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INDEPENDENT AUDITORS' REPORT

Board of Directors

Economic Development Authority
of the City of Norfolk, Virginia

Norfolk, Virginia

Report on the Financial Statements

We have audited the accompanying statement of net position of the Economic Development Authority of
the City of Norfolk, Virginia (the Authority), a component unit of the City of Norfolk, Virginia as of and for the
year ended June 30, 2021, and the related statements of revenues, expenses and changes in net position
and cash flows for the year then ended, and the related notes to the financial statements, which collectively
comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
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Economic Development Authority
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Economic Development Authority of the City of Norfolk, Virginia as of June 30,
2021, and the changes in financial position and cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 3-6 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’'s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 19,
2022, on our consideration of the Authority's internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is solely to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
effectiveness of the Authority’s internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Authority’s internal control over financial reporting and compliance.

Wmﬁ@c L7

CliftonLarsonAllen LLP

Arlington, Virginia
January 19, 2022



ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Management Discussion and Analysis (unaudited)
June 30, 2021

The following discussion and analysis of the Economic Development Authority of the City of Norfolk, Virginia’s
(the Authority or the EDA) financial performance provides an overview of the Authority’s financial activities for
the fiscal year ended June 30, 2021.

Financial Highlights for Fiscal Year 2021

The Authority’s financial statements are reported on the accrual basis as required by U.S. generally accepted
accounting principles (GAAP). On this basis, the Authority has total operating expenses of $9,113,033 and total
operating revenues of $10,043,185.

Other Financial Highlights:

At the close of the fiscal year, the Authority’s total cash and cash equivalents was $5,522,356.

On December 14, 2014, the Authority entered into a promissory note to borrow $2,500,000 to finance the
purchase of real estate from the J.C. Penney Corporation. The loan was collateralized by a certificate of
deposit and a negative pledge agreement. This loan was paid in full on June 30, 2020, from proceeds from
the sale of the asset. The Authority also entered into a cooperation agreement with the City of Norfolk (the
City) that became effective in April 2016 to provide for a revenue bond for the remaining costs of
improvements to real estate in the amount of $14,500,000. The bond was to be payable from funds provided
by the City pursuant to a Cooperation Agreement. This bond was paid in full during fiscal year 2021 with
proceeds from an uncollateralized loan received from the City in the amount of $13,720,000. As of June
30, 2021, the balance of the note payable to the City is $13,260,000.

On April 29, 2014, the Authority issued a promissory note (the Note) for a loan of $250,000 with 5.5%
interest to the Virginia Symphony Orchestra Group (the Symphony), which was due in full, including interest,
on October 29, 2015. On October 30, 2015, the Authority amended certain key terms of the Note due from
the Symphony. The maturity date was extended from October 29, 2015 to September 1, 2020. A payment
schedule was established requiring payment to be made as follows: (i) $25,000 on November 1, 2015 of
which $15,000 was applied to principal and the remainder to cover professional fees and accrued interest;
(i) $35,000 on September 1, 20186; (iii) three equal annual installments of $50,000 from September 1, 2017
through September 1, 2019; and (iv) payment of the entire remaining indebtedness on the maturity date. In
addition, payment of accrued interest after October 30, 2015, shall be waived at the maturity date so long
as no event of default as provided in the Note agreement has occurred by the maturity date. The last
payment due on this Note was received during fiscal year 2021 and has been paid in full.

On April 11, 2017, the Authority entered into a loan agreement with Embody, LLC in the amount of $150,000
with a maturity date of April 1, 2027. This loan was approved as part of the Innovation Fund. Interest only
on the note is payable in monthly installments beginning May 1, 2017 through April 1, 2020 with a fixed
interest rate of 5.50% per annum. Beginning May 1, 2020, the outstanding principal and accrued interest
on the note shall be payable in 84 monthly installments of $2,155. At June 30, 2021, the balance of the
loan receivable is $128,825.

Capital assets, net of depreciation, decreased by $806,879 primarily due to depreciation.



ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Management Discussion and Analysis (unaudited)
June 30, 2021

Basic Financial Statements

The statement of net position presents information on all assets and liabilities of the Authority, with the difference
between the two reported as net position. Over time, increases or decreases in net position may serve as a
useful indicator of whether the financial position of the Authority is improving or deteriorating.

The statement of revenues, expenses and changes in net position presents information showing how net
position changed during the most recent fiscal year. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will result in cash flows in future fiscal periods.

The statement of cash flows identifies how cash and other financial assets (that can readily be converted to
cash) flow in and out of the Authority.

The statement of cash flows, when taken together with the statement of net position and statement of revenues,
expenses, and changes in net position, provides the reader a complete “snapshot” of the financial condition and
results of operations of the Authority as of June 30, 2021, and for the year then ended.

Notes to financial statements are an integral part of the statements and should be read in conjunction with the
financial statements and Management’s Discussion and Analysis.



ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Management Discussion and Analysis (unaudited)
June 30, 2021

Financial Analysis

As noted earlier, net position may serve over time as a useful indicator of the Authority’s financial position. At
the close of the most recent fiscal year, the Authority’s assets exceeded liabilities by $12,204,904. The following
table provides a summary of the Authority’s net position as of June 30, 2021 and 2020:

Summary of Net Position

2021 2020

Current assets $ 4,877,010 $ 19,508,529
Investments 2,179,488 2,166,438
Capital assets 19,085,869 19,892,748
Restricted cash 1,528,288 1,570,968
Loans receivable 306,093 401,277
Land and land improvements held for resale 832,952 832,952
Total assets $ 28,809,700 $ 44,372,912
Current liabilities $ 1,148,556 $ 16,628,370
Noncurrent liabilities 15,456,240 16,252,091
Total liabilities $ 16,604,796 $ 32,880,461

Net position:
Net investment in capital assets $ 4,245,847 $ 2,281,009
Unrestricted 7,959,057 9,211,442
Total net position $ 12,204,904 $ 11,492,451




ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Management Discussion and Analysis (unaudited)
June 30, 2021

Overall, total net position increased by $712,453 in fiscal year 2021. The table below provides a summary of
the changes in net position for the years ended June 30, 2021 and 2020.

Summary of Revenues, Expenses and Changes in Net Position

2021 2020

Operating revenue $ 10,043,185 $ 6,869,964
Operating expenses 9,113,033 4,563,685

Operating income/loss 930,152 2,306,279
Nonoperating revenue 58,806 78,789
Nonoperating expenses (276,505) (2,742,552)

Change in net position 712,453 (357,484)
Net position, beginning 11,492,451 11,849,935
Net position, ending $ 12,204,904 $ 11,492,451

The increase in operating revenue from fiscal year 2020 to fiscal year 2021 was primarily attributable to rental
revenue received from operating Military Circle Mall that was acquired at the end of fiscal year 2020, as well as
an increase in incentive grant funds received from the City. There was also an increase in operating expenses
of $4,445,413 as a result of costs associated with operating the Military Circle Mall for a full year along with
increased incentive awards granted during the year. Nonoperating expenses decreased significantly in fiscal
year 2021 primarily as a result of the write-off of the deferred rent receivable that occurred in fiscal year 2020.

Future Outlook

The Authority continues to be successful in its purpose of helping to promote economic activity in Norfolk and
grow the tax base. The City continues to see new capital investment and business expansion, and the Authority
will continue to support the City’s economic development plans and programs.

