”), Tidewater Community College
(“TCC”) and Eastern Virginia Medical School (“EVMS”). ODU is one of only 100 public
research universities nationwide. NSU is Virginia's largest public, historically black
university and one of the largest predominately black institutions in the nation. Located in
Downtown, TCC has five buildings, including the Jeanne and George Roper Performing Arts
Center. EVMS, dedicated solely to biomedical and health education, has an economic impact
on the regional economy of $1.2 billion annually. In 2018, EVMS announced a new $80
million, 11-story Education and Academic Support Building to address growth in enrollment
over the past several years. Completion is expected in 2020. Sentara Healthcare will triple
its financial support for EVMS with a commitment of $130 million over the next five years.
For the period 2018 through 2023, annual funding given by Sentara to EVMS will increase
from a previous amount of $9 million per year to $26 million per year.
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Healthcare

Within the City, there are five general, acute care and specialized hospitals including Sentara
Norfolk General Hospital ("Sentara Norfolk General™), Sentara Leigh Hospital, Bon Secours
DePaul Medical Center, Children's Hospital of The King's Daughters ("CHKD") and Lake
Taylor Transitional Care Hospital ("Lake Taylor Transitional"). As the region’s first magnet
hospital, Sentara Norfolk General Hospital, a 525-bed tertiary care facility, is home to the
area's only Level | Trauma Center, burn trauma unit and nationally ranked heart program at
Sentara Heart Hospital. Sentara was named a Top 15 Health System for 2018 by IBM Watson
Health. The $199 million expansion and modernization project is anticipated to be completed
in 2020. The project will add floors to two existing wings, expand the emergency department,
expand and modernize 18 operating rooms, replace a 48-bed ward-style Special Care Nursery
with a state-of-the-art unit with private and semi-private rooms, and consolidate the hospital's
54 intensive care unit beds on two floors.

CHKD, the site of Virginia's only free-standing, full-service pediatric hospital is home to one
of the nation's top pediatric residency programs. With 206 beds, the hospital serves the medical
and surgical needs of children throughout the greater Hampton Roads metro area, the eastern
shore of Virginia and northeastern North Carolina. In March of 2018, CHKD filed a Certificate
of Public Need application with the State Health Commissioner seeking approval to build a
60-bed facility for children and adolescents.

Sentara Leigh Hospital's $126 million expansion was completed in 2016. The expansion
project included two five-story patient towers, an orthopedic and rehabilitation center, and a
two-story atrium lobby, as well as a new multi-story parking garage. The Sentara Leigh
campus continues to expand and broke ground in spring, 2018 on a $93.5 million Cancer
Center project. The 230,000 square foot facility is to be completed in 2020. Another addition
to the campus is a $24 million, 60,000 square foot regional orthopedic medical office building
currently under construction and anticipated to open in 2019.

Bon Secours DePaul Medical Center has undergone a substantial phased expansion over the
past five years including a new comprehensive cancer care facility and medical office building
on the campus. Mercy Health and Bon Secours officials finalized a definitive merger
agreement in September. The combined entity comprises 43 hospitals across seven states and
more than 2,100 employed physicians. The merged entity will accrue $8 billion in net
operating revenue and $239 million in operating income, making it the fifth largest Catholic
health system in the nation.

New Investments

Economic development initiatives are focused on the attraction, expansion and retention of
businesses that play to the City's strengths: maritime, higher education, medical and research
facilities, neighborhood and community revitalization and commercial corridor development.

Norfolk announced approximately 1,800 jobs in fiscal year 2018, from a variety of industries
including manufacturing, information systems and maintenance companies.

Instant Systems, an innovative medical packaging firm located in the City’s Central Business
Park. Instant Systems is increasing its capacity by 400% while working with the state on
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building its export capabilities and access grant funding from the Virginia Jobs Investment
Program for worker retraining. As a result of the industries growing impact, Instant Systems
has invested $1 million in Norfolk to expand its biotechnology packaging operations and hired
71 new employees.

Computerized Imaging Reference Systems, Inc. (CIRS), a world leader in the manufacturing
of phantom tissues simulation technology and medical devices opened its new 50,000 square
foot facility in 2018, also in Central Business Park.

Food and beverage investment has seen an emergence in breweries. For example, O’Conner
Brewing, named Virginia’s highest growth manufacturing company by Fast 50 Virginia
Chamber, expanded its manufacturing line with a $1 million investment.

Tegra Global, an apparel embellishment company with warehousing and distribution for
NIKE, Under Armor, and others is adding 300 jobs and expanding by 135,000 square feet.

