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ROBINSON, FARMER, COX ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANTS A PROFESSIONAL LIMITED LIABILITY COMPANY

independent Auditor’s Report

To The Honorable Members of the Town Council
Municipal Corporation of Cape Charles
Cape Charles, Virginia

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Municipal Corporation of Cape
Charles, Virginia, as of and for the year ended June 30, 2008, which collectively comprise the Town’s basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the
Municipal Corporation of Cape Charles, Virginia’s management. Our responsibility is to express opinions on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and 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 of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and the significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of the Municipal Corporation of Cape Charles, Virginia, as of June 30,
2008, and the respective changes in financial position and cash flows, where applicable, thereof for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated May 7, 2009, on our
consideration of the Municipal Corporation of Cape Charles, Virginia’s internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations, contracts, grant agreements, and
other matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and important for assessing the results of our audit.

The Management’s Discussion and Analysis, budgetary comparison information, and the Schedule of Pension
Funding Progress as listed in the table of contents, are rnot a required part of the basic financial statements but
are supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.




Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipal Corporation of Cape Charles, Virginia, basic financial statements. The introductory
section, 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 introductory section, supporting schedules,
and other statistical information have not been subjected to the auditing procedures applied in the audit of the
basic financial statements and, accordingly, we express no opinion on them.

ZM haras /(/‘ ——
Richmond, Virginia
May 7, 2009
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MANAGEMENT’S DISCUSSION AND ANALYSIS

| Te the Honorable Members of the Town Council

To the Citizens of the Municipal Corporation of Cape Charles
Cape Charles, Virginia

As management of the Municipal Corporation of Cape Charles, Virginia we offer readers of the
- Town’s financial statements this narrative overview and analysis of the financial activities of the
- Town for the fiscal year ended June 30, 2008. Please read it in conjunction with the Town’s basic

financial statements, which follow this section.

e Fin’ancia!: Highlighi

Government wide Financial Statements

: < The assets of the Town exceeded its tiabilities at the close of the most recent fiscal year by

$8 869, 919 (net assets).

; -_Fund F1nanc1al Statements

"-'--"'-'=The--=Governmental Funds, on a current financial resource basis, reported revenues and other

financing sources in deficit of expenditures and other uses by $15,261 (Exhibit 5).

< ”“As.of the close of the current fiscal year; the Town’s funds reported an ending fund balance of

$1 228 753, a decrease of $15,261 in comparison with the prior year,

-:_The combmed long -term obligations increased $104 115 during the current fiscal year.

?“"?'Overwew of the Financial Statements

~“This discussion and analysis are intended to serve as an introduction to the Town’s basic financial
““gtatements. The Town’s basic financial statements comprise three components: -

1. Government-wide financial statements,
2. Fund financial statements, and
3. Notes to the financial statements.

This report also contains other supplementary information in addition to the basic financial
statements themselves.

Government-wide financial statements - The Government-wide financial statements are designed to
provide readers with a broad overview of the Town's finances, in a manner similar to a private-sector

business.




MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Overview of the Financial Statements (Continued)

Government-wide financial statements (Continued)

The statement of net assets presents information on all of the Town’s assets and liabilities, with the
difference between the two reported as net assets. 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.,

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

Both of the government-wide financial statements distinguish functions. of the Town that are
principally supported by taxes and intergovernmental revenues (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-type activities). The governmental activities of the Town include general
government, police protection, sanitation, cultural events, recreation, and community development.

Fund financial statements - A fund is a grouping of related accounts that is used to maintain control
over resources that have been segregated for specific activities or objectives. The Municipal
Corporation of Cape Charles, Virginia, like other local governments, uses fund accounting to ensure
and demonstrate compliance with finance-related legal requirements. All of the funds of the Town
can be divided into two categories: governmental funds and proprietary funds.

Governmental funds - Governmental funds are used to account for essentially the same functions or
services reported as governmental activities in the government-wide financial statements. Whereas
the government-wide financial statements are prepared on the accrual basis of accounting, the
governmental fund financial statements are prepared on the modified accrual basis of accounting.
The focus of modified accrual reporting is on near-term inflows and outflows of financial resources
and the balance of financial resources available at the end of the fiscal year. Since the
governmental funds focus is narrower than that of the government-wide financial statements a
reconciliation between the two methods is provided at the bottom of the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures and changes in fund balances.
The Town has one major governmental fund - the General Fund.

Proprietary funds - Proprietary funds consist of enterprise funds. Enterprise funds are established to
account for the delivery of goods and services to the general public and use the accrual basis of
accounting, similar to private sector business.

The Water and Sewer Fund provides a centralized source for water/sewer services. The Harbor Fund
provides docking facilities and fuel sales for harbor customers. The Sanitation Fund provides refuse
collection services.

Notes to the financial statements - The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Other information - In addition to the basic financial statement and accompanying notes, this report
also presents certain required supplementary information for budgetary comparison schedules.

nnnn




- MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of the Town’s financial
position. In the case of the Town, assets exceeded liabilities by $8,869,919 at the close of the most
recent fiscal year. The following table summarizes the Town’s Statement of Net Assets:

Municipal Corporation of Cape Charles, Virginia's Net Assets

Governmental Activities Business-type Activities Totals
2008 2007 2008 2007 2008 2007

- Current'and other assets $ 1,401,322 § 1,399,087 § 566,588 S 884,453 § 1,967,910 § 2,283,540

Capital assets 3,563,759 3,512,206 6,857,398 6,357,564 10,421,157 9,869,770

' Total assets S 4965081 $ 4,911,293 § 7,423,986 § 7,242,017 $ 12,389,067 § 12,453,310

- Cyrrent lfabilities $ 120533 § 12,672 § 204615 § 35214 $ 325,148 147,886

Long-term liabilities

 outstanding 1,189,719 1,247,482 2,004,281 2,050,633 3,194,000 3,298,115
© i Total labilities § 1,310,252 § 1,360,154 § 2,208,896 S 2,085,847 § 3,519,148 § 3,446,001
Netassetss

- lnvested in capital assets,

. net of related debt $ 2,419.451 § 2,307,398 § 4,882,569 S 4,331,233 § 7,302,020 6,638,631

‘. Unrestricted 1,235,378 1,243,741 332,521 824,937 1,567,899 2,068,678

Total net asets § 3654829 § 3551139 § 5215090 § 515,170 § 8,869,919 8,707,309

I l I l ! I I l I I I l i I I I' «.I\:f|< :Irf;r H Ii :’IsnI; II .I;v,'; I{I iul; “ ﬂi I?lr _.-Iul;.- <I~r-',v -r_Ig»lg- ,Ix_,l .‘Imr. S




MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Government-wide Financial Analysis (Continued)

During the current fiscal year, the Town’s net assets increased by $162,610. The following table
summarizes the Town’s Statement of Activities:

Municipal Corporation of Cape Charles, Virginia's Changes in Net Assets

Governmental Activities Business-type Activities Totals
2008 2007 2008 2007 2008 2007
Revenues:
Program revenues:
Charges for services - $ 109,889 § 107,7N1 § 1,730,858 & 1,586,420 $ 1,840,747 § 1,694,211
Operating grants
and contributions 91,488 159,796 - - 91,488 159,796
Capital grants-.
and contributions - - 244,190 119,511 244,190 119,511
General revenues:
General property taxes 1,092,242 1,047,903 - - - 1,092,242 1,047,903
Other local taxes 474,193 375,147 - - 474,193 375,147
Grants and other )
contributions not restricted 35,422 61,558 - - 35,422 61,558
Other general revenues 80,351 132,412 4 3 80,355 132,415
Total revenues $ 1,833,585 $ 1,884,607 § 1,975,052 § 1,705,934 §$ 3,858,637 § 3,590,541
Expenses:
General government .
administration S 423,662 § 716,874  § -8 - S 423662 5 716,874 _ .
Public safety 467,252 645,866 - - 467,252 645,866 %
Public works 557,261 378,102 - - 557,261 378,102 _.
Parks, recreation, and cuttural 179,575 184,678 - - 179,575 184,678 *
Community development 100,263 117,189 - - 100,263 117,189
Interest and other fiscal charges 51,882 113,590 - - 51,882 113,590 °
Enterprise funds - - 1,916,132 1,745,095 1,916,132 1,745,095 g
Total expenses $ 1,779,895 § 2,156,299 § 1,916,132 § 1,745,095 § 3,696,027 5§ 3,901,394 peu
Change in net assets $ 103,690 § (271,692) $ 58,920 § (39,161) § 162,610 § (310,853 )=
Beginning of year 3,551,139 3,822,831 5,156,170 5,195,331 8,707,309 9,018,162 ™
End of year S 3,654,829 $ 3,551,139 § 5215090 § 5,156,170 S 8,869,919 & 8,707,309
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MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Financial Analysis of the Town’s Funds

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

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

- As of the end of the current fiscal year, the Town’s governmental fund reported a fund balance of
~$1,228,753, a decrease of $15,261 in comparison with the prior year, all of which was undesignated.

