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'y ‘ The City of Lynchburg, Virginia
o T S T e P T e T e ]
1‘ Crry HALL, 900 CHURCH STREET, LYNCHBURG, VIRGINIA 24504
(434) 455-3990

FAX (434) 847-1536

OFFICE OF THE
CrTY MANAGER

November 16, 2007

The Honorable Mayor and Members of the City Council
City of Lynchburg, Virginia

The Comprehensive Annual Financial Report (CAFR) for the City of Lynchburg, Virginia, (City)
for the year ended June 30, 2007, is hereby submitted in accordance with the City Code and state statutes.
Responsibility for both the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures, rests with the City. With reasonable assurance, based upon a comprehensive set
of internal controls, the enclosed data is accurate in all material respects and is reported in a manner
designed to present fairly the financial position, results of operations, and cash flows, as applicable, of the
various funds and component units of the City. All disclosures necessary to enable the reader to gain an
understanding of the City’s financial activities have been included.

State law and City Code require that the financial statements of the City be audited by an
independent certified public accountant selected by City Council. Brown, Edwards & Company, L.L.P.
has performed an audit of the Comprehensive Annual Financial Report (CAFR). The independent
auditor’s report, including an opinion on the basic financial statements of the government-wide and fund
financial statements, is contained in the Financial Section of this Report. Brown, Edwards & Company,
L.L.P. also audited the component unit financial statements of the Lynchburg City Schools and the
Greater Lynchburg Transit Company.

Management’s Discussion and Analysis (MD&A) immediately follows the independent auditor’s
report. The information presented in the MD&A provides a narrative introduction, overview, and
analysis of the basic financial statements and should be considered in conjunction with additional
information provided in this Letter of Transmittal.

The financial reporting entity includes all funds of the primary government (i.e., the City of
Lynchburg), as well as all of its component units. Component units are legally separate entities for which
the primary government is financially accountable. The City provides a full range of municipal services
including general administration, judicial functions, police and fire protection, parks and recreation,
libraries, museums, health, juvenile and social services, maintenance of streets and highways, economic
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development, and community planning. The City also owns and operates water and sewer systems, a
municipal landfill, and a regional airport. The City’'s discretely presented component units, Lynchburg
City Schools (Schools), Business Development Centre, Inc., and Greater Lynchburg Transit Company
(GLTC), provide public education, various small business services, and public transportation,
respectively, to the citizens of the City. These component units are included in separate columns in the
City’ s government-wide financial statements to emphasize that they are legally separate from the City and
to differentiate their financia position and results of operations from that of the City. Each of these
component units' governing bodies is appointed by City Council. Excluded are the financial statements
of the Lynchburg Redevel opment and Housing Authority and the Industrial Development Authority of the
City of Lynchburg. These organizations are associated with the City, but are legally separate entities,
which operate with considerable autonomy outside the direct control of City Council and for which the
City is not financially accountable. Also, excluded are the financial statements of the Blue Ridge
Regional Jail Authority and the Central Virginia Community Services Board, which are jointly governed
organizations. Additional information regarding the City’s financial status can be found in the MD&A
section of the CAFR.

The City’s accounting records for governmental fund type operations are maintained on a
modified accrual basis with revenues recorded when available and measurable, and expenditures recorded
when services or goods are received and the liabilities incurred. Accounting records for the City’s
proprietary fund types are maintained on an accrual basis.

City Council approved Debt Management, Fund Balance, Budget and Investment policies to
guide fiscal decision-making and to ensure continued strong financial health. These policies were
reaffirmed by City Council in December 2006. Along with the reaffirmation of policies, information was
presented to City Council on debt capacity and affordability. Based on debt service capacity and
affordability, City Council decided to build a new juvenile and domestic relations court building and a
new Sandusky Middle School instead of renovating the existing school. Financial policies for risk
management and grants are being developed for future consideration by City Council.

