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The management of the City of Covington, Virginia presents this narrative overview and analysis of the financial 
activities for the fiscal year ended June 30, 2008.  We encourage readers to consider the information presented in 
this document to be used in conjunction with the transmittal letter, financial statements, and notes to the financial 
statements that are included in this document. 
 
OVERVIEW OF THE FINANCIAL STATEMENTS 
 
This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements.  The 
financial section of this report includes management’s discussion and analysis, the basic financial statements, and 
required supplementary information.  The basic financial statements are comprised of four components: 
1) government-wide financial statements, 2) fund financial statements, 3) notes to the financial statements, and 4) 
other supplementary information in addition to the basic financial statements themselves. 
 

Components of the Financial Section 
 

 
Management’s Discussion and Analysis 
(MD&A)

 
The City’s basic financial statements consist of two 
kinds of statements, each with a different view of the 
City’s finances.  The government-wide financial 
statements provide both long and short term information 

Basic Financial Statements 
Government-Wide Fund Financial 
Financial Statements    Statements 
 

Notes to the Basic Financial Statements 

about the City’s overall financial status.  The fund financial 
statements focus on individual parts of the City’s  
government, reporting the City’s operations in more detail 
than the government-wide statements.  The basic financial 
statements also include notes to explain information in the 
financial statements and provide more detailed data.  The  
required supplementary information contains date 

Required Supplementary Information (RSI) 
(Other than MD&A) 

pertaining to the budget. 
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GOVERNMENT-WIDE STATEMENTS 
The government-wide financial statements are now designed to provide readers with a broad overview of the City’s 
finances, on a full accrual basis of accounting, in a manner similar to a private-sector business. 
 
The Statement of Net Assets presents information on all of the City’s assets and liabilities, with the difference 
between the two reported as net assets.  Over time, increases or decreases in net assets may serve as a useful 
indicator of whether the financial position of the City is improving or deteriorating.  Other nonfinancial factors will 
need to be considered, however, such as changes in the City’s property tax base and the condition of the City’s 
infrastructure, to assess the overall health of the City. 
 
The Statement of Activities presents information showing how the government’s net assets changed during the 
recent fiscal year.  All changes in net assets are reported as soon as the underlying event giving rise to the change 
occurs, regardless of the timing of related cash flows.  Thus, revenues and expenses are reported in this statement 
for some items that will result in cash flows in future fiscal periods (e.g. uncollected taxes and earned but unused 
vacation leave.) 
 
Both of the government-wide financial statements distinguish functions of the City that are principally supported by 
taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover all 
or a significant portion of their costs through user fees and charges (business-type activities).  The government-wide 
financial statements include the City (known as the primary government) as well as funds of the Covington City 
School Board (known as the component unit).  Financial information for this component unit is reported separately 
from the financial information presented for the primary government. 
 
For the purposes of the government-wide statements, the City’s financial records are divided into three types of 
activities: 
 
Government Activities – The governmental activities of the City include General Government Administration, 
Judicial Administration, Public Safety, Public Works, Health and Welfare, Education, Parks and Recreation, 
Cultural, and Community Development, which are most of the City’s basic services.  Property taxes, other local 
taxes, permits, fees and licenses, fines and forfeitures, revenue from use of money and property, charges for 
services, miscellaneous, recovered costs, and state and federal revenues finance these activities. 
 
Business-type Activities – The business-type activities of the City include Water and Wastewater (Sewer) Utility 
Enterprise Activities.  Charges and fees to customers finance these activities. 
 
Component Units – The component unit activities of the City include one separate legal entity – Covington City 
School Board.  Although legally separate, this entity is considered a component unit because the City is financially 
accountable for them and provides operating and capital funding. 
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FUND FINANCIAL STATEMENTS 
The fund financial statements provide more information about the City’s most significant funds.  The fund financial 
statements focus on the individual parts of the City government, reporting the City’s operations in more detail than 
the government-wide statements.  The Funds are accounting mechanisms that the City uses to keep track of specific 
sources of funds and spending for a particular purpose.  Some funds are required to be established by State and 
Federal law and by bond covenants.  Other funds are established to control and manage money for particular 
purposes or to demonstrate that the government is properly using certain taxes and grants. 
 