Pfopﬁetarv Funds - The Town’s proprietary funds provide the same type of information found in the

government-wide financial statements, but in more detail. Unrestricted net assets at the end of the
year amounted to $332,521. Total net assets increased $58,920. Other.factors concerning the
finances of this fund have already been addressed in the discussion of the Town’s business-type

«oactivities.
-/ General Fund Budgetary Highlights

Durlng the year, budgetary estimates exceeded actual revenues and other sources by $85,799.

Actual expenditures and other uses were less than budgetary estimates by $70,538, resulting in a
negative variance of $15,261. '

Capital Asset and Debt Administration

Capital assets - The Town’s investment in capital assets for its governmental operations as of June
30, 2007 amounts to $3,563,759 (net of accumulated depreciation). This investment in capital assets
includes land, buildings and improvements, and machinery and equipment.

Additional information on the Town’s capital assets can be found in the notes of this report.
Long-term debt - At the end of the current fiscal year, the Town had total debt outstanding of
$3,119,137. Of this amount, $3,088,603 comprises debt backed by the full faith and credit of the
Town. The remainder of the Town's debt represents amounts secured solely by specific property or
specified revenue sources (i.e., capital leases).

During the current fiscal year, the Town’s total debt outstanding decreased by $112,002.

Additional information on the Town’s long-term debt can be found in Note 7 of this report.




MANAGEMENT’S DISCUSSION AND ANALYSIS (CONTINUED)

Economic Factors and Next Year’s Budgets and Rates

< The unemployment rate for Northampton County, Virginia, of which the Municipal Corporation of
Cape Charles, Virginia is an incorporated Town, was 5.2 percent at June 30, 2008, in comparison
to the state’s average unemployment rate of 4.0 percent and the national average rate of 5.5
percent. .

All of these factors were considered in preparing the Town’s budget for the 2009 fiscal year.

The fiscal year 2009 budget increased by approximately 183%. This increase is primarily due to an
increase in budgeted capital projects expenditures of $6,597,747. All of tax rates remained the
same as in fiscal year 2008 with the exception of the real estate tax, which decreased by $0.14 per

$100, and the transient occupancy tax, which decreased from 4% to 3%.

Requests for Information

This financial report is designed to provide a general overview of the Municipal Corporation of Cape
Charles, Virginia’s finances for all those with an interest in the Town’s finances. Questions
concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Town Manager, 2 Plum Street, Cape Charles, Virginia 23310.
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Exhibit 1
Municipal Corporation of Cape Charles, Virginia
Statement of Net Assets
June 30, 2008
Primary Government
Governmental Business-type
- Activities Activities Total
ASSETS
Cash and cash equivalents $ 1,502,087 $ 96,595 1,688,682
Recelvables (net of allowance for uncollectibles):
Taxes receivable 79,553 - 79,553
Accounts receivable 7,484 134,278 141,762
Other receivable 28,028 - 28,028
Internal balances (329,368) 329,368 -
Due from other governmental units 16,984 6,347 23,341
Prepaid expenses 6,544 - 6,544
Capltal assets:
Land 1,791,700 .- 1,791,700
Buildings and improvements 1,504,384 3,249,038 4,753,422
Water and sewer system - 2,976,121 2,976,121
Machinery and equipment 174,794 225,267 400,061
Construction in progress : 92,881 406,972 499,853
Total assets 3 4,965,081 7,423,986 12,389,067
LIABILITIES ' _
Accounts payable 5 28,844 163,732 192,576
Accrued liabilities 68,713 22,259 90,972
Accrued interest payable 20,589 11,391 31,980
Unearned revenue 2,387 - 2,387
Amounts held for others - 7.233 7,233
Long-term fiabilities:
Due within one year 64,306 57,419 121,725
Due in more than one year 1,125,413 1,846,862 3,072,275
Total liabilities $ 1,310,252 2,208,896 3,519,148
NET ASSETS :
Invested in capital assets, net of related debt $ 2,419,451 4,882 569 7,302,020
Unrestricted (deficit) 1,235,378 332,521 1,567,809
Total net assets $ 3,654,829 5,215,090 8,869,919

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.
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Exhibit 3
Municipal Corporation of Cape Charles, Virginia
Balance Sheet
Governmental Fund
June 30, 2008
(General
_ ASSETS
Cash and cash equivalents $ 1,592,087
Receivables (net of allowance
for uncollectibles):
Taxes receivable 79,553
Accounts receivable 7,484
Other receivable - 28,028
+ . :Due from other governmental units 16,994
Prepaid items 6,544
 Total assets $ 1,730,690
LLIABILITIES AND FUND BALANCES
Liabilities:
Accounts payable $ 28,844
_ Accrued liabilities 68,713
‘ Due to other funds - 329,368
. Deferred revenue 75,012
.. " Total liabilities $ 501,937
Fund balances:
Unreserved, undesignated reported in:
General fund $ 1,228,753
Total fund balances $ 1,228,753
Total liabilities and fund balances $ 1,730,690




Municipal Corporation of Cape Charles, Virginia

Exhibit 4

Reconciliation of the Balance Sheet of Governmental Funds

To the Statement of Net Assets
June 30, 2008

Amounts reported for governmental activities in the Statement of Net Assets are
different because:

Total fund balances per Exhibit 3 - Balance Sheet - Governmental Funds

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

Other long-term assets are not available to pay for current-period expenditures and,

therefore, are deferred in the funds. The following represents deferred property taxes.

Long-term liabilities, including bonds payable, are not due and payable in the current
period and, therefore, are not reported in the funds. The following us a summary
of items suppaorting this adjustment;

General abligation bonds
Capital lease obligations
Compensated absences
Accrued interest payable

Net assets of governmental activities

The notes 1o the financial statements are an integral part of this statement.
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$ 1,228,753

3,563,759

72,625

$(1,113,774)
(30,534)
(45,411)

(20,589)  (1,210,308)
$ 3,654,829

RiE:E:ER: R B



|
|
i
;
i
|
|
i\

:I :«:Iz -;I-:scl t -'gI,:-:Iy :‘I'I l . -=Iz :r ls:-lg- I( :;l;. -,I.wr_ rIL::I1:_ ..I(.-,'; - J,Ia'«,l‘_ ﬂ( . -:[\:er I«,l o .I,-.:!.,. - [; ! s g m

n
:
o i
|
i i
" i
. |

The notes to the financial statements are an integral part of this statement.
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Exhibit 5
Municipal Corporation of Cape Charles, Virginia
Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Fund
For the Year Ended June 30, 2068
General
REVENUES
General property taxes 1,083,243
Other local taxes 474,193
Permits, privilege fees,
and regulatory licenses 83,529
Fines and forfeitures 22,935
Revenue from the use of
money and property 76,618
Charges for services 3,425
Miscellaneous 3,735
Recovered costs 15,500
Intergovernmental revenues:
Commonwealth 91,655
Federal 35,255
Total revenues 1,890,086
EXPENDITURES
Current:
General government administration 596,869
Public safety - police department 280,766
Public safety - code enforcement 166,535
Public works 542,103
Parks, recreation, and cultural 107,922
Community development 98,134
Debt service:
' Principal retirement 60,500
interest and other fiscal charges 52,518
Total expenditures 1,805,347
Excess (deficiency) of revenues over
(under) expenditures (15,261)
Net change in fund balances (15,261)
Fund balances - beginning 1,244,014
Fund balances - ending 1,228,753




Exhibit 6
Municipal Corporation of Cape Charles, Virginia
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, 2008

Amounts reported for governmental activities in the statement of activities are different because:
Net change in fund balances - total governmental funds $  (15,261)
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. This is the amount by which the capital cutlays exceeded

depreciation in the current period.