Asrequired by law, each year, at least 60 days prior to June 30, the City Manager submits to City
Council a recommended budget for the fisca year beginning July 1. After an extensive budget
preparation and review process and a public hearing to receive citizen input, City Council adopts the
annual budget. The annual budget includes all funds represented in the City’s Comprehensive Annual
Financial Report. The budget must be adopted on or before May 15.

The City of Lynchburg was incorporated in 1805 by the Virginia General Assembly and became
an independent city in 1852. Encompassing 59 square miles, Lynchburg is located adjacent to Amherst,
Bedford, Appomattox and Campbell Counties, on the eastern edge of the beautiful Blue Ridge Mountains,
and is within 14 miles of the geographic center of the Commonwealth of Virginia. With a population of
68,758, Lynchburg is an important commercial center for this four-county region. The City benefits from
an economy that has been relatively stable and remains diversified among the manufacturing, service,
technology, and trade sectors, as well as being the home to 5 colleges and universities.

The City of Lynchburg has been organized under the Council-Manager form of government since
1920. City Council is the governing body that makes all policy decisions for the proper administration of
the City. City Council is elected by the voters and is comprised of seven members, who elect a Mayor
and Vice-Mayor from their members for a two-year term. Three City Council members are elected at-
large and four are elected from wards. Terms are for four years so a portion of Council is elected every
two years. The City Council appoints a City Manager to act as administrative head of the City. He serves
at the pleasure of City Council, carries out its policies, directs operating procedures and has the power of
appointment and removal of the directors of al departments and employees of the City.



L ocal Economic Condition and Outlook

The City of Lynchburg has an aggressive economic development program that is committed to
creating jobs for its citizens and generating new sources of tax revenue by strengthening and diversifying
the local economy through the attraction of new businesses and the retention and expansion of existing
businesses. This commitment, the strategic location of the City, a strong workforce, a moderate climate,
and desirable available rea property make Lynchburg an attractive location for an ever-increasing mix of
businesses.

The City continues to market for new businesses, particularly in the downtown and industrial
parks, which are designated as Enterprise Zones and Technology Zones. Numerous business owners have
taken advantage of the benefits of these zones. The Enterprise and Technology Zones overlap, alowing
qualifying businesses the choice of which program to apply for in the City’s designated development
areas.

Retail businesses, stores and restaurants continue to thrive in the Route 29 (Wards Road) corridor,
which remains the regional retail and restaurant hub serving Lynchburg and the four surrounding
counties. The significant growth at nearby Liberty University continues to have a positive impact on
retail and restaurant sales in this corridor. Retail development is now spilling over into Campbell County
with the opening of Kohl's, Ross Dress for Less and Old Navy in the Wards Crossing West shopping
center and a second set of stores to open fall 2007. These stores include a Famous Footwear, Rue 21 and
A.C. Moore Crafts. Although the City will not receive any tax revenue from these businesses, their
proximity to retailers located in the City should help the area to remain a magnet for shoppers and may
recapture some of the consumer leakage to other areas. Plans are in development for a major new
shopping center in the western part of the City. New shopping center development is also proposed
adjacent to Liberty University in Campbell County.

In recognition of the shared commitment and belief that economic growth in any of the region’s
communities benefits the entire region, business, government, and community leaders of the City and
surrounding jurisdictions continue to participate in regional activities. The Region 2000 Partnership is an
umbrella organization that includes the Local Government Council, the Economic Development Council,
the Technology Council, the Young Professionals of Central Virginia, the Center for Advanced
Engineering and Research, and the Workforce Investment Board and Career Center. Supported through
voluntary contributions from participating businesses, organizations, and jurisdictions that contribute on a
per capita basis, the Region 2000 Partnership will continue to combine public and private sector interests
to support ongoing local, state, national, and international programsin central Virginia.

