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ROBINSON, FARMER, COX ASSOCIATES

A PROFESSIONAL LIMITED LIABILITY COMPANY CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report

To the Honorable Members of
the Town Council
Town of Smithfield, Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, and each major fund of the Town of Smithfield, Virginia, as of and for the year June 30, 2016,
and the related notes to the financial statements, which collectively comprise the Town’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 an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the Specifications for Audits of Counties, Cities, and Towns,
issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
from material misstatement.

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

Opinion

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, and each major
fund, of the Town of Smithfield, Virginia, as of June 30, 2016, 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.
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Change in Accounting Principle

As described in Note 1 to the financial statements, in 2016, the Town adopted new accounting guidance,
GASB Statement Nos. 72 Fair Value Measurement and Application, 79 Certain External Investment Pools and
Pool Participants, 82 Pension Issues - an amendment of GASB Statements No. 67, No. 68, and No. 73. Our
opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and schedules related to pension funding on pages 3-16 and 74-76 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 Town of Smithfield, Virginia’s basic financial statements. The supporting schedules and other
statistical information, are presented for purposes of additional analysis and are not a required part of the
basic financial statements.

The supporting schedules 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 individual fund financial
statements and supporting schedules are fairly stated in all material respects in relation to the basic
financial statements as a whole.

The other statistical information has 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 January 17, 2017,
on our consideration of Town of Smithfield, Virginia’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering Town of Smithfield, Virginia’s internal
control over financial reporting and compliance.

harlottesville, Virginia
January 17, 2017



Management’s Discussion and Analysis
Fiscal Year July 1, 2015 - June 30, 2016

The following discussion provides an overview and analysis of the Town of Smithfield, Virginia’s (Town’s)
financial activities for the fiscal year ended June 30, 2016. This information should be read in conjunction with
the Town’s audited financial statements as reported herein.

FINANCIAL HIGHLIGHTS

e The net position of the Town increased by $4,145,106 which represents a 9.66% increase over FY2015 (total
net position-government-wide).

e The Town completed ten years of progress on the Pinewood Heights Redevelopment Project with the
acquisition of eight properties and relocation of two homeowners and four tenants. Funds spent in FY2016
totaled $873,660 with $635,740 eligible for grant reimbursement.

e The Town increased capital assets by $2,635,905 with the acquisition of land for a public sports complex
($776,377), improvements to the police evidence building ($552,140), receipt of contributed property for a
public boat ramp ($345,000), and a land swap with Smithfield Foods that included a commercial lot on Main
Street ($277,482).

e Principal payments of $578,721 in FY2016 lowered outstanding debt to $3,970,025 (3.6% of the legal debt
limit).

Overview of the Financial Statements

This discussion and analysis serves as an introduction to the Town’s basic financial statements. These basic
financial statements consist of three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains required and other
supplementary information in addition to the basic financial statements.

Government-wide financial statements

The Government-Wide Financial Statements provide an overview of the Town’s financial position as a whole in a
manner similar to private-sector businesses. Government-wide financial reporting consists of two statements:
the Statement of Net Position and the Statement of Activities.

The Statement of Net Position presents information on the Town’s assets, deferred outflows or resources and
liabilities and deferred inflows of resources. The difference between assets and deferred outflows of resources
and liabilities and deferred inflows of resources is reported as net position. Over time, increases or decreases in
net assets may serve as a useful indicator of whether the financial position of the Town is improving or
deteriorating. Other factors, such as a change in property tax base and infrastructure needs resulting from
development or annexation, should also be included in a comprehensive assessment of the Town’s position.

The Statement of Activities presents information showing how net position changed during the most recent
fiscal year. All changes in net position are reported as soon as the underlying events giving rise to the changes
occur, 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.



Government-wide financial statements: (Continued)
The Statement of Net Position and the Statement of Activities include the following:

e Governmental activities - The governmental activities of the Town include general government, public
safety, public works, public buildings, community development, and recreation and cultural. Most of these
activities are primarily financed by property taxes, other local taxes, and licenses and permit fees.

e Business-type activities - The business-type activities of the Town include a Water Fund and a Sewer Fund.
These funds are supported by charges for services based on use. The current rate structure also includes a
fixed bi-monthly fee per meter to offset the annual debt service payments incurred to fund a new water
treatment plant.

Fund Financial Statements

Fund accounting is used to maintain control over resources that have been segregated for specific functions.
Governments use fund accounting to ensure and demonstrate finance-related legal compliance. The funds of
the Town are divided into two categories: governmental funds and propriety funds.

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

Because the governmental funds statements present a more current focus than the information in the
government-wide financial statements, a comparison between the two statements is a valuable tool for readers
to understand the possible long-term impact of the government’s recent financing decisions. Reconciliations of
the governmental funds balance sheet and statement of revenues, expenditures, and changes are shown in
Exhibits 4 and 6 on pages 21 and 23 to compare governmental funds to governmental activities.

Proprietary Funds - The Town maintains only one type of proprietary fund, which is the enterprise fund.
Enterprise funds provide both long-term and short-term information on business type activities in the
government-wide financial statements. They show similar, but more detailed, information on the fund
financial statements. The Town uses enterprise funds to account for its water and sewer operations.

Notes to the Financial Statements - The notes provide additional information and explanations that are
essential to a full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found at the end of the basic financial statements section of
this report.

Supplementary Information - In addition to the basic financial statements and accompanying notes, this
report also contains schedules of budget comparisons, pension funding progress, supporting schedules and
other statistical information found on pages 72 through 99.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Town of Smithfield, Virginia
Summary of Net Position
As of June 30, 2016

Governmental Activities Business-type Activities Total
2016 2015 2016 2015 2016 2015

Current and other assets $ 11,186,382 9,444,251 $ 5,797,176 $ 5,437,248% 16,983,558 $ 14,881,499

Capital assets 22,020,121 20,347,547 15,023,743 15,529,335 37,043,864 35,876,882
Total assets $ 33,206,503 % 29,791,798% 20,820,919% 20,966,583 $ 54,027,422 $ 50,758,381
Deferred outflows of
resources $ 145,900 $ 140,484 $ 68,088 $ 68,891 $ 213,988 $ 209,375
Long-term liabilities
outstanding $ 1,125,008% 1,198,316$ 3,071,766 $ 3,561,537 $ 4,196,774%$ 4,759,853
Other liabilities 818,477 775,097 225,291 314,688 1,043,768 1,089,785
Total liabilities $ 1,943,485% 1,973,413% 3,297,057% 3,876,225% 5,240,542% 5,849,638
Deferred inflows of
resources $ 1,919,989% 2,136,627 % 39,118 % 84,836 $ 1,959,107$% 2,221,463
Net position:
Net investment
in capital assets $ 21,084,936 % 19,325,305$ 12,022,648 % 12,041,397 $ 33,107,584 $ 31,366,702
Restricted 1,896,404 130,778 2,261,716 2,118,384 4,158,120 2,249,162
Unrestricted 6,507,589 6,366,159 3,268,468 2,914,632 9,776,057 9,280,791
Total net position $ 29,488,929 % 25,822,242% 17,552,832% 17,074,413 % 47,041,761$ 42,896,655

The combined net position for the Town totals $47,041,761, an increase of 9.66% over FY2015. The largest
portion (70%) represents investments in capital assets, net of related debt used to finance the assets. These
capital assets include land, buildings, machinery, and equipment. They are used to provide services to citizens,
thus, they are not available for future spending. This net investment increased by $1,740,882 in FY2016 largely
due to acquisition of property and significant building renovations that were funded with existing debt.
Restricted assets of $4,158,120 comprise 9% of total net position. The governmental activities total of
$1,896,404 represents donated and/or designated funds specifically for the Pinewood Heights Redevelopment
Project, the Smithfield Police Department, the anticipated sports complex, the SNAP (Supplemental Nutrition
Assistance Program) program, and highway maintenance. The business-type activities total of $2,261,716
includes its debt service, water deposit, and sewer compliance escrow funds. The debt service fund has been in
place since FY2005 and is used to fund the debt obligation for the Town’s newest water storage tank finished in
FY2011 and the water treatment plant (RO) that was completed in FY2012. Utility deposits were added to the
Town Code in FY2014 to reduce the Town’s losses from unpaid bills. The sewer compliance fee was adopted on
August 4, 2009 to fund expenses resulting from the regional sanitary sewer consent order. Unrestricted funds of
$9,776,057 make up 21% of total net position and increased by $495,266 (5%) from prior year. Included in this
category for governmental activities are unrestricted investments that may be used to meet the Town’s ongoing
financial needs. Water and sewer capital escrow funds and development escrow funds are also categorized as
unrestricted and are made up of availability fees and pro-rata share fees collected prior to construction that
may be used to repair or replace existing infrastructure as well as offset capital expenses related to new growth
when needed.



