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October 26, 2016

Dear Customers, Stakeholders and Port Partners:

Fiscal year 2016 was filled with several milestones for The Port of Virginia®: we finished the fiscal
year with a positive financial outcome for the second consecutive year; we continued to
emphasize safety while handling a record-setting amount of container volume; rail cargo grew by
|0 percent; and we were consistent in our delivery of service to our customers and port users.
Most notably, we embarked on a plan to significantly expand the cargo capacity at our two
primary container terminals, Virginia International Gateway and Norfolk International Terminals.

Led by Governor Terry N. McAuliffe and the General Assembly, Transportation Secretary
Aubrey L. Layne and the Virginia Port Authority Board of Commissioners, we are entering an era
of growth with a laser focus on making The Port of Virginia a primary gateway for global trade
on the US East Coast and a catalyst for commerce in Virginia.

By 2020, we will have created the capacity to process | million additional container units through
this port annually — a 40% increase overall — and we will move those units more safely, swiftly
and sustainably than ever before. In the process, we will have created one of the East Coast’s
most modern container terminal complexes that will be capable of handling the largest ships in
the Atlantic trade. Deep, unobstructed channels, modern terminals, a strong partnership with
labor, a long-term plan for sustainable growth, a reputation as a progressive and growing port
and the dedication of the port team are but a few of the things that make this maritime asset so
unique.

We are capitalizing on those assets and our commercial resurgence continued in fiscal year 2016
having completed our second consecutive fiscal year of profitability. We finished the fiscal year
having handled 2.57 million twenty-foot equivalent units and the result was a $4.8 million
consolidated operating profit. Beyond that, we accomplished so much in the 12 months that
ended June 30:

e July 2015: With the US Secretary of Transportation Anthony Foxx present, the port
breaks ground on $3| million North Gate Project at Norfolk International Terminals.

e August 2015: The port posts its first yearly operating profit since 2008.
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e September 2015: Ocean carrier CMA CGM announces it will offer a bill of lading (BOL)
to Richmond Marine Terminal (RMT) bringing to nine the number of ocean carriers
offering a BOL to Richmond.

e October 2015: Port handles 233,466 TEUs (twenty-foot equivalent units) making it the
single busiest month in the port’s history.

¢ November 2015: Most productive November on record for RMT in terms of container
volume with a 9.6 percent increase when compared with prior year.

e December 2015: The port sets a new calendar-year record for container volume having
handled more than 2.5 million TEUs.

e January 2016: For its efforts to keep the Elizabeth River clean, the port receives its 14"
consecutive RiverStar award from the Elizabeth River Project.

e February 2016: Port and Richmond city leaders sign a 40-year lease agreement for RMT;
at the same event a new $4.2 million harbor crane debuts at the terminal.

e March 2016: Port leaders begin a three-stop trip in Hampton Roads, Richmond and
Front Royal to deliver the State-of-the-Port address.

e April 2016: The Safety of Life at Sea requirements are implemented on deadline and
without any disruption to delivery of service.

¢ June 2016: $| million in grants are awarded to nine Virginia localities in support of capital
upgrades, dredging or development through the port’s Aid to Local Ports program.

e July 2016: The 10,000 TEU MOL Benefactor becomes the largest, and first ship to call
Virginia through the widened Panama Canal.

e July 2016: The governor announces a state investment of $350 million to expand cargo
capacity at NIT’s South Berth by 46 percent.

e September 2016: The Port of Virginia signs a new, long-term lease for Virginia
International Gateway that clears the way to begin work on doubling the terminal’s

capacity.

The Port of Virginia is in an enviable position.



Our natural assets include deep shipping channels that are easy to maintain; we are |8 miles from
the open water of the Atlantic Ocean; we are situated within a day’s drive of two-thirds of the
nation’s population; and we have room to add a fourth, state-owned, deep-water marine terminal.
From a manmade perspective, we have the versatility to handle anything from automobiles to
coffee to blade sets for massive wind turbines. Our on-dock rail service by the East’s two Class
| railroads, Norfolk Southern and CSX; is also a key primary asset.

Most importantly, we have a clear path forward and a plan for the future. With a priority on
safety across all phases of the operation, we are taking the momentum we gained from the
positive outcome of fiscal year 2016 and converting it into action as we prepare to start work on
the expansion. The work we do in these next three-to-four years is truly going to chart The Port
of Virginia’s course for generations to come.

Sincerely Yours,

John F. Reinhart
CEO and Executive Director
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October 26, 2016

Board of Commissioners
Virginia Port Authority
600 World Trade Center
Norfolk, VA 23510

Dear Commissioners:

The Comprehensive Annual Financial Report (CAFR) of the Virginia Port Authority (“VPA” or “the
Authority”) for the fiscal year ended June 30, 2016, as required by §62.1-139 of the Code of Virginia for
submission to the Governor and General Assembly on or before November | of each year, is hereby
submitted.

Responsibility for both the accuracy of the data and the completeness and fairness of presentation,
including all disclosures, rests with the Authority. To the best of our knowledge and belief, the enclosed
data is accurate in all material respects, and is reported in a manner designed to present fairly the financial
position and results of operations of the Authority. All disclosures necessary to enable the reader to gain
an understanding of the Authority's financial activities and operations have been included.

Management is also responsible for establishing and maintaining internal controls over its operations.
Internal controls are designed to provide a reasonable, though not absolute, assurance that assets are
safeguarded against loss from unauthorized use or disposition and that financial transactions are executed
in accordance with management's authorization and recorded properly to permit the preparation of
financial statements in accordance with generally accepted accounting principles. Management strongly
believes that the inherent financial accounting controls coupled with the ongoing independent financial
audit performed by the Authority's independent financial auditors, the Auditors at PBMares, LLP, as well
as numerous other audit functions, adequately safeguard assets and provide reasonable assurance of
properly recorded financial transactions.

The Auditors at PBMares, LLP have issued an unmodified opinion on the Authority's financial statements
for the year ended June 30, 2016. The independent auditor's report is located at the beginning of the
financial section of this report.

Management's discussion and analysis (MD&A) can be found at the beginning of the financial section, after
the audit opinion and provides a narrative introduction, overview and analysis to accompany the basic
financial statements. This letter of transmittal is designed to complement the MD&A and should be read
in conjunction with it.

WWW.PORTOFVIRGINIA.COM
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Profile of the Virginia Port Authority

The Virginia Port Authority was established in 1952, as a political subdivision of the Commonwealth of
Virginia, for the purpose of performing any act or function which may be useful in developing, improving,
or increasing the commerce of the ports of the Commonwealth. The Authority, over the years has
acquired and unified certain port facilities for the benefit of the Commonwealth. The Authority owns and
is responsible for the operations and security of three marine terminals: Norfolk International Terminals
(NIT), Portsmouth Marine Terminal (PMT), and Newport News Marine Terminal (NNMT), and an inland
intermodal facility, the Virginia Inland Port (VIP) located in Front Royal, Virginia. In addition, the Authority
has an operating lease for the use and operation of the Virginia International Gateway Terminal in
Portsmouth (VIG) and also for the Richmond Marine Terminal (RMT). These facilities primarily handle
import and export containerized, break-bulk, and bulk cargoes.

The Authority is managed by a 13 member Board of Commissioners - the State Treasurer, the Chief
Executive Officer of the Virginia Economic Development Partnership, and || citizens appointed by the
Governor. The Board of Commissioners, the VPA CEO and Executive Director and his staff, and the
management of our component unit Virginia International Terminals, LLC (VIT), work to promote,
develop, and increase commerce at the ports of Virginia, and other port related industries in the
Commonwealth.

VIT was established in 1981 and in 1982 began to operate the facilities controlled by the Authority. VIT
operates the state-controlled ports (excluding RMT) through a Service Agreement with the Authority.
Effective August 17, 2013, VIT was converted from a nonprofit, non-stock corporation to a single-member
limited liability company with VPA as the sole member of the Company. VIT's financial information is
presented in the Authority's financial statements as a blended component unit. As a component unit, VIT
is a legally separate organization that serves or benefits those outside of the Authority, but for which the
Authority, as the primary institution, is financially accountable or closely related. The financial statements
of VIT were audited separately. The VIT budget is prepared annually and approved by the VPA Board of
Commissioners prior to July | of each fiscal year. More detailed information can be found in the footnotes
to the financial statements.