Norfolk Industrial Park is the home of Land and Coates ($7.2 million investment) and its
tenant, MS International, Inc. ($1.5 investment, 10 jobs). MS International, new to the region,
is a leading nationwide distributor of flooring, countertop, wall tile and hardscaping products.

Described below are major investments of private investors, City sponsored or public-private
projects.

Residential Development

One of Norfolk’s greatest strength is its
neighborhoods. With over 120 civic leagues
and over 95,000 housing units, Norfolk offers
a diversity of housing choices that range from
charming starter houses to grand residences
and from downtown lofts and town homes to
brand new developments along the
Chesapeake Bay. By increasing the diversity
of housing opportunities, the City expects to
increase the diversity of its citizenry and
expand the tax base. The City's goal for
neighborhood and commercial development is to provide an environment that increases
private sector investment, retail sales generation and corresponding municipal revenue
generation, create a framework for targeted and coordinated public and private investment and
build upon and coordinate with other ongoing community development initiatives.
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Residential investment continues to grow throughout the City, particularly in Downtown.
Several new projects have recently opened in Downtown. These include 450 Boush (a mixed-
use project with 150 units and 10,000 square feet of retail), the second phase of Rockefeller
Apartments, a new building that will include 40 apartments. The former Bank of America
building conversion into a 300-unit luxury
apartment development called the Icon at
CitywWalk, located on Main Street in
Downtown. Two other conversion projects
are underway on Granby Street: The Savoy
with 36 new units and 151 Granby, with 8
new units. Downtown projects completed
within the past few years include the Metro
on Granby, the Wainwright Downtown (126
units), The James (79 units), The Seaboard
(135 units), The Law Building (135 units),
and the Virginia Building (32 units and two
retail spaces). St. Paul's Apartments, with 120 new units, will be the first residential project
in the St. Paul's area. Together, approximately 1,500 new apartments have been or are going
to be added to Downtown since 2010, bringing the
estimated Downtown population to well over 6,000
residents. Front Street Apartments in the Fort Norfolk
area, Banks at Berkley (50 units) and Claremont
Apartments (156 apartments and 25 single-family
homes) in Berkley/Campostella, the Element at Ghent
(164 units), Fort Tar Lofts (13 units), The Promenade
Pointe (187 units), The Pointe at Pickett Farm (300
units), 1500 Monticello (a mixed-use project with 207
units and 10,131 square feet of retail space) and The
Watermark (372 units). Another major project in the
Fort Norfolk area is the River Tower at Harbor's Edge,
an expansion of Harbor's Edge, a full-service, premier
Life Plan Retirement Community on the Elizabeth
River. When completed in 2020, the $167 million
project will deliver a 24-story River Tower and add
142 luxury residences and more than 95,000 square
foot of common space. In September of 2018, the -
Ghent area was named a Great Place in America by the American Planning Association.

iy
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The seven-mile stretch of beaches on the Chesapeake Bay known as Ocean View experienced
redevelopment over the past decade. The East Beach section of Ocean View has 700 housing
units with prices ranging from $350,000 to over $1.5 million, with an average home sales
price of $733,507. A portion of the homes are currently occupied with the remainder of the
properties planned for development. Lot sales total approximately $47 million representing
nearly $230 million in home values and approximately $2.6 million in annual real estate taxes
to the City. East Beach Phase 7, the final phase of East Beach consists of 38,000 square feet
of retail and commercial space, as well

as a mixture of 80 townhomes, single et ——

family homes, cottages and carriage
houses. Also along the Chesapeake
Bay, Pinewell Station, with 145
apartments, is being planned for the
former Ramada Hotel site and
Captain's Landing, with 38
townhouses, and Villa Marina
Apartments, with 111 apartments and
The Tern, with 85 townhouses, are in
the planning stage. Broad Creek is a
$200 million community near Norfolk
State University with 600 mixed-
income homes. In Broad Creek, the region's first mixed-use, mixed-income community,
construction is complete on 400 rental units and 70 homes. Construction on Broad Creek
Village, a mixed-use residential and retail development, began during 2008, and is being
followed by Broad Creek's final phase of 200 mixed-income residential units north of Princess
Anne Road.