GOVERNMENT-WIDE FINANCIAL ANALYSIS: (CONTINUED)

Governmental Activities. The following table shows a detailed summary of the revenues and expenses for
governmental and business-type activities for 2016 as compared to 2015:

Town of Smithfield, Virginia
Changes in Net Position
As of June 30, 2016

Governmental Activities Business-type Activities Total
2016 2015 2016 2015 2016 2015

Revenues:
Program revenues:

Charges for services $ 91,602 $ 105,848 $ 2,792,357 $ 2,838,673 $ 2,883,959 % 2,944,521
Operating grants and

contributions 1,305,965 1,263,354 - - 1,305,965 1,263,354
Capital grants and

contributions 3,555,770 150,800 150,444 211,594 3,706,214 362,394
General revenues:

Property taxes 2,432,132 2,304,590 - - 2,432,132 2,304,590
Other taxes 3,181,704 3,028,852 - - 3,181,704 3,028,852
Unrestricted revenues from the

use of money and property 271,179 239,991 17,172 13,117 288,351 253,108
Miscellaneous 111,620 178,676 26,793 15,663 138,413 194,339
Grants and contributions not

restricted to specific programs 473,672 480,541 - - 473,672 480,541
Gain on disposal 289,162 17,028 - - 289,162 17,028

Total revenues $ 11,712,806 $ 7,769,680 % 2,986,766 $ 3,079,047 $ 14,699,572 $ 10,848,727
Expenses:

General government

administration $ 1,053,933$% 1,003,355 % - $ - $ 1,053,933$ 1,003,355
Public safety 2,395,527 2,364,059 - - 2,395,527 2,364,059
Public works 2,462,073 2,287,246 - - 2,462,073 2,287,246
Parks, recreation and cultural 945,848 916,654 - - 945,848 916,654
Community development 1,144,472 1,039,243 - - 1,144,472 1,039,243
Interest on long-term debt 44,266 41,771 - - 44,266 41,771
Water fund - - 1,535,791 1,751,634 1,535,791 1,751,634
Sewer fund - - 972,556 1,011,978 972,556 1,011,978

Total expenses $ 8,046,119$% 7,652,328% 2,508,347 $ 2,763,612 $ 10,554,466 $ 10,415,940
Increase (decrease) in net position $ 3,666,687 $ 117,352 $ 478,419 $ 315,435% 4,145,106 $ 432,787
Net position-beginning of year (restated FY 2015) $ 25,822,242 $ 24,997,273 $ 17,074,413 $ 16,362,797 $ 42,896,655 $ 41,360,070
Net position-end of year $ 29,488,929 $ 25,114,625 % 17,552,832 $ 16,678,232 $ 47,041,761 $ 41,792,857

Program revenues for governmental activities make up 42% of total revenues and are comprised of charges for
services, operating grants and contributions, and capital grants and contributions. Charges for governmental
activities services (1%) include permits, review fees, and fines and forfeitures. The charges for services
decreased by $14,246 as inspection fees of $9,226 and a rezoning permit of $8,170 for two different
development projects in FY2015 were not a factor in FY2016. Fines and costs increased $4,185 and right-of-way
fees/easements increased by $3,240 to offset a decrease in review fees (-$2,903). Operating grants and
contributions of $1,305,965 (11%) increased $42,611 from prior year and consists of state highway maintenance
funds ($1,104,024), public safety grants ($192,275), community development and cultural grants ($5,042), and
miscellaneous administrative and other grants ($4,624). The annual state highway maintenance funds increased
$42,545 (4%) from FY2015 and were used to maintain street surfaces, manage storm water ditching and
drainage, and support highway safety and beautification. Included in the public safety grants are annual 599
funds from the state in the amount of $161,532 to supplement the cost of law enforcement and a fire programs
grant that is passed through to the Smithfield Volunteer Fire Department ($25,637). The most significant change
in program revenues occurred in capital grants and contributions which increased from $150,800 in FY2015 to
$3,210,770 in FY2016. In FY2015, the Town utilized $150,800 in federal funding for the Pinewood Heights
Redevelopment Project which is a multi-phase project that has been ongoing since FY2007. In FY2016, the Town



continued with the project and qualified for $635,740 in federal community development block grant (CDBG)
funding. The Smithfield Police Department received a $50,000 contribution from Smithfield Foods for the
purchase of 2 police motorcycles. Smithfield Foods also donated land valued at $345,000 adjacent to the
Town’s Clontz Park fishing pier to install a public boat ramp. The largest capital contributions for FY2016,
however, were specifically designated for the planned public sports complex with donations received from Mr.
Joseph W. Luter Il ($2,000,000), Smithfield Foods ($500,000), and Farmers Bank ($25,000).

The largest revenue source for the Town has always been general property taxes.

Governmental Activities

2016 2015
Real estate tax revenue $ 1,767,414 % 1,585,907
Public Service corporation property taxes 30,601 30,753
Personal Property taxes 594,212 639,820
Penalties and interest 39,905 48,121
Total $ 2,432,132 % 2,304,601

Tax assessments for the Town are received from the Isle of Wight County Commissioner of Revenue.

Real estate and personal property assessments for FY2016 totaled $1,093,031,664 and $163,124,755
respectively, excluding any subsequent supplements and abatements, compared to $1,079,000,782 and
$191,544,810 for FY2015. FY2016 was a reassessment year, and the Town’s real estate assessment increased
1.26% over prior year. Personal property decreased by 7%, mainly in Machinery and Tools assessments as
Smithfield Foods, the Town’s largest business, downsized local plant operations.

Other local taxes increased 5% for the year and include transient occupancy taxes, sales taxes, cigarette taxes,
meals taxes, franchise taxes, consumers’ utility taxes, business license taxes, and vehicle license taxes.
Increases were balanced by offsetting decreases, but the significant rise in meals taxes accounted for the overall
increase for the year. Meals tax revenues of $1,581,713 rose $133,554 over FY2015’s total of $1,448,159. The
Town continues to dedicate one-third of its meals tax revenues ($527,238) to the Pinewood Heights
Redevelopment Project to fund its portion of required leverage. Transient occupancy taxes decreased $5,197
(3%) as 3 and 4t quarter revenues dipped slightly from FY2015. Sales tax revenues of $330,898 increased by
$17,737 (6%) and were the highest sales tax revenues recorded by the Town to date. Cigarette taxes totaled
$184,676 which was an increase of $31,559 (20%) over prior year. This tax typically fluctuates from year to year
since revenues are recognized when tax stamps are sold to wholesalers who buy in bulk. Bank franchise taxes
increased in FY2016 by $7,605 compared to a decrease of $4,382 in the prior year. This increase is misleading
as the Town’s share of net capital value for three of the five banking institutions located in the Town limits
dropped by a combined 22% ($12,405). In FY2015, however, the Town refunded $20,171 to the Bank of America
at the direction of the state to reimburse 3 years of overpayment. Because the Town issued no refunds in
FY2016, bank franchise taxes reflected an overall increase even with the 22% drop in value. Consumers’ utility
taxes decreased $1,597 (1%), remaining relatively flat from prior year. Utility taxes are imposed and levied
monthly on each purchase of natural gas or electricity delivered to consumers and do not fluctuate greatly
unless significant growth occurs. Business license taxes decreased from $405,116 in FY2015 to $390,371 in
FY2016, a drop of $14,745 (4%). Although a decrease was reflected in this category, revenues were still very
strong for the year. In FY2015, the business license revenues included a large project by Riverside Health
Systems to add assisted living units to its existing campus. Vehicles license taxes are billed at the same time as
personal property taxes at a fee of $20 per qualified vehicle. This tax decreased from $148,698 in FY2015 to
$134,197 in FY2016. The drop in revenue is not indicative of a decrease in the number of vehicles, but it does
emphasize the significance of delinquent collections in FY2015.

Unrestricted revenue from use of money and property represents interest income, lease income, property rental
income, event rental income, and special events labor reimbursement. Revenues in this category increased by
$31,188 over FY2015. As noted last year, Smithfield Center rentals (which includes Windsor Castle Park events)
continue to expand with an increase in revenues of $19,610 over prior year and perhaps more noteworthy,
$44,701 over the last two years. Interest revenue increased by $9,741 in FY2016 with $8,042 attributable to the
interest earned from a $500,000 investment in the Virginia Investment Pool (VIP). Kayak rentals also grew by
$2,578 as we added additional equipment including paddle boards for public use.