The Authority is included in the Commonwealth of Virginia's budget. Authority staff prepare and submit
budget requests for each upcoming biennium to the Department of Planning and Budget (DPB) and the
Governor, based on expected revenues and expenditures. The Governor submits the recommended
budget for the Commonwealth to the General Assembly which enacts appropriations for each year of a
biennium for operating and capital expenditures. The resulting Appropriation Act provides summary
expenditure limitations. The appropriations are effective on July | of each year. The Authority's Board of
Commissioners gives final approval of the detailed budget prior to July | based on the appropriations.



Finance and Risk Management

Enterprise funds are used to account for proprietary operations, similar to private business operations
where the operating costs are funded through user charges. The Virginia Port Authority has one such
enterprise fund to which all accounts are organized and accounted for as a single reporting entity. The
Authority's primary source of funding for its operations is through the net revenues generated from
terminal operations and subsequently transferred from VIT. Capital improvements are primarily funded
through long-term debt and allocations of certain revenues collected by the Commonwealth.

Interest rates are near all-time lows and have allowed the restructure of some of our debt through
refunding, saving millions of dollars over the lives of the debt. The Authority is working to provide the
most benefit to our citizens and customers at the least cost, and will continuously explore cost saving
initiatives.

Certain statistical information included in the Comprehensive Annual Financial Report (CAFR) was not
obtained from the financial records of the Authority but are presented for the CAFR user's information
and understanding of the Authority and the environment in which the Authority operates.

The Virginia Port Authority, together with its component unit (VIT), maintains a comprehensive risk
management program, the purpose of which is the maximum protection of the assets, customers and
employees of the Authority, and the reduction of the cost of risk through an innovative and professional
risk management program. It is the intent of the Authority that it be protected against accidental loss or
losses that would significantly affect Authority personnel, property or the ability of the organization to
continue to fulfill its responsibilities. In accordance with the Service Agreement between VIT and the
Authority, VIT maintains property and liability insurance on all terminal equipment and facilities. The
Authority maintains property and liability insurance on non-terminal assets owned by the Authority. The
Authority also maintains general liability, fiduciary liability, worker's compensation insurance and umbrella
policies.

Virginia Port Authority and the Economy

The Port's success has generated significant economic spin-off benefits to the Commonwealth. Annually,
port-related business and activity directly and indirectly contribute to Virginia’s economy and account for
more than 374,000 jobs, $60.3 billion in spending, $17.5 billion in employee compensation, and $1.4 billion
in state and local tax revenues. In calendar year 2016 (through September) alone, there have been 31
port-related economic development announcements to develop 2.5 million square feet of space, $725
million in investment, and 3,265 jobs. Since its opening, the Virginia Inland Port, located in Front Royal
Virginia, has stimulated the attraction of some 39 warehousing and distribution centers near the Inland
Port providing a total investment of $748 million with over 8 million square feet of space together with
employee levels of over 8,000 workers. Household names like Wal-Mart, Target, Ace Hardware, Lumber
Liquidators, and Keurig Green Mountain have all set up distribution/manufacturing facilities in the
Commonwealth in large measure due to the presence of a world class port facility and structure.



Long Term Financial Planning

Over the next fifteen years, containerized cargo volume is expected to increase by over 60%, far exceeding
the current capacity. The Port of Virginia has unique opportunities to meet this demand with the ability
to further expand the VIG terminal, densification of NIT, and the proposed development of a new
container terminal on the eastward side of Craney Island. The Hampton Roads region is also mobilizing
around the opportunity to develop 20-60 million square feet of supporting distribution center space. The
depth of our harbor, having the ability to accommodate the “post-Panamax” vessels and deep-loaded
container ships, makes The Port of Virginia a viable option for the changing flow of global freight traffic.
Virginia is in the position to become the international gateway for the East Coast.

The Port of Virginia organization is unique in the industry and has a proven track record for success. For
over 30 years, this structure resulted in phenomenal growth, benefiting not only Virginians but also the
entire U.S. The Authority and VIT have recently undertaken a major reorganization to re-engineer our
operations to better serve our customers while being a catalyst to economic expansion within the
Commonwealth. We have been charged to develop The Port of Virginia into the primary gateway for
international cargo transported through the Mid-Atlantic and Mid-West regions of the United States.

Major Initiatives

The VPA is dedicated to developing transportation infrastructure aimed at providing customers as many
ways as possible for efficient and economical movement of cargo. One example is thrice-weekly barge
service to the Richmond Marine Terminal, which takes trucks off the highways, cuts congestion and
reduces emissions. Further, the VPA is investing in gate and rail infrastructure on-terminal and, where
possible, advocating for regional rail projects that will benefit The Port of Virginia and the Commonwealth.
The port is also focused on diversifying its cargo mix. Though the lion’s share of the cargo will always be
containerized, the port is handling more and more cars, paper and non-containerized goods. Additionally,
the Authority has reorganized our Foreign Trade Zones (FTZ) into an Alternative Site Framework
structure to enhance its ability to entice shipments of components for manufacturing and assembly. The
backdrop for all of this is the continual capital investment and ongoing maintenance at all of the VPA
terminals. This program assures that port users will be moving their cargo through safe, modern and well-
maintained facilities.

Awards and Acknowledgements

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Virginia Port Authority for its
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2015. This was the tenth
consecutive year that the Authority has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements.



A Certificate of Achievement is valid for a period of one year only. We believe that our current CAFR
continues to meet the Certificate of Achievement Program's requirements and we are submitting it to the
GFOA to determine its eligibility for another certificate.

Preparation of the CAFR, as always, represents the combined effort of the entire Finance Division of the
Virginia Port Authority and auditors at PBMares, LLP. Finally, we express our deepest appreciation to the
members of the Virginia Port Authority Board of Commissioners for their continued guidance and
leadership towards ensuring the fiscal integrity of the Virginia Port Authority.

Respectfully Submitted,

T Wiy

Chief Financial Officer
And Treasurer to the Board
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INDEPENDENT AUDITOR’S REPORT

The Honorable Terry McAuliffe
Governor of Virginia

The Honorable Robert D. Orrock, Sr.
Chairman, Joint Legislative Audit
and Review Commission

The Board of Commissioners
Virginia Port Authority

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Virginia
Port Authority (the Authority), a component unit of the Commonwealth of Virginia as of and for the year
ended June 30, 2016, 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.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the Specifications for Audits of Authorities, Boards, and
Commissions issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those
standards and specifications require we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

17



An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s 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 Authority’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 Authority’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 the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities of the Authority, as of June 30, 2016, and the
respective 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 the Management's
Discussion and Analysis and the required supplementary information on pages 21-29 and 90-95,
respectively, be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Authority’s basic financial statements. The accompanying schedules listed in the table of
contents as introductory section, statistical section, and compliance section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The introductory, statistical, and compliance sections, as listed in the table of contents, have not been

subjected to the auditing procedures applied in the audit of the basic financial statements, and
accordingly, we do not express an opinion or provide any assurance on them.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 26,
2016 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 to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Authority’s internal control over
financial reporting and compliance.

PBMoawes, LLP

Harrisonburg, Virginia
October 26, 2016
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VIRGINIA PORT AUTHORITY

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
AS OF AND FOR THE YEAR ENDED JUNE 30, 2016

(Unaudited)

Our discussion and analysis of the Virginia Port Authority’s (“VPA” or “the Authority”) financial
performance provides an overview of VPA’s financial activities as of and for the Fiscal Year ended
June 30, 2016 (FY2016), with selected comparative information for the Fiscal Year ended June
30, 2015 (FY2015). It should be read in conjunction with the Authority’s accompanying financial
statements and the notes to financial statements. Virginia International Terminals, LLC (VIT) is
presented in the Authority’s consolidated financial statements as a blended component unit to
emphasize that it serves or benefits those outside of the Authority, but that the unit is, in substance,
part of the primary government’s operations even though it is a separate legal entity. This
discussion focuses on the blended presentation of VPA with its subsidiary VIT, and to the extent
relevant, the results of VIT will include references accordingly.

