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Report of Independent Auditor 

 

To the Board of Directors 
Economic and Industrial Development Authorities of 
the City of Newport News, Virginia 

 

Report on the Financial Statements 
We have audited the accompanying financial statements of the Economic and Industrial Development 
Authorities of the City of Newport News, Virginia (the “Authorities”), component units of the City of Newport 
News, Virginia, as of and for the years ended June 30, 2016 and 2015, and the related notes to the financial 
statements, which collectively comprise the Authorities’ basic financial statements as listed in the table of 
contents. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America, the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of 
the United States and the Specifications for Audit of Authorities, Boards and Commissions, issued by the 
Auditor of Public Accounts of the Commonwealth of Virginia. Those standards and specifications require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of 
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we 
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
 
Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Economic and Industrial Development Authorities of the City of Newport News, Virginia, as of 
June 30, 2016 and 2015, and the changes in its financial position and its cash flows thereof for the years then 
ended in accordance with accounting principles generally accepted in the United States of America. 
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Other Matters 

Required Supplementary Information 
Accounting principles generally accepted in the United States of America require that the management’s 
discussion and analysis on pages 3 through 9 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 management’s discussion and analysis 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 audits 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 audits were conducted for the purpose of forming an opinion on the financial statements that collectively 
comprise the Authorities’ basic financial statements. The List of Members, Official, Other Support Staff and the 
Schedule of Conduit Debt Obligations are presented for purposes of additional analysis and are not a required 
part of the basic financial statements.  The List of Members, Official, Other Support Staff and the Schedule of 
Conduit Debt Obligations 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 November 22, 2016, 
on our consideration of the Authorities’ internal control over financial reporting and on our tests of its compliance 
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of 
that report is to describe the scope of our testing of internal control over financial reporting and compliance and 
the results of that testing, and not to provide an opinion on internal control over financial reporting or on 
compliance. That report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the Authorities’ internal control over financial reporting and compliance. 
 
 

 
 
Richmond, Virginia 
November 22, 2016 
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This section of the Economic and Industrial Development Authorities of the City of Newport News, 

Virginia (the “Authorities”) annual financial report presents management’s discussion and analysis of the 

financial performance during the fiscal years ended June 30, 2016 and 2015.  A comparative analysis is 

presented. Please read it in conjunction with the Authorities’ financial statements, which follow this 

section. 

 

Financial Highlights for Fiscal Year 2016 

At the end of the fiscal year, the Authorities’ assets and deferred outflows of resources exceeded 

liabilities and deferred inflow of resources by $123.04 million.  This amount represents an increase of 

$17.96 million over prior year’s ending balance of $105.08 million which was an increase of $23.39 

million over fiscal year 2014 ending balance.  Total operating revenues increased by approximately 

$17.53 million in fiscal year 2016 due to an increase in intergovernmental transfers from the City of 

Newport News, Virginia (the “City”) and an increase in land/building sales.  Total operating expenses in 

2016 increased by approximately $4.96 million mostly due to an increase in cost of land sold.  Total 

operating expenses decreased in 2015 from the previous year by approximately $1.45 million due to a 

decrease in rental expenses caused by the purchase of the previously leased Apprentice School Garage. 

Net non-operating expenses remained comparatively level in 2016, increasing by $38,444 from the 

previous year.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

During the year, the Industrial Development Authority (the “IDA”) received the fourth of five grant 

payments from the Commonwealth of Virginia for the Advanced Shipbuilding Training Facility Grant 

Program. This grant payment was paid to Armada Hoffler, the developer, in accordance with the 

Amended and Restated Memorandum of Understanding between the Industrial Development Authority, 

Huntington Ingalls Incorporated, Armada Hoffler, and the Commonwealth of Virginia.  The project is a 

significant mixed-use redevelopment in the City’s traditional downtown.  It includes a state-of-the-art 

88,740 square-foot Apprentice School, with 197 apprentice and workforce housing units, 38,000 square 

feet of retail and a 382-space parking garage in a 6-acre campus-like setting.  In July 2014, the IDA 

exercised its option to purchase the Apprentice School Parking garage under the lease for $12,759,580, 

financing the purchase with a $12.7 million taxable revenue bond secured by a Payment Agreement with 

the City. 

In 2016, Printpack, a company with 25 plants in the US, China and Mexico, announced plans to invest 

$25.7 million to add a 150,000 square-foot building expansion to its existing facility in Oakland Industrial 

Park adding new equipment and creating 50 new jobs.   

In FY 2015, the Economic Development Authority (the ‘EDA”) dispersed a Governor’s Opportunity 

Fund grant in the amount of $2,000,000 to Continental Automotive Systems, a manufacturer of 

automotive components.  The company plans to invest a total of $143 million in new machinery and 

tools, $9 million in new real estate improvements at its facility and 525 new jobs. In fiscal year 2014, the 

Authorities dispersed a Governor’s Opportunity Fund grant in the amount of $250,000 to High Liner 

Foods, Inc., a Canadian publicly-owned processor and marketer of frozen seafood.  

In FY 2016, the EDA entered into a New Market Tax Credit (NMTC) transaction with Brooks Crossing 

Grocery Store, LLC whose sole member is the Newport News Redevelopment and Housing Authority. 

The EDA provided the $4.3 million leveraged loan to facilitate the construction of a 29,290 square foot 

grocery store in the Southeast Community which lacked access to a full-service grocery store and will 

serve as an anchor to the Brooks Crossing mixed-use development project.  This NMTC transaction is 
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expected to stimulate economic and community development and job creation in this low income 

community by attracting capital from the private sector.  In addition to the grocery store, the South Police 

Precinct, also located in the Brooks Crossing mixed-use development project along Jefferson Avenue 

between 33
rd

 and 34
th
 streets, was completed and purchased from the Brooks Crossing developer by the 

Authorities.  The Authorities lease the facility to the City for $1.00 per year.  The lease is for 10 years 

with two 5-year renewal options.  The City also has the option to request transfer of ownership of the 

property to the City at the expiration of the 10
th
 year, or at the beginning of any of the renewal periods. 

The Authorities continued in 2015 to assemble land in the City’s Upper Warwick Boulevard Corridor to 

support the strategic priority of revitalization in this area of the City as they had in 2014.  During fiscal 

year 2015, the EDA purchased properties located at 15401, 15407 & 15411 Warwick Blvd in the amount 

of $928,775, demolishing the deteriorating structures, and grading and seeding the property.    

The EDA continues its Façade Improvement Grant Program, which restores, sustains, and improves 

commercial properties located within the City by providing matching funds toward eligible façade 

improvements.  This program was originally funded by the EDA with an initial commitment of $300,000 

in FY 2012. Because of its huge success, the City and EDA have continued jointly funding this program 

in each of the following years, which has benefited over 79 properties City-wide with grants distributed of 

approximately $1.6 million. 

 

Overview of the Financial Statements 

The Authorities are component units of the City. Component units are other governmental units over 

which the City (the City Council, acting as a group) can exercise influence and/or may be obligated to 

provide financial support. Component units of the City are presented as a separate column in the 

government-wide financial statements of the City.  The Authorities’ operations are accounted for as 

business-type activities in a proprietary fund, which is used to account for the ongoing activities that are 

financed and operated similar to those often found in the private sector.  The measurement focus is upon 

determination of net income. 

The Authorities’ financial section of the annual report consists of two parts: management’s discussion and 

analysis (this section) and the basic financial statements and related notes. 



ECONOMIC AND INDUSTRIAL DEVELOPMENT AUTHORITIES 

OF THE CITY OF NEWPORT NEWS, VIRGINIA 

(Component Units of the City of Newport News, Virginia) 

Notes to Financial Statements 

Years ended June 30, 2016 and 2015 
 

5 

 

Financial Analysis  

The following table reflects the condensed net position of the Authorities: 

Table A-1

 Authorities’ Net Position

                                                                 For the years ended June 30, 2016, 2015 and 2014

(in millions)

2016 2015 2014

Current and other assets $ 59.64           $ 56.01           $ 54.70            

Capital assets, net 171.16         164.05         155.89         

 Total assets  230.80          220.06          210.59          

    

 

Deferred swaps $  0.09    $  1.23    $  2.89   

Deferred refunding  6.25     6.79     7.45   

Total deferred outflows of resources  6.34     8.02     10.34   

Current and other liabilities $ 14.37           $ 10.66           $ 10.61           

Long-term liabilities 99.72           112.31         110.52         

 Total liabilities  114.09          122.97          121.13          

Deferred inflows of resources $ 0.01             $ 0.03             $ 0.14             

Net investment in capital assets $ 79.96           $ 61.85           $ 58.80            

Restricted 14.94           13.78           12.87           

Unrestricted 28.14           29.45           27.98           

Total Net Position $ 123.04         $ 105.08         $ 99.65            

 

 

Total asset and deferred outflows of resources of the Authorities exceeded recorded liabilities and 

deferred inflows of resources by $123.04 million as of June 30, 2016, $105.08 million as of June 30, 2015 

and $99.65 million as of June 30, 2014.  Approximately $14.94 million in fiscal year 2016, $13.78 

million in fiscal year 2015, and $12.87 million in fiscal year 2014 of net position is restricted as to the 

purpose for which it may be used.   
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The Authorities’ total operating revenues were $41.26 million for the fiscal year ending June 30, 2016.  