Miscellaneous revenues for FY2016 totaled $111,620 and are made up of insurance proceeds, sale of copies,
returned check charges, accident report fees, wellness and safety grants, fingerprinting, grass cutting
reimbursements for yard violations, capital credit refunds, museum gift shop sales and program/lecture fees,
and contributions from citizens, businesses, and non-profit organizations. Contributions for Windsor Castle
($53,955) comprised 48% of this category for FY2016 and included $22,455 from Smithfield Foods to reimburse
the town for outbuilding stabilization and $31,500 from Smithfield VA Events dedicated for future capital needs
to enhance and preserve the park. The Town also received $2797 from Historic Smithfield, a local non-profit,
for one-half of the costs incurred for consulting fees regarding private property that has generated a great deal
of public interest due to its historic nature. Donations of $10,644 for the Isle of Wight Museum in lieu of an
admission fee and $5,188 for CHIP (Community Help In Progress) sponsored by the Smithfield Police Department
rounded out the contributions for the year. The Town also received $13,778 in insurance reimbursements from
its provider, the Virginia Municipal League (VML) for claims pertaining to damages to town vehicles and public
property. In addition to contributions, the Museum also brought in revenues of $16,665 from gift shop sales
($9,752) and programs and lecture fees ($6,913).

Grant contributions not restricted to specific programs include the state’s annual personal property tax relief
contribution, communications tax allocations, rolling stock, mobile home tax, and short term rental taxes. The
personal property tax relief of $240,795 is a fixed amount that is received in August of every year.
Communications taxes are collected by the Commonwealth of Virginia and then allocated to each locality based
on a percentage that was calculated when the tax was removed from the local level and redirected to the state.
Revenues vary depending upon taxes collected and deductions applied by the state. Communications taxes of
$229,050 for FY2016 decreased $6,988 from FY2015 marking a decline for the third consecutive year. Rolling
stock, mobile home tax, and short term rental tax collectively totaled $3,826 that was consistent with the prior
year total of $3,699.

Gain on disposal of assets of $289,162 includes $277,482 for a land swap with Smithfield Foods and $11,680 for
sale of equipment and vehicles including four retired police vehicles.

Revenues by Sources-Governmental Activities
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Total expenditures for FY2016 governmental activities totaled $8,046,119 compared to $7,652,328 for FY2015,
an increase of $393,791 (5%). These expenses are categorized as general government administration, public
safety, public works, parks, recreation, and culture, community development, and interest on long term debt.
General government expenditures increased $48,606 over FY2015. The majority of that increase resulted from
an increase in salaries and benefits due to a 5% cost of living increase for all employees, a mandatory 1%
increase required for VRS (Virginia Retirement System) Plan 1 employees, and a plan year increase of 5.25% for
medical premiums. The mandatory VRS increase has been in place since FY2013 with the express purpose of
shifting the required 5% employee retirement contributions from the Town to its employees. Previously, the
Town, consistent with most localities across the state, had paid the employees’ 5% in addition to its own
required contributions. The Town opted to spread the increase over a five year period (1% each year) and will
reach that threshold in FY2017. The Treasurer’s department also added the Receptionist/Secretary position
that was previously budgeted in the Public Works Department.  Public safety and public works (including
highway maintenance) are the largest cost centers and accounted for 60% of total costs compared to 45% for
FY2015. Public safety increased by $27,723 from the prior year with account increases in labor and benefits
offset by decreases in public safety contributions. Notably, to offset the increase in salary and benefits of
$127,579, the Town’s annual E911 contribution to Isle of Wight County for central dispatch decreased by $62,345
and a $10,500 contribution to the Commonwealth’s Attorney’s office for software in FY2015 was eliminated.
Additional savings in fuel (-$9,352), vehicle maintenance (-$7,228), travel and training (-$6,377), and uniforms (-
$3,985) all contributed to minimizing the impact of personnel cost increases. Public Works ended the fiscal year
with the most significant departmental expenses increase of $174,212 from prior year. Of that increase,
$100,000 accounted for a contribution to Isle of Wight County for sidewalks on Great Springs Road within the
Town limits. Additionally, the Town’s highway expenses increased by $83,201 from prior year as the Town
spent state grant funding allocated for the maintenance of its street system. Parks, recreation, and culture
reflected an increase in expenditures of $28,055 largely because of engineering work incurred for the
Waterworks Dam ($25,843) regarding routine and primary spillway maintenance. Community Development
reflected the second largest increase for the fiscal year ($112,700) as a result of progress made in Phase II-MY2
of the Pinewood Heights Redevelopment Project. The Town acquired 8 properties and relocated 2 owners and 4
renters during the fiscal year. Interest on long-term debt increased only $2,495. The Town did not issue new
debt during FY2016.
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Business-Type Activities. The business-type activities show an increase in net position of $478,419 for FY2016
compared to FY2015. Program revenues include charges for services that decreased by $46,316 and capital
grants and contributions that decreased by $61,150. Included in charges for services are utility charges, bulk
water sales, debt service fees, sewer compliance fees, and connection fees. Water and sewer consumption
dropped from prior year leading to a decrease in water and sewer billings of $40,923. Most of the decrease was
in water ($-31,165) with $13,483 directly attributable to a drop in water sales to Isle of Wight County for its
Gatling Pointe subdivision. The Town services two meters to the subdivision and bills Isle of Wight County a
blended rate of $6.41 per 1,000 gallons. The blended rate is calculated based on the number of homes, the
fixed debt service fee per home, and the in-town resident rate. Subdivision residents are in turn billed by Isle of
Wight County. Connection fees accounted for $9,570 of the decrease (21%) and reflected the installation of 18
residential meters (5/8”) and 1 commercial meter (3/4”") as compared to 24 residential meters in FY2015. Debt
service fees and sewer compliance fees reflected a slight increase for the year ($3741). They are fixed costs
that are not driven by consumption, however, and therefore tend to remain stable unless there is a significant
fluctuation in the number of active accounts. Capital Grants and Contributions decreased $61,150 for the year,
and include availability fees, pro-rata share fees and contributed revenue. Like connection fees, availability
fees are tied directly to growth and are generally collected at the same time as connection fees. Availability
fees decreased from $160,040 in FY2015 to $133,800 in FY2016 as 6 fewer residential meters were installed.
Availability fees are deposited into the Water and Sewer Capital Escrow Funds and are used for capital
maintenance on existing infrastructure and to finance new infrastructure when needed. Pro-rata share fees
decreased significantly from $28,725 last year to $4,800 in the current year. These fees are paid by developers
at the time that plats are recorded and are assessed at $800 for water and $800 for sewer per lot. Pro-rata
share fees are designated for capital expenditures resulting from new growth and are deposited in the Water
and Sewer Development Escrow Funds. The Town also received $11,843 in contributed revenue from Smithfield
Foods as reimbursement for a loan that was incurred in 1996 to finance a pump station critical to their
operations. This loan matured on November 1, 2015 and the agreement with Smithfield Foods was satisfied in
full by fiscal year end. Included in general revenues for water and sewer are unrestricted revenues from the use
of money and property (interest income) and miscellaneous revenues. Interest income increased marginally
($4,055) as capital improvements spending decreased in FY2015, leaving higher balances in escrow reserve
accounts. Miscellaneous revenues of $26,793 represent application fees for water service ($9,292), returned
check charges ($50), insurance proceeds ($15,405), sale of inventory items to contractors ($1,442) and scrap
metal sales ($604). The insurance proceeds reimbursed the Town for repairs to the Reverse Osmosis (RO) plant
due to lightning damage.
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Utility expenses decreased $255,265 from FY2015 with water decreasing by $215,843 and sewer decreasing by
$39,422. The water fund recorded significant decreases in water tank maintenance (-$77,470) and interest
expense (-$128,689). The decrease in water tank maintenance was the result of service cancellation when the
contracted vendor decided to terminate tank maintenance from its business plan. The Town subsequently
issued an invitation to bid for a new maintenance contract. Only one bid was received and that bid was
rejected. After discussions with a representative from Kimley-Horn, one of the Town’s contracted engineering
firms, staff recommended performing full tank rehabilitation by competitive bidding as needed for each tank.
The decrease in interest expense was the direct result of refinancing two of its utility general obligation bonds
in March 2015 with semi-annual interest payments at a rate of 1.5%. The most notable decrease in the sewer
fund was depreciation (-$40,116) as depreciation expense for current year acquisitions did not offset the
reduced expense for items that reached full depreciation during the fiscal year.