The City experienced limited growth in the industrial, commercial, technology, and retail sectors
during FY 2007. However, ArevaNP isinvolved in ajoint effort to design and build the first new U.S.
commercial reactor in a generation. In order to hire the 130 engineers needed for this endeavor, Areva
NP has joined with other local companies to implement a new “Grow Our Own” engineering program
through Central Virginia Community College and the University of Virginia. If Arevais successful in
receiving an order for a new nuclear reactor the growth of its workforce will be much greater than the 130
engineers mentioned above.

Also, the Lynchburg Industrial Development Authority (LIDA) sold their building at 301 5"
Street to the James River Conference Center (JRCC). JRCC has been extremely successful in hosting
downtown conferences and meetings. The cal center operated by Civic Development Group will
continue its lease of one-third of the building. The building was originally constructed by the LIDA in
1992 as part of the postal service privatization of bar coding mail.

Public infrastructure improvements were made in two private industrial parks to facilitate the
opening of Ideal Storage, LynTool and Caroling North, representing a total investment of $2 million.



Wyndhurst, a $200 million, mixed-use, residential, ingtitutional, retail and commercial
development designed as a “traditional neighborhood development”, is finishing out its residential
component and continues to see stable business activity. The success of Wyndhurst resulted in some of
the same developers starting a similar, athough, smaller, mixed-use development called “Cornerstone.”
Construction of the Cornerstone development began in early 2007.

In the fall of 2006 City Council rezoned approximately 120 acres on the City’s west end for a
major commercial retail development called “Lakeside Centre”. A second phase of 60 acres has since
been rezoned. The entire project will total over 1.5 million square feet of space and will include national
retailers in a town center along with a multiplex cinema, restaurants, a hotel, and associated services.
Magjor infrastructure improvements and primarily roads are in the planning stage. Occupancy of the first
phase of the project is planned for fall 2010.

While maintaining its role as an employment and commercia center for a four-county
metropolitan area with a population of about 228,600, Lynchburg has dealt effectively with many of the
challenges that face economies historicaly focused on manufacturing. In addition to a number of
manufacturing and retail firms, the City also contains a major medical center and several colleges. Centra
Health serves the medical needs of a broad section of Central Virginia with two hospitals, Virginia
Baptist and Lynchburg General, and associated facilities. During the year construction continued on a
$69 million, five story, 108-bed tower addition to Lynchburg General. This addition is scheduled to open
in fall 2007. Construction also continued on a 75,000 square foot regional outpatient cancer treatment
center which, is scheduled to open in spring 2008. Liberty University continues its rapid expansion with
over 10,000 students on campus and 3,000 faculty and staff. In addition, Liberty University has over
10,000 students enrolled in its Distance Learning Program. In September 2006, $82 million of campus
construction projects were completed. Haf of that was spent to transform a one million square foot
former Ericsson plant into alaw school, student activities center, exercise facility and alarger site for the
church. With Reverend Jerry L. Falwell’s passing on May 15, 2007, one of his sons, Jerry Falwell, Jr.
became the Chancellor of Liberty University; and his other son, Jonathan Falwell, became pastor of
Thomas Road Baptist Church. Lynchburg College and Central Virginia Community College continue
their modest growth in facilities and enroliment. Three other colleges serve the region.

Major Initiativesand Accomplishments
Downtown and Riverfront Devel opment/Redevel opment

The City continued its sixth year of implementing elements of the Downtown/Riverfront Master
Plan adopted in March 2001. Sasaki & Associates and Economics Research Associates developed the
twenty-year plan encompassing a sixty-block area. Implementation continues to focus on four areas:
infrastructure/public space improvements, culture and entertainment, commercial development, and
government projects.

The goal of the infrastructure/public space improvements is to attract more activity and private
development into the downtown area. The public investment for projects completed or underway totals
nearly $7 million. Phase One of the infrastructure improvements was completed during FY 2005 and
Phase Two of the Riverfront public space improvements was completed in 2007 and included
construction of the Depot Plaza project at the western edge of the Riverfront Park.