Contacting the Authority’s Financial Management

This financial report is designed to provide our citizens, clients and taxpayers with a general overview of the
Authority’s finances and to demonstrate the Authority’s accountability for the money it receives. Questions
concerning this report or requests for additional financial information should be made directly to:

Sean Washington, Secretary-Treasurer
999 Waterside Drive, Suite 2430
Norfolk, VA 23510

Telephone (757) 664-4333



ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Statement of Net Position

June 30, 2021

Assets
Current assets:
Cash and cash equivalents (note 3) $ 3,994,068
Accounts receivable (note 5) 321,328
Rents receivable (note 6) 409,006
Prepaid expenses 71,226
Loans receivable - current portion (note 10) 81,382
Total current assets 4,877,010
Noncurrent assets:
Restricted cash (note 4) 1,528,288
Investments (note 3) 2,179,488
Loans receivable (note 10) 306,093
Capital assets, net of accumulated depreciation (note 9) 19,085,869
Land and land improvements held for resale (note 7) 832,952
Total noncurrent assets 23,932,690
Total assets 28,809,700
Liabilities
Current liabilities:
Accounts payable and accrued expenses (note 11) 316,314
Unearned rental revenue (note 6) 232,242
Deposits due to developers 300,000
Notes payable - current portion (note 12) 300,000
Total current liabilities 1,148,556
Noncurrent liabilities:
Note payable (note 12) 14,670,000
Due to City of Norfolk under Innovation Fund (note 8) 183,516
Revolving loan fund (note 13) 602,724
Total noncurrent liabilities 15,456,240
Total liabilities 16,604,796
Net investment in capital assets 4,245,847
Unrestricted 7,959,057
Total net position $ 12,204,904

See accompanying notes to basic financial statements.



ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Statement of Revenues, Expenses and Changes in Net Position

Year ended June 30, 2021

Operating revenues:

City of Norfolk, incentive grants
City of Norfolk, contribution
Other grants

Administrative fees

Rent revenue

Total operating revenues

Operating expenses:

Business development expense
824 Building expenses
Depreciation

Military Circle Mall

Professional fees

Promotion

Other

Total operating expenses

Operating income

Nonoperating revenues (expenses):

Other income
Interest income
Interest expense

Total nonoperating expenses, net

Change in net position

Net position:

Beginning
Ending

See accompanying notes to basic financial statements.

$ 5,822,251
665,782

225,000

447,137
2,883,015

10,043,185

5,466,843
102,163
583,506

2,768,035

91,880
31,298
69,308

9,113,033

930,152

41,854
16,952
(276,505)

(217,699)

712,453

11,492,451

$ 12,204,904




ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Statement of Cash Flows

Year ended June 30, 2021

Cash flows from operating activities:
Receipts from customers
Receipts for incentive grants
Receipts for other grants
Payments of incentive grants
Payments to suppliers for goods and services

Net cash provided by operating activities

Cash flows from capital and related financing activities:
Payment for purchase of capital assets
Payment of long-term debt
Proceeds from long-term debt
Interest paid

Net cash used in financing activities

Cash flows from investing activities:
Interest received
Other receipts
Receipt of payments on loan receivable

Net cash provided by investing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents:
Beginning

Ending

Reconciliation of operating income from operations to net cash used in operating activities:

Operating income
Adjustment to reconcile operating income to net cash used in operating activities:
Depreciation
Bad debt
Effect of changes in assets and liabilities:
Accounts payable and accrued expenses
Deposits due to developers
Accounts receivable
Deferred rental revenue
Rent receivable
Prepaid expenses

Net cash provided by operating activities

See accompanying notes to basic financial statements.

2,890,922

6,488,033
225,000

(5,670,565)

(2,776,021)
1,157,369

(79,793)
(30,081,739)
13,720,000

(301,907)
(16,743,439)

16,952
221,521
165,398

403,871
(15,182,199)

20,922,335
5,740,136

930,152

583,506
217,780

(310,317)
300,000
(315,762)
232,242
(409,008)

(71,226)
1,157,369
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

Nature of Activities

The Economic Development Authority of the City of Norfolk, Virginia (the Authority) was created as a
political subdivision of the Commonwealth of Virginia by ordinance of the City of Norfolk, Virginia (the City)
in 1972, pursuant to the provisions of the Industrial Development and Revenue Act of the Commonwealth
of Virginia (Title 15.2, Chapter 49, Section 15.2-4900, et. seq., of the Code of Virginia (1950), as amended).
It is authorized to acquire, own, lease and dispose of properties, promote industry and develop trade by
inducing enterprises to locate and remain in Virginia.