The Town’s current utility rate structure is based on “usage only”” with some fixed costs added to address sewer
compliance and water debt service expenses. The Town’s current sewer rate was adopted as of January 1, 2012
and is billed at $3.50 per 1,000 gallons used. In addition, a fixed cost of $24.14 is added on each bi-monthly bill
for sewer compliance expenses. On July 1, 2013, the Town Council approved an increase to the water rate from
$4.85 to $5.68 per 1,000 gallons used. At the same time they also approved a decrease in the fixed bi-monthly
debt service fee from $19.30 to $8.95. The consumption and resulting utility revenues are presented to the
finance committee each month with the financial statements to ensure that revenues are sufficient to meet
both operating and capital needs.

Expenses - Business Activites
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FINANCIAL ANALYSIS OF THE TOWN’S FUNDS
The Town uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds. The Town’s governmental funds relay information on current sources and uses of
spendable resources, as well as on the balances of spendable resources available at fiscal year end. The fund
balances of total governmental funds equaled $7,527,039 for FY2016, of which $87,451 is nonspendable,
$203,984 is committed, $1,896,404 is restricted, $8,108 is assigned and $5,331,092 is unassigned. This was a 31%
increase from FY2015 which had a total fund balance of $5,758,274.
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FINANCIAL ANALYSIS OF THE TOWN’S FUNDS: (CONTINUED)

General Fund. The general fund is the Town’s primary operating fund for all governmental activities. Total
fund balances for FY2016 equal $7,423,330 and are made up of nonspendable fund balances of $87,451,
committed fund balances of $203,984, restricted fund balances of $1,800,803, and unassigned fund balances of
$5,331,092. The restricted fund balance was $130,778 in FY2015. In FY2016, the Town received cash
contributions of $2,525,000 for the planned public sports complex but spent only $859,844 towards purchase of
the land and preliminary engineering and surveying work. The remainder of the funds will be applied to the
project in FY2017.

Highway Maintenance Fund. The highway maintenance fund is used to track receipts from the state that are
specifically designated for road maintenance and to identify allowable expenses that may be charged against
state revenue. Assigned fund balances for FY2016 totaled $95,601 which is a slight increase from a total fund
balance of $83,872 in FY2015. Ideally, the fund balance of highway maintenance should be small because grant
funds from the state should be expensed in the same year they are allocated.

Capital Projects Fund. The capital projects fund for FY2004 specifically detailed grant activity for a community
development block grant in the Rising Star community of the Town. Financial activity for this grant began in
FY2000 and was completed in FY2004, but the Town continued to collect program revenue from residents who
benefited from the Rising Star rehabilitation through FY2007. The balance of program revenues collected
($8,151) remains in the Town’s capital projects fund until a decision is made on its disposition.

Proprietary Funds. The Town’s only proprietary funds are its water and sewer funds which provide the same
type of information included in the government-wide financial statements but in more detail. As of 2016, the
total assets of the proprietary funds equaled $22,085,201 which is a 2% decrease over FY2015. Current assets
decreased $136,589 from prior year as intercompany balances were paid down from the water fund, but
restricted assets increased $143,038 as sewer compliance spending was limited for the second consecutive year
to “find and fix” projects rather than task based engineering fees. Total capital assets decreased $500,592 as
accumulated depreciation increased by $731,880 with only a $226,288 increase in gross asset value. A net
pension asset of $187,610 was also recorded as required by GASB 68 Accounting and Financial Reporting for
Pensions, however, the value dropped $12,787 from FY2015.

GENERAL FUND BUDGETARY HIGHLIGHTS

The Town’s FY2016 budget was adopted by Town Council at a special meeting held on June 22, 2015. It was
appropriated at the July 7, 2015 Town Council meeting. An amended budget was presented and adopted on
June 7, 2016. The amended budget reflected an increase of $5,368,288 (67.65%) including reserves over the
previously adopted budget. While significant, the increase was necessitated by the numerous large projects
ongoing in the Town. The timing of such projects can notably impact a budget especially when the locality’s
budget is small like the Town of Smithfield’s. Specifically, revenues from other local taxes increased $238,095,
grants from the federal government increased $679,470 and other financing sources increased by $4,352,420.
The largest change in budgeted local taxes was meals tax revenue that increased $204,150. In FY2015, the
Town eliminated the 3% discount previously allowed to retail establishments for collecting the tax; however,
actual meals tax revenues for FY2016 of $1,581,713 exceed FY2015 revenues of $1,448,159 by 9% and were even
slightly above the amended budget amount of $1,576,650. Revenues from the federal government increased by
$679,470 to account for the Pinewood Heights Redevelopment Project. Initially, when preparing the 2016
budget, the Town had expected to complete Phase Il by the end of FY2015 and a contract had not yet been
signed for Phase Ill. Ultimately, Phase Il (MY2) was not substantially completed until FY2016, and a contract was
signed for Phase Ill on February 19, 2016 with work commencing simultaneously with Phase Il. At fiscal year
end, the Town was able to request $340,000 in federal Community Development Block Grant (CDBG) funds for
Phase Il and $295,740 for Phase Ill. For many years, the Town Council had been interested in a public sports
complex primarily for the community’s youth. An opportunity arose in FY2016 to purchase a 101.6 acre farm
within the Town limits with 37.2 acres dedicated to the sports complex. The disposition of the remaining acres

12



GENERAL FUND BUDGETARY HIGHLIGHTS: (CONTINUED)

will be determined as future needs arise although not all of the property is suitable for development. Upon
purchase of the property, the Town received $2,525,000 from private sources to apply towards the cost of the
project. An additional $500,000 was also pledged but was not received before fiscal year end. The town
amended its budget by $3,125,442 to account for those contributions. The Town then began inquiries for a
$5,000,000 loan to finance multiple projects including the ball fields with the expectation that loan proceeds of
$1,102,275 would be drawn before year end. The budget was also amended to reflect those anticipated loan
proceeds, but the actual loan was not secured by June 30, 2016. The Town did have access to 2 lines of credit
but used neither during the fiscal year, reducing that budgeted financing source by $450,000. A budget for
restricted reserves of $169,072 was included in the amended budget as unused loan proceeds from FY2015 were
applied to the renovation of the old rescue squad building into a police evidence building. Finally, budgeted
road maintenance funds were increased by $134,697 to reflect an increase in state funding ($42,545) and a carry
forward of grant funds remaining from FY2015 ($92,152).

Total budgeted departmental operating expenses for FY2016 increased by $812,665 (13.11%) with fluctuations up
and down between departments. There was one significant departmental increase (Community Development)
and one significant decrease (Debt Service). The budget for Community Development increased from $319,949
to $1,495,002, an increase of $1,175,053. As noted in the discussion of general budgetary revenues, the Town
did not initially budget for the Pinewood Heights Redevelopment Project in FY2016. Expenses for the project as
of fiscal year end totaled $873,660 with $635,740 eligible for CDBG reimbursement. This was below the
amended budget amount by $301,393 but the project will continue into FY2017. The budget for debt service
was reduced by $455,160 as the Town determined it would not draw funds on either of its lines of credit before
June 30. Actual debt service payments of $132,154 were just below the amended debt service budget of
$133,959. A smaller budget increase of $56,954 for Public Safety reflected a reclassification of $100,000 for
sidewalks on Great Springs Road from a capital improvement to a contributed cost. Upon, audit, however, the
expense was reclassified from Public Safety to Public Works. Decreases in budgeted Public Safety vehicle
maintenance and fuel offset the $100,000 budget increase by $40,000. The budget for Parks, Recreation, and
Cultural was also increased by $48,755 largely to add engineering costs for the Clontz Park Boat Ramp and the
Waterworks Dam Assessment projects. Both of those projects will also continue into FY2017. Budgeted capital
outlay increased $1,395,926 (208.47%) with the largest increase in Parks, Recreation, and Cultural ($1,053,492)
to recognize the purchase of the sports complex property and associated surveying and engineering costs
($984,377) as well as construction costs for the Clontz Park Boat Ramp ($50,000) and Windsor Castle Park
Building Stabilization ($12,505). All of the budgeted funds for the Windsor Castle Park Building Stabilization
were spent, but the Clontz Park Boat Ramp construction was not started and will become a 2017 capital
improvement. Also, a total of $859,844 was spent on the sports complex during FY2016 but the project was just
getting started and will have a significant budget in FY2017. Finally, road maintenance budget expenditures
were increased by $134,697 to account for the increase in allowable grant funds for FY2016 ($42,545) and the
carry forward of remaining FY2015 funds ($92,152).