Another important initiative was the update of the Downtown and Riverfront Master Plan (the
“Sasaki Plan”) that was adopted in 2001. Changing circumstances since the plan’s adoption suggested
that the plan be updated and project priorities for the next five years be determined. The Master Plan
Update and Implementation Schedule were completed by Nelson-Byrd-Woltz Landscape Architects in
August 2006 and support the original Sasaki Plan work. The Update identifies several new projects, by



priority, and includes construction cost estimates. Many of these new projects are being coordinated with
private sector devel opment adjacent to Jefferson and Commerce Streets.

Private developments include new and expanded restaurants, stores, and offices. A major new
lodging, dining and meeting facility, the BluffWalk Center opened in September 2007. It includes the
Craddock Terry Hotel, a boutique hotel with forty-three individually unique guestrooms and a conference
center; Shoemakers, a high-end restaurant; Waterstone, a casual restaurant; and the Jefferson Street
microbrewery in two renovated buildings, one previously a shoe factory and the other a tobacco
warehouse.

Housing is a critical component of the Downtown Master Plan adding twenty-four hour a
day/seven days aweek life to the streets and increasing demand for retail and entertainment. Several new
loft apartment housing projects have been built and others are in the planning stage. City Market Loftsis
now leasing its sixty-seven units and has already gained new tenants for part of its 12,500 square feet of
retail space. The project islocated adjacent to the City’s Community Market, which will further enhance
the historic market and add more “critical mass’ in specialized retail downtown.

Since 2000 there has been a total investment of $129 million in downtown projects. Public sector
investment of approximately $37.4 million has encouraged significant private investment. The City’s
success in downtown revitalization was recognized in 2006 through receipt of a Great American Main
Street Award from the National Trust for Historic Preservation.

Future downtown revitalization activities include the renovation of the City Market both inside
and outside and the construction, starting in the fall of 2007, of a new Juvenile and Domestic Relations
Courthouse. This building will have the first “green” roof in the City. The Lynchburg Parking Authority
has engaged the firm of Carl Walker to examine both short and long-term parking needs downtown and to
make recommendations, including the need for new structured parking. The parking study results are
expected in early fall 2007.

Midtown and Fifth Street Corridor

On Octaober 11, 2005, City Council approved an amendment to the City’s Comprehensive Plan to
incorporate the Midtown Area Plan. As part of the Midtown Area Plan, the Fifth Street Corridor Plan’s
purpose is to provide a vision and a blueprint for the revitalization of the Fifth Street Corridor between
Main Street and the Martin Luther King, Jr. Memorial Bridge. The primary focus is the area
encompassing two blocks on either side of Fifth Street although there is recognition that the surrounding
neighborhoods of College Hill, Garland Hill, and Tinbridge Hill are very important to the corridor’s
revitalization. Fifth Street provides an important link between the Downtown/Riverfront and Midtown
areas of the City. In order for the corridor to succeed, it must serve the needs of the residents and be an
attractive gateway to both Downtown and Midtown. The major efforts proposed to revitalize the corridor
will be in the form of streetscape improvements that create a pedestrian friendly environment and
encourage business development. The streetscape improvements include wider sidewalks, the addition of
street trees, the addition of on-street parking, and a modern roundabout at the intersection of Fifth and
Federal Streets. The Fifth Street Corridor Plan was approved in April 2006 by the Planning Commission
and in May 2006 by City Council. Funding is provided in the FY 2007 Adopted Capital Improvement
Plan for the design and construction of the roundabout. There has been significant private interest with
several recent land sales and the opening of two new restaurants on Fifth Street.

Combined Sewer Overflow (CSO)

In August 1994 the Virginia Department of Environmental Quality (DEQ) issued the City a
discharge permit and a special consent order which established a compliance schedule and project
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priorities for implementation of a Combined Sewer Overflow (CSO) Control Plan. The compliance
schedule does not contain fixed dates for implementing the CSO Control Plan, but rather provides for
implementation that reflects the City’s financial capability. Starting July 1, 1993 through June 30, 2007,
the City has appropriated approximately $131 million for CSO control and abatement projects. This
funding has resulted in the closing of 100 of the 132 CSO outfalls with more than a 77% reduction in
CSO volume. For FY 2007, capita expenditures for the CSO Program were approximately $8.4 million.