ABOUT THE AUTHORITY

The Virginia Port Authority was established in 1952 as a political subdivision of the
Commonwealth of Virginia for the purpose of stimulating commerce within the Commonwealth,
through the promotion of the shipment of goods and cargoes through the ports, improvement of
the navigable tidal waters within the Commonwealth, and in general engaging in any activity
within the scope of its mission which may be useful in developing, improving, or increasing
commerce of the ports of the Commonwealth. The Authority owns and is responsible for the
operations and security of three marine terminals: Norfolk International Terminals (NIT),
Portsmouth Marine Terminal (PMT), and Newport News Marine Terminal (NNMT), and an inland
intermodal facility, the Virginia Inland Port (VIP) located in Front Royal, Virginia. The Authority
is also responsible for the operations and security of two leased marine terminals: Virginia
International Gateway (VIG), located in Portsmouth, Virginia and Richmond Marine Terminal
(RMT), located in Richmond, Virginia on the James River. These facilities primarily handle
import and export containerized and break-bulk cargoes. VIT operates the majority of the
terminals; the exception being RMT, which is being operated by a separate third-party until
November 1, 2016.

A Board of Commissioners governs the Authority. The Board is composed of the State Treasurer,
the Chief Executive Officer of the Virginia Economic Development Partnership, and 11 members
appointed by the Governor. While the Commissioners remain on the Board at the continuing
discretion of the Governor, they serve staggered five-year terms. Commissioners may serve a
maximum of two consecutive terms.
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FINANCIAL HIGHLIGHTS

e Net position for VPA at June 30, 2016 increased by $38.3 million during FY2016
compared to an increase of $42.0 million during FY2015.

e Operating income for VPA declined from $13.6 million to $4.7 million, marking the
second consecutive year that VPA has reflected an operating profit.

e Volume of nearly 1.5 million containers moved through the terminal properties owned or
leased by VPA during FY2016, surpassing the previous year’s record volume by 1.3%.

e Liquidity remained strong, with net working capital of $230.6 million and a current ratio
(current assets divided by current liabilities) of 3.8.

OVERVIEW OF THE FINANCIAL STATEMENTS

Governmental accounting policy, practice and procedures fall under the auspices of the
Governmental Accounting Standards Board (GASB). The Authority’s financial transactions and
subsequent statements are prepared according to the GASB Statement 34 reporting model, as
mandated by GASB. The purpose of the GASB 34 reporting model is to consolidate two basic
forms of governmental accounting, governmental operations (such as municipalities) and
proprietary operations (those entities such as the Authority which generate their own revenues and,
therefore, more closely resemble a private business), into statements that give the reader a clearer
picture of the financial position of the government as a whole. The Authority is considered a
proprietary form of government and its specific financial transactions are recorded in a single
Enterprise Fund.

As stated above, the Authority operates as a single Enterprise Fund with one blended component
unit, Virginia International Terminals, LLC (VIT). The financial statements are prepared on the
accrual basis of accounting, therefore revenues are recognized when earned and expenses are
recognized when incurred. Capital assets are capitalized and depreciated over the useful lives of
the respective assets (except for land, which is not depreciated). Please refer to Note 1 in the
accompanying notes to financial statements for a summary of the Authority’s significant
accounting policies. Following this MD&A are the basic financial statements and required
supplementary information of the Authority, along with its blended component unit - VIT. These
statements and the statistical information, along with the MD&A are designed to provide readers
with a more complete understanding of the Authority’s finances as a governmental unit and on a
consolidated basis.

The financial section of this annual report consists of four parts: MD&A, the basic financial
statements, the notes to financial statements, and required supplementary information. The report
includes the following three basic financial statements: the Statement of Net Position, the
Statement of Revenues, Expenses, and Changes in Net Position, and the Statement of Cash Flows.
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Statement of Net Position

The Statement of Net Position presents the financial position of the Authority at the end of the
fiscal year. The statement includes all assets, deferred outflows of resources, liabilities, and
deferred inflows of resources of the Authority. Net position, the difference between total assets
and deferred outflows of resources, and total liabilities and deferred inflows of resources, is one
indicator of the current fiscal health of the organization and the Authority’s financial position over
time.

A condensed summary of the Authority’s assets and deferred outflows or resources, liabilities and
deferred inflows of resources, and net position at June 30, 2016 and 2015, respectively, follows:

Net Position

(USD millions)
Increase/
2016 2015 (Decrease)
ASSETS
Current assets $ 312.8 $ 307.9 $ 49
Capital assets, net 783.9 774.9 9.0
Other long-term assets 52.5 52.4 0.1
Total assets 1,149.2 1,135.2 14.0
DEFERRED OUTFLOWS OF
RESOURCES 18.3 5.8 12.5
Total assets and deferred outflows of 1.167.5 1.141.0 26.5
resources
LIABILITIES
Current liabilities 82.2 75.3 6.9
Noncurrent liabilities 556.8 578.5 (21.7)
Total liabilities 639.0 653.8 (14.8)
DEFERRED INFLOWS OF
RESOURCES 55 2.5 3.0
Total liabilities and deferred inflows of 6445 656.3 (11.8)
resources
NET POSITION
Net investment in capital assets 299.2 284.9 14.3
Restricted 61.3 545 6.8
Unrestricted 162.5 145.3 17.2

Total net position $ 523.0 $ 484.7 $ 38.3
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ASSETS

The increase in Current Assets is due principally to the retention of operating cash flow generated
during the period. Assertive collection efforts and a measured approach to spending and
investment contributed to the organization’s ability to retain cash.

Capital assets (the cost of capital assets less accumulated depreciation and amortization) increased
slightly year over year. Incremental investment of $61.5 million in terminal assets and property
was offset by disposal of assets with a net book value of $4.7 million and depreciation expense of
$47.7. See note five in the notes to financial statements for additional discussion.

The increase to deferred outflows of resources was principally the result of changes in actuarial
assumptions and actual experience vs. expected experience related to the Authority’s pension
plans, as well as a higher level of contributions made after the measurement date. See note nine in
the notes to financial statements for additional discussion of pensions.

LIABILITIES

The increase in current liabilities was a result of accruals related to dredging projects and higher
interest payable from debt issued in June 2015.

Noncurrent liabilities decreased by $21.8 million, principally related to scheduled principal
payments associated with the maturities of outstanding revenue bonds and installment purchase
obligations.

NET POSITION

Net investment in capital assets represents the land, buildings, infrastructure, improvements, and
equipment, etc., less the accumulated depreciation and amortization and outstanding liabilities
related to those capital assets. This portion of net position increased principally as the result of
principal payments on outstanding debt, increasing the “equity” in the capital assets held, and
continuing capital investment, net of depreciation expense. These capital assets are the industrial
base for the provision of services to major steamship lines and their agents for movement of
maritime cargo. For liquidity purposes it should be noted that the resources required to repay the
debt incurred to purchase and develop the capital assets must be provided annually from terminal
operations (principally those of the blended component unit — VIT) and appropriation
(Commonwealth Port Fund), since the capital assets themselves generally are not monetized to
liquidate liabilities. The increase in net investments in capital assets is attributable to the continuing
investment in the port’s facilities.

Net position - restricted represents resources, principally cash and investments, that are subject to
external restrictions on how they can be used under bond resolutions and related covenants. The
increase in the balance is due to higher balances in VPA’s debt service accounts that will be applied
to outstanding principal and interest on July 1, 2016, as well as a higher level of restricted balances
related to federal grants.
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The remaining unrestricted net position may be used to fund the Authority’s other ongoing
obligations and initiatives. The increase year over year is principally attributable to the retention
of unrestricted cash generated by operations.

Statement of Revenues, Expenses, and Changes in Net Position

All of the current year’s revenues and expenses are accounted for in the Statement of Revenues,
Expenses, and Changes in Net Position. This statement measures the results of operations and can
be used to determine whether the fiscal condition has improved or worsened during the year. A
condensed summary of the Authority’s revenues, expenses, and changes in net position for the
fiscal years ended June 30, 2016 and 2015, follows:

Revenues, Expenses, and Changes in Net Position

(USD Millions)
Increase/
2016 2015 Decrease
Operating revenues $ 45438 $ 456.2 $ (1.4)
Operating expenses 450.1 442.6 7.5
Operating income 4.7 13.6 (8.9)
Non-operating revenues (expenses), net (7.9) (12.7) 4.8
Income (loss) before capital contributions and (3.2) 0.9 (4.1)
transfers
Capital contributions:
Commonwealth port fund allocation 42.4 38.4 4.0
Capital transactions with other government agencies (0.9) 2.7 (3.6)
Increase in net position $ 383 $ 420 $  (37)

Ninety-seven percent (97%) of the Authority’s operating revenues originate from terminal
operating revenues earned by its blended component unit — VIT. Security surcharge fees levied by
the Authority separate from the terminal operations of VIT account for another 2% of operating
revenues, for a total of 99% that originates from operation of the terminal properties. The
remainder of operating revenues are principally attributable to operating grants from state and
federal governments.