Capital cutlay $ 245,448

Depreciation expense (193,895) 51,553
Revenues in the statement of activities that do not provide current financial resources are }
not reported as revenues in the funds. Details of this item consist of changes in deferred taxes. 8,998

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 govermnmental funds. Neither transaction, however, has
any effect on net assets. A summary of items supporting this adjustment is as follows:
Principat retirement on general obligation bonds $ 41,847
Principal retirement on capital lease obligations 18,653 60,500

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.
The following Is a summary of items supporting this adjustment:

Increase in accrued leave $ (2,737)
Decrease in interest payable 636 (2,101)
Change in net assets of governmental activities $ 103,690

The notes to the financial statements are an integral part of this statement.
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Municipal Corporation of Cape Charles, Virginia
Statement of Net Assets
Proprietary Funds
June 30, 2008

Exhibit 7

The notea to the financial statements are an integral part of this statement.

15

Water and
Sewer Harbor Sanitation Total
ASSETS
Current assets:
Cash and cash equivalents $ 96,295 $ 300 $ - 96,585
Accounts receivables, net of allowances for uncollectibles 134,278 - - 134,278
Due from other funds 73,486 125,085 136,592 335,143
. Qther raceivables 6,000 347 - 6,347
. Total current assets % 310,058 5 125,712 $§ 136,592 572,363
Noneurrent assets: '
Capitat assets:
. Water and sewer system $ 2,976,121 % - 3 - 2,976,121
Bulldings and impravements - 553,780 - 553,780
- Improvements other than buildings 1,600,913 1,094,345 - 2,685,258
“:. Machlnery and equipment 93,910 128,311 3,046 225,267
Construction in progress 406,972 - - 406,972
Total capital assets § 5077916 & 1,776,436 § - 3,046 5,857,398
: 'T'Otal noncurrent assels g 5,077,916 & 1,776,436 3 3,046 6,857,398
Tota! assets $ 5387975 § 1,902,148 % 139,638 7,429,761
LIABIL!TIES .
Current Ilabllmes
. Accaunts payable 5 161,695 § 1,797 § 240 163,732
_Accrued [[abilities 16,427 4,888 944 22,258
... Due to:other funds 5,448 - 327 5,775
Compensated absences 2,253 465 227 2,945
Intorest:payable 4,470 7,221 - 11,391
* Customer deposits payable 6,633 600 - 7,233
Bonds payable - current portion 38,668 15,806 - 54,474
- Total current liabilities $ 235204 § 30,777_% 1,738 267,809
T Noncurrant {labilities:
- Bonds payable - net of current portion $ 1,545,527 § 374,828 % - 1,920,355
Compensated absences 20,280 4,189 2,038 26,507
“Total noncurrent tiabilities 3 1,665,807 § 379,017 8 2,038 1,946,862
_ “Total llablhttes $ 1,801,101 § 409,794 § 3,776 2214671
: NET:ASSETS
invested In capltal assets, net of related debt $ 3493721 § 1,385,802 $ 3,046 4,882,569
Unrestricted 93,153 108,552 132,816 332,521
Tolal net assets $ 3,586,874 § 1,492,354 § 135,862 5,215,090




Exhibit 8
Municipal Corporation of Cape Charles, Virginia
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds
For the Year Ended June 30, 2008

Water and
Sewer Harbor Sanitation Total
OPERATING REVENUES
Charges for services:- .
Water $ 429,716 $ - $ - $ 429,716
Sewer 431,366 - - 431,366
Harbor fees - 117,338 - 117,338
Penalties 63,752 393 - 64,145
Reifuse collection - - 174,432 174,432
Fuel sales - 372,155 . - 372,155
Miscellaneous . 1,053 11,125 - 13,078
Total operating revenues $ 928,787 & 501,011 § 174,432 § 1,602,230
OPERATING EXPENSES ,
Personnel services $ 343,996 § 94,021 % 23,489 § 461,506
Fringe benefits 123,291 21,993 10,115 155,399
Contractual services 158,150 5,651 129,738 293,439
Other supplies and expenses 227,229 398,570 2,755 628,554
Depreciation : 188,177 093,512 590 282,279
Total operating expenses 3 1,040,843 % 613,647 § 166,687 $ 1,821,177
Operating income {loss) 3 (114,056) $ (112,636) § 7,745 § (218,947)
NONOPERATING REVENUES (EXPENSES)
Intergovernmental revenue ] 1,000 § 243190 § - 3 244,190
Investment earnings 4 - - 4
Connection fees 128,628 - - 128,628
Interest and fiscal charges {77,580) (17,375) - {94,955)
Total nonoperating revenues (expenses) 3 52,052 % 225815 % - $ 277,867
Change in net assets $ (62,004) % 113,172 % 7,745 § 58,920
Total net assets - beginning 3,648,878 1,379,175 128,117 5,156,170
Total net assets - ending $ 3,086,874 § 1492354 % 135,862 § 5,215,090

The notes fo the financial statements are an integral part of this statement.
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Municipal Corporation of Cape Charles, Virginia
Statement of Cash Flows
Proprisetary Funds
For the Year Ended June 30, 2008

Exhibit 9

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users
Payments for operating expenses
Payments to employees
Net cash provided (used by) operating activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES
Transfers to other funds
Intergovernmental revenue
Net cash provided (used) by noncapital financing -
activities

CASH FLOWS FROM CAPITAL AND RELATED FINANCING

ACTIVITIES
Additions to capital asseis
Principal paymenits on bonds and capital leases
Connection fees
Interest payments
Net cash provided (used) by capital and related
financing activities

< CASH FLOWS FROM INVESTING ACTIVITIES

Interest and dividends received
Net cash provided (used) by investing activities

Net :E:_rj__qrease {decrease) in cash and cash equivalents

““Cash and cash equivalents - beginning
_ Cash and cash equivalents - ending

“Reconcillation of operating income (loss) to net cash
< provided by operating activities:
.+ Operating income (loss)

Adjustments to reconcile operating income to net cash
provided (used) by operating activities:
Depreciation expense
(Increase) decrease in accounts receivable
Increase (decrease) in customer deposits
Increase {decrease) in accounts payable
Increase {decrease) compensated absence liability
Total adjustments

Net cash provided {used) by operating activities

Water and
Sewer

arbor

Sanitation

Total

$ 022,200 $ 501,264 $ 174,432 $ 1,597,896
(220,287)  (401,261)  (132,133) (753,681)
(464,794)  (113,425) (33,536) (611,755)

3 237,119 § (13422) § 8,763 $ 232,460

$ 252320 $ 113,800 $ (8,763) $ 357,357

1,000 243,190 - 244,190

$ 253,320 $ 356,990 §$ (8,763) $ 601,547

$ (409,709) $ (372,404) $ - % (782,113)
(36,825) (14,677) - (51,502)
128,628 - - 128,628
(77.,709) (17,600) - (95,309)

$ (395615) $ (404,681) $ - $ (800,296)

$ 4 $ - $ - $ 4

$ il - $ - 3 4

$ 94,828 $ (61,113) $ - % 33715

1,467 61,413 - 62,880

3 06,205 $ 300 $ - § 96,595

$ (114,056) $ (112636) $ 7,745 $ (218,847)

$ 188,177 $ 93,512 § 590 $§ 282,279

(5,428) (347) - (5,775)

841 600 - 1,441

165,092 2,860 360 168,312
2,493 2,589 68 5,150

$ 351175 $ 99214 $ 1,018 $ 451,407
[3 237119 § (13422) § 8,763 $ 232,460

The notes to the financial statements are an integral part of this statement.
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MUNICIPAL CORPORATION OF CAPE CHARLES, VIRGINIA

Notes to Financial Statements
As of June 30, 2008

Note 1—Summary of Significant Accounting Policies:

The. Municipal Corporation of Cape Charles, Virginia (the "Town") is governed by an elected mayor and a six

member Council. The Town provides a full range of services for its citizens. These services include police

protection, sanitation services, and utilities.

The financial statements of the Municipal Corporation of Cape Charles, 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 government’s accounting policies are described below.

‘Management’s Discussion_and Analysis - GASB Statement No. 34 requires the financial statements be

accompanied by a narrative introduction and analytical overview of the government’s financial activities in the
form of “Management’s Discussion and Analysis” (MD&A).

_Government-wide and Fund Financial Statements

Government-wide financial statements - The reporting model includes financial statements prepared using full
accrual accounting for all of the government’s activities. This approach includes not just current assets and

iabilities but also capital assets and long-term liabilities (such as buildings and general obligation debt).

The government-wide financial statements (i.e., the Statement of Net Assets and the Statement of Changes in
Net Assets) report information on all of the nonfiduciary activities of the primary government. For the most

part, the effect of interfund activity has been removed from these statements. Governmental activities, which

“normally are supported by taxes and intergovernmental revenues, are reported separately from business-type

activities, which rely to a significant extent on fees and charges for support. Likewise, the primary government
is reported separately from certain legally separate component units for which the primary government is
financially accountable.