An exciting new district has sprung up, known as the “Railroad District” and has been awarded
a 2018 Real Estate Development & Reuse award by the International Economic Development
Council for Catalyzing Development in Historic Districts. To allow Residential and
Commercial land uses, not otherwise permitted within the base zoning district in the Norfolk
& Western Railroad State and National Historic District, the City created a new historic
overlay district, "Norfolk & Western Historic Overlay”. Using both programs, 7 existing
warehouses were brought back into productive use as rental housing and commercial spaces
following $80 million in rehabilitation projects. Since 2016, 271 apartments and 11
commercial uses have opened in existing light industrial warehouses, with more on the
drawing table. The 167-acre district is seeing entrepreneurs moving in with trendy concepts,
creating a viable live/work community. There are 140 properties containing 207 resources,
160 of which are contributing to the Railroad District. The surge in popularity of industrial
breweries and loft apartments in historic buildings created a need for a successful integration
of mixed-use projects, while ensuring preservation of industrial uses.
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Commercial Development

Norfolk continues to see commercial
development within its borders. Simon
Property Group Inc. has opened the first
phase of Simon Premium Outlet Park.
This represents an investment of
approximately $75 million to build an
outlet center on an existing City-owned
golf course. The redevelopment plan calls
for the City to retain approximately 65
acres for green space and walking trails
around the lake creating new public open space. Phase | of the Simon Premium Outlet Park
includes approximately 85 stores, 332,000 square feet of leasable space and is anticipated to
generate an estimated $2.5 million in tax
revenue.

Adjacent to the Simon Norfolk Premium
Outlets will be a 331,000 square foot
IKEA. Construction began in 2017, with
a planned opening in spring 2020. IKEA
is anticipated to bring more than $2.5

million in direct tax revenue. //////Il' |\\\\\\\ &

Movement Mortgage, one of the fastest-
growing mortgage banks in the country, relocated its largest operations center to the adaptive
re-use of the former J.C. Penney department store at Military Circle Mall owned by the
Norfolk Economic Development Authority,
known as 824 Military. Movement Mortgage
transferred 550 jobs to Norfolk, with the
planned addition of 200 more jobs to support its
rapid national growth. The relocation of
Movement Mortgage is anticipated to bring
approximately $230,000 in new direct annual
tax revenue. Optima Health is also occupying
space at 824 Military and added 200 new jobs.
In August of 2018, Optima Health leased the 45,000 square feet remaining in the 824 M|I|tary
building and have plans to hire an
additional 200 by the end of the calendar
year.

With a capital investment of $32.5
million ADP, a comprehensive Human
Capital Management solutions provider,
moved to Downtown at the Atlantic at
City Walk. The Atlantic features high
ceilings, advanced fiber optics and
connectivity. ADP is Downtown's
largest employer with approximately




2,100 new jobs and an immediate impact of $1 million in tax revenue. Quality of Life, Arts
and Culture

Norfolk offers a mix of cultural
attractions and entertainment for its
citizens and tourist. Theatre venues
include the Attucks Theatre, the
Harrison Opera House, Chrysler
Museum, and the "Theater District"
which includes Chrysler Hall, Jeanne
and George Roper Theater, Wells
Theatre and the NorVa.

The 80,000 square foot Peter G.
Decker, Jr. Half Moone Center is located in the harbor between Town Point Park and
Nauticus/Battleship Wisconsin. The Peter G. Decker, Jr. Half Moone Center continues to
serve as a multi-purpose facility for the City offering five distinct event spaces that can
accommodate from 50 to 1,500 guests.

In 2018, the City and Carnival cruises announced the
return of the cruise line to the City. Carnival’s return
in 2019 alone is predicted to provide the City with
over $300,000 in new revenues. Carnival will set
sail again May of 2019, with destinations to the
Bahamas, Caribbean and beginning in 2020 Cuba.

The Slover Library, the main public library,
combines the historic integrity of the Seaboard
Building and the retrofitted Selden Arcade into the Selden Market with a seamless expansion
to a modern six-story addition creating a
state-of-the-art, highly efficient library
complex. The Slover’s connectivity into
the Selden Arcade, nestled between The
Main and the Slover, makes it an exciting,
progressive and vibrant anchor in
Downtown. In August of 2018, the Slover
Library opened the Maker Studio in Selden
Market and is fully equipped with 3D
printers and more!
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Arts District

Norfolk’s first official arts district, the NEON District, is home to a new wave of passion and
creativity in downtown. NEON, or New Energy of Norfolk, draws from the neighborhood’s
history with the automobile industry as it moves into a new and vibrant future. Long time
cultural institutions like the
Chrysler Museum of Art
and Harrison Opera House
anchor the District.
Whether you are a local or
visiting for the first time,
the NEON District offers a
unique cultural experience.
Within a few short blocks
you can see a muralist at
work, take in an improv comedy performance at Push Comedy Theater, watch a live glass-
working demonstration, shop for unique home goods, get a tattoo or dine out at an eclectic
restaurant. The neighborhood is fast transforming into the place to be.