Fiscal year 2016 operating revenues were substantially flat to the prior year. The effect of a 1.3%
year over year increase in container volume was offset by lower ancillary revenues associated with
lower terminal congestion.

Operating expenses increased by 1.7%. Terminal maintenance expense increased by $2.6 million
related to investment in the condition of property and equipment, and general and administrative
expense was $10.4 million higher as a result of planned investment in personnel and capability to
support future growth initiatives. These increases were offset in part by lower terminal operations
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expense associated with realized efficiencies and lower port congestion achieved over the course
of the year.

Nonoperating revenues/expenses were $4.8 million favorable to Fiscal Year 2015, principally as
a result of $9.7 million in federal grant activity to support multiple projects, more notably a mobile
harbor crane for the Richmond Marine Terminal, and the development of the new gate complex at
NIT. The effect of this grant activity was partially offset by $4.0 million in higher interest expense
from new debt issued in the second half of Fiscal Year 2015.

Capital contributions from the Commonwealth Port Fund (CPF) — allocations appropriated from
the Transportation Trust Fund - are generally restricted in purpose to enhancement/major
maintenance of the Authority’s terminal facilities through direct reimbursement or service of debt
supported by the CPF allocation. The increase of $4.0 million over Fiscal Year 2015 is the result
of timing regarding the collection of the supporting tax revenues and, while relatively stable in
nature on a historical basis, is not controllable by the Authority.

Statement of Cash Flows

The Statement of Cash Flows provides information about the cash receipts and cash payments
during the reporting period. The statement reports this activity in the context of operating,
investing, and financing activities, and provides insight as to the major sources and uses of cash
applicable to the fiscal year. A condensed summary of the Statement of Cash Flows for the fiscal
years 2016 and 2015, respectively, follows:

Condensed Statement of Cash Flows

(USD Millions)
016 2015 Increase/
(Decrease)
Cash flow provided by operating activities $ 60.2 $ 289 $ 313
Cash flow provided by noncapital financing activities 0.5 2.7 (2.2)
Cash flow provided by (used in) capital and related (46.5) 30.9 (77.4)
financing activities
Cash flow provided by investing activities 1.2 7.5 (6.3)
Net increase in cash and cash equivalents 154 70.0 (54.6)
Cash and cash equivalents
Beginning of year 222.4 152.4 70.0
End of year $ 2378 $ 2224 $ 154

Cash flow provided by operating activities was $31.3 million higher in fiscal year 2016 as a result
of an assertive collections effort, faster turnover of revenue, and a measured approach to spending.

Cash flow provided by (used in) capital and related financing activities is $77.4 million lower for
fiscal year 2016 due mostly to the incremental borrowing associated with the Commonwealth Port
Fund Revenue Bond offering in June 2015 which yielded $65.3 million in proceeds. Additionally,
the Port invested $27.9 million more in capital assets during fiscal year 2016. These cash flow
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impacts were partially offset by the receipt of $2.9 million from the sale of certain property, and
$9.6 million in non-operating grants to assist with capital acquisition and other major initiatives.

Cash flow provided by investing activities principally reflects interest and dividends on invested
balances and the sales/purchases of investments. The lower cash flow provided by investing
activities reflects a lower volume of sales or maturities of investments for cash.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets. The investment in capital assets for the Authority at June 30, 2016, carried at
historical cost less accumulated depreciation, primarily includes land, buildings, wharves, roads,
drainage and lighting systems, and equipment.

During the year, VPA made significant investments in the following principal areas:

Container movement and yard equipment - $13.5 million
Development of the NIT North Gate — $11.4 million

Rail and portal improvements at NIT - $5.6 million

Maintenance dredging to ensure adequate berth depth - $5.2 million
Additions to the chassis fleet - $5.5 million

e Investments in data equipment - $7.3 million

Further discussion of capital asset activities can be found in the note five in the notes to financial
statements.

Debt and Installment Purchase Obligations

At June 30, 2016, the Authority had $523.6 million in debt outstanding, excluding issuance
premiums and deferred items. Of this amount, $506.3 million is in the form of revenue bonds
issued by the Authority and $17.3 million in capitalized lease obligations.

Commonwealth Port Fund Revenue bonds issued in 2006, 2011, 2012 and 2015 are supported by
the Authority’s 4.2% allocation of the Commonwealth’s Transportation Trust Fund. The bonds
are also backed by a sum sufficient appropriation from the Commonwealth and carry underlying
ratings of AA+ from Fitch Ratings, Inc., an AA+ rating from Standard and Poor’s, and an Aal
rating from Moody’s Investor Services. On July 1, 2016, VPA completed the defeasance of the
2006 Series.

Port Facilities Revenue bonds issued in 2007, 2010, 2013 and 2015 are supported by terminal
revenues and insurance policies and carry underlying ratings of A+ from Fitch Ratings, Inc., A
from Standard and Poor’s, and an Aa3 underlying rating from Moody’s Investor Services. On July
1, 2016, VPA completed the defeasance of the 2007 Series.

The Authority’s bond covenants require that net revenues available to pay debt service, as defined
in the applicable bond resolution, exceed 110% and 135% of the annual debt service amount. The
debt service coverage test for fiscal year 2016 was exceeded. See the compliance section for
further detail.
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On September 21, 2016, VPA entered into an amended and restated lease for the VIG terminal
facility (discussed further below). In association with this transaction, VPA will also undertake to
defease the Port Facilities Revenue bonds issued in 2010, 2013 and 2015 and all installment
purchase obligations, and issue a 2016 Series of subordinated debt in various tranches. The
combined principal amount to be refunded related to the 2010, 2013 and 2015 Series and
installment purchase obligations as of June 30, 2016 is approximately $269 million.

More details on long-term debt can be found in note six in the notes to financial statements.

ECONOMIC AND OTHER FACTORS AND RECENT DEVELOPMENTS

Many of the Authority’s capital projects, either directly, or indirectly through bond issues, are
funded from the Commonwealth of Virginia’s Transportation Trust Fund. The Authority receives
4.2% of Transportation Trust Fund collections, which are revenues generated primarily by state
motor vehicle fuel and sales taxes. Trust Fund collections are subject to the economic conditions
existing throughout the Commonwealth, and are not controlled by the Authority. Accordingly,
while this funding source has proven to be historically stable and is expected to remain relatively
so, it should be expected to vary from year to year.

On July 6, 2010, per an agreement between the Virginia Port Authority (lessee), APM Terminals
Virginia, Inc. (lessor), Virginia International Terminals, LLC. (operator) and APM Terminals
North America, Inc. (owner), APM Terminals in Portsmouth, Virginia, became a facility under the
umbrella of the Authority. Existing lease commitments per those agreements extend to June 30,
2030. In July 2014, the facility was sold by APM Terminals North America, Inc. to a consortium
of private investors and the facility was renamed Virginia International Gateway (VIG), with the
original lease terms continuing.

On September 21, 2016, VPA entered into an amended and restated lease for the VIG terminal
facility which extends the current lease until December 31, 2065. In addition to an extended term,
the restated lease will provide owner/lessor financing for expansion of Phase Il of the terminal
property to nearly double throughput capacity, and will continue the seniority of the lease above
the subordinated Port Facilities Revenue Bonds that are expected to be issued during the fourth
calendar quarter of 2016. The lease payments will be increased in phases as the terminal facilities
expansion progresses. Please refer to note 14 in the notes to financial statements for further
discussion of this subsequent event.

The Authority leases the Richmond Marine Terminal (RMT) pursuant to a 40 year agreement that
commenced on February 1, 2016, and concurrently also manages the operations of the James River
Barge Line that transports containers between RMT and VIG, PMT and NIT. On October 31, 2016,
the agreement with the current terminal operator will expire and, effective November 1, 2016, VIT
will assume operational responsibility for RMT. The Authority continues actively seeking grants
to support funding of these ventures as well as other projects to increase security, or lessen the
environmental impact of, related logistics activities.

Looking into Fiscal Year 2017, container movements in fiscal year 2017 through September 2016

are 0.8% higher than the comparable prior year period and volume for the month of August 2016
set a single month record for the Port. While the fiscal year to date growth thus far is modest, the
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terminal facilities are heavily utilized and are expected to remain so into the future. Based on
economic trends and expectations, the Authority is engaging alternatives to most appropriately
match future capacity to future demand, and is continuing to engage in long-term planning for
opportunities to further nurture economic development within the Commonwealth.