The CSO Control Plan was updated in 2000 and sewer separation continues to be the long-term
approach to the City’s CSO concerns. The total estimated cost of the CSO Control Plan in 2007 dollarsis
$428.5 million with $232 million in direct CSO abatement costs remaining. In conjunction with the CSO
abatement program, optional projects included in this cost are replacement of water system infrastructure
at an estimated remaining cost of $26 million and street and road improvements in those areas where CSO
projects are being undertaken at a cost of $54 million. The City faces continued challenges in its sewer
operations. Regulatory mandates for nutrient removal at the wastewater treatment plant and mgjor
interceptor sewer replacements could impact future sewer rates to fund debt. The City’s sewer
infrastructure continues to age, further burdening the fund's future. The City received a state grant of
$650,000 in FY 2007.

Education

In August 2006, Lynchburg City Schools were notified that they made Adequate Y early Progress
as a schooal division for the second year in arow. Lynchburg City Schools has worked diligently to meet
the requirements of No Child Left Behind. Even with the increased requirements and new reading and
math tests in grades 4, 6, and 7, fourteen of sixteen City schools met or exceeded 100% of the No Child
Left Behind Act objectives during the FY 2007 school year. Other educational achievements include
State of Virginia Department of Education notification to the Lynchburg City Schools that all sixteen of
its public schools earned full accreditation for 2007. Both E.C. Glass and Heritage High Schools were
recognized in Newsweek's listing of Top 1000 High Schools in the United States for the third year in a
row. Lynchburg City Schools was also the recipient of the 2007 Title | Distinguished School Division
Recognition awarded by the Virginia Department of Education.

Infrastructure

In addition to the projects outlined in the Downtown and Riverfront Development/
Redevel opment section of this letter, the City continues to focus on major infrastructure projects in other
areas as well.

Council voted to build a new Juvenile and Domestic Relations Court. This new building will
have the first “green” roof in the City and will be built using Leadership in Energy and Environmental
Design (LEED) certification standards. Construction is scheduled to begin in January 2008. Council also
voted to replace Sandusky Middle School instead of completing extensive renovations. This school
building will aso be designed and built to meet LEED certification standards. The schoal is currently in
the design phase.

Projects completed in FY 2007 involved transportation and economic and community
development type projects. Design is completed and a contract has been awarded for the improvement of
exigting alignment on Breezewood Drive from Route 221. This will open the flow of traffic and help
resolve traffic safety issues in that area. A $1.5 million improvement to the Old Graves Mill Road and
Graves Mill Road intersection opened another travel route for employees at nearby businesses and added
a traffic signa to improve traffic flow and safety. Along with this improvement, the upper section of
Graves Mill Road was widened from the existing two lanes to three lanes to provide a safer traffic flow.
Multiple culverts are being designed for replacement, including two large culverts on Wards Ferry Road.
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Repairs to the Martin Luther King Jr., Memoria Bridge and preiminary engineering designs for
replacement of the Florida Avenue Bridge and repairs to the Rivermont Avenue Bridge have commenced.

I nfor mation Technol ogy

The City continued to leverage and expand the use of information technologies across
departments to improve customer service and efficiency. For the third consecutive year, the City was
recognized as one of the top ten “most technol ogy-advanced cities in America’ by the Center for Digital
Government for cities of its size. In FY 2007, for cities in the population category of 30,000 — 74,999,
Lynchburg placed fifth in the nation for its use of information technol ogies to improve service ddivery to
citizens and to advance the concept of digital government.