Effective July 1, 2014, the Authority was determined to be a component unit of the City of Norfolk in
accordance with Governmental Accounting Standards Board (GASB) Statement No. 61, The Financial
Reporting Entity. Component units are legally separate entities for which a primary government is financially
accountable. As a discretely presented component unit of the City, the information included in these financial
statements is included in the comprehensive annual financial report of the City.

The Authority is authorized to issue revenue bonds for the purpose of acquiring and constructing facilities.
Liability under the bonds is assumed by the enterprises for which facilities are constructed. The revenue
bonds are not deemed to constitute a debt or pledge of faith and credit of the Commonwealth of Virginia or
any political subdivision thereof. The bonds are payable solely from revenues generated from the sale or
lease of the facilities constructed or acquired. Although the Authority provides a conduit to execute such
transactions, it retains neither the benefits of asset ownership nor the liability for bond liquidation.
Accordingly, the Authority does not recognize in its financial statements associated assets, liabilities, rental
income or interest expense associated with the bond issuances. The Authority has issued 18 bonds that
remain outstanding as of June 30, 2021, with a total balance of $447,253,833 maturing through fiscal year
2036. All of these bonds are believed to be tax-exempt and are issued for the benefit of nonprofit
organizations, manufacturing companies or enterprise-zone businesses (as defined in Sections 1397(c) and
1394(b)(3) of the Internal Revenue Code of 1986, as amended).

Summary of Significant Accounting Policies
(a) Basis of Presentation
The financial statements of the Authority have been prepared on the accrual basis of accounting as

required by U.S. generally accepted accounting principles (GAAP).

The Authority is accounted for as a proprietary fund type using the accrual basis of accounting, whereby
income is recognized when earned and expenses are recorded when incurred.

(b) Cash and Cash Equivalents

Cash includes cash on hand and cash deposited with financial institutions. At June 30, 2021, there was
$5,522,356 in cash and cash equivalents, including $3,171,331 held in the Local Government
Investment Pool (LGIP), which is carried at amortized cost because it qualifies as an external
investment pool under GASB 79, Certain External Investment Pools and Pool Participants. The
Authority is a participant in the LGIP which is administered by the Commonwealth of Virginia
Department of Treasury. The Commonwealth’s Department of Treasury is committed to managing

10



(c)

(d)

ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

certain risk limiting provisions to maintain a stable net asset value (NAV) at $1.00 per share, which is
determined at the close of each business day. The goal of maintaining NAV is facilitated as follows:

a) The LGIP is rated ‘AAAm’ by Standard & Poor’s and managed in a manner to comply with their
‘AAAM’ rating requirements.

b) The portfolio securities are valued using the amortized cost method, and on a weekly basis this
valuation is compared to the current market to monitor any variance.

c) Investments are limited to short-term, high-quality credits that can be readily converted into cash
with limited price variation.

$1,528,288 of the cash and cash equivalents balance is restricted as of June 30, 2021 (note 4).

Investments

The Authority considers all funds with an original maturity of greater than one year, to be long-term
investments. At June 30, 2021, the Authority held a certificate of deposit with a maturity date of October
22, 2021, yielding 0.10% in the amount of $2,179,488 (note 3), which is carried at fair value.

The definition of fair value is the price that would be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. When considering fair
value measurements, the following fair value hierarchy distinguishes between observable and
unobservable inputs, which are categorized in one of the following levels:

e level 1 Inputs: Unadjusted quoted prices in active markets for identical assets or liabilities
accessible to the reporting entity at measurement date.

e Level 2 Inputs: Other than quoted prices included in Level 1 inputs that are observable for the asset
or liability, either directly or indirectly, for substantively the full term of the asset or liability.

e Level 3 Inputs: Unobservable inputs for the asset or liability used to measure fair value to the extent
that observable inputs are not available, thereby allowing for situations in which there is little, if any,
market activity for the asset or liability at measurement date.