Additionally, the 2017 budget for the Commonwealth of Virginia includes an appropriation of
$350 million to be invested in the modernization and optimization of NIT, VPA’s largest terminal.
The investment, substantially in the form of a grant, will be used to reconfigure the South Terminal
at NIT, which will increase cargo capacity by over 46% and increase throughput velocity.

This document, including the attached letters and commentary, may contain discussion or
statements that might be considered by a reader to be forward looking — that is, related to future,
not past, events. Forward-looking statements by their nature contain degrees of uncertainty.
Various risks and uncertainties, such as those included in the notes to the financial statements, may
cause actual future results or actions to be materially different than those that may be indicated by
any of our forward-looking statements. Such statements reflect opinions and indications as of the
date of this report, and we are not obligating ourselves to revise or publicly release the results of
any revision to such forward-looking statements in light of new information or future events.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide citizens, customers, and investors and creditors with a
general overview of the Authority’s finances and to show the Authority’s accountability for the
money we receive. If you have any questions about this report or need additional financial
information, contact the Authority’s Finance Division at 600 World Trade Center, Norfolk, VA
23510-1679.
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VIRGINIA PORT AUTHORITY
STATEMENT OF NET POSITION
June 30, 2016

ASSETS

Current assets:
Cash and cash equivalents [Footnote 1,2]
Restricted assets:
Cash and cash equivalents [rootnote 1,2]
Investments [Footnote 2]
Accounts receivable, net
Due from other governments [Footnote 4]
Due from component unit
Inventories [Footnote 1]
Prepaid expenses and other
Total current assets

Noncurrent assets:

Restricted assets:

Cash and cash equivalents [rFootnote 1,2]

Investments [Footnote 1,2]
Non-depreciable capital assets [Footnote 5]
Depreciable capital assets, net [Footnote 5]

Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES

Deferred outflows of resources [Footnote 1]
Total assets and deferred outflows of

resources

Virginia Total

International Business-Type

Authority Terminals, LLC Eliminations Activities
80,879,751 $ 23,862,962 - 104,742,713
78,456,933 16,068,854 - 94,525,787
- 1,188,026 - 1,188,026
- 73,324,737 - 73,324,737
14,117,887 - - 14,117,887

9,051,449 - (9,051,449) -
- 19,579,989 - 19,579,989
67,168 5,297,848 - 5,365,016
182,573,188 139,322,416 (9,051,449) 312,844,155
38,580,541 - - 38,580,541
13,862,866 - - 13,862,866
225,186,296 - - 225,186,296
527,866,899 30,850,086 - 558,716,985
805,496,602 30,850,086 - 836,346,688
988,069,790 170,172,502 (9,051,449)  1,149,190,843
10,828,638 7,455,439 - 18,284,077

998,898,428 $

177,627,941 $

(9,051,449) $ 1,167,474,920

The accompanying Notes to Financial Statements are an integral part of this statement.
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VIRGINIA PORT AUTHORITY
STATEMENT OF NET POSITION
June 30, 2016

LIABILITIES

Current liabilities:
Accounts payable and accrued expenses
Interest payable
Retainage payable
Long-term debt - current portion [rootnote 6]
Compensated absences - current portion [Footnote 6]
Payroll withholdings
Obligations under securities lending
Due to parent member
Total current liabilities

Noncurrent liabilities:
Long-term debt [Footnote 6]
Compensated absences [Footnote 6]
Workers' compensation costs
Net pension liability [Footnote 9]
Net other post employment benefits obligation [Footnote 10]
Other noncurrent liabilities [Footnote 8]
Total noncurrent liabilities

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred inflows of resources [Footnote 1]
Total liabilities and deferred inflows of
resources

NET POSITION

Net investment in capital assets
Restricted
Debt service
Port improvement and maintenance
Unrestricted
Total net position

Total liabilities, deferred inflows of resources
and net position

Virginia Total

International Business-Type

Authority Terminals, LLC Eliminations Activities
$ 16,780,709 24,044,549 - $ 40,825,258
10,257,337 - - 10,257,337
834,776 - - 834,776
24,770,319 - - 24,770,319
1,403,299 1,320,286 - 2,723,585
513,595 1,895,752 - 2,409,347
341,453 - - 341,453

- 9,051,449 (9,051,449) -
54,901,488 36,312,036 (9,051,449) 82,162,075
520,409,213 - - 520,409,213
14,724 899,548 - 914,272
- 1,609,367 - 1,609,367
10,000,682 8,872,714 - 18,873,396
- 1,321,441 - 1,321,441
13,277,025 424,802 - 13,701,827
543,701,644 13,127,872 - 556,829,516
598,603,132 49,439,908 (9,051,449) 638,991,591
1,677,004 3,809,529 - 5,486,533
600,280,136 53,249,437 (9,051,449) 644,478,124
268,348,384 30,850,086 - 299,198,470
44,017,978 - - 44,017,978
- 17,256,881 - 17,256,881
86,251,930 76,271,537 - 162,523,467
398,618,292 124,378,504 - 522,996,796
$ 998,898,428 $ 177,627,941 (9,051,449) $ 1,167,474,920

The accompanying Notes to Financial Statements are an integral part of this statement.
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VIRGINIA PORT AUTHORITY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION

For the Year Ended June 30, 2016

Operating Revenues:
Terminal operating revenues
Other revenues
Other revenues - grants
Operating revenues from component unit

Total operating revenues

Operating Expenses:
Terminal operations
Terminal maintenance
General and administrative
Facility rental [rootnote 8]
Depreciation and amortization
Payments to Authority

Total operating expenses

Operating income (loss)

Non-operating revenues (expenses)
Interest income
Interest expense, net of capitalized interest
Bond issue costs
Revenues (expenses) VEDP, net
Revenues from federal government
Expenses (Commonwealth)
Other income
Loss on disposals
Total non-operating revenue (expense), net

Income (loss) before capital
contributions

Capital contributions

Commonwealth Port Fund allocation

Payments to federal government - channel dredging
Capital contributions (to) from component unit
Capital contributions from other state agencies

Increase in Net Position

Net Position - Beginning of Year

Net Position - End of Year

Virginia Total
International Business-Type
Authority Terminals, LLC Eliminations Activities

- $ 439,087,836 - $ 439,087,836

9,339,787 - - 9,339,787
6,390,908 - - 6,390,908
108,847,183 - (108,847,183) -
124,577,878 439,087,836 (108,847,183) 454,818,531
1,506,749 190,149,073 - 191,655,822
9,920,219 85,441,480 - 95,361,699
20,599,900 39,103,512 - 59,703,412
55,618,729 - - 55,618,729
44,018,111 3,705,282 - 47,723,393
- 108,361,067 (108,361,067) -
131,663,708 426,760,414 (108,361,067) 450,063,055
(7,085,830) 12,327,422 (486,116) 4,755,476
652,550 70,380 - 722,930
(18,160,286) - - (18,160,286)
(489,036) - - (489,036)
1,690,873 - - 1,690,873
9,653,436 - - 9,653,436
(187,951) - - (187,951)
2,744 - - 2,744
(1,107,131) - - (1,107,131)
(7,944,801) 70,380 - (7,874,421)
(15,030,631) 12,397,802 (486,116) (3,118,945)
42,366,884 - - 42,366,884
(5,722,955) - - (5,722,955)
(287,700) (198,416) 486,116 -
4,789,728 - - 4,789,728
26,115,326 12,199,386 - 38,314,712
372,502,966 112,179,118 - 484,682,084
398,618,292 $ 124,378,504 $ - $ 522,996,796

The accompanying Notes to Financial Statements are an integral part of this statement.
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VIRGINIA PORT AUTHORITY
STATEMENT OF CASH FLOWS
For the Year Ended June 30, 2016

Cash flows from operating activities:
Receipts from customers and users
Receipts from operating grants
Payments for operating expenses
Payments to employees

Net cash provided by (used in) operating activities

Cash flows from noncapital financing activities:
Non-operating grants
Transfers from (to) primary government
Dredging activities
Net cash provided by (used in) noncapital financing activities