The City has three types of funds: 
Governmental Funds – Most of the City’s basic services are included in governmental funds, which focus on (1) 
how cash and other financial assets that can readily be converted to cash flow in and out and (2) the balances left at 
year end that are available for spending.  Consequently, the governmental funds statements provide a detailed short-
term view that helps the reader determine whether there are more or less financial resources that can be spent in the 
near future to finance the City’s programs. 
 
Proprietary Funds – Services for which the City charges customers a fee are generally reported in proprietary funds.  
Revenues and expenses generally result from providing services, producing and delivering goods with a proprietary 
fund principal ongoing operations.  The principal revenues of the City enterprise fund are charges to customers for 
sales and service.  The City also recognizes as operating revenue the portion of tap fees intended to recover the cost 
of connecting new customers to the system.  The expenses for enterprise funds include the cost of sales and 
services, administrative expense, and depreciation on capital assets.  Proprietary funds, like the government-wide 
statements, provide both long-term and short-term financial information. 
 
In fact, the City’s Enterprise Fund (one type of proprietary fund) is the same as its business-type activities, but the 
fund financial statements provide more detail and additional information, such as cash flow.  The City’s Enterprise 
Fund accounts for the operation of the City’s Water and Wastewater (Sewer) Utilities. 
 
Fiduciary Funds – The City is the trustee, or fiduciary, for Agency Funds.  Fiduciary funds are used to account for 
resources held for the benefit of parties outside the government such as the City’s employee retirement system and 
pension funds.  The City is responsible for ensuring that the assets reported in these funds are used for their intended 
purposes.  All of the City’s fiduciary activities are reported in a separate statement of fiduciary net assets and a 
statement of changes in fiduciary net assets.  The City excludes these activities from the City’s government-wide 
financial statements because the City cannot use these assets to finance its own operations. 
 
NOTES TO THE FINANCIAL STATEMENTS 
The notes provide additional information that is essential to a full understanding of the data provided in the 
government-wide and fund financial statements. 
 
OTHER SUPPLEMENTAL INFORMATION 
In addition to the basic financial statements and accompanying notes, this report also presents certain required 
statistical information. 
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AUDIT STRUCTURE 
Reading and interpreting the audit can be a daunting task at times.  Hopefully, the following guideline will help first 
time users of this document. 
 
 I. Introductory Section 
  A. A listing of City Officials 
 
 II. Financial Section 

A. Management Discussion and Analysis – The document you are currently reading.  The 
purpose of this document is to disclose significant financial information in a more “user 
friendly” manner. 

B. Government-wide Statements – The statements required by GASB No. 34.  These are the 
Statement of Net Assets and the Statement of Activities. 

C. Fund Basis Statements – These are the traditional financial statements included in 
governmental audits. 

D. Reconciliation of Fund Basis Statements to Government-wide Statements. 
E. Proprietary Fund Statements – For the City of Covington, this means the results of the 

operations of the Water and Wastewater (Sewer) Funds. 
 
 III. Notes to the Financial Statements 

A. The Notes to the financial statements are perhaps the most informative part of the audit for 
someone seeking information.  The notes include information on accounting policies, detail 
of reconciliation of government-wide and fund financial statements, stewardship, 
compliance, and accountability, deposits and investments, amounts due from other 
government units, interfund transfers, long-term debt (City and component units), capital 
leases, employee retirement system and pension plans, capital assets, risk management, 
contingent liabilities, surety bonds, landfill closure and post-closure care cost, designated 
and reserved net assets.  The notes explain how certain figures are obtained. 

 
 IV. Required Budgetary Information 

A. Combining & Individual Fund Statements and Schedules – These statements and schedules 
are where the detail is kept that rolls forward into the Basic Financial Statements. 

 
 V. Other Supplementary Information 

A. Statistical Sections – Where comparative charts are presented showing the increases and 
decreases of revenue, expenditures, debt, property assessed values and tax rates over a ten 
year period. 