Tidewater Community College’s Norfolk Campus is in the heart of downtown. The urban
campus is strategically located in
the cultural, business and theater
district of the City of Norfolk.
The campus includes the Jeanne
and George Roper Performing
Arts Center, formerly the historic
Loews State Theater, as well as a
student center that complements
the landscape and includes an
outdoor gathering space just off
Granby Street.

Through a new partnership with the City, Tidewater Community College will transform
Norfolk’s NEON District with its newly announced plan to build the Patricia and Doug Perry
Visual and Culinary Arts and Hospitality Center at the site of the Greyhound Station. The
47,000-square-foot center will be a jewel to downtown and could be open as soon as summer
2019.

Other recent investments to the City's cultural
attractions include the Virginia Arts Festival
headquarters, a home for the Hurrah Players,
and the Perry Glass Studio of the Chrysler
Museum of Art Glass Art Studio. The
Virginia Arts Festival headquarters houses
year-round education outreach activities, a
rehearsal and intimate performance space, as
well as the Festival's administrative offices.
Adjacent to the Virginia Arts Festival

21


http://www.tccropercenter.org/
http://www.tccropercenter.org/
http://www.tccropercenter.org/

headquarters is the new home of the Hurrah Players, which features a 100-seat theater and
two rehearsal halls. The Perry Glass Studio Chrysler Museum Glass Studio supports artists
working in a variety of glassmaking processes, including blown glass, casting, fusing, flame
working and cold working. Located adjacent to the museum, the Glass Studio is the only one
of its kind in the Mid-Atlantic region and complements the museum's extensive glass
collection. One of Norfolk’s most notarized venues, Chrysler Hall is slated to receive a $40
million upgrade, anticipated to start in 2019.

Hotel Development

Norfolk has approximately 5,000 hotel rooms, including
nearly 1,650 in the Downtown area. Tourism and
conventions employ over 7,000 workers in the City and
generate an estimated $28.8 million in state taxes and $23.9
million in local tax revenue. It is estimated travelers to the
City spend over $764 million annually. The new Hilton
Norfolk at The Main and The Exchange conference center
opened in March of 2017. The $164 million public/private
Downtown project included a 50,000 square foot
conference center; a 4-Star Hilton hotel with approximately
300 rooms, three full-service restaurants and a parking
garage. The project has created approximately 250 jobs
and an estimated $2 million in annual tax revenue.

Development is underway for an Autograph Collection
Marriott hotel, a boutique hotel to be located at the 200
block of Granby Street in the former Royster building.
With the help of the Perry family, who are the developers
of the project, the $27 million investment will have a glass art theme and is expected to open
spring 2020.

Norfolk’s only waterfront hotel, the Sheraton Norfolk Waterside, is expected to complete its
$12 million-dollar renovation in August of 2018. The upgrades include a renovation of its
468-rooms, a 1,100 square foot presidential
suite, newly renovated lobby, and a 24-hour
fitness center.

The Marriott Waterside is undergoing a $25
million renovation to modernize the hotel.
Included in the agreement is a $4 million
dollar improve to the City-owned conference
center, which is a part of the hotel.
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Public Safety

This City’s new courthouse complex houses the General District, Circuit, and Juvenile and
Domestic Relations Courts. The complex was built in two phases to allow uninterrupted court
operations. The first building was constructed
next to St. Paul's Boulevard. Phase | grand
opening was in January 2015 and now houses
General District Court and Circuit Court. The
former General District Courts portion of the
Public Safety building was demolished to
make way for the Phase Il addition. The
project was completed in March of 2018. This
state-of-the-art courts facility will be a LEED-
certifiable (Leadership in Energy and
Environmental Design) green building. The
total cost is approximately $121 million and
represents Norfolk's largest investment in a
public building.

Waterfront Recreation Investment

Norfolk has seven miles of Chesapeake Bay
beachfront and a total of 144 miles of shoreline
including along Downtown's Elizabeth River, the
Lafayette River, lakes, the Hampton Roads Harbor
and the Chesapeake Bay. Town Point Park, located
in the Downtown area along the Elizabeth River,
brings thousands of visitors Downtown annually
and generates both tax and parking revenue.

The Waterside District is a regional
destination located in the heart of the
central business district and adjacent to the
City of Norfolk's world-class waterfront
and festival site. The project which opened
in May of 2017, is a $40 million public-
private partnership between Norfolk and
Cordish Companies. The anchor is a 30,000 square foot section known as "The Marketplace™
that has nine businesses and restaurants, including a live performance stage and roof top deck.
For the summer of 2018, a new SkyStar Observation Wheel was added to the district as a
summer attraction.