Property rentals comprised of both operating and capital lease revenues represented 23% of total 

operating revenues.  Intergovernmental revenue from the City approximated $26.41 million in fiscal year 

2016. Land sales in FY 2016 were $4.27 million. 

 

 

Revenues by Source in Millions
$9.58, 23%

$5.27, 13%
$26.41, 64%

Property Rentals

RAISE, Parking
Revenue, Land
Sales

Intergovernmental
- City of Newport
News

 

 

file:///C:/Users/jonesji/AppData/Local/Microsoft/Windows/Accounting%2013/AppData/Local/Microsoft/Windows/Temporary%20Internet%20Files/Content.Outlook/AppData/Local/Microsoft/Windows/Audtshar/2009%20Financial%20Statements/AVP%206-30-09.xls
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The following table summarizes the changes in the Authorities’ net position: 

 
Table A-2

Changes in Authorities’ Position

                                                                 For the years ended June 30, 2016, 2015 and 2014

(in millions)

2016 2015 2014

Revenues and expenses:

Operating revenues:

Property rentals $  9.58    $  9.89    $  10.07   

Parking contributions  0.18     0.18     0.14   

Land sales  4.27     0.24     0.86   

Parking Revenues  0.69     0.69     0.63   

Intergovernmental - Regional Air Service Enhancement Fund  0.13     0.13     0.14   

Intergovernmental - City of Newport News  26.41     12.60     16.01   

Total operating revenues  41.26     23.73     27.85   

Operating expenses:

Cost of land sold  5.00     0.24     0.17   

Contractual services  5.84     5.73     6.05   

Depreciation and amortization  5.09     5.03     4.77   

Materials and supplies  0.50     0.48     0.53   

Rental expenses  1.43     1.48     2.87   

Salaries and wages  0.66     0.67     0.64   

Miscellaneous  0.55     0.48     0.54   

Total operating expenses  19.07     14.11     15.57   

Operating income  22.19     9.62     12.28   

Nonoperating expenses, net (4.23)  (4.19)  (6.82)  

Special item:  Achievable Dream —    —    (3.57)  

Change in net position  17.96     5.43     1.89   

Net position, beginning  105.08     99.65     97.76   

Net position, ending $  123.04    $  105.08    $  99.65   

 

The net position (assets and deferred outflows over liabilities), increased in fiscal year 2016 by 

approximately $17.96 million compared to an increase in fiscal year 2015 of $5.43 million and an 

increase in fiscal year 2014 of $1.89 million.  Total operating revenues increased by approximately 

$17.53 million, primarily due to the increase in intergovernmental transfers from the City and 

land/building sales. These transfers were for the purchase of the South Police Precinct and the 

construction and infrastructure in the Brooks Crossing project. The land/building sales in FY 2016 

includes the purchase of the Brooks Crossing grocery store costs to date by the Brooks Crossing Grocery 
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Store, LLC in the amount of approximately $4.1 million with the equivalent amount in cost of 

land/building sold.  The increase in operating expenses in fiscal year 2016 as compared to fiscal year 

2015 was approximately $4.96 million predominantly because of the increase in the cost of land/building 

sold.  The increase in net non-operating expenses in fiscal year 2016 as compared to 2015 is minimal.  In 

2014, net non-operating expenses included the write down of land to lower of cost or market and the write 

down of the loan from the City for financing the Applied Research Center.  The deduction for the pay 

down of the Achievable Dream financing using the debt reserve escrow funds was reported as a special 

item in 2014. 

Capital Assets and Debt Administration 

The following table shows the capital assets at year-end: 

 
Table A-3

Authorities’ Capital Assets

(net of depreciation, in millions)

2016 2015 2014

Buildings $  202.15    $  195.90    $  183.72   

Improvements, machinery and equipment  14.41     14.41     14.36   

Infrastructure  2.54     2.54     2.54   

Construction in progress  12.30     6.35     5.39   

Accumulated depreciation (60.24)  (55.15)  (50.12)  

Total $  171.16    $  164.05    $  155.89   

As of June 30, 2016, 2015, and 2014

 
 

At the end of 2016, the Authorities had $171.16 million invested in capital assets as compared to $164.05 

in 2015 and $155.89 in 2014. During the year, Construction in Progress increased by $5.95 million and 

Buildings increased by $6.25 million.  The increase in Construction in Progress in 2016 was caused by 

several continuing ongoing projects such as the Liebherr Mining Equipment Project, United Parcel 

Service project, and Southeast Grocery Store.  The increase in Buildings in 2016 was caused by the 

purchase of the South Police Precinct and the increase in 2015 represents the purchase of the Apprentice 

School Garage.  Additional information on the Authorities’ capital assets can be found in Note 6 of the 

basic financial statements. 
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The following table summarizes debt outstanding: 

 

Table A-4

Authorities’ Outstanding Debt

As of June 30, 2016, 2015 and 2014

(In millions)

2016 2015 2014

Industrial Revenue Bonds - IDA $  14.00    $  16.41    $  5.29   

Industrial Revenue Bonds - EDA  81.37     88.82     95.78   

Bond Premiums (Discounts)  3.63     3.72     4.05   

Notes payable  1.50     1.50     1.50   

Interest Rate Swap fair value  0.09     1.24     2.89   

Total $  100.59    $  111.69    $  109.51   
 

 

 

As of June 30, 2016, the Authorities had $100.59 million of debt outstanding in bonds and notes payable 

as compared to debt outstanding in June 2015 and June 2014, of $111.69 million and $109.51 million, 

respectively.  In 2016, the Authorities refunded the Conference Center 2006 tax exempt debt in the 

amount of $4.88 million to take advantage of lower interest rate opportunities.  Additional information on 

the Authorities’ long-term debt can be found in Note 9 to the basic financial statements.  

 

Contacting the Authorities’ Financial Management 

This financial report is designed to provide our citizens, taxpayers, bondholders and creditors with a 

general overview of the Authorities’ finances and to demonstrate the Authorities’ accountability for the 

money it receives. If you have questions about this report or need additional financial information, contact 

the Secretary/Treasurer or Financial Services Administrator at (757) 926-8428 of the Authorities, c/o 

Department of Development, 2400 Washington Avenue, 3
rd

 Floor, Newport News, Virginia 23607. 

 

 

 



                             ECONOMIC AND INDUSTRIAL DEVELOPMENT AUTHORITIES

                              OF THE CITY OF NEWPORT NEWS, VIRGINIA

                              (Component Units of the City of Newport News, Virginia)

                              Statements of Net Position

                               June 30, 2016 and 2015

                              Assets and Deferred Outflows

 2016 2015

Current assets:

Cash (note 2) $ 3,721,959    $ 5,028,851   

Restricted cash and cash equivalents (note 3) 12,940,121    12,036,459   

Receivables:

Newport News Capital Fund Revolving Loan Program 96,729    112,056   

Accounts, Notes & Grants 177,489    1,089,435   

Other 1,060,504    934,573   

Net investment in direct financing leases - current portion (note 7) —     80,987   

Total current assets 17,996,802    19,282,361   

Noncurrent assets:
   Restricted cash and cash equivalents (note 3) 2,003,008    1,743,316   

   Restricted investment —     334   

   Receivables:

   Newport News Capital Fund Revolving Loan Program 1,139,968    1,292,245   

   Notes Receivable (note 5) 3,037,590    3,037,590   

   Accounts, Notes & Grants 5,284,494    —    

   Land held for lease or resale (note 4) 30,176,588    30,655,675   

   Non depreciable Capital Assets (Note 6) 12,298,009    6,352,470   

Depreciable Capital Assets, net (Note 6) 158,867,435    157,700,378   

Total noncurrent assets 212,807,092    200,782,008   

Total assets  230,803,894     220,064,369   

Deferred outflows of resources:

Deferred swap (Note 12) 90,311    1,236,300   

Deferred amount on refunding 6,252,879    6,787,478   

 Total deferred outflows of resources 6,343,190    8,023,778   

Liabilities

Current liabilities:

Trade accounts payable and accrued liabilities  1,104,342     477,645   

Construction accounts payable 2,087,316    215,818   

Notes Payable - current portion (note 9) 1,500,000    —    

Due to City of Newport News - current portion (note 11) 383    209,804   

Industrial revenue bonds payable - due within one year (note 9) 9,525,041    9,326,289   

Other current liabilities 154,190    428,773   

Total current liabilities 14,371,272    10,658,329   

Note Payable (note 9) —     1,500,000   

Due to City of Newport News (note 11) 10,155,757    9,946,336   

Industrial revenue bonds payable (note 9) 89,564,789    100,866,778   

Total liabilities 114,091,818    122,971,443   

Deferred inflows of resources:
Unearned revenues 13,906    34,638   

Net investment in capital assets 79,956,396    61,850,736   

Restricted for:

Capital projects 13,432,069    12,298,187   

Capital loans 1,511,060    1,481,922   

Unrestricted 28,141,835    29,451,221   

Total net position $ 123,041,360    $ 105,082,066   

 

See accompanying notes to financial statements.   