PROPRIETARY FUND BUDGETARY HIGHLIGHTS

The budget for proprietary funds was revised during FY2016 to reflect a net income of $284,800 after
contributions compared to the original budgeted income of $169,253. Budgeted operating revenues decreased
minimally by $8,880 (.31%) because water billings were tracking lower than original projections. Both water and
sewer billings still fell short of budget with water under by $27,030 and sewer under by $9,460 as consumption
decreased by 3% for water and 1% for sewer. The reason for the discrepancy between water and sewer billings
relates directly to the billing of two meters for Isle of Wight County’s Gatling Pointe subdivision. Per an
agreement with Isle of Wight County, sewer is billed at only $1.50 per connection for the subdivision compared
to $3.50 per 1,000 gallons for the residents and businesses of the Town. Based on last year’s actual, connection
fees were budgeted at 25 for both water and sewer, but FY2016 fell below prior year with only 19 total
connections, therefore ending the year $12,730 under budget. Budgetary operating expenses also decreased by
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PROPRIETARY FUND BUDGETARY HIGHLIGHTS: (CONTINUED)

$29,422 (-1.46%) with $31,022 attributable to water (-2.26%) and a partially offsetting increase in sewer of
$1600 (.25%). Several accounts contributed to the increases and decreases that made up the overall budget
decrease for water including water tank maintenance (-$78,909), truck operations (-$3,000), professional
services ($17,000), materials and supplies ($25,000), contractual ($1,512), legal ($4,875) and miscellaneous
($2,500). The original budget for water tank maintenance was $105,091annually but paid quarterly ($26,273) to
a contracted vendor to address all of the water tanks in the Town’s utility system. Only the first quarter was
paid in FY2016 before the vendor notified the Town that they were terminating that division of their business.
The Town issued an invitation for bids but ultimately rejected the one bid received and elected to seek
competitive bidding as needed for each tank. The budget for professional services increased from $20,000 to
$37,000 as engineering fees continued from prior year for work related to the Department of Environmental
Quality (DEQ) required well nest and possible alternative discharge methods for the RO plant. Materials and
supplies also increased from $75,000 to $100,000 as $25,000 was added for new meter registers that record
consumption at timed intervals and greatly assist in addressing usage inquiries. The Public Works department
plans to gradually replace all meter registers in the system with the upgraded version. The $1600 increase in
the sewer budget included materials and supplies ($4,000), miscellaneous ($600), and truck operations ($3,000).
The increase in materials and supplies from $46,000 to $50,000 actually ended up being unnecessary as the year-
end total was only $39,553. Actual truck operations costs decreased for both sewer and water as gas prices
continued to remain low. Depreciation expenses were not adjusted during the year, but water was under budget
by $32,635 and sewer was over budget by $19,515 due to a miscalculation of FY2016 depreciation for items
added at year end 2015. The budget for non-operating revenues and expenses was increased by $95,005 which
included increases for pro-rata share fees ($4,800), interest revenue ($4,800), and insurance recoveries
($15,405) while eliminating a large contribution for a DEQ required water well nest ($70,000). Pro-rata share
fees of $1600 per lot were paid by a developer for 3 lots during FY2016. Pro-rata share fees are paid at the time
that plats are recorded. Insurance proceeds of $15,405 were received from the Town’s insurance provider, the
Virginia Municipal League (VML), for expenses incurred due to a lightning strike at the RO plan. Most significant,
however, was the deferral of $70,000 for the originally budgeted well nest contribution. The Town’s water
permit is dependent upon the installation of this well nest that is being constructed in partnership with
Smithfield Foods. The initial site selection was not acceptable, and it became obvious during the year that the
Town’s required contribution would be delayed. Finally, although a budget amendment was not made for
availability fees, they were budgeted at $171,000 based on 25 connection fees, but the Town only collected
$133,800 for 19 connections.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets. As of FY2016, the Town’s investment in capital assets for its governmental and business-type
activities totaled $37,043,864 net of accumulated depreciation. This is an increase of $1,166,982 from FY2015.
Of this total, $1,672,574 originated from an increase in governmental activities with an offsetting decrease in
business-type activities of $505,592. The increase in governmental activities resulted primarily from the
acquisition of land ($1,419,958) and construction in progress ($705,898) that offset reductions in book value
through depreciation and retirement of assets. Similarly, the value of business-type assets decreased as
depreciation of existing assets exceeded current year spending. The Town’s investment in capital assets includes
land, buildings, improvements other than buildings, machinery and equipment, vehicles, infrastructure, art
collection and construction in progress. The Town owns roads, streetlights, and other highway infrastructure
that has been included in this report.
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CAPITAL ASSETS AND DEBT ADMINISTRATION: (CONTINUED)
Major capital asset events during the 2016 fiscal year included the following:

Purchase of three new police vehicles and one public works vehicle

Purchase of 8 land parcels in Phase Il MY2 of the Pinewood Heights Redevelopment Project

Purchase of a farm in the existing town limits to develop a public sports complex

Acceptance of a contributed land parcel from Smithfield Foods Inc. to build a public boat ramp
Acceptance of 5 parcels of land and contribution of 1 parcel in a land swap with Smithfield Foods Inc.
Significant progress on renovation of old rescue squad building into a police evidence building
Completion of storage building improvements for records management.

Town of Smithfield, Virginia
Capital Assets
(net of depreciation)

Governmental Activities Business-type Activities Total
2016 2015 2016 2015 2016 2015

Land $ 9,689,637 % 8,269,679 % 204,481 $ 204,481$% 9,894,118 $ 8,474,160
Building and system 3,803,927 3,852,325 7,772,566 8,036,031 11,576,493 11,888,356
Improvements other

than buildings 935,490 1,002,985 104,554 111,315 1,040,044 1,114,300
Machinery & equipment 442,952 424,824 2,625,884 2,828,846 3,068,836 3,253,670
Vehicles 330,732 364,994 106,295 122,344 437,027 487,338
Infrastructure 6,098,753 6,420,008 4,163,919 3,938,887 10,262,672 10,358,895
Art collections 10,653 10,653 - - 10,653 10,653
Contruction in progress 707,977 2,079 46,044 287,431 754,021 289,510

Total $ 22,020,121 $ 20,347,547 $ 15,023,743 $ 15,529,335$% 37,043,864 $ 35,876,882

Additional details on the Town’s capital assets can be found in Note 7 of the Notes to the Basic Financial
Statements.

Debt Administration. Outstanding debt for the Town at fiscal year-end 2016 totaled $4,196,774 of which
$1,125,008 originated from governmental activities and the remaining $3,071,766 from business-type activities.
The Town did not issue new debt during FY2016, and principal paid for the year totaled $578,721. The Town’s
ratio of net bonded debt to total assessed value of taxable property decreased slightly from 0.05% in FY2015 to
.04% in FY2016.

Detailed information about the Town’s long-term obligations, net bonded debt per capita and legal debt margin
may be found in Notes, 8, 9 and 10 of the Notes to the Financial Statements and Statistical Tables 9, 10, and 11.
The Town’s outstanding debt is significantly below the state’s allowable limit of 10% of the total assessed value
of taxed real property.

Town of Smithfield, Virginia
Outstanding Debt
For the Year Ended June 30, 2016

Governmental Activities  Business-type Activities Total

2016 2015 2016 2015 2016 2015

General obligation bonds  $ 537,678 $ 559,252 ¢ 3,034,840% 3,514,667 ¢$ 3,572,518 4,073,919

Notes payable 397,507 462,990 - 11,837 397,507 474,827
Compensated absences 189,823 176,074 36,926 35,033 226,749 211,107
Total $ 1,125,008 ¢ 1,198,316 3,071,766¢% 3,561,537¢ 4,196,774 ¢ 4,759,853
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ECONOMIC FACTORS

During FY2016 the Town of Smithfield acquired land that will bring additional amenities to both residents and
visitors. After considerable negotiation, the Town purchased a 101.6 acre farm off of West Main Street.
Approximately 37.2 acres of the farm will be used to develop a public sports complex that will be known as the
Joseph W. Luter Jr. Sports Complex. The project, scheduled for completion in the fall of 2017, is expected to
feature 5 baseball fields and an outdoor football/soccer field. In addition, the Town received 5.7 acres of
contributed land from Smithfield Foods Inc. to be used as the site for a public boat ramp. Finally, the Town
transacted a land swap with Smithfield Foods Inc. in which it obtained 5 parcels off of Main Street and Cedar
Street that included one commercial building and vital access to utility infrastructure. Numerous ongoing
projects such as Phase Il of the Pinewood Heights Redevelopment Project, water and sewer upgrades on Main
Street, and restoration plans at Windsor Castle Park that focus on the Manor House and some of its outbuildings
will continue into FY2017. The Town has been fortunate to receive significant private donations and state and
federal grants that assist with the implementation of the many projects that enhance the quality of life for the
Town’s citizens and increase its appeal to local businesses and tourists.