_$_t_§tement of Net Assets - The Statement of Net Assets is designed to display financial position of the primary
‘g‘ov_g}‘nrﬁént (government and business-type activities). Governments will report all capital assets in the
' government-wide Statement of Net Assets and will report depreciation expense - the cost of “using up” capital

asséts - in the Statement of Activities. The net assets of a government will be broken down into three categories

| _f"i')'i_hyestéd in capital assets, net of related debt; 2) restricted; and 3) unrestricted.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 1—Summary of Significant Accounting Policies: (Continued)

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).

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

Separate financial statements are provided for governmental funds, even though the latter are excluded from

the government-wide financial statements. Major individual governmental 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
reporting model, governments provide budgetary comparison information in their annual reports, including a
requirement to report the government’s original budget with the comparison of final budget and actual results.

A. Financial Reporting Entity

The basic criterion for determining whether a governmental department, agency, institution, commission,
public authority, or other governmental organization should be included in a primary governmental unit's
reporting entity for the basic financial statements is financial accountability. Financial accountability
includes the appointment of a voting majority of the organization’s governing body and the ability of the
primary government to impose its’ will on the organization or if there is a financial benefit/burden
relationship. In addition, an organization which is fiscally dependent on the primary government should be
included in its reporting entity. These financial statements present the Municipal Corporation of Cape
Charles (the primary government). 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. Each discretely presented component unit, on the other hand, is reported in a separate
column in the combined financial statements to emphasize it is legally separate from the government.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 1—Summary of Significant Accounting Policies: (Continued)

B. Individual Component Unit Disclosures

O

Blended Component Unit. The Town has no blended component units at June 30, 2008.

Discretely Presented Component Units. - The Town has no discretely presented component units.

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

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

: accountmg principles applicable to governmental units.

"_'-The-'Town applies all GASB pronouncements as well as the Financial Accounting Standards Board

~* pronouncements issued on or before November 30, 1989 unless these pronouncements conflict with or

contradict GASB pronouncements.

The government-w1de financial statements are reported using the economic resources measurement focus
__.and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a

_ :l1ab1llty 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

'el1g1b1hty requirements imposed by the provided have been met.

The government-wide Statement of Activities reflect both the gross and net cost per functional category
(pubhc 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

...~ Bssociated with the function (public safety, public works, health and welfare, etc.).

‘:.'_'_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 government considers revenues to be available if
they are collected within 60 days of the end of the current fiscal period. All other revenue items are
considered to be measurable and available only when cash is received by the government. 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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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 {Continued)

Note 1—Summary of Significant Accounting Policies: (Continued)

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

Property taxes, franchise taxes, licenses, 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. \
Accordingly, real and personal property taxes are recorded as revenues and receivables when billed, netof .
atlowances for uncollectible amounts. Property taxes not collected within 60 days after year-end are _'
reflected as deferred revenues. Sales and utility taxes, which are collected by the state or utilities and 4
subsequently remitted to the Town, are recognized as revenues and receivables upon collection by the state
or utility, which is generally within two months preceding receipt by the Town.

Licenses, permits, fines and rents are recorded as revenues when received. Intergovernmental revenues,
consisting primarily of federal, state and other grants for the purpose of funding specific expenditures, are ‘
recognized when earned or at the time of the specific expenditure. Revenues from general purpose grants
are recognized in the period to which the grant applies. All other revenue items are considered to be ¢4
measurable and available only when cash is received by the government.

In the fund financial statements, financial transactions and accounts of the Town are organized on the basis
of funds. The operation of each fund is considered to be an independent fiscal and separate accounting ‘
entity, with a self-balancing set of accounts recording cash and/or other financial resources together with all $
related liabilities and residual equities or balances, and changes therein, which are segregated for the ¥
purpose of carrying on specific activities or attaining certain objectives in accordance with special :
regulations, restrictions, or limitations. o

1. Governmental Funds

Governmental Funds are those through which most governmental functions typically are financed. The
Town reports the General Fund as a major governmental fund.

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

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

Enterprise Funds - Enterprise 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 a proprietary fund’s principal ongoing operations. Enterprise Funds
consist of the Water and Sewer, Harbor, and Sanitation Funds.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 1—Summary of Significant Accounting Policies: (Continued)

D. Cash and Cash Equivalents

-Cash and cash equivalents include amounts in demand deposits as well as short-term investments with a
maturity date within three months of the date acquired by the government.

State statutes authorize the government to invest in obligations of the U.S. Treasury, commercial paper,
corporate bonds and repurchase agreements.

Investments for the government unit are reported at fair value.

‘E.” Investments

Investments are stated at fair value which approximates market; no investments are valued at cost.
Investments maturing in three months or less of the daté acquired are reported in the accompanymg financial

~ statements as cash and cash equivalents.

F. _Bgceivabiés and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of
the fiscal year are referred to as “due to/from other funds” (i.e. the current portions of the interfund loans).
All other outstanding balances between funds are reported as “advances to/from other funds.”

All trade and property tax receivables are shown net of an allowance for uncollectibles. The Town calculates

its allowance for uncollectible accounts using historical collection data and, in certain cases, specific account

...analysis. The allowance for uncollectible taxes and utility billing amounted to approximately $0 and $0
“respectively at June 30, 2008.

T Re aland Personal Property Tax Data:

“#"The tax calendars for real and personal property taxes are summarized below.

Real Property Personal Property
Levy January 1 January 1
Due Date December 5 December 5
Lien Date January 1 January 1

The Town bills and collects its own property taxes. Property taxes are based upon the rate levied by Town
Council multiplied by the taxable assessed value. The assessed value of real and personal property is
determined for the Town by the Commissioner of Revenue of the County of Northampton.
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Municipal Corporation of Cape Charles, Virginia - -

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 1—Summary of Significant Accounting Policies: (Continued)

G. Capital Assets

Capital assets, which include property, plant and equipment, are reported in the applicable governmental
columns in the government-wide financial statements. Capital assets are defined by the Town as land,
buildings, and equipment with an initial individual cost of more than $1,000 (with the exception of land
values) and an estimated useful life in excess of two years. Such assets are recorded at historical cost or ]
estimated historical cost if purchased or constructed. Donated capital assets are recorded as estimated fair - ki
market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Property, plant and equipment of the primary government are depreciated using the straight-line method . _
over the following estimated useful lives. i

Assets Years
Building Improvements 20-40
Furniture, Vehicles, and Office Equipment 3-10
Water/Sewer System 15-50
Docks 50

H. Compensated Absences

Vested or accumulated vacation leave that is expected to be liquidated with expendable available financial B
resources is reported as an expenditure and a fund liability of the governmental fund that will pay it. _—
Amounts of vested or accumulated vacation teave that are not expected to be liquidated with expendable ¥
available financial resources are reported as an expense in the Statement of Activities and a long-term
obligation in the Statement of Net Assets. In accordance with the provisions of Governmental Accounting
Standards No. 16, Accounting for Compensated Absences, no liability is recorded for nonvesting accumulating
rights to received sick pay benefits.

l. Retirement Plan

Retirement plan contributions are actuarially determined and consist of current service costs and
amortization of prior service cost over a 30-year period. The Town’s policy is to fund pension cost as it
accrues.

J. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 1—-Summary of Significant Accounting Policies: (Continued)

K.

Fund Equity

"~ In the fund financial statements, governmental funds report reservations of fund balance for amounts that

are not available for appropriation or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are subject to change.

Net Assets

Net assets are the difference between assets and liabilities. Net assets invested in capital assets represent
capital assets, less accumulated depreciation less any outstanding debt related to the acquisition,

~construction or improvement of those assets.

M

L@nqéférm Obligations

In the government-wide financial statements, long-term debt and other long-term obligations are reported as

o liabilities in the applicable governmental activities statement of net assets. Bonds payable are reported net
<+ 0f the applicable bond premium or discount.

Inthe fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
~ bond issuance costs, during the current period. The face amount of debt issued is reported as other financing

sources while discounts on debt issuances are reported as other financing uses. Issuance costs, whether or
not withheld from the actual debt proceeds received, are reported as debt service expenditures.

Note ZESfewardship, Compliance, and Accounting:

The following pi‘bcedures are used by the Town in establishing the budgetary data reflected in the financial
statements:

1.

Prior to June 1%, the Mayor submits to the Town Council a proposed operating and capital budget for the
fiscal year commencing the following July 1. The operating and capital budget includes proposed

* expenditures and the means of financing them.

5,
6.