Cash flows from capital and related financing activities:
CPF contribution
Acquisition of capital assets
Principal paid on revenue bonds
Paid on installment purchases
Interest paid on long-term debt
Bond issue costs
Transfer from primary government
Capital transfer from component unit
Payments from other state agencies
Payments from federal government
Proceeds from sale of capital assets

Net cash used in capital and related financing activities

Cash flows from investing activities:
Proceeds from sales and maturities
Purchases of investments
Interest and dividends received

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

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Noncash investing and financing activities:

Donation of capital assets from other state agency
Capitalized interest costs in capital assets

Virginia Total

International Business-Type

Authority Terminals, LLC  Eliminations Activities
$ 122,407,660 $ 454,843,248 $(102,807,432) $ 474,443,476
6,390,908 - - 6,390,908
(76,370,233) (215,743,023) - (292,113,256)
(15,146,749) (113,312,863) - (128,459,612)
37,281,586 125,787,362 (102,807,432) 60,261,516
1,690,873 - - 1,690,873
(188,178) (102,807,432) 102,807,432 (188,178)
(1,034,962) - - (1,034,962)
467,733 (102,807,432) 102,807,432 467,733
42,233,250 - - 42,233,250
(47,640,305) (13,824,122) 204,109 (61,260,318)
(15,295,000) - - (15,295,000)
(6,498,746) - - (6,498,746)
(17,647,817) - - (17,647,817)
(489,036) - - (489,036)
227 - - 227
- (198,416) 198,416 -
4,792,472 - - 4,792,472
4,797,587 - - 4,797,587
2,879,295 402,525 (402,525) 2,879,295
(32,868,073) (13,620,013) - (46,488,086)
5,201,611 297,851 - 5,499,462
(5,051,761) - - (5,051,761)
650,573 92,969 - 743,542
800,423 390,820 - 1,191,243
5,681,669 9,750,737 - 15,432,406
192,235,556 30,181,079 - 222,416,635
$ 197,917,225 § 39,931,816 $ - $ 237,849,041
$ 152,861 $ - $ - $ 152,861
$ 1,182,654 $ - $ - $ 1,182,654

The accompanying Notes to Financial Statements are an integral part of this statement.

34



VIRGINIA PORT AUTHORITY
STATEMENT OF CASH FLOWS
For the Year Ended June 30, 2016

Virginia Total
International Business-Type
Authority Terminals, LLC Eliminations Activities

Reconciliation of operating income (loss) to net cash
provided by (used in) operating activities:
Operating income/(loss) $ (7,085,830) $ 12,327,422  $ (486,116) $ 4,755,476
Adjustments to reconcile operating income (loss) to net cash provided
by (used in) operating activities:

Payments to Authority - 108,361,067 (108,361,067) -
Non-operating income - 70,380 - 70,380
Depreciation and amortization 44,018,111 3,705,282 - 47,723,393
Loss on disposal of capital assets - 94,259 - 94,259
Interest income - (92,969) - (92,969)
Change in assets and liabilities:
(Increase) decrease in accounts receivable (12,254,890) 14,961,499 6,039,751 8,746,360
(Increase) decrease in inventories - (2,084,935) - (2,084,935)
(Increase) decrease in prepaid and other 2,834,866 1,080,353 - 3,915,219
(Increase) decrease in other noncurrent assets 32,015 - - 32,015
Increase (decrease) in accounts payable 8,862,993 (3,269,126) - 5,593,867
Increase (decrease) in accrued expenses 52,109 (1,310,516) - (1,258,407)
Increase (decrease) in short-term liabilities (1,045,854) - - (1,045,854)
Increase (decrease) in compensated absenses 2,637 (1,380,603) - (1,377,966)
Increase (decrease) in workers' compensation claims - (102,751) - (102,751)
Increase (decrease) in net pension liabilities 6,029,931 (1,771,361) - 4,258,570
(Increase) decrease in deferred outflows of resources (5,075,144) (7,455,439) - (12,530,583)
Increase (decrease) in deferred inflows of resources 910,642 2,211,921 - 3,122,563
Increase (decrease) in other - 442 879 442,879
Net cash provided by (used in) operating activities $ 37,281,586 $ 125,787,362 $ (102,807,432) $§ 60,261,516

The accompanying Notes to Financial Statements are an integral part of this statement.
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VIRGINIA PORT AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016

NOTES TO FINANCIAL STATEMENTS

(including Blended Component Unit Virginia International Terminals, LLC)
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VIRGINIA PORT AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The Virginia Port Authority (“the Authority” or “VPA”) was established in 1952, as a political
subdivision of the Commonwealth of Virginia, for the purpose of performing any act or
function which may be useful in developing, improving, or increasing the commerce of the
ports of the Commonwealth. A Board of Commissioners composed of 13 members oversees
the Authority. The Board consists of the State Treasurer, the Chief Executive Officer of the
Virginia Economic Development Partnership, and 11 members appointed by the Governor,
subject to confirmation by the General Assembly, who shall serve at the discretion of the
Governor. The Authority's major activities are developing water transportation facilities;
providing security services; maintaining ports, facilities, and services; providing public
relations and domestic and international advertising; and developing Virginia's ports through
cargo solicitation and promotion throughout the world.

Virginia International Terminals, Inc. was incorporated as a non-stock, nonprofit corporation
on June 30, 1981, for the purpose of operating marine terminals controlled by the Authority
through ownership, lease or other means. Effective August 17, 2013, Virginia International
Terminals, Inc. converted from a nonprofit, non-stock corporation to a single-member limited
liability company with VPA as the sole member of the Company. As a result, the Authority
has determined that Virginia International Terminals, LLC (VIT) should be included in the
Authority's financial statements as a blended component unit. A blended component unit is,
in substance, part of the primary government’s operations, even though it is a legally separate
entity. As a blended component unit, VIT serves or benefits those outside the Authority, but
for which the Authority, as the primary institution, is financially accountable or closely related.
VIT’s audit report can be obtained by contacting the Director of Financial Reporting at 1431
Terminal Blvd, Norfolk, VA 23505.

The Authority is a blended component unit of the Commonwealth of Virginia. A separate
report is prepared for the Commonwealth of Virginia, which includes all agencies, boards,
commissions, and authorities meeting the blended component unit definition. The Authority
is an integral part of the reporting entity of the Commonwealth of Virginia; accordingly, all
funds of the Authority are included in the financial statements of the Commonwealth as a part
of the reporting entity.

Basis of Accounting

The activities of the Authority are accounted for as an enterprise fund. The enterprise fund is
used to account for operations that are financed and operated in a manner similar to private
business enterprises where the intent of the governing body is that the costs of providing goods
and services to the general public on a continuing basis be financed or recovered primarily
through user charges.
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VIRGINIA PORT AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Basis of Accounting - continued

The Authority prepares its financial statements on the accrual basis of accounting in conformity
with accounting principles generally accepted in the United States of America, which provides
that revenues are recorded when earned and expenses are recorded when incurred. Grants are
recognized as revenue as the applicable activity occurs and as soon as all eligibility
requirements imposed by the grantor have been met.

Use of Estimates

The Authority prepares its financial statements in conformity with accounting principles
generally accepted in the United States of America, which requires management to make
estimates and assumptions that affect certain reported amounts and disclosures. Actual results
could differ from those estimates.

Cash and Cash Equivalents

The Authority considers all highly liquid debt instruments purchased with an original maturity
of three months or less to be cash equivalents. The Authority invests available cash balances
in conformity with the guidelines of the Commonwealth of Virginia.

Investments
All investments of the Authority are reported at fair value.
Accounts Receivable

Accounts receivable represent amounts billed to customers for services. Management believes
these amounts are fully collectible and no allowance has been recorded as of June 30, 2016 for
the Authority. VIT utilizes the allowance method for doubtful accounts. Accounts receivable
are shown net of the allowance for doubtful accounts of approximately $4.0 million as of June
30, 2016 for VIT. The allowance for doubtful accounts is an amount management believes
will be adequate to absorb losses on existing accounts receivable that may become
uncollectible.

Inventory
The Authority purchases supplies on an as needed basis. Inventories of VIT consist of supplies
and equipment parts and are reported using the average cost method. An inventory allowance

has been established for parts identified as obsolete or to be disposed of within the next 12
months. The VIT allowance for inventory totaled $100 thousand at June 30, 2016.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Capital Assets

Capital assets are generally assets with an initial cost of $5,000 or more and an estimated useful
life in excess of two years. Capital assets are valued at historical cost or estimated historical
cost if actual cost is not available. Capital assets are comprised of land, buildings,
infrastructure, other improvements, equipment, and construction in progress. Infrastructure
assets are considered capital assets that can be preserved for a significantly greater number of
years than most capital assets. Examples include roads, wharves, dredging, lighting and
drainage systems.