REQUESTS FOR INFORMATION
This financial report is designed to provide a general overview of the Town of Smithfield, Virginia’s financial

condition as of fiscal year ended 2016. Questions concerning this report or requests for additional information
should be directed to the Treasurer, Town of Smithfield, 310 Institute Street, Smithfield, VA 23430.
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TOWN OF SMITHFIELD, VIRGINIA

Statement of Net Position
As of June 30, 2016

Exhibit 1

ASSETS
Cash and cash equivalents
Receivables (net of allowance for uncollectibles):
Taxes receivable
Accounts receivable
Interest receivable
Unearned incentive
Internal balances
Due from other governmental units
Inventories
Prepaid items
Restricted assets:
Cash and cash equivalents
Net pension asset
Capital assets (net of accumulated depreciation):
Land
Buildings and system
Improvements other than buildings
Machinery and equipment
Vehicles
Infrastructure
Art collections
Construction in progress

Total assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on refunding

Net difference between actual and expected experience - pension

Pension contributions subsequent to measurement date

Total deferred outflows of resources

LIABILITIES
Accounts payable
Accrued liabilities
Accrued wages & payroll liabilities
Customer deposits
Accrued interest payable
Due to other governmental units
Due to taxpayers
Long-term liabilities:
Due within one year
Due in more than one year

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred revenue-property taxes
Items related to measurement of net pension asset

Total deferred inflows of resources

NET POSITION
Net investment in capital assets
Restricted:
Town beautification
Pinewood Heights escrow
South Church Street projects
SNAP program
Police department expenditures
Sports complex
Highway maintenance
Debt service
Sewer compliance
Unrestricted

Total net position

The notes to financial statements are an integral part of this statement.
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Primary Government

Governmental Business-type
Activities Activities Total

4,625,675 $ 3,386,585 $ 8,012,260
1,830,754 - 1,830,754
281,589 603,158 884,747
106 - 106
205,000 - 205,000

892,914 (892,914) -
563,211 2,282 565,493
37,059 135,574 172,633
50,392 - 50,392
1,902,663 2,374,881 4,277,544
797,019 187,610 984,629
9,689,637 204,481 9,894,118
3,803,927 7,772,566 11,576,493
935,490 104,554 1,040,044
442,952 2,625,884 3,068,836
330,732 106,295 437,027
6,098,753 4,163,919 10,262,672
10,653 - 10,653
707,977 46,044 754,021
33,206,503 $ 20,820,919 $ 54,027,422
-3 33,745 $ 33,745
3,893 916 4,809
142,007 33,427 175,434
145,900 $ 68,088 $ 213,988
454,857 $ 77,882 $ 532,739
51,459 - 51,459
61,727 13,356 75,083
- 113,165 113,165
192 20,888 21,080
207,945 - 207,945
42,297 - 42,297
167,972 414,852 582,824
957,036 2,656,914 3,613,950
1,943,485 $ 3,297,057 $ 5,240,542
1,753,804 $ - $ 1,753,804
166,185 39,118 205,303
1,919,989 $ 39,118 $ 1,959,107
21,084,936 $ 12,022,648 $ 33,107,584
13,574 - 13,574
46,735 - 46,735
36,232 - 36,232
2,265 - 2,265
36,841 - 36,841
1,665,156 - 1,665,156
95,601 - 95,601
- 884,741 884,741
- 1,376,975 1,376,975
6,507,589 3,268,468 9,776,057
29,488,929 $ 17,552,832 $ 47,041,761




TOWN OF SMITHFIELD, VIRGINIA

Statement of Activities
For the Year Ended June 30, 2016

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
PRIMARY GOVERNMENT:
Governmental activities:
General government administration 1,053,933 $ - $ - $ -
Public safety 2,395,527 68,527 189,836 50,030
Public works 2,462,073 - 1,111,087 -
Parks, recreation, and cultural 945,848 - 5,000 2,870,000
Community development 1,144,472 23,075 42 635,740
Interest on long-term debt 44,266 - - -
Total governmental activities 8,046,119 $ 91,602 $ 1,305,965 $ 3,555,770
Business-type activities:
Water 1,535,791 $ 1,590,719 $ - % 55,720
Sewer 972,556 1,201,638 - 94,724
Total business-type activities 2,508,347 $ 2,792,357 $ - $ 150,444
Total primary government 10,554,466 $ 2,883,959 $ 1,305,965 $ 3,706,214

General revenues:
General property taxes
Other local taxes:
Local sales and use tax
Business licenses
Utility license taxes
Restaurant food taxes
Cigarette taxes
Motor vehicle taxes
Other local taxes
Unrestricted revenues from use of money and property
Miscellaneous
Grants and contributions not restricted to specific programs
Gain on disposal of capital assets

Total general revenues

Change in net position
Net position - beginning

Net position - ending

The notes to financial statements are an integral part of this statement.
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Exhibit 2

$

$

$

$

Net (Expense) Revenue and
Changes in Net Position

Primary Government

Governmental Business-type

Activities Activities Total
(1,053,933) $ - $ (1,053,933)
(2,087,134) - (2,087,134)
(1,350,986) - (1,350,986)
1,929,152 - 1,929,152
(485,615) - (485,615)
(44,266) - (44,266)
(3,092,782) $ -3 (3,092,782)
- $ 110,648 $ 110,648
- 323,806 323,806
- $ 434,454 $ 434,454
(3,092,782) $ 434,454 $ (2,658,328)
2,432,132 $ - $ 2,432,132
330,898 - 330,898
390,371 - 390,371
196,528 - 196,528
1,581,713 - 1,581,713
184,676 - 184,676
134,197 - 134,197
363,321 - 363,321
271,179 17,172 288,351
111,620 26,793 138,413
473,672 - 473,672
289,162 - 289,162
6,759,469 $ 43,965 $ 6,803,434
3,666,687 $ 478,419 $ 4,145,106
25,822,242 17,074,413 42,896,655
29,488,929 $ 17,552,832 $ 47,041,761
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TOWN OF SMITHFIELD, VIRGINIA Exhibit 4
Reconciliation of the Balance Sheet of Governmental Funds
to the Statement of Net Position
As of June 30, 2016
Amounts reported for governmental activities in the statement of net position are
different because:
Total fund balances per Exhibit 3 - Balance Sheet - Governmental Funds 7,527,039
When capital assets (land, buildings, equipment) that are to be used in governmental
activities are purchased or constructed, the costs of those assets are reported as
expenditures in governmental funds. However, the statement of net position includes
those capital assets among the assets of the locality as a whole. 22,020,121
The net pension asset is not an available resource and, therefore, is not reported in the
funds. 797,019
Pension contributions subsequent to the measurement date will be an addition to the net
pension asset in the next fiscal year and, therefore, are not reported in the funds. 142,007
Other long-term assets are not available to pay for current-period expenditures and,
therefore, are reported as unavailable revenue.

Unavailable revenue related to property taxes 85,235

Items related to measurement of net pension asset (162,292)

Unearned incentive allowance 205,000 127,943
Interest paid on long-term debt is not accrued in governmental funds, but rather is
recognized when paid. (192)
Long-term liabilities, including bonds payable, are not due and payable in the current
period and, therefore, are not reported in the funds. All liabilities - both current and long:
term - are reported in the Statement of Net Position.

Bonds and notes payable (935,185)

Compensated absences (189,823) (1,125,008)
Net position of governmental activities

The notes to financial statements are an integral part of this statement.
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TOWN OF SMITHFIELD, VIRGINIA Exhibit 5

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds
For the Year Ended June 30, 2016

Highway Capital
General Maintenance Projects Total
REVENUES
General property taxes $ 2,381,837 $ - $ - % 2,381,837
Other local taxes 3,181,704 - - 3,181,704
Permits, privilege fees, and regulatory licenses 23,075 - - 23,075
Fines and forfeitures 68,527 - - 68,527
Revenue from the use of money and property 270,999 180 - 271,179
Miscellaneous 2,686,650 - - 2,686,650
Intergovernmental:
Commonwealth 675,613 1,104,024 - 1,779,637
Federal 635,740 - - 635,740
Total revenues $ 9,924,145 $ 1,104,204 $ - $ 11,028,349
EXPENDITURES
Current:
General government administration $ 1,032,973 $ - $ - $ 1,032,973
Public safety 2,252,064 - - 2,252,064
Public works 895,332 1,092,475 - 1,987,807
Parks, recreation, and cultural 775,156 - - 775,156
Community development 1,144,472 - - 1,144,472
Capital projects 1,946,638 - - 1,946,638
Debt service:
Principal retirement 87,057 - - 87,057
Interest and other fiscal charges 45,097 - - 45,097
Total expenditures $ 8,178,789 $ 1,092,475 $ -3 9,271,264
Excess (deficiency) of revenues over
(under) expenditures $ 1,745,356 $ 11,729 $ -3 1,757,085
OTHER FINANCING SOURCES (USES)
Sale of equipment $ 11,680 $ -3 - $ 11,680
Total other financing sources (uses) $ 11,680 $ - $ - $ 11,680
Net change in fund balances $ 1,757,036 $ 11,729 $ - $ 1,768,765
Fund balances - beginning 5,666,294 83,872 8,108 5,758,274
Fund balances - ending $ 7,423,330 $ 95,601 $ 8,108 $ 7,527,039