B. Schedule of Joint Costs – This is a required part of the audit per the General Joint 
Operations agreement with the County of Alleghany.  It basically takes all expenditures 
subtracts all revenues and distributes the balance of shared costs based on population. 
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 VI. Compliance 
A. Compliance – Required under OMB Circular A-133, it basically reports all money received 

from the Federal Government including State pass through funds and a judgment is passed 
on whether the City has materially met the requirements of each major grant. 
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FINANCIAL ANALYSIS OF THE CITY AS A WHOLE 
 
This is the first year that the City of Covington has presented its financial statements showing a comparative 
analysis of the government-wide statements in the Management Discussion Analysis Report under the new 
reporting model required by GASB Statement No. 34.  This reporting model changes significantly both the 
recording and presentation of financial data. 
 
Statement of Net Assets 
 
The following table reflects the condensed Statement of Net Assets for the year ended June 30, 2008. 
 
Table 1 
Summary of Net Assets 
As of June 30, 2008 (Exhibit 1 of the Audit) 
 

 
Governmental Activities Business-Type Activities Total Primary Gov’t Component 

Unit (School Board) 
 2008 2007 2008 2007 2008 2007 2008 2007 
 
Assets         
 
Current and other 
assets $24,591,549 $2,997,561 $1,763,171 $1,639,056 $26,354,723 $4,636,617 $1,223,990 $1,268,848 
 
Capital Assets 19,722,781 9,909,626 7,677,499 7,899,562 27,400,280 17,809,188 1,536,277 1,458,990 
 
Total Assets $44,314,330 $12,907,187 $9,440,670 $9,538,618 $53,755,000 $22,445,805 $2,760,267 $2,727,838 
 
Liabilities         
Current and other 
Liabilities $3,989,540 $68,344 $81,713 $65,415 $4,071,253 $133,759 $1,031,628 $794,751 
 
Long-Term 
Liabilities 36,491,475 8,951,949 2,700,650 3,338,732 39,192,125 12,290,681 87,412       73,810 
 
Total Liabilities $40,481,015 $9,020,293 $2,782,363 $3,404,147 $43,263,378 $12,424,440 $1,119,040 $868,561 
 
Net Assets         
Invested in 
Capital Assets net 
of debt $5,407,041 $5,102,728 $5,025,627 $4,606,817 $10,432,668 $9,709,545 $1,536,277 $1,458,990 
 
Restricted net 
Assets 0 33,029 0 0 0 33,029 0 0 
 
Unrestricted net 
Assets <1,573,726> <1,248,862> 1,632,680 1,527,654 58,954 278,792 104,950 400,287 
 
Total Net Assets $3,833,315 $3,886,895 $6,658,307 $6,134,471 $10,491,622 $10,021,366 $1,641,227 $1,859,277 
 



CITY OF COVINGTON, VIRGINIA 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

FOR THE YEAR ENDED JUNE 30, 2008 
 

 7

Financial Highlights of the Statement of Net Assets 
 
At the close of the fiscal year ended June 30, 2008, the assets of the City and its component-unit exceeded liabilities 
by $12,132,849 and for fiscal year ended June 30, 2007 the assets of the City and its Component Unit exceeded 
liabilities by $11,880,641 (Exhibit 1 of the Audit), which represents an increase in the amount of $252,208.  Of this 
amount for the fiscal year ended June 30, 2008, $163,904 may be used to meet the government’s ongoing 
obligations to creditors and citizens within each respective activity.  For example, the $104,950 unrestricted net 
assets in the Component Unit (School Board) cannot be used to support Governmental Activities or Business-type 
Activities. 
 
*Net assets of the City’s Governmental Activities for the government-wide statement for the fiscal year ended June 
30, 2008 were $3,833,315 and for the fiscal year ended June 30, 2007 were $3,886,894 (Exhibit 1 of the Audit), 
which represents a decrease in the amount of $<53,579> in net assets.  These amounts are unrestricted. 
 
*Net assets of the City’s Business-Type Activities for the fiscal year ended June 30, 2008 were $6,658,307 and for 
the fiscal year ended June 30, 2007 were $6,134,471 (Exhibit 1 of the Audit), which represents an increase in the 
amount of $523,836.  These amounts are unrestricted. 
 