 

Net Position

10



                               ECONOMIC AND INDUSTRIAL DEVELOPMENT AUTHORITIES

                              OF THE CITY OF NEWPORT NEWS, VIRGINIA

                              (Component Units of the City of Newport News, Virginia)

                              Statements of Revenues, Expenses and Changes in Net Position

                          Years ended June 30, 2016 and 2015

Operating revenues: 2016 2015

Property rentals (note 8) $ 9,575,024    $ 9,891,196   

Parking contributions 181,645    179,797   

Land/building sales 4,265,841    238,500   

Parking Authority revenues 692,334    686,300   

Intergovernmental - Regional Air Service Enhancement Fund 133,194    133,194   

Intergovernmental - City of Newport News 26,409,271    12,600,381   

Total operating revenues 41,257,309    23,729,368   

Operating expenses:

Cost of land/building sold 4,999,103    243,700   

Contractual services 5,841,294    5,731,589   

Depreciation and amortization 5,092,454    5,028,617   

Materials and supplies 496,250    481,207   

Rental expenses (note 8) 1,431,825    1,482,171   

Commissions —     903   

Salaries and wages 655,672    666,295   

Miscellaneous 554,784    476,722   

Total operating expenses 19,071,382    14,111,204   

Operating income 22,185,927    9,618,164   

Nonoperating revenues (expenses):

Interest income 252,801    167,708   

Interest expense (note 9) (4,533,580)   (4,975,316)  

Interest expense - City of Newport News (283,356)   (283,356)  

Bond and administrative fee income 366,129    245,601   

Governor's opportunity grants —     2,000,000   

Governor's opportunity grants —     (2,000,000)  

Letter of credit and trustee fees (92,579)   (95,092)  

Loss on disposal of capital assets (334)   (139)  

Other 64,286    752,405   

Nonoperating expenses, net (4,226,633)   (4,188,189)  

Change in net position 17,959,294    5,429,975   

Net position at beginning of year 105,082,066    99,652,091   

Net position at end of year $ 123,041,360    $ 105,082,066   

 

See accompanying notes to financial statements.
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                               ECONOMIC AND INDUSTRIAL DEVELOPMENT AUTHORITIES

                               OF THE CITY OF NEWPORT NEWS, VIRGINIA

                               (Component Units of the City of Newport News, Virginia)

                               Statements of Cash Flows

                               Years ended June 30, 2016 and 2015

Cash flows from operating activities: 2016 2015

Receipts from leased properties $ 9,801,089    $ 9,283,072   

Receipts from Regional Air Service Enhancement Fund 133,194    133,194   

Receipts from Parking Authority 692,334    686,300   

Parking contributions received from developers 181,645    179,797   

Receipts from City of Newport News 26,409,271    12,600,381   

Receipts from land sales, net of settlement charges 4,265,841    238,500   

Receipts from loans and mortgages 167,604    398,559   

Payments to suppliers (10,746,488)   (8,754,024)  

Payments to employees (655,672)   (666,295)  

 Net cash provided by operating activities 30,248,818    14,099,484   

Cash flows from capital and related financing activities:

Acquisition of capital assets (12,203,205)   (13,189,921)  

Land held for resale —     (3,958,989)  

Repayment and retirement of industrial revenue bonds and note payable (14,441,631)   (8,531,344)  

Proceeds from issuance of debt 4,884,329    12,700,000   

Payments to City of Newport News (283,356)   (283,356)  

Proceeds from City of Newport News 283,356    283,356   

Interest paid (4,816,936)   (4,936,757)  

Cost of Issuing Bonds 532,753    —    

Other revenues and expenses (62,443)   902,775   

 Net cash used in capital and related financing activities (26,107,133)   (17,014,236)  

Cash flows from investing activities:

Interest received 252,801    167,847   

Loans issued (4,619,345)   (1,270,000)  

Other Investments 334   

Receipt of direct financing lease principal 80,987    959,917   

Net cash provided used in investing activities (4,285,223)   (142,236)  

Decrease in cash and restricted cash and cash equivalents (143,538)   (3,056,988)  

Cash, restricted cash and cash equivalents at beginning of year 18,808,626    21,865,614   

Cash, and restricted cash and cash equivalents at end of year $ 18,665,088    $ 18,808,626   

Reported as:

     Cash $ 3,721,959    $ 5,028,851   

     Restricted cash and cash equivalents (Current) 12,940,121    12,036,459   

     Restricted cash and cash equivalents (Non-Current) 2,003,008    1,743,316   

Cash and restricted cash and cash equivalents at end of year $ 18,665,088    $ 18,808,626   

Reconciliation of operating income to net cash provided by operating activities:

Operating income $ 22,185,927    $ 9,618,164   

Adjustments to reconcile operating income to cash provided by operating activities:

Depreciation and amortization 5,092,454    5,028,617   

Changes in assets and liabilities:

Land inventory 479,087    —    

Mortgages receivable 167,604    398,559   

Other receivables 120,866    (498,559)  

Trade accounts payable and accrued liabilities 2,223,612    (337,732)  

Unearned revenues (20,732)   (109,565)  

8,062,891    4,481,320   

Net cash provided by operating activities $ 30,248,818    $ 14,099,484   

See accompanying notes to financial statements.  
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(1) Summary of Significant Accounting Policies 

Narrative Profile 

The Economic Development Authority of the City of Newport News, Virginia (the “EDA”) was 

created by Chapter 726 of the 1972 Acts of the Virginia General Assembly, as amended, and the 

Industrial Development Authority of the City of Newport News, Virginia (the “IDA”) was created 

by City Ordinance 3954-89 in accordance with Title 15.2, Chapter 49 of the Code of Virginia, 

1950, as amended, (collectively, the “Authorities” or “EIDA”) for the purpose of attracting and 

promoting industry and economic development within the City of Newport News, Virginia (the 

“City”). This purpose has been served through the acquisition, development and resale of land for 

business and industrial sites within the City, through issuance of industrial revenue bonds to finance 

the sale of land and construction of buildings for private enterprises, and through the establishment 

of loan programs to promote small business development. 

(a) Financial Reporting Entity 

The Authorities’ financial statements are prepared in conformity with accounting principles 

generally accepted in the United States of America (“GAAP”) as applicable to governmental 

units.  The Governmental Accounting Standards Board (“GASB”) is the accepted standard-

setting body for establishing governmental accounting and financial reporting principles.  In 

accordance with GAAP, the Authorities are considered component units of the City for 

reporting purposes and, as such, will be discretely presented component units in the City’s 

Comprehensive Annual Financial Report. Future funding and ongoing cash flows of the 

Authorities are dependent on the City.  The EDA and the IDA are reported as one 

consolidated entity in their financial statements. 

In evaluating how to define the Authorities, for financial reporting purposes, management has 

determined that there are no entities over which the Authorities exercise significant influence. 

Significant influence or accountability is based primarily on operational or financial 

relationships with the Authorities. Since the Authorities do not exercise significant influence 

or accountability over other entities, they have no component units. 

(b) Basis of Accounting 

The Authorities’ operations are accounted for as a proprietary fund, using the economic 

resources measurement focus. The Authorities charge fees for Industrial Revenue Bonds, 

acquire, develop, and resell land and buildings and administer various operating and direct 

financing leases. 