Fair value of the certificate of deposit is determined based on a discounted cash flow analysis using
prevailing rates over the stated term, which are level 2 inputs. Fair value approximates cost due to the
short-term nature of the instrument.

Land and Land Improvements Including Land Held for Resale

Land and land improvements including land held for investment and resale are recorded at the lower of
cost or net realizable value. Cost is determined by acquisition price, if purchased, or at estimated
acquisition value at the date of contribution, if contributed. Subsequent land improvements are added
to land and land improvements.

11
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

Capital Assets

Capita assets are defined as assets owned by the EDA with an initial, individual cost of more than
$5,000 and an estimated useful life greater than one year. Buildings, building improvements, furniture,
fixtures, and equipment are stated at cost. Depreciation is computed by the straight-line method over
the estimated useful lives of the assets, which is five years for furniture, fixtures and equipment and 20
years for buildings and building improvements.

Grant Revenue and Development Expense

Grant revenue consists of incentive grants received from the City and paid to companies as
performance-based grants in business attraction, expansion and retention efforts. When the grants are
earned by the recipient, development expense is recorded. The Authority serves as a pass-through for
these grants. Grant revenue also includes grants for the development of property to be used by the
Authority in its mission. Grants received by the Authority, but not earned by the grantee are treated as
deferred revenue.

Deposits Due From Developers

Deposits were collected from developers in relation to development proposals submitted to the
Authority. These deposits will be paid back to the developers upon selection of a winning proposal.
Administrative Fees

Administrative fees are collected by the Authority while bonds are outstanding. Such fees are included
in revenue when earned.

Administrative Support

The City provides administrative support for the Authority. Expenditures associated with these services
include salaries for employees and rent expense on the office. This support is treated as expenditures
by the City and not by the Authority. However, these costs are offset by promotional and marketing
activity costs paid by the Authority that benefit the City.

Income Taxes

The Authority is exempt from income taxes as it is a political subdivision of the Commonwealth of
Virginia; accordingly, no provision for income taxes is reflected in the accompanying financial
statements.

Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from these estimates.

12
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

Cash and Cash Equivalents and Investments

All cash and investments of the Authority are maintained in accounts collateralized in accordance with the
Virginia Security for Public Deposits Act, Section 2.2 4400 et. seq. of the Code of Virginia (the Act) or
covered by federal depository insurance. Under the Act, banks holding public deposits in excess of the
amount insured by FDIC must pledge collateral in the amount of 50% of the excess deposits to a collateral
pool in the name of the State Treasury Board. Savings and loan institutions are required to collateralize
100% of the deposits in excess of the FDIC limits. At June 30, 2021, the Authority had approximately
$2,403,000 in excess of the insured amount. The State Treasury Board is responsible for monitoring
compliance with the collateralization and reporting requirements of the Act and for notifying local
governments of compliance by banks and savings and loans. The cash and short-term investments are
covered by the FDIC at several financial institutions or collateralized under the Act. The cash equivalents
of $3,171,331 held by the LGIP and the certificates of deposit of $2,179,488 are collateralized under the
Act. As such, there is no significant credit or custodial risk associated with these investments.

Restricted Cash

At June 30, 2021, restricted cash includes $1,000,000 related to the renovation of the former J.C. Penney
Building, $159,978 in MUCIPP loan proceeds, and $368,310 in Federal EDA Funds to be used for approved
grant and loan programs.

Accounts Receivable

Accounts receivable consists of a receivable in the amount of $321,328 including $202,319 due from
Sentara Healthcare; $116,500 due from the City of Norfolk and $2,509 due from St. Mary’s Home for
Children.

