THE CITY OF

PORTSMOUTH

December 8, 2008
Dear City of Portsmouth, Virginia Citizens, and Council Members:

We are pleased to present the Comprehensive Annual Financial Report of the City of
Portsmouth, Virginia (the City) for the fiscal year ended June 30, 2008, in accordance with State
statutes and City Code. The City’s Department of Finance prepared this report in accordance
with generally accepted accounting principles as set forth in the pronouncements of the
Governmental Accounting Standards Board. City management is responsible for both the
accuracy of the presented data and the completeness and fairness of the presentation, including
all disclosures. We believe the data as presented is accurate in all material respects; that it is
presented in a manner designed to fairly set forth the financial position and results of operations
of the City as measured by the financial activity of its various funds; and, that all disclosures
necessary to enable the reader to gain the maximum understanding of the City’s financial affairs
have been included. Generally accepted accounting principles require that management provide
a narrative introduction, overview and analysis to accompany the basic financial statements in
the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement MD&A and should be read in conjunction with it. The City of
Portsmouth’s MD&A can be found immediately preceding the Basic Financial Statements.

As you know, the City of Portsmouth, Virginia was established by act of the Virginia General
Assembly in 1858. It is a political subdivision of the Commonwealth of Virginia operating
under the Council-Manager form of government. City Council consists of a mayor and six other
council members. The City is not part of a county, and it has taxing powers subject to statewide
restrictions and tax limits.

The City provides a full range of municipal services, including police and fire, sanitation,
recreation and cultural activities, economic development, health and social services, street and
highway maintenance, public improvements, planning and zoning, building inspections and
environmental code compliance, general administrative services, education, and water and sewer
services.

The financial reporting entity for this report includes the City (the primary governmental unit)
and all of its funds, as well as the component units for which the City is financially accountable.
We include the Portsmouth School Board (School Board), the Economic Development Authority
of the City of Portsmouth (EDA) and the Portsmouth Port and Industrial Commission (PPIC) in
the report as discretely presented component units in a separate column in the government-wide
financial statements to emphasize that they are legally separate from the City and to differentiate
their financial position and results of operations from that of the City. The members of the
Portsmouth School Board are elected by the qualified voters of the City of Portsmouth, and the
School Board governs the operations of the Portsmouth Public School System. City Council
appoints separate boards to administer the EDA and PPIC component units.
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The financial reporting entity also includes the Parking Authority; we consider this to be a
blended component unit because its activities are so intertwined with the City that they are, in
substance, part of the City’s operations.

City Council Vision: Bold Leadership for the Future

In November of 2006, the Portsmouth City Council reassessed and updated a series of long term
vision statements that were designed to guide the City into the future, both as a community and
an organization. The City is already nationally regarded for educational excellence and
economic prosperity; its citizens are proud of themselves, their hometown, and their
neighborhoods; Portsmouth City Council is recognized for involving all communities and
citizens in its decision-making; Members of the City Council encourage and nurture new ideas
from citizens, business leaders, and the faith-based community to embrace new ways to meet the
challenges of the future.

Building on that strong record of success, the City Council with its vision statements, sought to
define an even more successful and liveable future for the City of Portsmouth. Each of the
statements described the City of Portsmouth in the year 2025 and revolved around six key
components, as follows:

Bold New Directions

A Robust and Prospering Economy

World Class Maritime Center

Lifelong Learning Community

Thriving Neighborhoods and a Sense of Community
Pride of Past, Promise of Future

The entire City organization has fully embraced these powerful vision principles and put into
motion a number of one-time and multi-year projects designed to make our principles a reality.
In the following sections each of the vision principles is outlined and Fiscal Year 2008 projects
that address it are highlighted.

Bold New Directions

Vision Principle: Our visionary leadership is proactive in anticipating the ever-changing world.
We boldly embrace the future in ways that inspire and challenge our citizens to seize
opportunities of the new era. As a historical regional partner, the City engages neighboring
communities to solve area challenges. We are committed to using innovation and emerging
technologies to succeed in the information and knowledge-based society. Portsmouth has
become the hometown of choice and a community of international reputation.

Cross-departmental collaboration is vital in implementing this vision principle, and it is directly
responsible for movement on many City projects in furthering this vision principle. The City
participated actively in the South Hampton Roads Regional Taskforce on Ending Homelessness
— an effort that succeeded in producing 120 new units of housing specifically for the chronically
homeless and the seasonal opening of a night shelter by the City. The City continued its
commitment to the use of technology to succeed in our information and knowledge-based



society. A new MUNIS Financial Management System was brought on line at the beginning of
Fiscal Year 2008, new servers were installed for the City’s Computer Aided Dispatch system,
document imaging technology was installed in several city departments, and numerous other
upgrades and improvements were made in GIS, electronic mail and public safety technology —
all directed toward improving the efficiency and effectiveness of City operations.