The financial statements are presented on the accrual basis of accounting.   Under this method 

of accounting, revenues are recognized when earned and expenses are recorded when 

liabilities are incurred without regard to receipt or disbursement of cash. Proprietary funds 

distinguish operating revenues and expenses from non-operating items. Operating revenues 

and expenses generally result from providing services and producing and delivering goods in 

connection with ongoing operations. The principal operating revenues of the Authorities 

include the sale of land, intergovernmental transfers in from the City and lease income. 

Operating expenses include the cost of land sold, contractual services, depreciation and 

amortization, materials and supplies, rental expenses, salaries and wages, and commissions.  

All revenues and expenses not meeting this definition are reported as non-operating revenues 

and expenses.  
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(1) Summary of Significant Accounting Policies (continued) 

(c) Capital Assets 

Capital assets are recorded at historical cost. Contributed capital assets are recorded at 

estimated fair market value on the date of receipt. Capital assets are defined by the 

Authorities as assets with an initial, individual cost of more than $5,000 and a useful life of 1 

year.  Net interest costs on funds borrowed to finance the construction of capital assets are 

capitalized.  No interest was incurred, capitalized and included in construction in progress at 

June 30, 2016 and 2015, respectively. The costs of major improvements are capitalized while 

the cost of maintenance and repairs, which do not improve or extend the life of an asset, are 

expensed. When items of property and equipment are sold or retired, the related cost and 

accumulated depreciation are removed from the accounts and any gain or loss is included in 

the results of operations. Depreciation has been provided over the useful lives using the 

straight-line method.  The estimated useful lives are as follows: 

Buildings and improvements 5-50 years

Machinery and equipment 5-20 years

Infrastructure 20-50 years

 

(d) Land Held for Lease or Resale and Cost of Land Sold 

Land held for lease or resale is stated at acquisition cost plus improvements and capitalized 

interest, if applicable, but not in excess of net realizable value. Capitalized costs of projects 

are assigned to individual components of the projects based on specific identification. If 

specific identification is not practicable, capitalized interest costs are allocated to each parcel 

benefited, based on relative fair value before construction. As land is sold, all costs associated 

with that land are charged to cost of land sold. 

(e) Capitalized Leases 

The net investment in direct financing leases includes the total minimum lease payments (set 

up as a receivable) less the unamortized unearned income, which is the difference in the total 

minimum lease payments and the carrying value of the asset at inception. The lease payments 

received decrease the outstanding receivable and the unearned income is amortized over the 

life of the lease. 

         (f)     Deferred Outflows and Inflows of Resources 

                   Deferred outflows of resources represent a consumption of net position that applies to a future 

period and so will not be recognized as an expense until then.  The Authorities’ deferred 

outflows of resources consist of the change in value of their effective derivative instruments 

at the end of the reporting period and the amounts by which the principal and premium of the 

2015 and 2012 refunding bonds exceeded the net carrying amount of the refunded debt.  The 

deferred refunding outflow is being amortized over the remaining life of the refunded debt.  

The deferred inflows of resources represent revenues earned in a future period.  These 

deferred inflows will be recognized as revenue when earned.   
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(1) Summary of Significant Accounting Policies (continued)  

(g) Miscellaneous 

Cash Equivalents 

For purposes of the Statement of Cash Flows, cash equivalents are defined as short-term, 

highly liquid investments that are both (a) readily convertible to known amounts of cash and 

(b) so near maturity that they present insignificant risk of changes in value because of 

changes in interest rates. Generally, the Authorities consider investments with original 

maturities of three months or less to be cash equivalents. 

Restricted Investments 

Restricted investments consist of common stock equity in Waterside Capital Corporation 

(WSCC). In January 1998, WSCC changed its name from Eastern Virginia Small Business 

Investment Corporation to Waterside Capital Corporation. The goal of WSCC was to provide 

equity financing for new ventures that would bring new jobs and additional revenue to the 

area. By investing in the WSCC, the Authorities were providing capital through the WSCC to 

the new ventures, which they could not get from other lending institutions. WSSC is now in 

receivership and, in March of 2015, the Authorities filed a written claim against WSCC in the 

amount of $334, which was based on the latest available quote on February 2, 2015 and is the 

fair value at June 30, 2015. In 2016, the Authorities claim was denied and the remaining fair 

value was written off.   All investments of the Authorities are stated at fair value at June 30, 

2016 and 2015. 

Loans and Mortgages Receivable 

Loans and mortgages receivable include loans extended from the Newport News Capital 

Fund; a U.S. Economic Development Administration-funded revolving loan fund program 

that extends mortgages, equipment loans, and working capital to certain area businesses for 

the land and property they are occupying. The loans and mortgages range in length from 1 to 

15 years. In 1998, the Authorities established a micro loan program to encourage 

entrepreneurship and small business development within the City. Once approved, micro 

loans are serviced and accounted for by the Newport News Redevelopment and Housing 

Authority. 

Swap Agreements 

The Authorities have entered into various interest rate swap agreements to modify the interest 

rate on outstanding debt.   Note 12 addresses the risk associated with the swap agreements.  

 

Net position policies  

Net position is classified as net investment in capital assets, restricted, and unrestricted.  Net 

investment in capital assets is defined as capital assets net of related debt and net of deferred 

inflows and outflows attributable to the acquisition, construction or improvements of those 

assets.  Restricted net position represents constraints on resources that are either externally 

imposed by creditors, contributions, or laws and regulations of other governments, or 

imposed by law through state statue. 
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(1) Summary of Significant Accounting Policies (continued) 

Allowance for Doubtful Accounts 

The allowance for doubtful accounts reflects management’s best estimate of probable losses 

in the accounts receivable balance.  The allowance is determined based on known troubled 

accounts, historic experience, and other currently available evidence.  As of June 30, 2016 

and 2015, there was no allowance for doubtful accounts. 

(2) Cash  

Cash consists of cash on hand, deposits in banks (including certificates of deposit) and short-term 

investments in the State Treasurer’s Local Government Investment Pool (the Virginia LGIP).  The 

cash and investments of the Authorities are included in a cash and investment pool administered by 

the City in order to optimize investment returns.  Earnings are allocated monthly to the Authorities 

on the basis of its average daily cash balance. 

 

(a) Deposits 

All cash of the authorities is maintained in accounts collateralized in accordance with the 

Virginia Security for Public Depositories Act, Section 2.2-4400 et. Seq. of the Code of 

Virginia or covered by federal depository insurance.  Under the Act, banks holding public 

deposits in excess of the amounts insured by FDIC must pledge collateral in the amount of 

50% of the excess deposits to a collateral pool in the name of the Commonwealth’s Treasury 

Board.  Savings and loan institutions are required to collateralize 100% of deposits in excess 

of FDIC limits.  The Commonwealth’s Treasury Board is responsible for monitoring 

compliance with the collateralization and reporting requirements of the Act and for notifying 

local governments of compliance by banks and savings and loans. 

(b) Investments   

The Authorities categorize its fair value measurements within the fair value hierarchy 

established within GASB.  The hierarchy is based on the valuation inputs used to measure the 

fair value of an asset.  Level 1 inputs are quoted prices in active markets for identical assets; 

Level 2 inputs are significant other observable inputs; Level 3 inputs are significant un 

observable inputs.  Common stock equity is stated at approximate fair value based on quoted 

market prices (Level 1 inputs) at June 30, 2016 and 2015 and interest rate swaps are valued 

based upon significant other observable inputs (Level 2 inputs) which are discussed in Note 

12.  The Local Government Investment Pool is reported at amortized cost, which 

approximates LGIP. 

(c) Credit Risk 

Custodial Credit Risk:  The Authorities deposits at June 30, 2016 were fully insured or 

collateralized by securities held in the name of the City by the City’s custodial banks.  
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(2)      Cash  (continued) 

 (c) Credit Risk 

Custodial Credit Risk – Investments:  The City policy requires that all securities purchased 

for the Authorities shall by held by the City Treasurer or by the City Treasurer’s designated 

third party custodian.  If held by a custodian, the securities must be in the Authorities’ or in 

the custodian’s nominee name and identifiable on the custodian’s books as belonging to the 

Authorities and the custodian must be a third party, not a counter-party (buyer or seller). 

Credit Risk of Debt Securities of Primary Government:  The Authorities rated debt 

investments as of June 30, 2016, were rated by Standard & Poors and Moody.  The rating for 

the LGIP is presented below using the Standard & Poors rating scale. 