Norfolk’s strong, diverse and stable economy, paired with the current developments, added
almost 6,000 new jobs between 2015 and the end of the fiscal year 2018.
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Sports and Recreation

Norfolk is home to the Norfolk Tides, a AAA minor
league baseball team (the "Tides™). The Baltimore
Orioles will continue as the parent club for the Norfolk
Tides through the 2020 season. Norfolk is also home to
the Norfolk Admirals, an East Coast Hockey League
affiliate of the National Hockey League's (NHL) Arizona
Coyotes and of the American Hockey League’s (AHL)
Tucson Roadrunners. Old Dominion University
competes in the Conference USA. Norfolk State University has a long-established football
program, which currently competes in the Mid-Eastern Athletic Conference.

sl N ==

Additionally, located at Harbor
Park is the Norfolk Boxing
Center, a 13,000 square foot
state-of-the-art ~ facility that
boasts two U.S.A. Boxing
regulation-sized  competition
rings, stadium-style seating and
the capacity to host larger shows
and championship bouts.
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Adopted Financial Policies

City Council is committed to strengthening the City’s long-term fiscal sustainability and
supporting activities of a Well-Managed Government. The City has adopted formal financial
policies (the "Financial Policies™) in an effort to strengthen the City's long-term fiscal
responsibility by emphasizing budget and debt policies and provide a framework within which
future financial decisions will be considered and made. The Financial Policies were most
recently updated and approved by City Council in July of 2013. The City is structurally
balanced.

The policies provide that with the achievement of a structurally balanced budget, the
undesignated, unassigned surplus in the General Fund of at least 0.5% of the General Fund
budget (up to $2 million) will be used to finance capital projects, reduce debt or fund reserves.
The Financial Policies also provide that the City will add to its General Fund Unassigned
Reserve, Risk Management Reserve and Economic Downturn Reserve in that order of priority.
The Financial Policies establish the minimum balances at 5% of the General Fund budget for
the General Fund Unassigned Reserve with no maximum balance, $3 million for the Risk
Management Reserve (with a maximum balance of $5 million), plus three (3) years of self-
insured expenses and $3 million for the Economic Downturn Reserve (with a maximum
balance of $5 million). The City reached full funding of all three reserves in Fiscal Year 2017
and has maintained the maximum balance through Fiscal Year 2018.

Long-Term Financial Planning

The City prepares a five-year annual financial plan with revenue and expenditure projections.
The multi-year forecast serves as a planning tool for the City’s annual budget. Additionally,
the multi-year budgeting process allows the City to systematically plan for multi-year program
financing guided by the strategic plan. The City’s budget guiding principles are based on a
five-pronged approach of raising revenue, reducing expenditures, becoming more efficient,
growing the economy, and sharing services and leveraging resources. Continuing good fiscal
practices helps ensure ongoing structural balance.

Debt Administration

Norfolk borrows money by issuing general obligation and revenue bonds to finance major
capital projects. Bond financing spreads the cost of land acquisition and building construction
over a period of many years, rather than charging the full cost to current taxpayers. The City
has the same obligation to adhere to sound financial management that a home or business does.
For general capital debt, the City adheres to adopted financial policies that promote effective
financial management. The City has two measures of debt affordability and is in compliance
with both of them.

The City has strong credit ratings for a local government for its general obligation bonds: ‘Aa2’
by Moody’s Investors Service (“Moody’s”), ‘AA+’ by S&P Global Ratings (“S&P”’) and
‘AA+’ from Fitch Ratings (“Fitch”). S&P Global Ratings boosted Norfolk’s rating outlook
from stable to positive, while Fitch and Moody’s affirmed the City’s strong credit rating, with
an assigned ‘stable’ outlook in October of 2017. Factors contributing to the credit rating
include the City’s financial position, current and future debt burden, financial management and
the health of the economy.
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The details of bonds outstanding and bonds authorized, but not issued are shown in Note 1X to
the financial statements. Tables 1 through 7 of the Statistical Section provide detailed
historical information regarding the debt position and debt service requirements of the City.
. . BUILDING
Major Initiatives A WELL-MANAGED
GOVERNMENT
The City of Norfolk’s major initiatives support City
Council’s priorities of accessibility, mobility and
connectivity; economic vitality and workforce
development; environmental sustainability; lifelong
learning; safe, healthy and inclusive communities;
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Resilience — Designing the Coastal Community of the Future

Norfolk is a recognized leader — domestically and internationally — in

the resilience movement. Named as one of the world’s first members 100 CITIES
of 100 Resilient Cities (100RC), a program pioneered by The

Rockefeller Foundation, Norfolk is helping to build a global practice

of resilience by working with cities around the world. As a member of 100RC, Norfolk has
taken a proactive approach to addressing the impact of sea level rise with a resilience strategy,
which embraces the City's relationship with its adjacent bay, rivers, streams, ponds and
marshes.