The City purchased a building in FY 2007 and renovations are being completed to house the
City's Information Technology Department and also the City School’s Information Technology staff and
equipment. This facility will significantly improve the technology environment for the data center,
providing better power backup capacity, improved air conditioning and humidity controls, and
enhancements to physical security. Co-location with the City School's Information Technology
organization, in the form of a shared computer room and shared office space, will also address important
needs for the School's operation.

Public Safety

Lynchburg currently enjoys the lowest crime rate of any independent city in the Central Virginia
region. One of the biggest reasons for this success involves the Lynchburg Police Department’s
implementation of a “community policing” organizational philosophy in 1996, stressing cooperation and
communication between police officers and the community they serve. In November, 1989, the
department became the 124" law enforcement agency in the nation to be accredited by the Commission of
Accreditation of Law Enforcement Agencies with re-accreditation in November 1994, 1999, 2002, and
2005. Approximately 70% of Lynchburg Police Officers have earned a college degree and many officers
have received a variety of specialized training throughout the country.

In an effort to further develop strong working relationships with citizens, the Lynchburg Police
Department developed and implemented the Concerned Reliable Citizens' Program. This program
provides citizens with a means of confidentialy providing information to the police related to ongoing
crimina activity. This program has received national attention, and recently, Tulsa, OK implemented the
Concerned Reliable Citizens' program.

As a result of the excellent work of the dedicated men and women of the Lynchburg Police
Department, the Department was honored with the following recognition and awards:

e The 2006 HEAT (Help Eliminate Auto Theft) Award for specia efforts in auto theft
reduction.

e The 2006 Virginia Law Enforcement Challenge Award which is bestowed upon the law
enforcement agencies that promote traffic safety through the implementation of innovative
and creative strategies in the areas of occupant protection impaired driving, and speeding.

e Lynchburg Police Department was recognized by the Virginia Department of Criminal justice
Services as one of thirteen Certified Crime Prevention Communities in the Commonwealth of
Virginia. Thisdistinction is aresult of the efforts of the partnerships with the community to
ensure Lynchburg is a safe placeto live.

In July of 2006, an Assessment Team of the Commission on Fire Accreditation International
(CFAI) completed a comprehensive review and appraisal of the Lynchburg Fire and EMS Department
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based upon the 6" Edition of the Fire and Emergency Services Self Assessment Manual. The
Commission’s goals are to “promote organizational self-improvement and to award accreditation status in
recognition of good performance.” The Assessment Team’s objectives were to “validate the department’s
self study accreditation manual, identify and make recommendations for improvement, issue a report of
findings and conclude if the department is eligible for an award of accreditation.”

After extensive review of the department with regard to governance and administration,
assessment and planning, financial resources, programs, physical resources, human resources, training
and competency, essential resources, and external system relationships, the Accreditation Team certified
the department met all core competencies and criteria, and subsequently awarded the department a
“credible” rating in all categories. Additionally, the Team recommended that the department be awarded
accreditation status.

On September 13, 2006, at its meeting in Dallas, Texas, the Commission on Fire Accreditation
International concurred with the Accreditation Team's recommendation and officialy awarded
accreditation status to the Lynchburg Fire and EM S Department.

Library

During FY 2007, the Friends of the Lynchburg Public Library concluded a year-long celebration
of the library’s founding 40 years earlier, in 1966, as the City’'s first tax-supported public library. The
celebration was supported by the local newspaper, which ran monthly articles on library activities, and
other media. The Friends a so sponsored their first Endowment Fund Campaign with a goal of $140,000;
they exceeded the goal by raising $150,000 from 390 individuas. For their efforts, the Lynchburg
Friends were recognized as the “ Friends of the Year” by the Virginia Library Association.

Also during FY 2007, the library’s Born to Read program provided books to the families of 2,277
newborns at Virginia Baptist Hospital. In 7 years, the endowed program has distributed 16,523 books.
Thelibrary experienced the busiest year in a decade with 544,000 items circul ated.