.Public hearings are conducted to obtain citizen comments.
Prior to June 30, the budget is legally enacted through passage of an Appropriations Resolution.

The Appropriations Resolution places legal restrictions on expenditures at the department or category level.
The appropriation for each department or category can be revised only by the Town Council or Town
Manager.

All budgets are adopted on a basis consistent with generally accepted accounting principles (GAAP).

Appropriations lapse on June 30, for all town units.

Expenditures and Appropriations

Expenditures did not exceed appropriations in any fund at June 30, 2008.
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Municipal Corporation of Cape Charles, Virginia '

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 3—Deposits and Investments:

Deposits
All cash of the primary government is maintained in accounts collateralized in accordance with the Virginia

Security for Public Deposits Act {(a multiple financial institution collateral pool), 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 excess deposits to a
collateral pool in the name of the State Treasury Board. Savings and Loan institutions are required to
collateralize 100% of deposits in excess of FDIC limits. Deposits covered by the Act are considered insured since
the Treasury Board is authorized to make additional assessments. p—d

Investments

Statutes authorize the Town to invest in obligations of the United States or agencies thereof, obligations of the
Commonwealth of Virginia or political subdivisions thereof, obligations of the International Bank for
Reconstruction and Development (World Bank), the Asian Development Bank, the African Development Bank,
“prime quality” commercial paper and certain corporate notes, banker’s acceptances, repurchase agreements [ '5
and the State Treasurer’s Local Government Investment Pool (LGIP).

Credit Risk of Pebt Securities
The Town’s rated debt investments as of June 30, 2008 were rated by Standard and Poor’s and the ratings are =¥
presented below using the Standard and Poor’s rating scale. The Town’s investment policy has an emphasis on
high credit quality and known marketability. The Town’s policy seeks to maximize the rate of return on
investments while maintaining a low level of risk. '

Municipal Corporation of Cape Charles Rated Debt Investments' Values

Rate Debt Investments Fair Quality Ratings
AAAmM
Local Government Investment Pool S 1,494,132

External Investment Pools

The fair value of the positions in the Local Government Investment Pool (LGIP) is the same as the value of the
pool shares. As this pool is not SEC registered, regulatory oversight of the pool rests with the Virginia State
Treasury. LGIP maintains a policy to operate in a manner consistent with SEC Rule 2a-7.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 4—Due to/from Other Governments:

At June 30, 2008, the Town has receivables from other governments as follows:

Governmental
Fund
Other Local Governments:

County of Northampton ) 8,300

Commonwealth of Virginia:
Rolling stock tax - -2
Communications tax 8,692
Total due from other governments S 16,994

Noté: '5—ihter-fund Obligations:

TPEEEEESSENSNSSSFSESEEEEFARE N EEEE N E N ERER

Details of the Town’s interfund receivable and payables as of June 30, 2008, are as follows:

Inter-fund inter-fund

Receivables Payables
" General Fund 5 - S 329,368
Water and Sewer Fund 73,486 5,448
«.+ Harbor Fund 125,065 -
7 5anitation Fund 136,592 327
o Tetal ‘ $ 335,143 § 335,143

The outstanding balances between funds result mainly from the time lag between the dates that (1) interfund
goods and services are provided or reimbursable expenditures occur, (2) transactions are recorded in the
accounting system, and (3) payments between funds are made.
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Municipal Corporation of Cape Charles, Virginia

MNotes to Financia! Statements
As of June 30, 2008 (Continued)

Note 6—Capital Assets:

The following is a summary of changes in capital assets for the fiscal year ending June 30, 2008:

Balance Balance

Governmental Activities: July 1, 2007 Additions June 30, 2008
Capital assets not subject to depreciation:

Construction in progress ) - 92,881 § ) 92,881

Land and land improvements 1,791,700 - - 1,791,700
Total capital assets not subject to depreciation  § 1,791,700 92,881 § - S 1,884,581
Capital assets subject to depreciation:

Buildings and improvements S 2,638,429 136,548 § - § 2,774,977

Machinery and equipment 745,376 16,019 - 761,395

Total capital assets subject to depreciation $ 3,383,805 152,567 § - § 3,536,372
Less accumulated depreciation for:

Buildings and improvements ) 1,141,248 129,345 § -5 1,270,593

Machinery and equipment 522,051 64,550 - 586,601

Total accumulated depreciation ) 1,663,299 193,895 § -5 1,857,194

Total capital assets subject to

depreciation, net § 1,720,506 (41,328) § - S 1,679,178

Governmental activities capital assets, net S 3,512,206 51,553 $ - S 3,563,759
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

- Note 6—Capital Assets: (Continued)
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Balance Balance

Business-Type Activities: July 1, 2007 Additions Deletions June 30, 2008
Enterprise Funds:
'_Capi_tal assets not subject to depreciation:

Construction in progress S 144,997 531,699 S 676,696
Capital assets subiect to depreciation:

Buildings and improvements S 10,601,118 213,850 S 10,814,968
: Machinery and equipment 509,911 36,564 - 546,475

{T'(?tai capital assets subject

~to depreciation S 11,111,029 250,414 -5 11,361,443

*“Less accumulated depreciation for: -

.+ Buildings and improvements S 4,617,926 241,608 -5 4,859,534
Machinery and equipment 280,536 40,671 321,207
Total accumulated depreciation S 4,898,462 282,279 S 5,180,741

T§t_ql_ capital assets subject to _

: depreciation, net S 6,212,567 (31,865) S 6,180,702

 Enterprise capital assets, net $ 6,357,564 499,834 6,857,398

Depreciation expense was charged to functions/programs/funds as follows:
Governmental activities:
General government S 32,955
Public safety 19,574
Public works 16,047
Parks, recreation and cultural 125,319
Total Governmental activities S 193,895
Business-type activities:
Water and Sewer S 188,177
Harbor 93,512
Sanitation 590
Total Business-type activities S 282,279




Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statemenis
As of June 30, 2008 (Continued)

Note 7—Long Term Obligations:

The following is a summary of long-term obligation transactions of the Town for the year ended June 30, 2008:

Governmental Obligations:
Incurred by Town:
Compensated absences
payable
General obligation bonds
Capital lease obligations

Total incurred by Town
Total Governmental Obligations

Incurred by Enterprise Funds:
Compensated absences
payable
General obligation bonds

Total Enterprise Obligations

Total General Obligations, -
Primary Government

Amounts Amounts
Payable Payable at Amounts
at July 1, June 30, Due Within
2007 Increases Decreases 2008 One Year
42,674 7,004 $ 4267 § 45411 S 4,541
1,155,621 - 41,847 1,113,774 45,066
49,187 - 18,653 30,534 14,699
1,247,482 7,004 S 64,767 S 1,189,719 S 64,306
1,247,482 7,004 § 64,767 § 1,189,719 § 64,306
24,302 7,581 § 2,431 S 29,452 S 2,945
2,026,331 - 51,502 1,974,829 54,474
2,050,633 7,581 § 53,933 § 2,004,281 $ 57,419
3,298,115 14,585 § 118,700 § 3,194,000 § 121,725
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Municipal Corporation of Cape Charles, Virginia
A Notes to Financial Statements
a | As of June 30, 2008 (Continued)
m Note 7—Long-Term Obligations: (Continued)
m Annual requirements to amortize long-term obligations and related interest are as follows:
m ' Governmental Obligations Enterprise Obligations
;__ Year General General
m Ending Obligation Bond Obligation Bonds
m June 30 Principal Interest Principal Interest -
2009 S 45,066 § 48,567 S 54,474 § 93,235
” 2010 48,285 46,787 57,752 90,754
) 2011 48,285 44,886 59,326 © 88,127
| 2012 54,723 42,826 64,541 85,334
2013 54,723 40,637 66,279 82,386
l 2014 57,942 38,347 69,887 79,291
m 2015 57,942 35,935 71,806 76,039
_' 2016 61,161 33,419 75,604 72,629
n 2017 64,380 30,735 79,505 69,024
2018 67,599 27,864 83,514 65,208
| 2019 51,504 25,218 76,950 61,403
l 2020 51,504 22,900 79,411 57,659
| 2021 54,723 20,373 83,779 53,675
l 2022 57,942 17,701 38,278 49,477
7 2023 61,161 14,991 92,915 45,122
| 2024 64,380 12,103 97,699 43,522
. 2025 67,599 8,933 102,635 35,612
W 2026 70,818 5,472 107,732 30,381
l 2027 74,037 1,851 112,999 24,892
2028 - - 75,699 20,205
I 2029 - - 79,549 16,355
| 2030 - - 33,596 12,308
| 2031 - - 87,849 8,055
2032 - - 97,611 3,585
a 2033 - - 2,060 784
| 2034 - - 2,127 717
2035 - - 2,196 648
B 2036 - - 2,267 577
2037 - - 2,341 503
N 2038 - - 2,417 427
2039 - - 2,496 348
= 2040 - - 2,577 267
| 2041 - - 2,660 184
2042 - - 2,746 97
N 2043 - - 1,552 16
. Total S 1,113,774 § 519,545 $ 1,974,829 § 1,268,846
= 30




Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 7—Long-Term Obligations: (Continued)

Long-term obligations at June 30, 2008 are as follows:

Details of Long-term Indebtedness:

Details of General Obligation bonds:

$1,795,000 2006B revenue bonds issued July 1, 2006, due in various annual _
installments through August 2026, interest at various rates from 3.65% to 5.00%,
loan split between general government and enterprise funds

Capital lease obligations (see Note 8)
Compensated Absences (payable from the General Fund)
Total debt incurred by Town

Enterprise Funds:

Details of General Obligation Bonds:

$1,795,000 2006B revenue bonds issued July 1, 2006, due in various annual
installments through August 2026, interest at various rates from 3.65% to 5.00%,
loan split between general government and enterprise funds

$1,579,300 FHA general obligation bond issued September 3, 1992, due in monthly
installments of $7,775 through August 2032, interest at 5.0%

$62,500 FHA general obligation bond issued December 30, 2003, due in monthly
installments of $237 through December 2044, interest at 3.25%

Total general obligation bonds payable
Compensated Absences (payable from Enterprise Funds)

Total enterprise obligations payable
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Amount
Outstanding

1,113,774

30,534

45,411

1,189,719

616,226

1,299,180

99,423

1,974,829

29,452

2,004,281
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[} Municipal Corporation of Cape Charles, Virginia

= I Notes to Financial Statements
:{a As of June 30, 2008 (Continued)

Note 8—Capital Leases:

m The government has entered into lease agreements as lessee for financing the acquisition of four (4) police
cruisers. These lease agreements qualify as capital leases for accounting purposes and, therefore, have been
W recorded at the present value of their future minimum lease payments as of the inception date.

H} The assets acquired through capital leases are as follows:

2| . Governmental
. Activities
Asset: .
Equipment S 76,806 -
Less: accumulated depreciation (53,324)
Total S 23,482

The future minimum lease obligations and the net present value of these minimum lease payments as of June 30,
2008, were as follows:

Governmental
Year Ended June 30 Activities

2009 16,177

2010 11,171

2011 5,721

Total minimum lease payments S 33,069
Less: amount representing interest : (2,535)
Present value of minimum lease payments S 30,534

‘Note 9—Deferred Revenue:

Deferred revenue represents amounts for which asset recognition criteria have been met, but for which revenue
recognition criteria have not been met. Under the modified accrual basis of accounting, such amounts are
measurable, but not available. Deferred revenue totaling $75,012 of the following:

Deferred Property Tax Revenue - Deferred revenue representing uncollected tax billings not available for funding
of current expenditures totaled $72,625 at June 30, 2008.

Prepaid Property Taxes - Property taxes due subsequent to June 30, 2008 but paid in advance by the tax payers
totaled $2,387 at June 30, 2008.
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements iy
As of June 30, 2008 (Continued)

Note 10-Litigation:

At June 30, 2008, there were no matters of litigation involving the Town or which would materially affect the
Town'’s financial position should any court decisions on pending matters not be favorable to the Town.

Note 11—Risk Management:

The Town is exposed to various risks of loss related to torts: theft of, damage to and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. The Town participates with other localities in a
public entity risk pool for their coverage of worker’s compensation, public officials’ tiability and all other risks of
loss. The Town pays an annual premium to the pools for its general insurance through member premiums.
Settled claims resulting from these risks have not exceeded commercial insurance coverage in any of the past
three fiscal years.

Note 12—Defined Benefit Pension Plan:

Primary Government:

A. Plan Description

Name of Plan: Virginia Retirement System (VRS)
Identification of Plan:  Agent and Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Administering Entity: Virginia Retirement System (System)

All full-time, salaried permanent employees of participating employers must participate in the VRS. Benefits
vest after five years of service. Employees are eligible for an unreduced retirement benefit at age 65 with 5
years of service (age 60 for participating local law enforcement officers, firefighters, and sheriffs) or at age 50
with at least 30 years of service if elected by the employer (age 50 with at least 25 years of service for
participating local law enforcement officers, firefighters, and sheriffs) payable monthly for life in an amount
equal to 1.7 percent of their average final compensation (AFC) for each year of credited service (1.85% to —
sheriffs and if the employer elects, to other employees in hazardous duty positions receiving enhanced ™
benefits). Benefits are actuarially reduced for retirees who retire prior to becoming eligible for full retirement
benefits. In addition, retirees qualify for annual cost-of-living increases limited to 5% per year beginning in
their second year of retirement. AFC is defined as the highest consecutive 36 months of reported
compensation. Participating local law enforcement officers, firefighters, and sheriffs may receive a monthly
benefit supplement if they retire prior to age 65. The VRS also provides death and disability benefits. Title
51.1 of the Code of Virginia (1950), as amended, assigns the authority to establish and amend benefit
provisions to the General Assembly of Virginia.

The System issues a publicly available comprehensive annual financial report that includes financial statements
and required supplementary information for VRS. A copy of that report may be downloaded from their website
at http://www.varetire.org/Pdf/publications/2007AnnuRept.pdf or obtained by writing to the System at P. O
Box 2500, Richmond, VA 23218-2500.

ARNANONONN
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Municipal Corporation of Cape Charles, Virginia

Notes to Financial Statements
As of June 30, 2008 (Continued)

Note 12 —Defined Benefit Pension Plan: (Continued)

B.

D.

Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950}, as amended, to contribute 5% of their
annual salary to the VRS. This 5% member contribution may be assumed by the employer. In addition, the
Town is required to contribute the remaining amounts necessary to fund participation in the VRS using the
actuarial basis specified by the Code of Virginia and approved by the VRS Board of Trustees. The Town’s
contribution rate for the fiscal year ended 2008 was 6.66% of annual covered payroll.

Annual Pension Cost

For fiscal 2008, the Town’s annual pension cost of $59,858 (which does not include the employee’s share
assumed by the Town of $44,938) was equal to the Town’s required and actual contributions.

Annual ' Percentage Net
Fiscal Year Pension of APC Pension
Ending Cost (APC) (1) Contributed Obligation
Town:
June 30, 2008 S 59,858 100% -
June 30, 2007 61,446 100% -
June 30, 2006 35,410 100% -

(1) Employer portion only

The required contribution was determined as part of the June 30, 2005 actuarial valuation using the entry
age normal actuarial cost method. The actuarial assumptions at June 30, 2007 included (a) 7.50% investment
rate of return, (b) projected salary increases ranging from 3.75% to 5.73% per year, and (c) 2.50% per year
cost-of-living adjustments. Both (a) and (b} included an inflation component of 2.50%. The actuarial value of
the Town’s assets is equal to the modified market value of assets. This method uses techniques that smooth
the effects of short-term volatility in the market value of assets over a five-year period. The County’s
unfunded actuarial accrued liability is being amortized as a level percentage of payroll on an open basis
within a period of 21 years.

Funded Status and Funding Progress

As of June 30, 2007, the most recent actuarial valuation date, the Primary Government plan was 101.03%
funded. The actuarial accrued liability for benefits was $1,087,819, and the actuarial value of assets was
$1,098,992, resulting in an unfunded actuarial accrued liability (UAAL) of ($11,173). The covered payroll
(annual payroll of active employees covered by the plan) was $819,954, and ratio of the UAAL to the covered
payroll was (1.36%).