In 2015, Norfolk adopted a comprehensive
resilience strategy to address the challenges facing
the City. This strategy is driven by three goals: (1)
design the coastal community of the future, (2)
create economic opportunity by advancing efforts
to grow existing and new industry sectors and (3)
advance initiatives to connect communities,
deconcentrate poverty and strengthen
neighborhoods.

Norfolk is undertaking many initiatives to address
its resilience goals, including the following:

1. Partnering with the U.S. Navy and the City of Virginia Beach on a Joint Use Land
Study to mitigate the impacts of sea level rise on Navy operations: the study is expected
to be completed in August of 2018.

2. Encouraging or requiring resiliency as part of development activities: the City is
updating its zoning code and includes resilient development activities as part of its
comprehensive long-term plan (PlaNorfolk 2030). These efforts go far beyond the
FEMA floodplain requirements and include provisions that target Norfolk's unique
situation and circumstances.
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3. Seeking grants and other outside funding to help defray
the cost of resiliency projects: in 2016, Norfolk and
several partners in the Commonwealth received a $120.5
million grant from the U.S. Department of Housing and
Urban Development's National Disaster Resilience
Competition. Grant funds will be used to address coastal
resilience in the City's Ohio Creek watershed area.

To effectively align opportunities, connect internal and external
stakeholders and resources, in fiscal year 2018 the City created
a multi-disciplinary Resilience Office to expand and 3 Ide
institutionalize this integrated approach to building the City’s resﬂlence to the env1ronmental
economic, and social stresses and potential shocks that challenge the City. The Resilience
Office will continue to actively leverage opportunities and resources across City departments,
local community, as well as national and international partners.

Norfolk is a Smart City

A Smart City integrates multiple technologies to enhance the quality of life, livability,
workability, and sustainability for residents, businesses, and visitors. As dependency on
technology grows, the City needs to be able to accommodate changes that allow connectivity
with our mobile customers. By using a holistic approach to technology integration, service
delivery becomes intelligent, interconnected, and efficient.

As a Smart City, technology and data analytics are embedded in the infrastructure to improve
real time responses. In support of the Smart City initiative, in fiscal year 2018 Norfolk joined
the Regional Connectivity Ring (RCR) to bring faster
broadband internet services to the region. Norfolk
finds itself in a unique position as it relates to high
speed technology, as a result of two major transatlantic
fiber lines. Together these cables provide access to
expanded economic markets, as well as research and
development hubs. This combined with the
transatlantic cables will mean that fiber companies will
be interested in building infrastructure in our region.
Additionally, more high-tech companies will be
interested in moving to our region due to the proximity
of fiber and the transatlantic cables

To connect our region and expand broadband access,
the five southside cities are investing in an initiative to implement a Regional Connectivity
Ring (RCR). This ring will be approximately 103 miles of fiber which will connect the five
cities to the super highway of the transatlantic cables. It will also create opportunities for
regional government collaboration, connecting high education centers, and providing
opportunities for businesses throughout the region. Norfolk’s section is identified on the map
by the gold section of the ring.
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Community Engagement

Community engagement has become a year-round conversation with residents. Participation
in government creates ownership at all levels, empowers citizens, engages people in decision-
making, and ensures transparency. Community engagement improves resource management
and the ability of local authorities to solve problems, creates more inclusive and cohesive
communities, and increases the number and quality of initiatives. We are committed to
continually improve methods for residents to connect and define the City’s future.

INTERNAL CONTROL AND BUDGET ACCOUNTING

The City’s management team is responsible for establishing and maintaining an internal
control structure designed to ensure the assets of the government 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 generally accepted accounting principles. The
internal control structure is designed to provide reasonable, but not absolute, assurance that
these objectives are met. The concept of reasonable assurance recognizes the cost of a control
should not exceed the benefits likely to be derived and the evaluation of costs and benefits
requires estimates and judgments by management.

The City’s control environment reflects the attitude of management at all levels towards ethical
behavior, organizational values, competence, integrity and the well-being of the organization.
The City’s Ethical Fitness: Setting the Tone at the Top initiative was rolled out in 2015 to all
City employees and is required for all new employees throughout the fiscal year. All City
employees are required to complete a bi-annual Ethics and Compliance awareness training.
The Culture of the Team Norfolk training program includes a series of training modules geared
towards promoting a professional environment and ethical culture throughout the City.