Rents Receivable

Rental income is recognized over the term of the leases as it is earned, and the assets held for leasing
purposes are classified as capital assets, net of accumulated depreciation on the statement of net position.
For lease agreements that provide for scheduled annual rent increases or periods of free rent, rental income
is recognized on a straight-line basis over the term of the lease. As of June 30, 2021, gross rental income
owed to the Authority of $1,486,345 net of an allowance of doubtful accounts of $1,077,339 totaled
$409,006. Rent received in advance of recognition is recorded as unearned rental revenue. The
outstanding balance of the unearned rental revenue is $232,242.

Land and Land Improvements Held for Resale

The Authority entered into a real estate purchase agreement on August 28, 2014, to sell approximately 30
acres of the remaining Lake Wright Golf property to Northampton Development, LLC. 4.41 acres of the
Lake Wright Golf Course property was retained by the Authority and is held for resale recorded at $602,952,
which represents the cost basis of 4.41 acres at approximately $136,724 per acre.

In addition, land and land improvements held for resale also includes two acres located at 7405 Sewells
Point Road that are recorded at approximately $115,000 per acre totaling $230,000.

13
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

Grant Awards

On February 11, 2016, the Authority entered into a grant agreement with ADP, LLC for the renovation of
approximately 288,662 rentable square feet of space located at Two Commercial Place. There are two
phases of renovations. Phase One will include 146,855 square feet and Phase Two will include 141,807
square feet. The maximum aggregate amount of the Grant is $5,000,000 and will be paid in annual
installments not to exceed $1,250,000 annually. On February 9, 2016, the Authority entered into a
Cooperation Agreement with the City of Norfolk. The City agreed to transfer up to $5,000,000 in funds to
the Authority for the ADP, LLC renovation. The Authority paid $1,250,000 to ADP during fiscal year 2021.

On June 28, 2016, City Council authorized the City to enter into a Cooperation Agreement with the Authority
to provide up to $5,000,000 in a revenue sharing performance agreement over 15 years to IKEA. The
agreement was executed on July 28, 2016, the date IKEA closed on the property. The purpose of this grant
is to partially offset infrastructure related costs of the development of property located at 6000 Northampton
Boulevard. IKEA will construct an approximately 350,000 square foot retail store with an exclusive parking
lot of at least 1,200 parking spaces. The term of the grant shall commence upon completion of construction
of the improvements. Construction was completed in March 2019. No funds were paid to IKEA in fiscal
year 2021; however, the first payment under this agreement is expected to occur in fiscal year 2022.

On February 1, 2017, the Authority entered into a Cooperation agreement with the City of Norfolk for the
Innovation Fund. The Authority will implement loans and grants at the City’s request to facilitate economic
revitalization efforts and promote the permanent full-time equivalent job creation for low and moderate
income residents of the City. The maximum loan or grant amount available to the borrower or grant
applicant will be $150,000 with a minimum amount of $50,000. At June 30, 2021, $150,000 had been
loaned to Embody, LLC (note 10) with $128,825 outstanding.

Capital Assets

Beginning Ending
Balance Additions Retirements Balance
Land $ 8,420,283 $ -8 - % 8,420,283
Building and building improvements 11,670,111 23,585 (246,958) 11,446,738
20,090,394 23,585 (246,958) 19,867,021
Accumulated depreciation (197,646) (583,506) - (781,152)
Net capital assets $ 19,892,748 §$ (659,921) $ (246,958) $ 19,085,869

On April 30, 2020, the Authority acquired the Military Circle Mall (MCM) from Retail, L.P. for a contract sales
price of approximately $11,000,000. On May 5, 2020, the Authority acquired from Kavya Hotels LLC, the
former Double Tree Hotel located at 880 N. Military Highway for a contract sales price of approximately
$2,400,000.
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

(10) Loans Receivable

(11)

(12)

On April 11, 2017, the Authority entered into a loan agreement with Embody, LLC in the amount of $150,000
with a maturity date of April 1, 2027. This loan was approved as part of the Innovation Fund. Interest only
on the note is payable in monthly installments beginning May 1, 2017 through April 1, 2020 with a fixed
interest rate of 5.50% per annum. Beginning May 1, 2020, the outstanding principal and accrued interest
on the note shall be payable in 84 monthly installments of $2,155. At June 30, 2021 the balance of the loan
receivable is $128,825.