                 Weighted 

                   Average   

            Credit       Maturity 

   Assets held by the Treasurer       Fair Value    Rating        (Years)_ 
  

    LGIP $ 13,792,526     AAAm 0.08 

 

 

 

(3) Restricted Cash and Cash Equivalents 

Restricted cash and cash equivalents dedicated for specific projects and activities at June 30, 2016 

and 2015 are as follows: 

2016 2015

Applied Research Center Fund $ 2,358,531    $ 2,036,221   

Air Service Enhancement Fund 1,435,456    1,198,038   

City Center at Oyster Point 4,671,157    4,474,280   

Bond escrow funds 186,083    175,083   

Newport News Capital Fund 268,318    54,213   

Micro Loan Fund 6,045    23,408   

Rouse Tower Fund 2,811,244    2,571,813   

City Center Garage Escrow accts and imprest fund 90,200    90,200   

Parking Authority Fund 978,802    868,802   

Brooks Crossing 25,114    25,033   

Tourism Zones 1,816,925    1,568,233   

FIG Grant 295,254    694,451   

Total $ 14,943,129    $ 13,779,775   

Classified as:

Current $ 12,940,121    $ 12,036,459   

Noncurrent 2,003,008    1,743,316   

$ 14,943,129    $ 13,779,775   
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(4) Land Held for Lease or Resale 

Land held for lease or resale at June 30, 2016 and 2015 is comprised of the following tracts: 

2016 2015

Oakland Industrial Park $ 4,286,083    $ 4,250,022   

Jefferson Avenue/Habersham (formerly HRSD/Jefferson) 2,246,598    2,246,598   

Jefferson Center - Research and Technology 4,486,797    4,486,797   
Oyster Point of Newport News 2,211,096    2,211,096   

Patrick Henry Commerce Center 1,897,080    1,897,080   

Sears and VSS Land 929,943    929,943   

Port Warwick/Light Rail 1,036,640    1,036,640   

Downtown Engineering Center 753,600    753,600   

809 Omni Blvd 433,900    433,900   

Southeast Corridor 2,121,400    3,006,000   

Oriana Road 1,066,900    1,066,900   

Rouse Tower Land 1,164,800    1,164,800   

UPS 2,526,732    2,526,732   

Apprentice School Garage Land 641,700    641,700   

South Police Precinct 357,200    —    

Miscellaneous parking lots 874,323    874,323   

Miscellaneous parcels 3,141,796    3,129,544   

Total $ 30,176,588    $ 30,655,675     

 

 

During 1996, the Authorities purchased the Carleton Farm property using bond proceeds 

transferred from the City. The property, valued at approximately $4.5 million and the related debt 

are included in the assets and liabilities of the City. 

 

During 1997, the Authorities purchased the Endview property using bond proceeds transferred from 

the City. The property, with a negotiated purchase price of approximately $9 million, and related 

liability are included in the assets and liabilities of the City. Proceeds from the sale of Endview 

properties will be used to pay down any outstanding debt incurred by the City. In 1998, the 

Authorities conveyed 25.3 acres to the City for historic preservation purposes by the City’s Parks 

and Recreation Department.   

In fiscal year 2016, the Authorities purchased the South Police Precinct land and building from 

Armada Hoffler after completion of construction.  The Authorities entered into a lease with the City 

for the facility for a period of 10 years with a rental fee of $1.00 per year.   
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(5) Other Note Receivable 

 The major component of receivables, as of June 30, 2016 and 2015, is a promissory note originally 

due from Oyster Point Hotel Associates, LLC (OPHA, LLC) for $3,700,000.  The balance of this 

note as of June 30, 2016 and 2015 was $3,037,590, plus accrued interest of $961,210 and $854,894 

for June 30, 2016 and 2015, respectively.  This note bears interest, compounded annually, at the 

rate of 3.5% per year.  Provided Newport News-Oyster Point Hotel, LLC has funds to satisfy a 

preferred return to its members on the total project, Newport News-Oyster Point Hotel, LLC is 

required to make a repayment of principal and accrued interest on this loan. During fiscal year 

2016, Newport News-Oyster Point Hotel, LLC was not required to make a payment of principal or 

accrued interest due to the inability to satisfy a preferred return to its members on the total project.  

Management believes this note to be fully collectible. 
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(6) Capital Assets 

  

Capital assets at June 30, 2016 and 2015 and related changes for the years then ended are as 

follows:  

 

        

Balance 

     

Balance 

        

July 1, 

     

June 30, 

        

2015 

 

Increases 

 

Decreases/Transfers 

 

2016 

Capital assets not being 

         

 

depreciated - 

          

  

Construction in progress $   6,352,470 $  10,060,042 $ 

                               

                           

(4,114,503)  $ 

    

12,298,009 

           

Other capital 

assets: 

          

 

Buildings 

    

 195,895,590 

 

6,257,666 

 

                 — 

 

202,153,256 

 

Improvements 

   

14,327,640 

 

                      

                  —                 

 

                 — 

 

  14,327,640 

 

Infrastructure 

   

       2,543,500  

 

                 — 

 

                 — 

 

  2,543,500 

 

Machinery and equipment 

 

 84,674 

 

                 — 

 

                 — 

 

         84,674 

        

 212,851,404 

 

6,257,666 

 

                 — 

 

219,109,070 

 

Less accumulated depreciation 

for: 

        

  

Buildings 

   

(46,727,899) 

 

(4,666,092)  

 

                 — 

 

 (51,393,991) 

  

Improvements 

  

     (7,425,079) 

 

(326,749) 

 

                 — 

 

   (7,751,828) 

  

Infrastructure 

  

(913,374)  

 

(97,768)  

 

                 — 

 

(1,011,142)   

  

Machinery and equipment 

 

      (84,674)  

 

                 — 

 

                 — 

 

(84,674)   

        

(55,151,026)  

 

(5,090,609)   

 

                 — 

 

    

(60,241,635)   

    

Total capital assets, 

 

  

 

  

 

  

 

  

     

being depreciated, 

net  157,700,378 

 

1,167,057 

 

                 — 

 

158,867,435 

    

Capital assets, net $    164,052,848 $    11,227,099 $ 

               

(4,114,503)                                $ 171,165,444 
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(6) Capital Assets (continued) 

        

Balance 

     

Balance 

        

July 1, 

     

June 30, 

        

2014 

 

Increases 

 

Decreases 

 

2015 

Capital assets not being 

         

 

depreciated - 

          

  

Construction in progress $   5,390,234 $  13,778,695 $ 

 

(12,816,459)       $     6,352,470 

           

Other capital 

assets: 

          

 

Buildings 

    

 183,720,830 

 

                        

       

12,174,760 

 

                 — 

 

195,895,590 

 

Improvements 

   

14,274,715 

 

         52,925                          

 

                 — 

 

  14,327,640 

 

Infrastructure 

   

       2,543,500  

 

                 — 

 

                 — 

 

  2,543,500 

 

Machinery and equipment 

 

 84,674 

 

                 — 

 

                 — 

 

         84,674 

        

 200,623,719 

 

12,227,685 

 

                 — 

 

212,851,404 

 

Less accumulated depreciation 

for: 

        

  

Buildings 

   

(42,152,355) 

 

(4,575,544)  

 

                 — 

 

 (46,727,899) 

  

Improvements 

  

     (7,073,655) 

 

(351,424) 

 

                 — 

 

   (7,425,079) 

  

Infrastructure 

  

(815,606)  

 

(97,768)  

 

                 — 

 

(913,374)   

  

Machinery and equipment 

 

      (84,674)  

 

                 — 

 

                 — 

 

(84,674)   

        

(50,126,290)  

 

(5,024,736)   

 

                 — 

 

    

(55,151,026)   

    

Total capital assets, 

 

  

 

  

 

  

 

  

     

being depreciated, 

net  150,497,429 

 

7,202,949  

 

                 — 

 

157,700,378 

    

Capital assets, net $    155,887,663 $    20,981,644 $ 

    

(12,816,459) $ 164,052,848 
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(7) Net Investment in Direct Financing Leases  

In fiscal year 2016 and 2015, the Authorities were lessors in one direct financing lease on a 

property within the City. The lease agreement on which final payment was made June 30, 2016, is 

an agreement with a private company, the objective of which was to increase the economic activity 

in the City.  The following schedule lists the composition of the net investment in direct financing 

leases as of June 30, 2016 and 2015: 

2016 2015

Minimum lease payments to be received $ –     $ 81,156 

Less unearned income –     (169)

Net investment in direct financing leases $ –     $ 80,987 

Classified as:  

Current $ –     $ 80,987

Noncurrent –     –     

$ –     $ 80,987

 

Unearned income on direct financing leases recognized in 2016 and 2015 are $0 and $169, 

respectively. 
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(8) Operating Leases 

(a) Lessee Operating Leases 

The Authorities lease land and property in Newport News. Lease terms range from 1 to 20 

years.  Rent expense for the year was $1,431,825. 