Depreciation on capital assets is computed on the straight-line method over the estimated
useful lives of the assets as follows:

Buildings 3 - 41 years
Improvements 5 - 50 years
Infrastructure 4 - 41 years
Equipment 3 - 28 years

The cost for maintenance and repairs is charged to operations as incurred. When items are
retired or otherwise disposed of, the related costs and accumulated depreciation are
derecognized from the accounts and any resulting gain or loss on such dispositions is reflected
in non-operating revenues or expenses.

Interest costs associated with the construction of the Authority's capital assets are capitalized
and reflected as part of the cost of the asset. Interest cost incurred is charged to the assets
under construction. Projects funded entirely by a specific borrowing receive the effective
interest rate on that borrowing. Projects funded by multiple borrowings receive interest based
on the weight average interest rate of all Authority borrowings. No interest is capitalized on
the portion of projects funded by grants. Interest capitalized for the fiscal year ended June 30,
2016 was approximately $1.2 million.

A capital asset is considered impaired when its service utility has declined significantly and
unexpectedly. If determined to be permanently impaired, capital assets are reported at the lower
of carrying or fair value. Any insurance recoveries associated with events leading to an asset
impairment are netted against impairment losses. The Authority did not maintain any impaired
assets as of June 30, 2016.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Long-Term Obligations

Long-term obligations are reported as liabilities in the Statement of Net Position. Bond
premiums and discounts are deferred and amortized over the life of the bonds using the
effective interest method. Bonds payable are reported net of the applicable bond premium or
discount with allowable refunding gains or losses recorded as deferred inflows and outflows
of resources. Bond issuance costs are expensed as incurred with the exception of bond
insurance costs which are reported as deferred outflows of resources and amortized over the
term of the related debt.

Compensated Absences

Compensated absences represent the amounts of paid time off (PTO) and legacy leave earned
by employees of the Authority, but not taken at June 30, 2016. On January 1, 2015 the
Authority converted the employees’ earned but not used compensated absence balances as of
December 31, 2014 into a separate Legacy Leave Bank. Legacy Leave is available for use as
paid time off until December 31, 2019. Balances remaining unused at January 1, 2020 will be
frozen to use. Legacy Leave may be paid out upon termination based on an employee’s
December 31, 2014 wage rate times the then current balance or 160 hours, whichever is less.

Additionally, modifications to the current PTO policy require that any unused PTO in excess
of 40 hours be forfeited at the end of each calendar year. Up to forty hours of earned but
unused PTO at the end of a calendar year may be carried over into the next calendar year for
use within the next 6 months. At June 30, all prior year earned but unused PTO balances will
be forfeited. Balances are earned on a quarterly basis but available for use on January 1 each
year. PTO used in excess of amounts actually earned at termination are to be repaid to the
Authority.

VIT has an identical compensated absences policy. See note six for further discussion.
Budgets and Budgetary Accounting

The Appropriation Act as enacted by the General Assembly of Virginia established the
Authority’s budget for the year ended June 30, 2016. No payments can be made out of the
state treasury except in pursuance of appropriations made by law.

Restricted Assets

Restricted assets are utilized in accordance with the restrictions placed upon the resources.

When a cost is incurred, for which both restricted and unrestricted assets are available,
management determines on an individual basis how resources are allocated.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Cost of Issuance

Issuance costs are expensed when incurred unless they relate to bond insurance which is record
as a deferred outflow of resources. Amortization expense for the year ended June 30, 2016
was $32,015 and included only bond insurance costs.

Net Position

The Authority records net position that is subject to external restrictions based on individual
agreements. The restrictions are established by the Authority’s governing jurisdictions or other
requirements. The restricted net position may include the Authority’s advance contributions
for future construction and amounts held for debt service payments.

Deferred Outflows/Inflows of Resources

In addition to assets, the Statement of Net Position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position that applies to a future period and so
will not be recognized as an outflow of resources (expense) until consumption. At June 30,
2016, the Authority had $10,828,638 of deferred outflows of resources; $5,228,647 were
pension-related with the balance, $5,599,991 being bond-related.

In addition to liabilities, the Statement of Net Position will sometimes report a separate section
for deferred inflows of resources. This separate financial statement element, deferred inflows
of resources, represents an acquisition of net position that applies to a future period and so will
not be recognized as an inflow of resources (revenue) until that period. At June 30, 2016, the
Authority had $1,677,004 of deferred inflows of resources; $743,702 for the stand-alone
pension plan, $215,000 for the multiple-employer pension plan, and $718,302 related to bonds.

Pensions

For purposes of measuring the net pension liability, deferred outflows of resources and
deferred inflows of resources related to pensions, and pension expense, information about the
fiduciary net position of the Authority’s Retirement Plan and the additions to/deductions from
the Authority’s Retirement Plan’s net fiduciary position have been determined on the same
basis as they were reported by the Virginia Retirement System (VRS). For the stand-alone plan
and the multiple employer plan, benefit payments (including refunds of employee
contributions) are recognized when due and payable in accordance with the benefit terms.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Net Pension Liability

The Authority’s stand-alone net pension liability was measured as of June 30, 2015. The total
pension liability used to calculate the net pension liability was determined by an actuarial
valuation performed as of June 30, 2015 using updated actuarial assumptions, applied to all
periods included in the measurement.

The Authority’s multiple-employer plan’s net pension liability was measured as of June 30,
2015. The total pension liability used to calculate the net pension liability was determined by
an actuarial valuation performed as of June 30, 2014, using updated actuarial assumptions,
applied to all periods included in the measurement and rolled forward to the measurement date
of June 30, 2015.

Operating vs. Nonoperating

Operating revenues and expenses generally result from providing services in connection with
ongoing operations. The principal revenue for the Authority is funds collected from VIT in
accordance with a service agreement. The Authority also recognizes other operating revenue
in the form of rents, license agreements, and charges for services (for example, security
surcharges). Operating expenses include the cost of services, administrative expenses and
depreciation and amortization on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

Investment Income

Interest income, including net realized and unrealized gains or losses on investment
transactions and investment expenses, is recorded as non-operating revenue.

Subsequent Events
In preparing these financial statements, the Authority has evaluated events and transactions

for potential recognition or disclosure through October 26, 2016, the date the financial
statements were available to be issued.

42



VIRGINIA PORT AUTHORITY
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2016

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued
Recently Issued Accounting Pronouncements

GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions, will improve accounting and financial reporting by state and local
governments for OPEB. It will also require the recognition of the entire OPEB liability and a
comprehensive measure of OPEB expense. GASB Statement No. 75 will be effective for fiscal
years beginning after June 15, 2017.

GASB Statement No. 78, Pensions Provided Through Certain Multiple-Employer Defined
Benefit Pension Plans, amends the scope and applicability of GASB Statement No. 68,
Accounting and Financial Reporting for Pensions, to exclude pensions provided to employees
of state or local governmental employers through a cost-sharing multiple-employer defined
benefit pension plan that meets specified criteria established in the Statement. The Statement
further establishes requirements for recognition and measurement of pension expense,
expenditures, and liabilities; note disclosures; and required supplementary information for
pensions thereof. The provisions of GASB Statement No. 78 are effective for fiscal years
beginning after December 15, 2015.

GASB Statement No0.79, Certain External Investment Pools and Pool Participants, establishes
criteria for an external investment pool to qualify for making the election to measure all of its
investments at amortized cost for financial reporting purposes, and for pool participants
thereof. The specific criteria that must be met as established in the Statement address (1) how
the external investment pool transacts with pool participants; (2) requirements for portfolio
maturity, quality, diversification, and liquidity; (3) calculation and requirements of a shadow
price. Provisions of GASB Statement No. 79 for certain requirements for portfolio quality,
custodial credit risk, and shadow pricing are effective for fiscal years beginning after June 15,
2015.