On November 14, 2013, the Norfolk Redevelopment and Housing Authority (NRHA) entered into a loan
agreement with Ramsey Manufacturing, LLC in the amount of $62,348 with an interest rate of 3.5% per
annum. The terms of the of the loan include 119 monthly installments of principal and interest in the amount
of $676 with a balloon payment of the remaining principal and interest due at maturity in December 2023.
In September 2016, the loans were transferred to the Authority as part of the Norfolk EDA Revolving Loan
Fund. The balance of the loan at the date of transfer was $46,770. The Authority has been collecting
monthly payments from Ramsey Manufacturing, LLC. At June 30, 2021, the balance of the loan receivable
is $20,283.

During fiscal year 2020, the Authority entered into loan agreements with various companies totaling
$325,000. As of June 30, 2021, $238,367 is outstanding. Interest rates are based on a six-month LIBOR
rate at the time of application. Interest only payments were arranged for the borrowers until October 2020.

Loans receivable $ 387,475
Current portion (81,382)
$ 306,093

Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses include $14,567 in operational expenses, $186,070 of expenses
associated with Military Circle Mall, and $115,677 in accrued interest.

Notes Payable

The Authority entered into a cooperation agreement with the City that became effective in April 2016 to
provide for a revenue bond for the remaining costs of improvements in the amount of $14,500,000. During
fiscal year 2021, the bond was paid in full with funds received from the City of Norfolk. These funds were
received on January 8, 2021, as an uncollateralized loan from the City. There are no set repayment terms.
The balance on the loan was $13,260,000 at June 30, 2021.

On April 30, 2020, the Authority entered into a purchase money note with a third party to borrow $15,901,739
to finance the purchase of Military Circle Mall. On July 23, 2020, the Authority satisfied the third party note
used to finance the purchase of Military Circle Mall.

On May 5, 2020, the Authority entered into a promissory note with TowneBank to borrow $1,710,000 to
finance the purchase of a Double Tree Hotel. The Authority is to repay this loan in full, plus any unpaid
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
June 30, 2021

interest, on the maturity date of May 5, 2029. Interest is to be paid monthly commencing on June 5, 2020,
at one-month LIBOR plus 2.5%. The interest rate as of June 30, 2021 was 2.6%. The loan is collateralized
by the real estate purchased.

A summary of fiscal year 2021 changes in long-term obligations is as follows:

Beginning Ending
Balance Additions Reductions Balance
TowneBank loan payable, 2020 $ 1,710,000 $ - $ - $ 1,710,000
Bank of America Purchase Money Note 15,901,739 - (15,901,739) -
Note payable to City of Norfolk - 13,720,000 (460,000) 13,260,000
Economic Development Revenue Note, Series 2016 13,720,000 - (13,720,000)
)

31,331,739 % 13,720,000 % (30,081,739 % 14,970,000

Future minimum principal payments are as follows:

Years Ending

June 30,

2022 $ 300,000
2023 300,000
2024 300,000
2025 300,000
2026 300,000
Thereafter 13,470,000

$ 14,970,000

Revolving Loan Fund

On September 14, 2016, NRHA transferred $519,550 to the Authority to support the Citywide Partnership
Fund and the Global Initiatives Fund. The Citywide Partnership Fund provides financial assistance to new
and expanding businesses within the City that will create permanent employment opportunities for low to
moderate-income residents. The Global Initiatives Fund provides patient, flexible capital to serve small and
medium-sized enterprises that seek to expand their presence in the global marketplace. In addition to the
grant funds, $83,174 in loans receivable were transferred from NRHA to the Authority at the same time.
The Authority is now collecting on those receivables (see note 10).