The schedule of funding progress, presented as Required Supplementary Information following the notes to

the financial statements, presents multiyear trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liability for benefits.
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REQUIRED SUPPLEMENTARY INFORMATION

NOTE TO REQUIRED SUPPLEMENTARY INFORMATION:

Presented budgets were prepared in accordance with
accounting principles generally accepted in the
United States of America
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Municipal Corporation of Cape Charles, Virginia

General Fund

Exhibit 10

Schedule of Revenues, Expenditures, and Changes in Fund Balances - Budget and Actual
For the Year Ended June 30, 2008
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Budgeted Amounts

Variance with

Final Budget -
Actual Positive
Qriginal Final Amounts {Negative)
- REVENUES ‘ -
General property taxes $ 1,044,624 $ 1044624 $ 1,083,243 $ 38,619
Other local taxes 418,350 418,350 474,193 55,843
Permits, privilege fees, and regulatory licenses 336,166 336,166 83,529 {252,637)
Fines and forfeitures 6,000 6,000 22,935 16,935
Revenue from the use of money and property 56,563 56,563 76,616 20,053
Charges for services 5,000 5,000 3,425 {1,575)
Miscellaneous : 1,000 1,000 3,735 2,735
Recovered costs - - 15,500 15,500
Intergovernmental revenues: . ]
Commonwealth 84,182 84,182 91,655 7473
Federal - - 35,255 35,255
Total revenues . $ 1,951,885 $ 1,951,885 $ 1,800,086 $ (61,799}
EXPENDITURES
Current:
General government administration $ 692645 $ 692645 5 596,869 § 95,776
Public safety - police department 289,370 289,370 280,766 8,604
Public safety - code enforcement 158,612 158,612 166,535 (7,923)
Public works 509,668 509,668 542,103 {32,435)
Parks, recreation, and cultural 112,821 112,821 107,922 4,899
Community development 100,764 100,764 98,134 2,630
Debt service:
Principal retirement 58,121 58,121 60,500 (2,379)
Interest and other fiscal charges 53,884 53,884 52,5618 1,366
Total expenditures $ 1,975,885 $ 1975885 $ 1,905347 % 70,538
Excess (deficiency) of revenues over (under)
expenditures $ {24,000) % (24,000) § {15,261) 8,739
OTHER FINANCING SOURCES (USES)
Transfers in $ 24,000 $ 24,000 % - 9 {24,000)
Total other financing sources and uses $ 24,000 $ 24,000 % - % (24,000)
Net change in fund balances $ - % - 3 (15,261) $ (15,261)
Fund balances - beginning - - 1,244,014 1,244,014
Fund balances - ending $ -8 - § 1,228,753 $ 1,228,753
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Municipal Corporation of Cape Charles, Virginia
Schedule of Pension Funding Progress

For the Year Ended June 30, 2008

Exhibit 11

Actuarial Actuarial Unfunded

Value of Accrued (Excess Funded) Annual UAAL
Valuation Assets Liability Actuarial Funded Covered as % of g

Date (AVA) {AAL) Accrued Liability Ratio Payroll Payroll
Town

6/30/2007 $ 1,008,092 § 1,087,819 § {(11,173) 101.03% $ 819,954 -1.36 %
6/30/2006 906,574 861,257 (45,317) 105.26% 1 913,835 -4.96%
6/30/2005 789,745 905,643 115,898 87.20% 749,574 15.46%*
6/30/2004 713,927 750,693 36,766 95.10% 644,674 570%
6/30/2003 642,114 567,357 (74,757) 113.18% 362,452 -20.639
6/30/2002 577,063 593,758 16,695 97.19% 509,221 3.28%
6/30/2001 517,536 470,524 {47,012) 109.99% 523,593 -8.98%=%
6/30/2000 426,666 391,976 (34,690) 108.85% 441,784 -7.85
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Municipal Corporation of Cape Charles, Virginia

Schedule of Revenues - Budget and Actual

Governmental Funds

For the Year Ended June 30, 2008

Schedule 1
Page 1 of 2

Variance with

Final Budget -
SRR Original Final Positive
i Fund, Major and Minor Revenue Source Budget Budget Actual {Negative)
General Fund:
Revenue from local sources:
- General property taxes:
Real property taxes $ 879948 $ 879948 $ 919,734 § 39,786
Personal property taxes 159,176 158,176 146,304 (12,872)
Penalties and interest 5,500 5,500 17,205 11,705
Total general property taxes $1,044624 $ 1,044,624 $1,083,243 $ 38,619
Other local taxes:
Local sales and use taxes : $ 45000 $ 45000 $ 42341 § {(2,659)
Consumers' utility taxes 44,400 44,400 57,708 - 13,308
Communications tax 43,200 43,200 54,098 10,898
Cable television franchise license tax - - 11,770 11,770
Business license faxes - 100,000 100,000 96,496 (3,504)
Motor vehicle licenses 20,000 20,000 22,764 2,764
Admissions taxes 25,000 25,000 25,337 337
Short term rental tax 7,000 - 7,000 4,261 (2,739)
Hotel and motel room taxes 10,000 10,000 15,896 5,896
Restaurant food taxes 123,750 123,750 143,522 19,772
Total other local taxes $ 418350 $§ 418,350 § 474,193 § 55,843
Permits, privilege fees, and regulatory licenses:
Permits and other licenses § 336,166 $ 336166 $ 83529 $ (252,637)
Total permits, privilege fees, and regulatory license: $§ 336,166 $ 336,166 $ 83,529 $§ (252,637)
Fines and forfelfures:
Court fines and forfeitures $ 6,000 § 6,000 $§ 22935 % 16,935
Total fines and forfeitures $ 6,000 $ 6,000 $§ 22935 3 16,935
Revenue from use of money and property:
' Revenue from use of money $ 56563 § 56563 § 76616 § 20,053
Total revenue from use of money and property $ 56563 $ 56563 $§ 76616 $ 20,053
Charges for services:
Charges for tax review fees $ 4000 % 4,000 % 2,620 § (1,380)
Charges for library : 1,000 1,000 805 (195)
Total charges for services 3 5,000 § 5,000 % 3425 § {1,575)
Miscellaneous revenue:
Miscellaneous : 3 1,000 % 1,000 $ 894 § {106)
Historical Society contribution - - 2,841 2,841
Total miscellaneous revenue $ 1,000 § 1,000 % 3,735 & 2,735
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Municipal Corporation of Cape Charles, Virginia Schedule 1
Schedule of Revenues - Budget and Actual Page 2 of 2 |
Governmentai Funds h

For the Year Ended June 30, 2008

Variance with

Final Budget - :_s
i Original Final Positive 1
Fund, Major and Minor Revenue Source Budget Budget Actual {Negative) :.=

General Fund: {Continued) et
Recovered costs: —d

County contribution for Library $ - $ - $ 15500 % 15,500
Total recovered costs $ - % - § 15500 § 15,500
Total revenue from iocal sources $1,867,703 $ 1,867,703 $1,763,176 $ {104,527)

Revenue from the Commonwealth:
Noncategorical aid:

ABC profits . $ 567 $ 567 $ - $ (567) =%
Wine taxes 567 567 - (567) '
Rolling stock tax 11 11 (2) {13}
Personal property tax relief funds 35,000 35,000 35,424 424
Total noncategorical aid % 36,145 § 36,145 § 35422 § {723) -
Categorical aid: : g
Litter control $ 1,000 % 1,000 % 1,084 § 84 - t
Fire programs - - 8,000 8,000 el
Chesapeake Bay restoration grant - - 6,600 6,600 4
Arts grant 13,000 13,000 5,000 (8,000) =t
Law enforcement grant HB 599 34,037 34,037 33,4086 {631) ;
VML safety grant - - 200 200
Local law enforcement block grant - - 1,943 1,943 1
Total other categorical aid $ 48,037 $ 48,037 $ 56,233 % 8,196 =
Total categorical aid $ 48,037 $ 48,037 $ 56233 § 8,196
Total revenue from the Commonwealth $ 84,182 % 84,182 $ 91655 $ 7.473

Revenue from the federal government: -
Categorical aid: i

Tea-21 grant $ - 5 - $§ 35255 § 35,255

Total categorical aid $ - % - %5 35255 § 35,255

Total revenue from the federal government $ - 8 - § 35255 § 35,255

Total General Fund $1,951,886 $ 1,951,885 $1,890,086 § {61,799)