Budget controls ensure compliance with legal provisions embodied in the annual appropriated
budget approved by City Council. Activities of the General, certain Special Revenue, Debt
Service, Enterprise and School Board Governmental Component Unit Funds are included in
the annual appropriated budget. The level of budget control is established by each
organizational unit. Additional controls are exercised administratively.

As a recipient of federal financial assistance, the City also is responsible for maintaining an
adequate internal control structure. This structure allows the City to ensure and document
compliance with the U.S. Office of Management and Budget Super Circular for major federal
award programs. These reports are available in the Other Reports of Independent Auditors
section of this report.
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AWARDS AND RECOGNITION

The City received a number of awards and was recognized by a variety of organizations.
Among these awards and recognitions are:

#19 Best Fleets in North America, National Automotive Fleet Association, 2018; Shipper of
the Year, Lidl US, 2017; Ranked 3" for Digital City (Population 125,000 to 249,999), the
Center for Digital Government’s, 2017; Ranked 2" for Friendliest City in USA, Travel and
Leisure, 2017; Ranked Top 10 in Cities Where Millennials Are Moving, SmartAsset, 2018;
Ranked 4" Among Top Charming Cities in the South, CNN Travel, 2018; Top 50 Best
Places to Travel, Travel and Leisure, 2017; Norfolk’s Continued Participation in the What
Works Cities Initiative, Bloomberg Philanthropies, 2018; Granby Street Named “8
Amazing American Streets You’ve Never Heard Of” New York Posts, 2017; Norfolk
Fiscal Year 2017 Employees’ Retirement System Received 13" consecutive GFOA
recognition for its CAFR, Government Finance Officers Association of the United States and
Canada, 2017; Norfolk Fiscal Year 2017 Popular Annual Financial Report (PAFR)
Received 1%t GFOA recognition for its PAFR, Government Finance Officers Association of
the United States and Canada, 2018; Norfolk Fiscal Year 2017 Report to Our Citizens
Received 1%t Certificate of Excellence in Citizen-Centric Reporting, Association of
Government Accountants (AGA), 2018; Norfolk Fiscal Year 2017 Distinguished Budget
Presentation Award, Government Finance Officers Association of the United States and
Canada, 2018.

INDEPENDENT AUDIT

According to the City Charter and Section 15.2-2511 of the Code of Virginia, as amended, an
annual audit by an independent auditor of the City is required. Accordingly, the records have
been audited by CliftonLarsonAllen LLP. As a result of an audit of the City’s financial
records, CliftonLarsonAllen LLP has issued an unmodified opinion with respect to the City’s
financial statements for the year ended June 30, 2018. The independent auditors’ report is
presented in the financial section of this report.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the City for its
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2017. This was
the 32" consecutive year that the City received this prestigious award.

This award is valid for a period of one year only. We believe that the FY 2018 CAFR
continues to meet the requirements and it will be submitted to GFOA again this year.

29



ACKNOWLEDGMENTS

We express our sincere appreciation to all staff who contributed to this report, especially the
members of the CAFR Team in the Financial Reporting and Financial Operations Divisions
of the Department of Finance, who prepared and compiled this report and maintain the
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This CAFR reflects our commitment to the residents and businesses of Norfolk, the City
Council and all interested readers of this report to provide information in conformance with
the highest standards of financial reporting.

In closing, credit must be given to the City Council for their unfailing support for maintaining
the highest standards of professionalism in the management of the City’s finances. The City
Council’s oversight of the financial affairs has resulted in this strong financial report and is
commended for their dedication in supporting the policies and practices that made it so.

Respectfully submitted,
’7‘()/(’\
Douglas L. Smith Christine Garczynski
City Manager Director of Finance
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CliftonLarsonAllen

INDEPENDENT AUDITORS' REPORT

The Honorable Members of City Council
City of Norfolk, 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 Norfolk, Virginia (the City), as of and for the year
ended June 30, 2018, 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.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ 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.

A member of

@ Nexia
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The Honorable Members of City Council
City of Norfolk, Virginia

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information
of the City of Norfolk, Virginia as of June 30, 2018, 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.

Emphasis of Matter
Change in Accounting Principle

During fiscal year ended June 30, 2018, the City adopted GASB Statement No 75. Accounting and
Financial Reporting for Postemployment Benefits Other Than Pensions. As a result of the
implementation of these standards, the City reported a restatement for the change in accounting
principle (See Note XXVI). Our auditor’s opinion is not modified with respect to the restatement.