A Robust and Prospering Economy

Vision Principle: Portsmouth is a financially prosperous community with a superior quality of
life. Residents enjoy diverse employment choices from maritime, manufacturing, medical,
military, marketing, and management opportunities. Portsmouth municipal government has
created an environment that has generated significant private investment resulting in job
creation, expanded tax revenue, one of the region’s lowest real estate tax rates, along with an
enviable bond rating.

The City’s degree of prosperity is a tangible and yet an intangible factor. As a tangible factor the
growth and development of the city is progressing. The work to expand and enhance industries
such as maritime, hospitality, retail and other general categories of commercial development
persist. Our prosperity is exhibited through the growth in taxable assets and the creation of jobs
that accompany these developments. The slowing economy is a reality that is currently
impacting development in the City, but we are redoubling our efforts are to continue to create
material positive changes. Each new development is accompanied by an opportunity to create
new or to sustain jobs, providing a direct benefit to the citizens of the city.

As new taxable assets materialize in the City, additional tangible value and benefits are realized.
The business community contributes to the overall quality of life in the City as it provides goods
and services needed and desired by the citizens. It also contributes to the revenue stream that
supports and sustains city services required to maintain a quality of life and standard of living.

A diversity of industries is the goal of development. This will provide a base of business in the
City that is sustainable and less susceptible to the peaks and valleys of national and regional
economic conditions. The pursuit and development of new businesses in the city is ongoing as is
the goal to develop “A Robust and Prospering Economy”.

General Fund Performance

The growth in the City’s tax base is a significant factor of economic and fiscal health. General
property and other local taxes account for more than 73% of General Fund revenues. The
assessed value of real property rose by $918 million, or 16% during 2008. The increase in
assessment values is an extremely positive indicator in evaluating the health of Portsmouth’s
local economy and allowed the City Council to reduce the real estate tax rate by ten cents per
$100 of assessed value to $1.26.

The General Fund accounts for all revenues and expenditures that are not accounted for in
specific purpose funds. It finances the regular day-to-day operations of the City. A strong
undesignated fund balance is an indication of financial flexibility and fiscal strength. The City’s



undesignated fund balance at June 30, 2008 represents 12.1% of total revenues and transfers,
which is somewhat below the City’s target of 15%.

The following table presents the City’s General Fund ratio of undesignated fund balance to total
revenues and operating transfers for the last five fiscal years:

General Fund General Fund

Fiscal Undesignated Total Revenues &

Year Fund Balance Operating Transfers Ratio
2008 $ 26,302,440 216,638,631 12.14%
2007 35,399,112 203,773,001 17.37%
2006 35,738,764 193,183,661 18.50%
2005 25,269,657 173,571,495 14.56%
2004 18,730,024 163,614,570 11.45%

Cash Management

The City uses a pooled cash concept to allow greater investment flexibility and maximize its
return on investment. The City pools cash from all funds, except those restricted for specific
purposes or managed by fiscal agents, for investment purposes. The City invests any temporarily
idle cash in overnight repurchase agreements and other investments ranging from one to thirty
days to maturity. During fiscal year 2008, the City was able to manage its current resources to
properly meet its operating cash requirements without issuing Revenue Anticipation Notes.

One can find additional information on the City’s financial status in the Management’s
Discussion and Analysis section of this report.

World Class Maritime Center

Vision Principle: As a historic waterfront city, Portsmouth is strategically located in the center
of the eastern seaboard on the world’s largest natural harbor at mile marker ““0” on the intra-
coastal waterway. The City boasts a world-class, inter-modal transportation system and is home
to the world’s largest container line and American’s oldest naval shipyard. Portsmouth is the
gateway to international shipping, hosting private and state operated shipping terminals with a
worldwide reach. Our waterfront features a diverse, unique mixture of recreational boating,
marinas, tours, and maritime support industries.

The eighth largest economic development project in the history of the Commonwealth, more
specifically the operating entity of APM Terminals of Virginia, Inc. solidifies the city’s position
in the world and industry of maritime. This entity has brought national and international
attention to the City from various aspects of the maritime industry. As this entity’s presence in
the City represents a significant achievement and advancement toward the City’s status as a
“World Class Maritime Center”, it will serve as a catalyst to attract other industry related
entities. Additionally, the Virginia Port Authority’s future Craney Island development and
expansion will further elevate the City’s maritime status.



Lifelong Learning Community

Vision Principle: Education is the foundation of the City’s social, political, and economic well-
being and is the top priority of the City. Through collaborative efforts of City Council, School
Board, and the private sector, Portsmouth has exceptional public and private schools. This
includes learning opportunities for early childhood, primary and secondary education, higher
education, vocational training, and workforce development. The City’s preferred educational
system has made Portsmouth a top choice for employers and families.

The City desires to develop educational elements that will enhance the learning environment for
all ages. As much has been done to advance the public school environment over the past several
years, a partial shift in focus to higher education components is ensuing.

Two primary new developments in the City to address this continuing direction are the ODU Tri-
Cities Education Center and the Fred W. Beazley Portsmouth Campus of Tidewater Community
College.