Future minimum lease payments on these non-cancelable operating leases, as of June 30, 

2016, are as follows: 

Year ending June 30:

2017 $ 1,040,589   

2018 1,009,833   

2019 1,011,817   

2020 1,013,855   

2021 1,015,947   

2022-2026 4,585,550   

2027 75,833   

Total $ 9,753,424   

 

 

(b) Lessor Operating Leases 

The Authorities have developed several properties in which they own the land and buildings. 

These properties were developed with the purpose of entering into lease agreements to private 

companies. These lease agreements, whose terms range from 1 to 25 years, are made to 

increase the economic activity of the City. The following schedule shows the composition of 

the Authorities’ investment in property in operating leases at June 30, 2016 and 2015.    

 
2016 2015

Land $ 6,495,567 $ 6,138,367 

Buildings 127,804,745 121,547,078 

Improvements & Parking Lots 3,866,383 3,813,459 

Less accumulated depreciation (37,841,588) (34,929,739)

Net investment in property held for lease $ 100,325,106 $ 96,569,165 
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(8) Operating Leases (continued) 

(b) Lessor Operating Leases (continued) 

Income from operating leases for the year is $9,575,024.  Minimum future rental income 

from operating leases as of June 30, 2016 is as follows: 

Year ending June 30:

2017 $ 8,128,712   

2018 7,283,794   

2019 2,642,713   

2020 1,365,246   
2021 1,271,111   

2022-2026 5,808,654   

   2027-2031 4,262,471   

Total $ 30,762,701   

 

(9) Industrial Revenue Bonds and Note Payable 

Industrial Revenue Bonds and Note Payable (the “Bonds and Note”) have been issued in the name 

of the Authorities to finance construction projects. The Bonds and Note, both as to principal and 

interest, are payable generally from lease proceeds. In the event of default by the lessee, the holders 

of the Bonds and Note have no recourse against the Authorities, but must look to the property and 

lessee for indemnity.  In 2016 and 2015, approximately $15.1 million and $16.7 million, 

respectively, of the Bonds and Note are considered a moral obligation of the City.  A moral 

obligation of the City is a contingent guarantee of a third party’s debt. It is referred to as a “moral” 

obligation because it is not a legal obligation of the City but a good faith obligation, which, if called 

upon, would require appropriations by City Council of amounts sufficient to pay the guaranteed 

amounts.  Since 1995, when the first moral obligation was issued by the Authorities, there has never 

been a need to call upon the City to appropriate any funds on morally obligated debt.     
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(9) Industrial Revenue Bonds and Note Payable (continued) 

The Bonds and Note at June 30, 2016 and June 30, 2015 and related changes for the years then 

ended are comprised of the following: 

Effective Balance Balance Amount due

Issue Maturity interest July 1, June 30, within

date date rates* 2015 Additions Reductions 2016 one year

SEARS 03/01/98 10/01/2018 5.40%    3,406,011  —   (984,176) 2,421,835  1,039,867 

VSS 03/01/98 10/01/2018 5.40%    3,091,617  —   (893,341) 2,198,276  943,891 

Downtown Eng 04/05/00 07/01/2031 7.64%    15,780,000  —   (1,060,000) 14,720,000  1,020,000 

Merchant’s Walk 12/21/10 12/1/2020 2.70%    5,364,000  —   (894,000) 4,470,000  894,000 

Printpack 08/15/03 9/1/2018 2.93%    v 1,140,000  —   (1,140,000) —   —   

Fountain Way 12/07/04 07/01/2031 4.75%     1,340,000  —   (670,000) 670,000  670,000 

Hotel Promissory 12/07/04 07/01/2031 4.75%     410,000  —   (205,000) 205,000  205,000 
Rouse Project 12/29/05 1/15/2031 5.14%     360,000  —   (360,000) —   —   

Mariner's Row 12/29/05 1/15/2031 5.14%     840,000  —   (840,000) —   —   

Conference Center 06/30/06 07/01/2031 4.00%     6,895,000  —   (5,785,000) 1,110,000  1,110,000 

CITI A '07 02/26/07 08/01/2022 1.41%    v 2,129,900  —   (240,905) 1,888,995  314,151 

CITI B '07 02/26/07 08/01/2022 1.96%    v 443,173  —   (52,285) 390,888  55,392 

Series 2012A 10/12/12 7/1/2030 4.00%    25,390,000  –     —   25,390,000  —   

Series 2012B 10/12/12 7/1/2031 0.76%     25,950,000  –     (340,000) 25,610,000  1,830,000 

A-School Garage 07/23/15 9/1/2027 3.80%     12,700,000  –     (976,924) 11,723,076  976,924 
Series 2015 07/23/15 9/1/2027 3.48%     —   4,575,000 –     4,575,000  —   

 105,239,701  4,575,000 (14,441,631) 95,373,070  9,059,225 

 Premium on bonds payable 78,891  —   (71,396) 7,495 7,495 

 Discount on bonds payable (2,458) —   1,843  (615) (615)

 Premium on bonds payable - 2012 3,640,633 —   (330,393) 3,310,240 330,391 

 Premium on bond payable - 2015 –     309,329  –     309,329 38,234 

 Add interest rate swap fair value 1,236,300 —   (1,145,989) 90,311 90,311 
Total bonds payable, net 110,193,067 4,884,329 (15,987,566) 99,089,830 9,525,041 

Notes payable:

809 Omni Blvd 08/31/07 07/01/2017 1.30%    v 1,500,000 —   –     1,500,000 1,500,000 

1,500,000  —   –     1,500,000  1,500,000 

Total bonds and note payable $ 111,693,067 $ 4,884,329 $ (15,987,566) $ 100,589,830 $ 11,025,041 

* v denotes variable rate bonds
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(9) Industrial Revenue Bonds and Note Payable (continued) 

Effective Balance Balance Amount due

Issue Maturity interest July 1, June 30, within

date date rates* 2014 Additions Reductions 2015 one year

UPS, 04 06/04/04 07/01/2015 5.58%    $ 944,230  $ —   $ (944,230) $ —   $ —   

SEARS 03/01/98 10/01/2018 5.40%    4,338,281  —   (932,270) 3,406,011  984,177 

VSS 03/01/98 10/01/2018 5.40%    3,937,840  —   (846,223) 3,091,617  893,341 

Downtown Eng 04/05/00 07/01/2031 7.64%    16,840,000  —   (1,060,000) 15,780,000  1,060,000 

Merchant’s Walk 12/21/10 12/1/2020 2.70%    6,258,000  —   (894,000) 5,364,000  894,000 

Printpack 08/15/03 9/1/2018 2.65%    v 1,500,000  —   (360,000) 1,140,000  360,000 

City Operations Ctr 12/07/04 07/01/2026 3.50%     110,000  —   (110,000) —   —   

Fountain Way 12/07/04 07/01/2031 4.75%     2,010,000  —   (670,000) 1,340,000  670,000 

Conference Center 12/07/04 07/01/2031 4.75%     1,025,000  —   (1,025,000) —   —   

Hotel Promissory 12/07/04 07/01/2031 4.75%     615,000  —   (205,000) 410,000  205,000 
Rouse Project 12/29/05 1/15/2031 5.14%     715,000  —   (355,000) 360,000  360,000 

Mariner's Row 12/29/05 1/15/2031 5.14%     1,660,000  —   (820,000) 840,000  840,000 

Conference Center 06/30/06 07/01/2031 4.00%     6,930,000  —   (35,000) 6,895,000  1,110,000 

CITI A '07 02/26/07 08/01/2022 1.13%    v 2,355,047  —   (225,147) 2,129,900  240,905 

CITI B '07 02/26/07 08/01/2022 1.78%    v 492,647  —   (49,474) 443,173  52,286 

Series 2012A 10/12/12 7/1/2030 4.00%    25,390,000  –     —   25,390,000  —   

Series 2012B 10/12/12 7/1/2031 0.76%     25,950,000  –     —   25,950,000  340,000 
A-School Garage 07/23/15 9/1/2027 3.80%     —   12,700,000 —   12,700,000  976,924 

 101,071,045  12,700,000 (8,531,344) 105,239,701  8,986,633 

 Premium on bonds payable 90,901  —   (12,010) 78,891 11,108 

 Discount on bonds payable (6,339) —   3,881  (2,458) (1,844)

 Premium on bonds payable - 2012 3,971,023 —   (330,390) 3,640,633 330,391 

 Add interest rate swap fair value 2,887,589 —   (1,651,289) 1,236,300 –     
Total bonds payable, net 108,014,219 12,700,000 (10,521,152) 110,193,067 9,326,289 

Notes payable:

809 Omni Blvd 08/31/07 07/01/2017 1.30%    v 1,500,000 —   –     1,500,000 —   

1,500,000  —   –     1,500,000  —   

Total bonds and note payable $ 109,514,219 $ 12,700,000 $ (10,521,152) $ 111,693,067 $ 9,326,289 

* v denotes variable rate bonds
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Maturities of industrial revenue bonds and note payable for succeeding fiscal years are as follows: 

 

Principal Interest

Year ending June 30:

2017 $ 10,559,225       $ 3,026,695      

2018 9,001,528         2,696,540      

2019 7,642,820         2,440,914      

2020 9,122,407         2,203,582      

2021 7,118,909         1,999,520      

2022-2026 28,659,333       7,346,387      

2027-2031 22,988,848       2,570,827      

2032 1,780,000         34,722           

Totals $ 96,873,070       $ 22,319,187    

 
 

A significant portion of the Authorities’ outstanding debt is payable solely from lease proceeds. 