*Net assets of the Component Unit (School Board) for the fiscal year ended June 30, 2008 were $1,641,227 and for 
the fiscal year ended June 30, 2007 were $1,859,277 (Exhibit 1 of the Audit), which represents a decrease in the 
amount of $<218,050>.  Due to legislative restrictions, the School Operating Fund must have a zero balance at the 
end of the fiscal year.  Therefore, only special funds (School Textbook, Grants, and Governor’s School) are allowed 
to carry monies into the following year. 
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Summary of Activities 
The following table shows the revenue and expenses of the governmental and business type activities and 
component unit (School Board) for the fiscal year ended June 30, 2008. 
Table 2 (Exhibit 2 of the Audit) Statement of Activities as of June 30, 2008 

 
Governmental Activities Business-Type Activities Total Primary Government 

Comp Unit 
(School Board) 

 2008 2007 2008 2007 2008 2007 2008 2007 
Revenues         
Program Revenues:         
 
Charges for Services $1,067,232 $1,080,915 $3,007,217 $2,866,992 $4,074,449 $3,947,907 $76,571 $118,044 
 
Operating Grants and Cont 3,076,482 2,343,564 0 0 3,076,482 2,343,564 6,442,413 6,568,149 
 
Capital Grants and Cont 0 439,038 2,800 2,275 2,800 441,313 0 112,013 
General Revenues:         
 
General Property Taxes 6,618,780 6,984,763 0 0 6,618,780 6,984,763 0 0 
 
Other Local Taxes 3,533,607 3,452,297 0 0 3,533,607 3,452,297 0 0 
Other (loss capital 
assets/transfers 293,433 242,893 <293,080> <271,868> 353 <28,975> 0 0 
Unrestricted revenues 
money/property 574,455 79,295 0 0 574,455 79,295 773 910 
Payments from City of 
Covington 0 0 0 0 0 0 4,101,435 4,031,574 
 
Miscellaneous 83,457 567,379 40,900 0 124,357 567,379 39,468 36,177 
Grants/Contributions (Not 
Restricted) 0 843,290 0 0 0 843,290 0 0 
 
     Total Revenues $15,247,446 $16,033,434 $2,757,837 $2,597,399 $18,005,283 $18,630,833 $10,660,660 $10,866,867 
Expenses:         
 
General Gov’t Admin $1,424,166 $1,348,829 $0 $0 $1,424,166 $1,348,829 $0 $0 
 
Judicial Administration 78,185 94,087 0 0 78,185 94,087 0 0 
 
Public Safety 2,775,875 1,806,434 0 0 2,775,875 1,806,434 0 0 
 
Public Works 3,824,813 2,859,288 2,221,220 2,157,591 6,046,033 5,016,879 0 0 
 
Health and Welfare 1,361,609 1,338,133 0 0 1,361,609 1,338,133 0 0 
 
Education 4,183,893 4,127,562 0 0 4,183,893 4,127,562 10,588,497 10,485,107 
Parks, Recreation & 
Cultural 1,220,322 1,162,741 0 0 1,220,322 1,162,741 0 0 
 
Community Development 107,562 131,916 0 0 107,562 131,916 0 0 
Interest on Long-Term 
Debt 894,475 225,605 0 0 894,475 225,605 0 0 
 
 0  0 0 0 0 0 0 
 
 0  0 0 0 0 0 0 
 
     Total Expenditures $15,870,900 $13,094,595 $2,221,220 $2,157,591 $18,092,120 $15,252,186 $10,588,497 $10,485,107 
 
Change in Net Assets $<623,454> $2,938,839 $536,617 $439,808 $<86,837> $3,378,647 $72,163 $381,760 
 
Transfers 293,080 256,674 <293,080> <283,207> 0 0 0 0 
 
Beginning Net Assets $4,456,769 $948,057 $6,121,690 $5,694,663 $10,578,459 $6,642,720 $1,569,064 $1,477,518 
 
     Ending Net Assets $3,833,315 $3,886,896 $6,658,307 $6,134,471 $10,491,622 $10,021,367 $1,641,227 $1,859,278 
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Governmental Activities 
 
The City’s total revenues from governmental activities were $15,247,446 for the fiscal year ended June 30, 2008.  
The City’s largest source of general revenue is property taxes, composed of real estate and personal property taxes, 
in the amount of $6,618,780.  The next largest source of general revenue is other local taxes, composed of local 
sales taxes, consumer’s utility taxes, business license taxes, consumption taxes, franchise license taxes, motor 
vehicle licenses, lodging and meals taxes, and recordation taxes.  See the chart below. 
 