The Tri-Cities Center was a collective vision and project between the private, public and
education sectors. An extension of Old Dominion University located in the western area of the
City, this venue is already producing positive results as it currently hosts a student population in
excess of 700 students.

The City gifted 30 acres to the Commonwealth of Virginia State Board of Community Colleges
to facilitate the development of the Tidewater Community College Campus. Construction of the
184,000 square foot campus continues to progress. A targeted opening date of January 2010 will
further enhance and fulfill the vision of a “Lifelong Learning Community”.

The following represents the City’s history of educational funding over the last five fiscal years.
With education set as City Council’s number one priority, the City continues to make great
strides in this vision area as evidenced by the commitment made to increase educational funding.

Operating Education Total
Fiscal Transfers to Debt Service Education Net
Year School Board Payments Funding Increase
2008 % 49,845,490 2,884,820 52,730,310 7,613,872
2007 42,683,991 2,432,447 45,116,438 6,002,863
2006 36,670,336 2,443,239 39,113,575 5,299,464
2005 31,352,585 2,461,526 33,814,111 2,931,017
2004 28,390,142 2,492,952 30,883,094 2,386,869

Thriving Neighborhoods and a Sense of Community

Vision Principle: Portsmouth citizens are empowered to create their own quality of life, to
ensure community safety, and to elevate the livability of their own neighborhoods, creating true
communities of choice for the 21% century. Citizens work together with local government to fully
utilize human and community assets, thus producing a state-of-the-art environment that includes



excellent schools, public facilities, parks, green spaces, gateways, and roadway corridors. We
have transformed our neighborhoods into communities that promote and celebrate diversity,
equity, and the inclusiveness of all citizens.

Our celebration of our rich cultural diversity is testimony to the City’s attention to achieving this
vision principle. We celebrate Portsmouth’s diversity throughout the year in festivals, concerts,
and ceremonies. The City’s exceptional facilities showcase the visual and performing arts.
Portsmouth’s seasonal programs and entertainment attract families and tourists from everywhere
to celebrate its people, history, and future.

The City of Portsmouth’s standing as a thriving and exciting place to live received significant
reinforcement when it was named as a Bronze Award recipient at the 2007 International Awards
for Liveable Communities hosted in Westminister, England. Cities large and small from around
the world participate in this annual United Nations endorsed program to recognize those cities
that are leaders in creating the best possible living environment for their citizens.

In its community planning efforts, the City focused on developing Strategic Plans for its diverse
communities rather than stock neighborhood plans. Three such plans have been completed as of
FY 2008. The Plans incorporate the aspirations and needs of community residents, build on each
community’s strengths and advantages and take steps to resolve problem areas. All have been
successful in improving property values, strengthening community pride and identity, and in
making the City of Portsmouth a more vibrant and enjoyable place to live.

Pride of Past, Promise of Future

Vision Principle: Portsmouth’s tomorrows are found in the footsteps of the richest traditions of
America, from the earliest days of Colonial Virginia through the victories of equality, dignity,
and diversity. As guardian of the collective heritage of many people, we have become one. The
Portsmouth family preserves the proudest traditions of the past as the compass for our future,
drawing the grace of our spirit into the nobility of what we have become.

We implement this vision principle daily. We commemorate Portsmouth’s exciting historical
diversity throughout the year in museum programs, library programs, festivals, concerts, and
other ceremonies. Seasonal programs and entertainment punctuate the year, drawing neighbors,
families, and guests from throughout the City, the region, and the world to celebrate
Portsmouth’s people, history, and future. Portsmouth is also proud to be the home of the
nation’s oldest annually held parade, the Portsmouth Memorial Day Parade, which has been a
tradition in the City since 1884.

Independent Audit

State law requires that a certified public accountant selected by the City Council audit the City’s
annual financial statements. Cherry, Bekaert, and Holland, L.L.P., Certified Public Accountants
performed this annual audit of the financial records and transactions of all funds, component
units, and departments of the City for the fiscal year ending June 30, 2008.



The auditors’ report, which includes their opinion on the basic financial statements of the City, is
contained in this report on page 1.

Certificate of Achievement

The Government Finance Officers Association (GFOA) awarded to the City of Portsmouth a
Certificate of Achievement for Excellence in Financial Reporting for the City’s Comprehensive
Annual Financial Report (CAFR) for the fiscal year ended June 30, 2007. The Certificate of
Achievement is a prestigious national award that recognizes conformance with the highest
standards for the preparation of a state and local government CAFR.

A governmental unit must publish an easily readable and efficiently organized Comprehensive
Annual Financial Report, whose contents conform to program standards to win the GFOA’s
Certificate of Achievement. The CAFR must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year. The City of Portsmouth has
received a Certificate of Achievement for the last thirty-one consecutive years (fiscal years 1977
through 2007). We believe our current CAFR continues to conform to the requirements of the
Certificate of Achievement Program,; therefore, we are submitting it to the GFOA.
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