Other Matters
Required Supplementary Information

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

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City’s basic financial statements. The combining and individual nonmajor fund
financial statements 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, as required by Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards, is also presented for purposes of additional analysis and is not
a required part of the basic financial statements.
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The Honorable Members of City Council
City of Norfolk, Virginia

The combining and individual nonmajor fund financial statements 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 information is
fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in
the audit of the basic financial statements, and accordingly, we 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 December
19, 2018, on our consideration of the City’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely 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
effectiveness of the City’s 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
City’s internal control over financial reporting and compliance.

/%%sz% s

CliftonLarsonAllen LLP

Arlington, Virginia
December 19, 2018
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CITY OF NORFOLK, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Fiscal Year Ended June 30, 2018

The management of the City of Norfolk (the “City”) provides this narrative overview and
analysis of the financial activities of the City for the fiscal year ended June 30, 2018. As
readers, you are encouraged to read this discussion and analysis in conjunction with the
transmittal letter and City’s financial statement information included in this report. The
intent of this discussion and analysis is to provide a summarized view of the City’s
financial performance as a whole; readers should also review the basic financial
statements and supporting notes to enhance their understanding of the City’s financial
performance.

Financial Highlights

The assets and deferred outflows of resources of the City, on a government-wide
basis excluding component units, exceeded its liabilities and deferred inflows of
resources at the close of fiscal year 2018 by $715,533,246 (net position). Of this
amount, there is a negative unrestricted net position of $9,835,060. Total net
position increased by $24,647,841 and unrestricted net position increased by
$54,941,591 from the prior fiscal year end.

As of the close of the current fiscal year, the City’s governmental funds reported
a combined ending fund balance of $30,114,118, an increase of $73,356,969 in
comparison with the prior year. This increase was primarily attributable the
issuance of bonds offset by the continuous usage of the City’s line of credit for
funding of capital projects. The City issued $123,084,974 in general obligation
bonds in fiscal year 2018. There is a negative unassigned total governmental
fund balance of $58,659,242 on June 30, 2018.

The General fund, on a current financial resources basis, reported an increase in
fund balance of $8,452,455 from the prior year.

At the end of the current fiscal year, the total unassigned fund balance for the
General fund was $70,962,327, or 8.3 percent of the original General fund
budget.

The City’s total outstanding bonded indebtedness increased by $15,974,090
during the current fiscal year primarily due to the issuance of bonds to pay for
several large capital projects including a courthouse, five new schools and
conference center.
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CITY OF NORFOLK, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Fiscal Year Ended June 30, 2018

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to the City’s basic
financial statements. The financial section of this report includes management’s
discussion and analysis, the basic financial statements and required supplementary
information. The basic financial statements are comprised of three components: 1)
government-wide financials statements, 2) fund financial statements and 3) notes to the
basic financial statements. This report also contains other supplementary information in
addition to the basic financial statements and related notes themselves.

Government-wide financial statements — The government-wide financial statements
are designed to provide readers with a broad overview of the City’s finances in a
manner similar to a private-sector business. These statements include all of the
government’s assets and deferred outflows and liabilities and deferred inflows using the
accrual basis of accounting. The government-wide financial statements are comprised
of the Statement of Net Position and the Statement of Activities.

The Statement of Net Position presents information on all of the City’s assets plus
deferred outflows and liabilities plus deferred inflows, with the difference between the
two reported as net position. Over time, increases or decreases in net position may
serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

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

Both of the government-wide financial statements distinguish functions of the City that
are mainly supported by taxes and intergovernmental revenues (governmental
activities) from other functions intended to recover all or a significant portion of their cost
through user fees and charges (business-type activities). The governmental activities of
the City include general government, public safety, public works, judicial administration,
community development, health and public assistance, education, and culture and
recreation. The business-type activities of the City include Water Utility, Wastewater
Utility and Parking Facilities enterprise activities.

The government-wide financial statements include not only the City itself (known as the
primary government), but also the following legally separate component units for which
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CITY OF NORFOLK, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
For the Fiscal Year Ended June 30, 2018

the City is financially accountable: Norfolk Public Schools (“School Board”) and Norfolk
Economic Development Authority (“EDA”). Financial information for these component
units is reported separately from the financial information presented for the primary
government and can be found on pages 70 - 71 of this report.

Fund financial statements — A fund is a grouping of related accounts used to maintain
control over resources that have been segregated for specific activities or objectives.
The City, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. In the basic financial
statements, the emphasis is on major funds. All of the funds of the City can be divided
into three categories: governmental funds, proprietary funds, and fiduciary 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 near-term inflows and outflows of spendable resources, as well as
on balances of spendable resources available at the end of a fiscal year. Such
information may be useful in evaluating the City’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 can better understand the long-term
impact of the government’s near-term financing decisions. A reconciliation between the
government-wide financial statements and the fund financial statements i