Sources of Revenue for Fiscal Year 2008
Governmental Activities

Other

G rants/Contribution s
(No t Restric ted )

Operating  
Gran ts/Con trib utio ns

Un restricted  Revenu es 
Mo ney/Pro perty

Cap ital  Gran ts & 
Contribu tion s

Ch arges for Services

Other  Lo cal Taxes Transfers

General  P ro perty T axes

  
The City’s total expenses for governmental activities were $15,870,900 for the fiscal year ended June 30, 2008.  
The City’s largest area of expense is education in the amount of $4,183,893.  Education continues to be one of the 
City’s highest priorities and commitments as evidenced by the City’s contribution.  The next two largest areas of 
expenses are Public Works in the amount of $3,824,813 and Public Safety in the amount of $2,775,875.  These two 
areas provide services and protection to the citizens of The City of Covington.  Police protection and fire and rescue 
services continue to be of the highest priorities and commitments as evidenced by the City’s contributions.  Net 
asset in the governmental activities decreased $<623,454>.  See the chart on the following page. 
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Expenditures by Category for Fiscal Year 
2008

Heal th  & Welfare

Ju dicial  
Administration

G eneral  G overnmen t
Administr ation

Pu blic Works

Publ ic Safe ty

Pa rks, Recreatio n & 
Cul ture

In terest o n L on g-
Term DebtCommu ni ty 

Developmen t

Education

 
Business-Type Activities 
 
The City’s total revenue from business-type activities was $2,757,837 for the fiscal year ended June 30, 2008.  The 
City’s largest source of revenue is charges for services in the amount of $3,007,217.  There were also capital 
grants/contributions and transfers for <$249,380>.  See chart below. 

Sources of Revenue for Fiscal 
Year 2008

Char ges fo r 
Services

M isc/ transfers
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The City’s total expenses for business-type activities were $2,221,220.  The largest area of expense is the Water 
Filtration Plant and Water Distribution in the amount of $1,244,985.  The next area of expense is the Sewer Plant 
and Sewer Distribution in the amount of $976,235.  Net assets in the business-type activities increased $536,617.  
See chart below. 
 

Expenditures by Category for Fiscal 
Year 2008

Business-Type Activities

W astewater (Sewer ) 
Activi ty

Water Activity

 
Component Unit (School Board) 
 
The City’s total revenue from component unit (School Board) activities was $10,660,660 for the fiscal year ended 
June 30, 2008.  The City’s largest source of revenue is operating grants and contributions in the amount of 
$6,442,413.  See chart below. 

Sources of Revenue  for Fiscal Year 
2008

Component Unit (School Board)

Payments fro m Ci ty of 
Co vin gton

Cha rges fo r Services

Miscellaneo us

Cap ital  Gr ants/ 
Con tribu tion s

Ope rating  G rants an d 
Con trib utio ns
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The City’s total expenses for component unit (School Board) were $10,588,497.  Net assets in the component unit 
(School Board) increased by $72,163.  See chart below. 
 

Expenditures by Category for Fiscal Year 
2008

Component Unit (School Board)

E du cation
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Highlights of the Statement of Activities 
 
The Statement of Activities reveals some interesting facts.  Probably the most thought provoking is the original 
schedule that matches revenues and expenditures for a specific activity (Exhibit 2 of the Audit).  It shows the 
specific activity versus how much revenue is generated specifically for or by that activity and how much of the 
general revenues are used to finance the activity.  This is diametrically opposite of how traditional fund accounting 
has presented revenue.  Fund accounting has always presented revenue by source (local, state, and federal).  The 
following table presents the program revenue generated by each major activity and the general revenue required to 
meet operational cost of the respective activities.  See Table 3 and charts following. 
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Table 3 Activities – Program Revenues vs. Reliance on General Revenues to Fund Expenditures as of June 
30, 2008 (Exhibit 2 of the Audit) 
 

Activities Program Revenues 
Reliance on 

General Revenues Total Revenues 
 2008 2007 2008 2007 2008 2007 

 
Governmental Activities: 

      

 
   General Administration $789,561 $190,179 $634,605 $1,158,650 $1,424,166 $1,348,829 
 