Lease agreements are set up to, at the very least, cover the principal and interest payments of the 

outstanding debt associated with that specific lease.  

 

In FY 2016, the Authorities refunded a portion of its 2006 tax exempt Conference Center bonds 

with a Series 2015 GO bond in the amount of $4,575,000.00.  This refunding took advantage of 

favorable market conditions and will deliver debt service savings with no extension of maturity.  

The difference between the cash flows required to service the old debt and the cash flows required 

to service the new debt is $596,782. The economic gain from the transaction, which is the 

difference between the present value of the old debt service and the present value of the refunded 

debt service, is $562,329. 

 

In FY 2015, the Authorities exercised its purchase option under the Apprentice School Garage lease 

and purchased the parking facilities located at 150 33
rd

 Street for $12,759,580, financing the 

purchase with a $12.7 million taxable revenue bond secured by a Payment Agreement with the 

City.  The bond is a fixed rate bond at 3.80% and matures on September 1, 2027. 
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(10) Conduit Debt Obligations 

From time to time, the Authorities have issued Industrial Revenue Bonds (the “Bonds”) to provide 

financial assistance to private sector and nonprofit entities for the acquisition and construction of 

industrial, commercial and residential facilities deemed to be in the public interest. The Bonds are 

secured by the property financed and are payable solely from payments received on the underlying 

mortgage loans. Upon repayment of the Bonds, ownership of the acquired facilities transfers to the 

private-sector entity served by the bond issuance. Neither the City, the Commonwealth, nor any 

political subdivision thereof is obligated in any manner for repayment of the bonds.  Furthermore, 

in the event of default by the lessee, the holders of the Bonds have no recourse against the 

Authorities, but must look to the property and lessee for indemnity. Accordingly, the Bonds are not 

reported as liabilities in the accompanying financial statements. 

In June 30, 2016 and June 30, 2015, there were ten and eight Bonds outstanding with an aggregate 

principal amount payable of approximately $368 and $251 million, respectively.   Conduit debt at 

June 30, 2016 and 2015 is listed in the accompanying schedule after the Notes to Financial 

Statements. 

(11) Transactions with Related Parties 

By resolution passed in June 1998, the EDA shall repay the City the sum of $16.4 million 

representing City financing of the construction of the Applied Research Center (ARC). The 

repayment of this debt includes interest at 2.79% (previously 3.729% and 5.125% before City’s 

refinancing of the bonds).  The payment is in annual principal and interest payments representing 

the net revenues of the ARC after operating expenses, building reserves and short-term debt 

repayment. In 2016 and 2015, the Authorities paid interest only on the outstanding debt; therefore, 

at June 30, 2016 and 2015, the outstanding balance was $10,156,140.   

The City provides certain financial management and accounting services to the Authorities. There 

were no charges for these services during the years ended June 30, 2016 and 2015. 

(12) Interest Rate Swap Agreements 

Interest rate swaps are derivative instruments associated with hedging interest expense that is 

determined to be effective in reducing exposures to identified financial risks.  Effectiveness is 

determined by considering whether the changes in cash flows or fair values of the interest rate swap 

substantially offset the changes in cash flows or fair values of the bond interest expense.  In these 

instances, hedge accounting should be applied.  Under hedge accounting, the changes in fair values 

of the interest rate swap are reported as either deferred inflows or deferred outflows in the 

Statement of Net Position.  During 2015, the 2007A and 2007B swaps were terminated without 

penalty and reverted to a variable rate of 30-day LIBOR plus .95% and 65% of LIBOR plus 1.66% 

respectively. In addition, the 2004 debt was paid off at June 30, 2015, leaving only the 2000A and 

2000B swaps remaining.  Both the 2000A and 2000B interest rate swaps mature on July 1, 2016.  A 

fixed rate credit facility has been negotiated with Wells Fargo Bank for the 2000A Bond with 

closing scheduled for July 1, 2016.  The 2000B bond swap will revert to a variable rate on the date 

of swap maturity.  As of June 30, 2016 and 2015, management has determined that the remaining 

interest rate swaps are effective. 
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(12) Interest Rate Swap Agreements (continued) 

Objective of the interest rate swaps.  As a means to lower its borrowing costs when compared 

against fixed-rate bonds at the time of issuance, the Authorities have entered into multiple interest 

rate swaps in connection with various revenue bond issuances.  The intention of the swaps was to 

effectively change the Authorities’ variable interest rate on the bonds to a synthetic fixed rate.  

Following is a summary of significant information pertaining to each swap: 

 
2000A 2000B 2004

Original notional value 5,000,000$            25,000,000$   8,046,249$        

Notional value at 6/30/16 2,640,000              12,708,353     -                         

Effective Date 6/1/2001 6/1/2001 5/1/2004

Termination (maturity) date 7/1/2016 7/1/2016 7/1/2015

Bond maturity date 7/1/2031 7/1/2031 7/1/2015

Fixed rate 7.64% 7.64% 5.58%

Floating leg Libor Libor Libor

Weekly index Weekly index Weekly index

Floating rate at 6/30/16 0.50% 0.44% 1.13%

Fair value at 6/30/16 (15,450)$                (74,861)$         -$                       

 
 

 

Terms:   Under the swaps, the Authorities pay the counterparty the above fixed rate and receive a 

variable rate payment based on LIBOR indexes.  The Series 2000A and Series 2000B variable rate 

is determined weekly by the Remarketing Agent at a rate equal to the rate of interest certified to the 

Trustee by the Remarketing Agent on and as of each Wednesday (the “Determination Date”) as the 

minimum rate of interest which, in the judgment of the Remarketing Agent taking into account 

market conditions prevailing at the Determination Date, would be necessary to enable the 

Remarketing Agent to arrange for the sale of all of the Bonds in the secondary market on the 

Determination Date at a price equal to the principal amount thereof.  A weighted average of the 

weekly rates is calculated to determine the variable rate for a specific month.  The Series 2004 

variable rate is calculated using the prevailing weekly LIBOR rate plus 0.95%.  The Series 2004 

debt was paid off on June 30, 2015.  In all three instances, the bonds’ variable rate coupons are 

based on the same index as the variable rate paid by the counterparty. 
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(12) Interest Rate Swap Agreements (continued) 

Fair value:   Because interest rates have declined since the execution of the swaps, the swaps had a 

combined negative fair value of $90,311 as of June 30, 2016 and $1,236,300 as of June 30, 2015.  If 

the Series 2000A or 2000B interest rate swaps were terminated, the Authorities would be required 

to pay a termination payment in the amount of the fair value of the swap as of the termination date.  

This fair value estimate is based on expected forward LIBOR swap rates and discounted expected 

cash flows and is derived from independent market valuations. 

Credit risk:   As of June 30, 2016, the Authorities were not exposed to credit risk because the swaps 

had a negative value. However, should interest rates change and the fair value of the swaps become 

positive, the Authorities would be exposed to credit risk in the amount of the derivative’s fair value. 

Basis risk:   Basis risk arises when the variable rate on the interest rate swap and rate on the bonds 

are based on different indexes.   In all three swaps held by the Authorities, the coupon rate of the 

bonds and the interest rate on the swap are based on the same index; therefore, the Authorities are 

not exposed to any basis risk. 

Interest rate risk:   The Authorities have implemented a strategy on the swaps designed to provide a 

synthetic fixed rate and it is not anticipated that, as a result of the strategy, the Authorities have 

assumed any additional interest rate risk.   