Risk Management

The Authority is exposed to various risks of loss related to theft of, damage to, and destruction of assets;
injuries to employees; general liability; automobile liability; crime and employee dishonesty; professional
liability; and directors’ and officers’ liability. The Authority’s coverage is provided through the City’s
combination of purchased insurance policies and self-insurance plans.
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ECONOMIC DEVELOPMENT AUTHORITY
OF THE CITY OF NORFOLK, VIRGINIA
(A Component Unit of the City of Norfolk, Virginia)

Notes to Financial Statements
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Related Party Transactions

The Authority receives pass-through funds from the City in order to make development grants and loans
under programs, including the MUCIPP loan program, Commonwealth’s Development Opportunity Fund,
EDA Revolving Loan Program, and the Innovation Fund, which are administered by the Authority on behalf
of the City. In addition, the Authority collects and remits to the City all loan payments from borrowers in the
MUCIPP, EDA Revolving Loan Program and the Innovation Fund.

Subsequent Events

In April 2021, the EDA board passed a resolution to demolish the asset located at 645 Church Street. At
the conclusion of the demolition, the EDA drafted a Deed of Gift to convey the site to the City of Norfolk. In
October 2021, the City Council approved the conveyance, and the asset was transferred.
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INDEPENDENT AUDITORS’ 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

Board of Directors

Economic Development Authority
of the City of Norfolk, Virginia

Norfolk, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the Economic
Development Authority of the City of Norfolk, Virginia (the Authority) as of and for the year ended June
30, 2021, and the related notes to the financial statements, which collectively comprise the Authority’s
basic financial statements, and have issued our report thereon dated January 19, 2022.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority's internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements,
but not for the purpose of expressing an opinion on the effectiveness of the Authority’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Authority’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. We did identify a certain deficiency in internal control, described
in the accompanying schedule of findings and responses as item 2021-001 that we consider to be a
material weakness.
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Board of Directors

Economic Development Authority
of the City of Norfolk, Virginia

Page 2

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Authority's financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the financial statements. 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.

Authority’s Response to Findings

The Authority’s response to the finding identified in our audit is described in the accompanying
schedule of findings and responses. The Authority’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on
it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Authority’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Authority’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Wm% N

CliftonLarsonAllen LLP

Arlington, Virginia
January 19, 2022

19



ECONOMIC DEVELOPMENT AUTHORITY OF THE CITY OF NORFOLK
SCHEDULE OF FINDINGS AND RESPONSES
JUNE 30, 2021

2021-001 Financial Reporting Process Needs Improvement — Material Weakness

Condition: During our financial statement audit of the Authority, significant delays were encountered in
receiving the final trial balance, complete and accurate account reconciliations, as well as a complete
set of financial statements for audit. We identified significant financial statement adjustments as a
result of our audit procedures. In addition, several unrecorded FY2020 transactions related to Military
Circle Mall (MCM) were identified that netted to an immaterial amount.

Cause: The Authority’s financial reporting process does not include enough lead-time for preparation
and review of complete and accurate financial statements in order to comply with regulatory deadlines.

Criteria: Virginia Auditor of Public Accounts’ (APA) guidance requires organizations to maintain an
appropriate internal control structure and requires audited financial statements to be completed by
December 15'.

Effect: The Authority did meet the APA reporting deadline. Audit adjustments were required to
properly present the financial statements. A passed adjustment was required to properly account for
the net effect of the unrecorded FY2020 MCM transactions.

Recommendation: We recommend management strengthen their review procedures to ensure the
financial statements are complete and accurate and are timely prepared to allow adequate time for
completion of the annual audit in accordance with APA guidelines.

Management’s Response:

Management concurs. The Authority will work more closely with the City of Norfolk, who has agreed to
provide financial reporting assistance, to ensure all financial activities are recorded timely and
accurately in the Authority’s financial statements. Additionally, the City’s reporting assistance will
ensure there is appropriate lead-time for preparation and review of the Authority’s financial statements
for completion by the December 15" APA deadline.
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