The notes to financial statements are an integral part of this statement.
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TOWN OF SMITHFIELD, VIRGINIA Exhibit 6
Reconciliation of Statement of Revenues,
Expenditures, and Changes in Fund Balances of Governmental Funds
to the Statement of Activities
For the Year Ended June 30, 2016
Amounts reported for governmental activities in the statement of activities are different because:
Net change in fund balances - total governmental funds 1,768,765
Governmental funds report capital outlays as expenditures. However, in the statement of activities
the cost of those assets is allocated over their estimated useful lives and reported as depreciation
expense. Details supporting this adjustment are as follows:
Capital outlay 1,869,768
Depreciation expense (819,676) 1,050,092
The net effect of various miscellaneous transactions involving capital assets (i.e, sales and donations)
is to increase net position.
Gain on exchange of capital assets 277,482
Capital asset donation 345,000 622,482
Revenues in the statement of activities that do not provide current financial resources are not reported
as revenues in the funds.
Property tax revenue 50,295
Change in deferred inflows of resources related to the measurement of the net pension asset 226,818 277,113
The issuance of long-term debt (e.g. bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt consumes the current
financial resources of governmental funds. Neither transaction, however, has any effect on net
position. Also, governmental funds report the effect of premiums, discounts, and similar items when
debt is first issued, whereas these amounts are deferred and amortized in the statement of activities.
This amount is the net effect of these differences in the treatment of long-term debt and related
items. Details supporting this adjustment are as follows:
Principal retired on general obligation bonds and notes 87,057 87,057
Some expenses reported in the statement of activities do not require the use of current financial
resources and, therefore are not reported as expenditures in governmental funds.
(Increase)/decrease in compensated absences (13,749)
(Increase) decrease in net pension asset (131,320)
Increase (decrease) in net difference between actual and expected experience - pension 3,893
Increase (decrease) in deferred outflows of resources related to pension payments subsequent to
year-end 1,523
(Increase)/decrease in accrued interest payable 831 (138,822)
Change in net position of governmental activities

The notes to financial statements are an integral part of this statement.
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TOWN OF SMITHFIELD, VIRGINIA

Statement of Net Position
Proprietary Funds
As of June 30, 2016

Exhibit 7

ASSETS
Current assets:
Cash and cash equivalents
Receivables, net of allowances for uncollectibles accounts
Due from other funds
Due from other governmental units
Inventory

Total current assets

Noncurrent assets:
Restricted assets:
Cash and cash equivalents

Total restricted assets
Net pension asset

Capital assets:
Land
Improvements other than buildings
Vehicles
Buildings
Machinery and equipment
Infrastructure
Construction in progress
Accumulated depreciation

Total capital assets
Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred charge on refunding
Net difference between actual and expected experience - pension
Pension contributions subsequent to measurement date
Total deferred outflows of resources
LIABILITIES
Current liabilities:
Accounts payable
Accrued payroll
Customer deposits
Accrued interest payable
Due to other funds
Compensated absences - current portion
Bonds payable - current portion
Total current liabilities
Noncurrent liabilities:
Bonds payable - net of current portion
Compensated absences - net of current portion
Total noncurrent liabilities
Total liabilities

DEFERRED INFLOWS OF RESOURCES
Items related to measurement of net pension asset
Total deferred inflows of resources

NET POSITION

Net investment in capital assets
Restricted

Unrestricted

Total net position

Total liabilities, deferred outflows of resources and net position

The notes to financial statements are an integral part of this statement.
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Enterprise Funds

Water Sewer

Fund Fund Total
1,698,785 $ 1,687,800 $ 3,386,585
354,779 248,379 603,158
3,956 367,412 371,368
- 2,282 2,282
109,800 25,774 135,574
2,167,320 $ 2,331,647 $ 4,498,967
997,906 $ 1,376,975 $ 2,374,881
997,906 $ 1,376,975 $ 2,374,881
106,150 $ 81,460 $ 187,610
194,391 $ 10,090 $ 204,481
115,140 20,087 135,227
96,130 272,255 368,385
7,394,018 4,192,193 11,586,211
1,844,416 3,057,885 4,902,301
3,088,425 8,086,639 11,175,064
24,256 21,788 46,044
(3,647,612) (9,746,358) (13,393,970)
9,109,164 $ 5,914,579 $ 15,023,743
10,213,220 $ 7,373,014 $ 17,586,234
12,380,540 $ 9,704,661 $ 22,085,201
33,745 $ - $ 33,745
518 398 916
18,913 14,514 33,427
53,176 $ 14,912 $ 68,088
59,010 $ 18,872 $ 77,882
7,767 5,589 13,356
113,165 - 113,165
16,738 4,150 20,888
573,280 691,002 1,264,282
7,708 5,304 13,012
303,070 98,770 401,840
1,080,738 $ 823,687 $ 1,904,425
2,067,770 $ 565,230 $ 2,633,000
14,572 9,342 23,914
2,082,342 $ 574,572 $ 2,656,914
3,163,080 $ 1,398,259 $ 4,561,339
22,133 $ 16,985 $ 39,118
22,133 $ 16,985 $ 39,118
6,772,069 $ 5,250,579 $ 12,022,648
884,741 1,376,975 2,261,716
1,591,693 1,676,775 3,268,468
9,248,503 $ 8,304,329 $ 17,552,832
12,433,716 $ 9,719,573 $ 22,153,289




TOWN OF SMITHFIELD, VIRGINIA

Statement of Revenues, Expenses, and Changes in Net Position

Proprietary Funds
For the Year Ended June 30, 2016

Exhibit 8

OPERATING REVENUES
Charges for services:
Charges for services and connection fees
Charges for services-debt service
Miscellaneous

Total operating revenues

OPERATING EXPENSES

Personnel services

Employee benefits

Contractual

Maintenance, repairs, and truck operations
RO Plant

Utilities

Supplies

Other charges

Depreciation

Total operating expenses
Operating income (loss)

NONOPERATING REVENUES (EXPENSES)
Investment income
Interest expense and other fiscal charges

Total nonoperating revenues (expenses)

Income (loss) before contributions

Contributed capital - availability fees
Contributed capital - development impact fees
Contributed capital - VA revolving loan

Total contributed capital
Change in net position
Total net position - beginning

Total net position - ending

$

$

$

$

Enterprise Funds

Water Sewer

Fund Fund Total
1,399,856 $ 1,201,638 $ 2,601,494
190,863 - 190,863
26,141 652 26,793
1,616,860 $ 1,202,290 $ 2,819,150
389,367 $ 261,999 $ 651,366
33,312 74,048 107,360
68,088 34,410 102,498
56,578 51,121 107,699
489,735 - 489,735
10,916 54,309 65,225
93,754 42,399 136,153
57,658 44,654 102,312
332,365 399,515 731,880
1,531,773 $ 962,455 $ 2,494,228
85,087 $ 239,835 $ 324,922
10,011 $ 7,161 $ 17,172
(4,018) (10,101) (14,119)
5,993 $ (2,940) $ 3,053
91,080 $ 236,895 $ 327,975
53,320 $ 80,480 $ 133,800
2,400 2,400 4,800
- 11,844 11,844
55,720 $ 94,724 % 150,444
146,800 $ 331,619 $ 478,419
9,101,703 7,972,710 17,074,413
9,248,503 $ 8,304,329 $ 17,552,832