Grand Total Revenues -- Primary Government $1,951,885 $ 1,951,885 $1,890,086 § {61,799)
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Municipal Corporation of Cape Charles, Virginia Schedule 2
Schedule of Expenditures - Budget and Actual Page 1 of 2
Governmental Funds
For the Year Ended June 30, 2008
Variance with
Final Budget -
: Original Final Positive
Fund, Function, Activity and Element Budget Budget Actual (Negative}
General Fund:
General government administration;
Legislative:
Town Council b 5167 § 5167 % 5371 § (204)
Total general government administration 5 5167 § 5167 $ 5371 § {204)
General and financial administration:
Town Clerk - $ 75,830 % 75,830 $ 86,324 % (10,564)
Town Manager 360,914 360,914 316,176 44,738
Finance 200,734 200,734 188,928 11,8086
Contingency 50,000 50,000 - 50,000
Total general and financial administration $§ . 687478 § B87478 § 501,408 § 85,980
Total general government administration $ 692645 $ 692645 $ 596869 § 85,776
Pubtic safety:
Law enforcement and traffic control:
Police _ $ 289370 $ 289,370 $ 280,766 $ 8,604
Total law enforcement and traffic control $ 289,370 § 289370 § 280,766 $ 8,604
Inspections:
Code enforcement $§ 158612 $ 158612 $ 166,535 § {7,923)
Total inspections $ 158,612 § 158,612 § 166,535 § {7,923)
Total public safety $ 447982 $ 447982 $ 447301 § 681
Public works:
Maintenance of general buildings and grounds:
General properties $ 500668 $ 509668 $ 542,103 $ (32,435)
Total public works $ 609668 $ 500668 § 542,103 $ (32,435)
Parks, recreation, and cultural:
Parks and recreation:
Community center $ 41,669 $ 41,669 § 34,045 § 6,724
Total parks and recreation $ 41669 $ 41,669 $ 34,945 § 6,724
- Library:
'; Library administration $ 71,152 § 71,152 $ 72,977 § (1,825)
Total library $ 71,152 § 71,152 § 72977 $ (1,825)
Total parks, recreation, and culiural $ 112821 § 112821 § 107922 § 4,809
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Municipal Corporation of Cape Charles, Virginia Schedule 2
Schedule of Expenditures - Budget and Actual Page 2 of 2
Governmental Funds
For the Year Ended June 30, 2008

Variance with

Final Budget -
Original Final Positive
Fund, Function, Activity and Element Budget Budget Actual {Negative)

General Fund:{Continued)
Community development:
Planning and community development;

Planning $ 100,764 $ 100,764 § 98,134 $ 2,630

Total planning and community development $ 100,764 $ 100,764 $ 88,134 § 2,630

Total community development $ 100764 $ 100,764 $ 98,134 & 2,630

Debt service:

Principal retirement 3 58,121 % 58,121 . § 60,500 $ (2,379)
Interest and other fiscal charges 53,884 53,884 52,518 1,366
Total debt service $ 112,005 § 112,005 § 113,018 § {1,013)

Total General Fund $ 1975885 $ 1975885 $ 1,905,347 % 70,538

Total Primary Government $ 1,975885 $ 1,975885 $ 1905347 §$ 70,538
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Table 7
Municipal Corporation of Cape Charles, Virginia
Property Tax Rates (1)
Last Ten Fiscal Years

Public Utility

Fiscal Personal Mobile Real

Year Reat Estate Property Homes Estate
1989 $ 037 § 200 % 037 & 0.37
2000 0.37 2.00 0.37 0.37
2001 0.37 2.00 0.37 "0.37
2002 0.37 2.00 0.37 0.37
2003 0.37 2.00 0.37 0.37
2004 047 o200 047 ) 0.47
2005 0.3008 2.00 0.3008 0.3008
2006 0.3008 2.00 0.3008 0.3008
2007 0.3008 2.00 0.3008 - 0.3008
2008 0.3008 2.00 0.3008 0.3008

(1) Per $100 of assessed value.
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Municipal Corporation of Cape Charles, Virginia
Computation of Legal Debt Margin
Af June 30, 2008

Table 8

Assessed value of real property, January 1, 2007 (1)
Debt limit: 10% of assessed value
Ambunt of debf applicable o debt limit:
Gross debt (2)
Less: Revenue bonds and notes secured by property
Net general obligation bonds and loans
Legal debt limit
{1) Assessed value of real property, including public service corporations
as of January 1, 2007.

(2} Includes bonded debt and long-term notes payable.
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$ 282851171
$ 28,285,117
$ 3,088,603
$ 3,088,603
$ 25,196,514
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Municipal Corporation of Cape Charles, Virginia

Ratio of Net General Bonded Debt to

Assessed Value and Nef Bonded Debt Per Capita
Last Ten Fiscal Years

Table 9

{1) Bureau of Census
(2) From Table 6
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Ratio of
Net Bonded Net

Gross Debt fo Bonded
Fiscal Assessed Bonded Assessed Debt per
Year Population (1) Value (2) Debt (3) Value Capita
1999 1,398 § 48,063,224 § 1,846,152 3.84% § 1,321
2000 1,134 59,567,093 1,817,856 3.05% 1,603
2001 1,134 63,264,339 1,788,499 2.83% 1,577
2002 1,134 79,957,458 1,758,152 2.20% 1,550
2003 1,134 89,621,107 1,722,422 1.92% 1,519
2004 1,134 110,405,679 1,751,686 1.59% 1,545
2005 1,134 226,093,222 1,713,987 0.76% 1,511
2006 1,134 260,453,147 2,773,334 1.06% 2,446
2007 1,134 295,641,591 3,181,952 1.08% 2,806
2008 1,134 323,079,162 3,088,603 0.96% 2,724

(3) Includes all long-term general obligation bonded debt. Excludes capital leases and compensated absences.
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ROBINSON, FARMER, COX ASSOCIATES

CERTIFIED PUBLIC ACCOUNTANTS A PROFESSIONAL LIMITED LIABILITY COMPANY

Report 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 Honorable Members of the Town Council
Municipal Corporation of Cape Charles
Cape Charles, Virginia

- We have audited the financial statements of the governmental activities, the business-type activities, and each

major fund of the Municipal Corporation of Cape Charles, Virginia, as of and for the year ended June 30, 2008,
which collectively comprise the Municipal Corporation of Cape Charles, Virginia’s basic financial statements and
have issued our report thereon dated May 7, 2009. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America; the Specifications for Audits of Counties, Cities,
and Towns, issued by the Auditor of Public Accounts of the Commonwealth of Virginia; and the standards

applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of
the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Municipal Corporation of Cape Charles, Virginia’s
internal control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing opinions on the
effectiveness of the Municipal Corporation of Cape Charles, Virginia’s internal control over financial reporting,
Accordingly, we do not express an opinion on the effectiveness of the Municipal Corporation of Cape Charles,
Virginia’s internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we

identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency 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 misstatements on a timely
basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that adversely
affects the Municipal Corporation of Cape Charles, Virginia’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there is more
than a remote likelihood that a misstatement of the Municipal Corporation of Cape Charles, Virginia’s financial
statements that is more than inconsequential will not be prevented or detected by the Municipal Corporation of
Cape Charles, Virginia’s internal control. We consider the deficiency (2008-01) described in the accompanying
schedule of findings and responses to be a significant deficiency in internal control over reporting. '
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than a remote likelihood that a material misstatement of the financial statements will not be prevented or
detected by the Municipal Corporation of Cape Charles, Virginia’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in the
fir

irst paragraph of this section and would not necessarily identify all deficiencies in the internal control that -

might be significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that
are also considered to be material weaknesses. However, we consider the significant deficiency referenced
above to be a material weakness.

Compliance and Other Matters

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 audit, 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.

We noted other matters involving the internal control and its operation that we have reported to the
management of the Municipal Corporation of Cape Charles, Virginia, in a separate letter dated May 7, 2009.

This report is intended solely for the information and use of Mmanagement, the Town Council, others within the
entity, and is not intended to be and should not be used by anyone other than these specified parties.

Richmond, Virginia
May 7, 2009
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Municipal Corporation of Cape Charles, Virginia
Scheduie of Findings and Responses
For the year ended June 30, 2008

Section I-S_Ufrpmary of Auditors’ Results

Financial Stéteménts

Type of auditor's report issued: ungualified
Internal control over financial reporting:
Material weakness(es) identified? v yes no
Significant deficiencies identified that are
not considered to be material weakness(es)? yes v none reported
Noncompliance material to financial statements noted? yes v no .

Section II-Financial Statement Findings

2008-01
Financiat Reporting
" Condition: Inadequate internal controls over financial statement reporting.

Criteria: Internal controls should be in place that provides assurance that audited financial
L statements reconcile to the Town's internal documents.

_ Efféct: s Audited financial statements, including related footnotes, may contain an
ERR undetected material misstatement.

Recommendation: = The Town used new accounting software for FY08 that allowed for integration of

R all funds through the general ledger. The new software was a great improvement
over the software used in prior years. However, for FY08, the auditor still
proposed entries to reverse prior year accounts receivable and accounts payable,
reverse prior year accrued payroll and accrued leave, post current year
governmental fund receivables, post current year accrued payroll and accrued
leave, record capital asset additions and post current year depreciation.
Procedures should be implemented providing for client posting of all year-end
accrual entries prior to audit field work.

Management’s
Response: The Town plans additional corrective action for FY09
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