   Judicial Administration 81,932 31,006 <3,747> 63,081 78,185 94,087 
 
   Public Safety 752,039 818,639 2,023,836 987,795 2,775,875 1,806,434 
 
   Public Works 1,516,850 1,494,544 2,307,963 1,364,744 3,824,813 2,859,288 
 
   Health & Welfare 821,809 809,306 539,800 528,827 1,361,609 1,338,133 
 
   Education 112,539 0 4,071,354 4,127,562 4,183,893 4,127,562 
 
   Parks, Recreation & Cultural 63,650 80,805 1,156,672 1,081,936 1,220,322 1,162,741 
 
   Community Development 5,334 439,038 102,228 <307,122> 107,562 131,916 
 
   Interest on Long-Term Debt 0 0 894,475 225,605 894,475 225,605 
 
   Total Governmental Activities $4,143,714 $3,863,517 $11,727,186 $9,231,078 $15,870,900 $13,094,595 
 
Business-Type Activities       
 
   Water $1,549,077 $1,446,041 $<304,092> <$245,110> $1,244,985 $1,200,931 
 
   Wastewater (Sewer) 1,460,940 1,423,226 <484,705> <466,566> 976,235 956,660 
 
   Total Business-Type Activities $3,010,017 $2,869,267 $<788,797> <$711,676> $2,221,220 $2,157,591 
 
   Total Primary Government $7,153,731 $6,732,784 $10,938,389 $8,519,402 $18,092,120 $15,252,186 
 
Component Unit (School Board):       
 
   Education $6,518,984 $6,798,206 $4,069,513 $3,686,901 $10,588,497 $10,485,107 
 
   Total Component Unit $6,518,984 $6,798,206 $4,069,513 $3,686,901 $10,588,497 $10,485,107 
 
Totals $13,672,715 $13,530,990 $15,007,902 $12,206,303 $28,680,617 $25,737,293 
 
Expenditures: 
Government Activities    Business-Type Activities    Primary Government    Component Unit      Total 
         $15,870,900  $2,221,220  $18,092,120          $10,588,497       $28,680,617  
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General Government Administration is 55.4% supported by 
Program Revenues and 44.6% supported by General Revenues.  
Program Revenue is mostly received from the Commonwealth of 
Virginia for the voting function, tax collection and assessment 
functions.  This category includes general and financial 
administration, taxing and collection functions, and voting 
functions. 
 

GOV'T ACTIVITIES BY
REVENUE SOURCE

GENERAL  GO V' T ADM INIST RAT ION

55%

45% Progr am

 Gen eral 

 
 
 
 
 
 

Judicial Administration is 100.0% supported by Program 
Revenues and 00.0% supported by General Revenues.  
Program Revenue is mostly received from the 
Commonwealth of Virginia and fines and forfeitures.  
Activities included in this category are the court system, 
serving of legal documents, prosecution, magistrate, and 
maintaining legal records.  All of these services are joint 
operations with the County of Alleghany. 

GOV'T ACTIVITIES BY
REVENUE SOURCE

JUDICIAL ADMINISTRATION

0.0%

100.0%

Program
General 

 
 
 
 
 
 

 
 GOV'T ACTIVITIES BY

REVENUE SOURCE
PUBLIC SAFETY

27.1%

72.9%

Program
General 

Public Safety is 27.1% supported by Program Revenues and 
72.9% supported by General Revenues.  Program Revenue is 
mostly received from the Commonwealth of Virginia and 
from County of Alleghany for Fire and First Aid Protection.  
This function includes law enforcement, fire and rescue, 
inspections, animal control, and emergency services.  Also, 
sheriff law enforcement, correction and detention, and 
probation are joint operations with the County of Alleghany. 
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l 

care program. 

Public Works is 39.7% supported by Program 
Revenues and 60.3% supported by General Revenues.  
Program Revenue is mostly received from the 
Commonwealth of Virginia and fees from landfill 
charges and wasted collection and disposal charges.  
This category includes engineering, streets, street 
lights, snow and ice removal, traffic engineering, street 
cleaning, refuse collection, refuse disposal, recycling, 
buildings and grounds, and motor vehicular 
maintenance. 