The notes to financial statements are an integral part of this statement.
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TOWN OF SMITHFIELD, VIRGINIA Exhibit 9
Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2016
Enterprise Funds
Water Sewer
Fund Fund Total
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users $ 1,602,224 $ 1,230,079 $ 2,832,303
Payments to suppliers (1,189,668) (356,375) (1,546,043)
Payments to and on behalf of employees (475,370) (334,098) (809,468)
Net cash provided by (used for) operating activities $ (62,814) $ 539,606 $ 476,792
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
Purchase of property, plant and equipment $ (76,496) $ (149,792) $ (226,288)
Capital contributions 55,720 94,724 150,444
Retirement of long-term indebtedness (381,887) (109,777) (491,664)
Interest expense (43,453) (9,492) (52,945)
Net cash provided by (used for) capital and related
financing activities $ (446,116) $ (174,337) $ (620,453)
CASH FLOWS FROM INVESTING ACTIVITIES
Interest income $ 10,011 $ 7,161 $ 17,172
Net cash provided by (used for) investing activities $ 10,011 $ 7,161 $ 17,172
Net increase (decrease) in cash and cash equivalents $ (498,919) $ 372,430 $ (126,489)
Cash and cash equivalents - beginning, including restricted cash
and cash equivalents of $1,185,689 and $1,046,154 3,195,610 2,692,345 5,887,955
Cash and cash equivalents - ending, including restricted cash
and cash equivalents of $997,906 and $1,376,97¢ $ 2,696,691 $ 3,064,775 $ 5,761,466
Reconciliation of operating income (loss) to net cash
provided by (used for) by operating activities:
Operating income (loss) $ 85,087 $ 239,835 $ 324,922
Adjustments to reconcile operating income (loss) to net cash
provided by (used for) by operating activities:
Depreciation 332,365 399,515 731,880
(Increase) decrease in accounts receivable (10,914) 24,708 13,794
(Increase) decrease in due from other funds (349) (142,730) (143,079)
(Increase) decrease in due from other governmental units - 3,081 3,081
(Increase) decrease in inventory (1,855) (4,879) (6,734)
Increase (decrease) in compensated absences 1,033 860 1,893
Increase (decrease) in accrued payroll (9,395) (6,289) (15,684)
Increase (decrease) in due to other funds (380,194) 13,930 (366,264)
Increase (decrease) in accounts payable (30,541) 4,197 (26,344)
(Increase) decrease in net pension asset (24,940) 37,725 12,785
(Increase) decrease in deferred outflows of resources - pension related (7,142) 3,124 (4,018)
Increase (decrease) in deferred inflows of resources - pension related (12,247) (33,471) (45,718)
Increase (decrease) in customer deposits (3,722) - (3,722)
Total adjustments $ (147,901) $ 299,771 $ 151,870
Net cash provided by (used for) operating activities $ (62,814) $ 539,606 $ 476,792

The notes to financial statements are an integral part of this statement.
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TOWN OF SMITHFIELD, VIRGINIA

Notes to Financial Statements
As of June 30, 2016

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Narrative Profile

Town of Smithfield, Virginia (Town) is a political subdivision of the Commonwealth of Virginia governed by
an elected seven member Town Council. The Town provides a full range of services for its citizens. These
services include public safety, recreational activities, and cultural events.

The financial statements of Town of Smithfield, Virginia have been prepared in conformity with the
specifications promulgated by the Auditor of Public Accounts (APA) of the Commonwealth of Virginia, and
the accounting principles generally accepted in the United States as specified by the Governmental
Accounting Standards Board. The more significant of the Town’s accounting policies are described below.

A. Financial Reporting Entity

Accounting principles generally accepted in the United States require financial statements to present the
primary government and its component units, entities for which the government is considered to be
financially accountable. Blended component units, although legally separate entities, are, in substance,
part of the government’s operations and so data from these units are combined with data of the primary
government. The Town has no component units that meet the requirements for blending. Discretely
presented component units, on the other hand, are reported in a separate column in the government-
wide statements to emphasize they are legally separate from the primary government. The Town does
not have any discretely presented component units.

B. Government-wide and Fund Financial Statements

The accompanying financial statements are prepared in accordance with pronouncements issued by the
Governmental Accounting Standards Board. The principles prescribed by GASB represent generally
accepted accounting principles applicable to governmental units.

The government-wide financial statements (i.e., the statement of net position and the statement of
activities) report information on all of the nonfiduciary activities of the Town. Governmental activities,
which normally are supported by taxes and intergovernmental revenues, are reported separately from
business-type activities, which rely to a significant extent on fees and charges for support.

Statement of Net Position - The Statement of Net Position is designed to display the financial position of
the primary government (government and business-type activities). Governments will report all capital
assets in the government-wide Statement of Net Position and will report depreciation expense, the cost
of “using up” capital assets, in the Statement of Activities. The net position of a government will be
broken down into three categories - 1) net investment in capital assets; 2) restricted; and 3)
unrestricted.

Statement of Activities - The government-wide Statement of Activities reports expenses and revenues in
a format that focuses on the cost of each of the government’s functions. The expense of individual
functions is compared to the revenues generated directly by the function (for instance, through user
charges or intergovernmental grants).
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TOWN OF SMITHFIELD, VIRGINIA

Notes to Financial Statements
As of June 30, 2016 (Continued)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

B. Government-wide and Fund Financial Statements (Continued)

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

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

Budgetary comparison schedules - Demonstrating compliance with the adopted budget is an important
component of a government’s accountability to the public. Many citizens participate in one way or
another in the process of establishing the annual operating budgets of state and local governments, and
have a keen interest in following the actual financial progress of their governments over the course of
the year. Many governments revise their original budgets over the course of the year for a variety of
reasons. Under the GASB 34 reporting model, governments provide budgetary comparison information in
their annual reports, including the original budget and a comparison of final budget and actual results.

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

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

The government-wide Statement of Activities reflects both the gross and net cost per functional
category (public safety, public works, health and welfare, etc.) which are otherwise being supported by
general government revenues (property, sales and use taxes, certain intergovernmental revenues, fines,
permits and charges, etc.) The Statement of Activities reduces gross expenses (including depreciation)
by related program revenues, operating and capital grants, and contributions. The program revenues
must be directly associated with the function (public safety, public works, health and welfare, etc.) or a
business-type activity.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. This is the manner in which these funds are
normally budgeted. Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the Town considers revenues
to be available if they are collected within 60 days of the end of the current fiscal period. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures as well as expenditures related to compensated absences and claims and judgments, are
recorded only when payment is due.
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TOWN OF SMITHFIELD, VIRGINIA

Notes to Financial Statements
As of June 30, 2016 (Continued)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

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

Property taxes, sales taxes, franchise taxes, licenses, meals tax, transient occupancy tax and interest
associated with the current fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when cash is received by the government.

Since the governmental fund statements are presented on a different measurement focus and basis of
accounting than the government-wide statements’ governmental column, a reconciliation is presented
which briefly explains the adjustment necessary to reconcile the fund financial statements to the
governmental column of the government-wide financial statements.

The following is a brief description of the specific funds used by the Town.
1. Governmental Funds:
Governmental Funds are those through which most governmental functions typically are financed.

a. General Fund - The General Fund is the primary operating fund of the Town. This fund is used to
account for and report all financial resources except those required to be accounted for and
reported in another fund. Revenues are derived primarily from property and other local taxes,
state and federal distributions, licenses, permits, charges for services, and interest income. The
General Fund is considered a major fund for reporting purposes.

b. Special Revenue Fund - Special revenue funds account for and report the proceeds of specific
revenue sources that are restricted or committed to expenditure for specified purposes other
than debt service or capital projects. The only special revenue fund is the Highway Maintenance
Fund, which is considered a major fund.

c. Capital Projects Fund - The Capital Projects Fund accounts for and reports financial resources
that are restricted, committed or assigned to expenditure for capital outlays, except for those
financed by proprietary funds or for assets held in trust for individuals, private organizations, or
other governments. The Town Capital Projects Fund is considered a major fund.

2. Proprietary Funds:

Proprietary Funds account for operations that are financed in a manner similar to private business
enterprises. The measurement focus is upon determination of net income, financial position, and
changes in financial position. Proprietary Funds consist of an enterprise fund.

Enterprise Funds account for the financing of services to the general public where all or most of the
operating expenses involved are recorded in the form of charges to users of such services. The
enterprise fund consists of the Water and Sewer Funds.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are payments-in-lieu of taxes where the amounts
are reasonably equivalent in value to the interfund services provided and other charges between the
government’s water and sewer function and various other functions of the government. Elimination of
these charges would distort the direct costs and program revenues reported for the various functions
concerned.
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TOWN OF SMITHFIELD, VIRGINIA

Notes to Financial Statements
As of June 30, 2016 (Continued)

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (CONTINUED)

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

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund’s principal ongoing operations. The principal operating revenues
consist of charges to customers for sales and services. The Town also recognizes as operating revenue
the portion of tap fees intended to recover the cost of connecting new customers to the system.
Operating expenses include the costs of sales and services, administrative expenses, and depreciation on
capital assets. All revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.

D. Budgets and Budgetary Accounting

The Town Council annually adopts budgets for the general and water and sewer funds.

The Town follows these procedures in establishing the budgetary data reflected in the financial
statements:

1. On or before May 1 of e