Utilities
In FY 2007, the Utilities Department received the following awards:

» The Environmenta Protection Agency’s (EPA) PISCES Award (Performance and Innovation
in the State Revolving Fund Creating Environmental Success) - This was for the effective and
efficient use of the State Revolving Loan money achieving significant environmental and
economic benefits with innovative and effective projects. The EPA's Mid-Atlantic
Administrator stated the following, "The City of Lynchburg has set a marvelous example for
communities that have old and outdated sewage systems by effectively using Federal and
State funding to make improvements and drastically reduce pollution.”

» Virginia Department of Headth's (VDH) Excellence in Waterworks Performance Award -
This was for exceeding EPA's standards for safe drinking water by continuously producing
water that is 3 times cleaner than the standard.

Aviation

Lynchburg Regional Airport is owned and operated by the City of Lynchburg and is afull service
airport offering an array of aeronautical services including scheduled airline service, aircraft charter,
maintenance and avionics, fuel services, flight training, aircraft storage, and State Police emergency med-
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flight services. As the primary commercial service airport for central Virginia, Lynchburg Regional
Airport’s market area contains a population of more than 228,600.

Noteworthy accomplishments at Lynchburg Regional Airport during FY 2007 include:

e The 1,301-foot runway extension became operational on August 12, 2007 and is the
culmination of many years of logistical and financial planning. This five-phase project began
in September 2003 with an environmental assessment and involved land acquisition,
engineering/design, and finally, construction. The total project cost of approximately $14.9
million has been funded entirely with a combination of federal entitlement and discretionary
funds, state entitlement funds, and Passenger Facility Charge (PFC) funds.

e In August 2006, the Airport received a $250,000 Small Community Air Service Development
Program grant to be used to attract new airline service with a northern hub feed. Discussions
with Colgan Air (now a part of Pinnacle Airlines) to bring United Airlines Express service
back to Washington Dulles, athough still a possibility, have met logistical obstacles. If
unsuccessful, airport management will approach US Airways for possible service to its mgjor
hub and international gateway in Philadel phia.

e In the spring of 2007, the Virginia General Assembly passed legislation authorizing the
formation of aregional independent airport authority to own and operate Lynchburg Regiona
Airport. Discussions with other area local governments will continue in the near future to
determine which entities will ultimately participate.

e In August 2006, the first tenants of the newly-constructed 12 T-hangar complex began
occupancy. The complex has enjoyed 100% continuous occupancy.

Prospectsfor the Future

The City of Lynchburg is guided by a vision that addresses the challenges of an urban central city
and builds on the strengths inherent in the City and the region. That vison supports community
character, economic prosperity, good government, multicultural diversity and sees the City as a
compelling destination for visitors.

Through sound fiscal management and making difficult choices, the City copes with the financial
challenges inherent in older core cities as it works to fulfill City Council’s vision. Efforts to implement
the vision include the development of specific objectives by which to measure progress. The City has
joined a consortium of other Virginialocalities as part of the ICMA Center for Performance Measurement
in order to better document results and benchmark against other communities. Internally, efforts will
continue to identify improvements in technology, processes, and employee training and development to
help the City maintain excellent core services while addressing new opportunities in afiscally responsible
manner.

Perhaps the biggest challenge facing the City is the maintenance of its extensive infrastructure of
roads, sewers, water lines and buildings. Many facilities have reached or are reaching the end of their
projected lives and their replacement or upgrade present enormous costs. Extensive repairs are needed to
several schools, many roads and bridges need to be upgraded, and new federal and state mandates may
require significant enhancements to water and wastewater treatment facilities. While City revenues
continue to experience modest growth, the City’s debt capacity is approaching its limit, preventing
extensive borrowing to address capital needs.