GASB Statement No. 80, Blending Requirements for Certain Component Units, provides
clarification on financial statement presentation requirements for certain component units
previously established by GASB Statement No. 14, The Financial Reporting Entity. The
Statement creates an additional blending requirement that becomes the third requirement for
the financial statement presentation of component units and applies to component units that
are organized as not-for-profit corporations in which the primary government is the sole
corporate member. The provisions of GASB Statement No. 80 are effective for fiscal years
beginning after June 15, 2016.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - concluded
Recently Issued Accounting Pronouncements — concluded

GASB Statement No. 82, Pension Issues—an amendment of GASB Statements No. 67, No. 68,
and No. 73, address certain issues that have been raised with respect to GASB Statement No.
67, Financial Reporting for Pension Plans, GASB Statement No. 68, Accounting and
Financial Reporting for Pensions, and GASB Statement No. 73, Accounting and Financial
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement
No 68, and Amendments to Certain Provisions of GASB Statement Nos 67 and 68. The
provisions of GASB Statement No. 82 are effective for fiscal years beginning after June 15,
2016 except for the requirements of this Statement for the selection of assumptions in a
circumstance in which an employer’s pension liability is measured as of a date other than the
employer’s most recent fiscal year-end. In that circumstance, the requirements for the selection
of assumptions are effective for that employer in the first reporting period in which the
measurement date of the pension liability is on or after June 15, 2017.

Management is evaluating the above referenced pronouncements and has yet to determine the
impact on the company’s financial statements.

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS
As of June 30, 2016, the Treasurer of Virginia, pursuant to Section 2.2-1800, et seq., Code of

Virginia, who is responsible for the collection, disbursement, custody, and investment of state
funds, held $54,388,278 in cash and cash equivalents for the Authority.
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2. CASH, CASH EQUIVALENTS, AND INVESTMENTS - continued

Certain deposits and investments are held by the Authority or are held by trustees for the
Authority. These accounts are collateralized in accordance with the Virginia Security for
Public Deposits Act, Section 2.2-4400, et seq., Code of Virginia, or covered by the Federal
Deposit Insurance Corporation (FDIC). Under the Act, banks and savings institutions holding
public deposits in excess of the FDIC amounts must pledge collateral to the Commonwealth
of Virginia Treasury Board. At June 30, 2016, all Authority deposits were considered fully
collateralized and were not exposed to Custodial Credit Risk.

Short-term investments generally represent deposits and securities with maturities of one year
or less. Long-term investments generally represent securities with maturities of greater than
one year.

The Authority is required to segregate liquid assets (cash and investments) that are restricted
for various purposes. As of June 30, 2016, these assets aggregated $130,900,340, with
$78,456,933 classified as current and $52,443,407 classified as noncurrent based on the purpose
for which the assets are restricted.

Current restricted assets consist of:
o $27,504,447 in cash related to debt service payments to be made July 1, 2016,
e $48,391,121 in a construction fund, and
e $2,561,365 in cash and investments for other purposes.

Noncurrent restricted assets consist of:
e $19,223,881 in cash and investments reserved to secure debt service in future years as
required by the Authority’s bond covenants,
e $26,535,610 in construction fund cash and investments held by trustees that will be used
to fund applicable projects, and
e $6,683,916 in cash and investments for other purposes.

VIT also held $17,256,880 in restricted cash and investments at June 30, 2016, as a required
reserve to fund capital and extraordinary maintenance.

Statutes authorize the investment of funds held by the Authority in obligations of the
Commonwealth, federal government, other states or political subdivisions thereof, Virginia
political subdivisions, the International Bank for Reconstruction and Development, the Asian
Development Bank, and the African Development Bank. In addition, the Authority may invest
in prime quality commercial paper rated prime 1 by Moody's Investment Service or A-1 by
Standard and Poor's Incorporated, overnight term or open repurchase agreements, and money
market funds comprised of investments which are not rated but are otherwise legal investments
of the Authority.
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2. CASH, CASH EQUIVALENTS, AND INVESTMENTS - continued

VPA categorizes its fair value measurements within the fair value hierarchy established by
accounting principles generally accepted in the United States of America. The hierarchy is
based on the valuation inputs used to measure the fair value of the asset. Level 1 inputs are
quoted prices in active markets for identical assets; Level 2 inputs are significant other
observable inputs; and Level 3 inputs are significant unobservable inputs.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment.

Cash and Cash Equivalents, Restricted - Authority

Investment Maturities (in Years)

Less than More
Market Value 1 1-5 6-10 than 10
Repurchase
Agreements(SNAP) $ 68,870,058 $ 68,870,058 $ - $ - $ -
U.S. Treasuries 46,810,775 46,810,775 - - -
$ 115,680,833 $115,680,833 $ - $ - $ -

As of June 30, 2016, the following shows the segmented time distribution of the Authority’s
investments (not held by the Treasurer) and its fair value measurement:

Investment Fair Market Value
Type Report Value Less Than 1 Year Level
U.S.
Treasuries $ 46,810,775 $ 46,810,775 1
SNAP 68,870,058 68,870,058 NA

$ 115,680,833 $ 115,680,833
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2. CASH, CASH EQUIVALENTS, AND INVESTMENTS - continued

Investments held by the Treasurer of Virginia

Investments and cash equivalents held by the Treasurer of Virginia represent the Authority's
allocated share of cash collateral received and reinvested and securities received for the State
Treasury's securities lending program. Information related to the credit risk of these
investments and the State Treasury’s securities lending program is available on a statewide
level in the Commonwealth of Virginia’s Comprehensive Annual Financial Report. The
Commonwealth’s policy is to record unrealized gains and losses in the General Fund in the
Commonwealth’s basic financial statements. When gains or losses are realized, the actual
gains and losses are recorded by the affected agencies.

Blended Component Unit — VIT

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. VIT does not have a formal investment policy that limits investment maturities
as a means of managing its exposure to fair value losses arising from increasing interest rates.
Fair value measurement: VIT categorizes its fair value measurements within the fair value
hierarchy established by accounting principles generally accepted in the United States of
America. The hierarchy is based on the valuation inputs used to measure the fair value of the
asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs are
significant other observable inputs; and Level 3 inputs are significant unobservable inputs.
VIT has the following recurring fair value measurements as of June 30, 2016:

e Investment securities of $1,188,026 are valued using quoted market prices (Level 1 inputs).
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2. CASH, CASH EQUIVALENTS, AND INVESTMENTS - concluded

Blended Component Unit — VIT - concluded

Investment Maturities (in years)

Less Than More Than
Market Value 1 1-5 6-10 10
U.S. Agencies $ 268870 $ -3 4767 $ 32594 $ 231,509
Corporate Bonds 919,156 - 919,156 - -
$ 1,188,026 $ - $ 923923 % 32594 $ 231,509

The credit ratings of the non-U.S. Treasury and Agency securities held at June 30, 2016 as
rated by S&P are as follows:

Corporate uU.S.
Bonds Agencies Total
AA+ $ - $ 268,870 $ 268,870
AA- 227,628 - 227,628
A+ 226,829 - 226,829
A 225,219 - 225,219
BBB+ 239,480 - 239,480

$ 919,156 $ 268,870 $ 1,188,026

Under the terms of the Service Agreement between the VPA and VIT, the Trustee of the Money
Market Instruments has a security interest in these investments, for the benefit of the holders
of bonds issued by the VPA.

3. CONCENTRATION OF RISK
Interest Rate Risk-VPA
The Authority follows the Commonwealth of Virginia’s investment policy and holds all its
investments to maturity as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk-VPA

The Authority follows the Commonwealth of Virginia’s credit quality limitations and places
emphasis on securities of high credit quality and marketability.
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3. CONCENTRATION OF RISK - concluded

Credit Risk-VPA - concluded

Policy details can be found in the General Account Investment Guidelines document at:

http://www.trs.virginia.gov/Documents/Cash/GenAcctinvstPolicy.pdf

Concentration of Credit Risk-VPA

The Authority places no limit on the amount it may invest in any one issuer.

Concentration of Risk - VIT

VIT places no limit on the amount it may invest in any one issuer. More than 5% of VIT’s
investments are in Federal Home Loan Mortgage Corporation as U.S. Agencies, AT&T, Bank
of Nova Scotia, Caterpillar Financial Services, and Chevron Corporation. These investments
are 23%, 20%, 19%, 19%, and 19%, respectively, of VIT’s total investments. It should be
noted that restricted short-term investments at June 30, 2016 comprise 6.9% of combined
restricted cash and cash equivalents plus restricted short-term investments.

Other financial instruments that potentially subject the Company to credit risk consist of
accounts receivable. VIT provides labor-intensive services to major shipping-lines that import
and export products through the marine terminals that it operates in Hampton 