Termination risk:   The derivative contract uses the International Swap Dealers Association Master 

Agreement, which includes standard termination events, such as failure to pay and bankruptcy.  If a 

swap were terminated, the variable-rate bond would no longer carry a synthetic interest rate.  Also, 

if at the time of termination the swap has a negative fair value, the Authorities would be liable to 

the counterparty for a payment equal to the swap’s fair value. 

Rollover risk:   The Authorities are exposed to rollover risk on swaps that mature or may be 

terminated prior to the maturity of the associated debt.  When these swaps terminate, the 

Authorities will no longer realize the synthetic rate offered by the swaps on the underlying debt 

issue. 

 

 

(13) Commitment and Contingencies 

 

The Authorities are exposed to various risks of loss related to theft of, damage to and destruction of 

assets; errors and omissions; injuries to employees; and natural disasters. For all of these risks, the 

Authorities maintain casualty and liability coverage through a commercial insurer and are also 

named as additional insured as their interests may appear on many of the properties leased to 

private companies. 

In 2014,  the Economic Development Authority entered into a performance agreement with CCOP 

Thimble Shoals One, LLC related to the Tourism Zone Incentive program.  In this agreement, the 

EDA agreed to restrict $1.5 million of cash on the Authorities’ Statement of Net Position and 

provide real property collateral with an approximate value of $3,000,000 to assist in securing the 

Developer Gap financing loan.  
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(14) Subsequent Events 

(a) Acquisition of properties 

  The Authorities authorized the acquisition of 13785 Warwick Boulevard, 360 Tabbs Lane, 

13795 Warwick Boulevard, 13795 B Warwick Boulevard, 13781 Warwick Boulevard and 

13783 B Warwick Boulevard totaling 10.95 acres for $4,800,000.00 on July 1, 2016. This 

purchase was closed on September 26, 2016.  In addition, on July 1, 2016, the Authorities 

authorized the purchase of 13771 Warwick Boulevard, a 9.42 acre site, in the amount of 

$3,000,000.00. This purchase was closed on October 31, 2016. 

 

(b) Printpack 

  In July 2016, Printpack, Inc. purchased, from the Authorities, 270 Pickets Line located in 

Oakland Industrial Park for $4,000,000 announcing plans for a 150,000 square-foot building 

expansion of their existing facility.  The Commonwealth offered a grant of $150,000 from its 

Commonwealth Opportunity Fund which will be dispersed once the facility is complete. 

 

(c)    City Center Master Parking Agreement 

   Due to the purchase of City Center assets by a new entity, the Authorities approved a Master 

Parking Agreement and associated parking assignments and approved the assignment of the 

Master Parking Agreement to the prospective buyer at closing.  This Master agreement 

allows free parking for at least 15 years but includes $0.20 per building square foot parking 

operating assessment to help support garage maintenance. 

 

(d)    Conduit Debt 

  On August 5, 2016, the Authorities authorized the issuance of up to $104,000,000 of tax-

exempt revenue bonds for the benefit of Virginia Baptist Homes d/b/a LifeSpire of Virginia 

and its Affiliates (VBH).  These bonds will be included in next year’s conduit debt schedule. 

  

(e)     Incentive Contribution Agreement 

The Authorities authorized an Incentive Contribution Agreement between the Economic 

Development Authority and W.M. Jordan Development, LLC, based upon W.M. Jordan’s 

construction of Building One at Tech Center, in order to facilitate the expense of engineering, 

design and construction of Hogan Drive Improvements in the estimated amount of 

$5,309,490, subject to City Council appropriation. 
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(14) Subsequent Events (continued) 

(f)     Enterprise Zone Incentive Agreement 

The Authorities authorized an Expansion/Relocation Cost Reduction Enterprise Zone 

Incentive Agreement with Davis Boat Works, Inc. d/b/a Fairlead Boatworks of $190,000 

based upon Fairlead Boatworks performance targets of 25 new jobs and $1.5 million in capital 

investment.
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Bond  
Date 

issued  

Outstanding 

balance 

June 30, 2016 

Industrial Revenue Bond – Christopher Newport University 

Warwick, LLC 
 

07/01/04 
 

    $21,350,000 

Industrial Revenue Bond – Riverside Health Systems- 

Series 2011A 
 

12/20/11 
 

19,485,000 

Industrial Revenue Bond – Riverside Health Systems –  

Series 2011B 
 

12/20/11 
 

19,615,000 

Industrial Revenue Bond – Riverside Health Systems – Series 

2011C 
 

12/20/11 
 

56,840,000 

Industrial Revenue Bond – Riverside Health Systems – Series 

2012 
 

12/20/11 
 

71,400,000 

Industrial Revenue Bond – Christopher Newport University 

Rappahannock Hall – Series 2013     
 

12/20/13      
 

36,391,585 

New Opportunity LLC – Series 2013         
 

11/12/13     
 

10,589,352 

Industrial Refunded Revenue Bond – Christopher Newport  

University Foundation - Series 2015 
 

6/24/15 
 

 

6,886,000 

Industrial Revenue Bond – Riverside Health Systems  – 

Series 2015A 
 

7/1/2015 
 

100,000,000 

Industrial Revenue Bond – Riverside Health Systems  – 

Series 2015B 
 

7/1/2015 
 

25,000,000 

           
     $367,556,937 
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Bond  
Date 

issued  

Outstanding 

balance 

June 30, 2015 

Industrial Revenue Bond – Christopher Newport University 

Warwick, LLC 
 

07/01/04 
 

    $22,190,000 

Industrial Revenue Bond – Riverside Health Systems –  

Series 2011A 
 

12/20/11 
 

20,950,000 

Industrial Revenue Bond – Riverside Health Systems – Series 

2011B 
 

12/20/11 
 

23,155,000 

Industrial Revenue Bond – Riverside Health Systems – Series 

2011C 
 

12/20/11 
 

58,995,000 

Industrial Revenue Bond – Riverside Health Systems – Series 

2012        
 

12/20/11      
 

72,600,000 

Industrial Revenue Bond – Christopher Newport University 

Rappahannock Hall – Series         
 

12/20/13       
 

38,470,649 

New Opportunity LLC – Series 2013 
 

11/12/13 
 

 

7,704,862 

Industrial Revenue Bond – Christopher Newport University 

Foundation –   Series 2015 
 

7/1/2015 
 

6,886,000 

 
       

  
 

$250,951,511 
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Report of Independent Auditor on Internal Control over Financial  
Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 
 
 
To the Board of Directors 
Economic and Industrial Development Authorities of 
the City of Newport News, Virginia 
 
 
We have audited, in accordance with the auditing standards generally accepted in the United States of America, 
the standards applicable to financial audits contained in Government Auditing Standards issued by the 
Comptroller General of the United States, and the Specifications for Audits of Authorities, Boards and 
Commissions, issued by the Auditor of Public Accounts of the Commonwealth of Virginia, the financial 
statements of the Economic and Industrial Development Authorities of the City of Newport News, Virginia (the 
“Authorities”), component units of the City of Newport News, Virginia, as of and for the years ended June 30, 
2016 and 2015, and the related notes to the financial statements, which collectively comprise the Authorities’ 
basic financial statements, and have issued our report thereon dated November 22, 2016. 
 
Internal Control over Financial Reporting 
In planning and performing our audits of the financial statements, we considered the Authorities’ internal control 
over financial reporting (“internal control”) to determine the audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the Authorities’ internal control. Accordingly, we do not express an 
opinion on the effectiveness of the Authorities’ internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in 
internal control, such that there is a reasonable possibility that a material misstatement of the entities’ financial 
statements will not be prevented, or detected and corrected on a timely basis. A significant deficiency is a 
deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness yet, 
important enough to merit attention by those charged with governance. 
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this section 
and was not designed to identify all deficiencies in internal control that might be material weaknesses or, 
significant deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal 
control that we consider to be material weaknesses. However, material weaknesses may exist that have not 
been identified. 
 
Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the Authorities’ financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the 
determination of financial statement amounts. However, providing an opinion on compliance with those 
provisions was not an objective of our audits, and accordingly, we do not express such an opinion. The results 
of our tests disclosed no instances of noncompliance or other matters that are required to be reported under 
Government Auditing Standards or the Specifications for Audits of Authorities, Boards and Commissions. 
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Purpose of this Report 
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and 
the results of that testing and not to provide an opinion on the effectiveness of the Authorities’ internal control or 
on compliance. This report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the Authorities’ internal control and compliance. Accordingly, this communication is not 
suitable for any other purpose. 
 
 

 
 
Richmond, Virginia 
November 22, 2016 