Considerable capital investment needs to occur in several priority areas. First of dl, the City's
commitment to the Schools' facilities will continue to require significant resources. Renovationsto E. C.
Glass High School were completed in FY 2006 and Council voted to replace Sandusky Middle instead of
renovate the current structure. Future renovations to Heritage High School and severa elementary
schools are a'so planned. Second, there needs to be continued investment in the downtown/riverfront area
and to continue work on implementing both the Midtown and Fifth Street plans. It has aready been
demonstrated that public investment encourages significant private investment, strengthening the City’'s
tax base. There is a growing feeling that downtown redevelopment is reaching the critical mass of
residential, business, and institutional activities necessary for it to become self-sustaining for the long
term. The same success needs to be realized in other areas of the City needing revitalization. Finally,
future capital investment is required in the CSO program and in the maintenance of the City’s streets,
bridges, and sidewalks.

Economic development activities will focus on promoting the City as a good place to live and
work within Region 2000. Marketing efforts will target prospects for both downtown and the City’'s
public and private industrial parks. Recognizing that economic development anywhere in the region
provides benefits to Lynchburg, the City will support marketing efforts in neighboring jurisdictions as
well. Tourism will continue to play an important role. In FY 2007, recommendations from the Tourism
Task Force that City Council appointed were received. City Council will use these recommendations to
make decisions in the upcoming budget cycle regarding tourism. The City will continue working to
accommodate appropriate commercial development to serve the region with shopping and dining
opportunities. Lynchburg Regiona Airport will remain an important transportation link for the area with
alonger runway for expanded service.

On the state level, the City will remain active in the Virginia First Cities Coalition pushing for a
statewide urban policy, tax reform, adequate funding for education, and other shared responsibilities. As
instrumentalities of the state, the success of cities depends on the structure, environment and support
provided by state government. Multiple studies have demonstrated the relative disadvantage under which
cities in Virginia operate. The long-term viability of the Commonwealth’s older core cities depends on
the recognition of their importance to its regions and afuller sharing of the costs and benefits of providing
services to those communities.

While the challenges are many for the City, so are the opportunities for success. The City will
continue to take the steps necessary to become the progressive community outlined in Council’s Vision.

Risk Management

The City's Self-Insurance Plan and Risk Management Program combine self-insurance and third-
party insurance coverage. The City is self-insured for workers compensation, general liability, and
automobile liability claims with outside insurance coverage for excess claims. The City also provides
healthcare coverage through a professionally administered self-insurance program. The City has
extended coverage for environmental issues and for the Lynchburg Regional Airport. Additionally, the
City continues to expand its employee health and wellness program and employs an Occupational Health
Nurse. An outline of the City's Risk Management Program and related coverage is provided in the
footnotes to the financial statements.

Cash Management

The City uses a pooled cash concept to alow greater investment flexibility and consequently a
better return on investments. All of the available City and Schools cash, except for cash managed by
fiscal agents, is pooled for investment purposes with maturities planned to coincide with cash needs.
Cash temporarily idle during the year is invested in accordance with the Council-adopted Investment
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Policy. The City continues to contract with a private investment firm to assist in evaluating various
investment alternatives to increase investment income. The Investment Policy’s objectives are to ensure
safety for the investment portfolio’s principal, provide sufficient availability of funds to meet cash
requirements, and maximize the investment rate of return on permitted investments in accordance with
federal, state, and local laws and other regulations governing the investment of public funds.

Certificates of Achievement for Excellence

The Government Finance Officers Association of the United States and Canada (GFOA) awarded
a Certificate of Achievement for Excellence in Financial Reporting to the City of Lynchburg for its CAFR
for the fiscal year ended June 30, 2006. This was the tenth consecutive year the City achieved this
prestigious award. In order to be awarded a Certificate of Achievement, a government must publish an
easily readable and efficiently organized CAFR. The report must satisfy both generally accepted
accounting principles and applicable legal requirements.

For the second consecutive year, GFOA also awarded the Distinguished Budget Presentation
Award to the City of Lynchburg for its FY 2007 Adopted Budget. This award program was designed to
encourage governments to prepare budget documents of the highest quality to meet the needs of decision-
makers and citizens.
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