GOV'T ACTIVITIES BY
REVENUE SOURCE

PUBLIC WO RKS

60.3%

39.7% Progr am

Gen eral 

 
 

 
 
 
 
 
 

Health and Welfare is 60.4% supported by Program  
Revenues and 39.6% Supported by General Revenues.  
Program Revenue is mostly received from the 
Commonwealth of Virginia.  This category includes     

GOV'T ACTIVITIES BY
REVENUE SOURCE
HEALTH AND WELFARE

60.4%

39.6%

Program
General 

support to local health department, free clinic,  
community service board, human service transportation 
system, state and local hospital program, TAP, social 
services (joint operations with the County of Alleghany who 
bills the City of Covington for their share of expenses after 
netting off revenues received from State and Federa
sources), Safehomes, Jackson River Enterprises, Second 
Harvest Food Bank, and CSA foster 
 
 

 
 
 
Education is 2.7% supported by Program Revenues and 
97.3% supported by General Revenues.  On the Statement of 
Activities (Exhibit 2 of the Audit) local education is 
separated from the School Board activities.  This chart 
represents local funds and operating grants and contributions 
used to support City of Covington Schools. 

GOV'T ACTIVITIES BY
REVENUE SOURCE

EDUCATION

97.3%

Program
General 
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Parks, Recreation and Cultural Activities are 5.2% supported by 
Program Revenues and 94.8% supported by General Revenues.  
Program Revenue is mostly received from the Commonwealth of 
Virginia for support of the Alleghany Highlands Arts & Crafts Center 
and Alleghany Highlands Arts Council.  This category includes parks 
and recreation, senior citizens center, cemetery, League of Older 
Americans, Alleghany Highlands Arts Council, Alleghany Highlands 
Arts & Crafts Center, Virginia Museum of Transportation, and 
Regional Library. 

GOV'T ACTIVITIES BY
REVENUE SOURCE

PARKS, RECRE ATIO N & 
CULTURAL

5.2%

94.8%

Prog ram

Ge neral  

 
 
 
 
 
 
 

Community Development is 4.9% supported by Program 
Revenues and 95.1% supported by General Revenues.  
Program Revenue is mostly received by capital grants. This 
category includes planning commission, 
redevelopment/housing authority, zoning board, economic 
development, employment/training consortium, DSL 
Community College, Mountain Soil/Water Conservation 
District, and Virginia Cooperative Services. 

GOV'T ACTIVITIES BY
REVENUE SOURCE

COMMUNITY DEVELOPMENT

4.9%

95.1%

Program
General 

 
 
 
 
 

 GOV'T ACTIVITIES BY
REVENUE SOURCE

INTEREST ON LONG-TERM DEBT

100.0%

Program
General 

Interest on long-term debt is 100% supported by General 
Revenues.  This category includes interest on both school debt 
and general obligation debt. 
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omponent Unit (School Board) is 61.6% supported by Program 

, 

he Statement of Activities (Exhibit 2 of the Audit) also demonstrates very clearly how the difference between 

Water Activity is 100% supported by Program 
Revenues.  Program Revenue is derived from charges 
and fees to customers.  This category includes water 
filtration plant and water distribution. 

BUSINESS-TYPE ACTIVITIES BY
REVENUE SOURCE

WATER ACTIVITY

100.0%

0.0%
Program
General 

 
 
 
 
 
 
 
 
 
 

Wastewater (Sewer) Activity is 100% supported by Program 
Revenues.  Program Revenue is derived from charges and 
fees to customers.  This category includes sewage disposal 
plant and sewage collection and removal. 

BUSINESS-TYPE ACTIVITIES BY
REVENUE SOURCE

WASTEWATER (SEWER) ACTIVITY

100.0%

Program
General 

 
 
 
 
 
 
 
 

 
COMPONENT UNI T ACTIVITIES 

BY REVENUE SOU RCE
EDUCATION

38%

62%

Program
General 

C
Revenues and 38.4% supported by General Revenues.  Program 
Revenue is mostly received from the Commonwealth of Virginia
federal programs, and grants. 
 
 
 
 
 
 
 
 
 
 
T
expenditures and revenue leads to either an increase or decrease in net assets between years. 
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS 
 
The City of Covington uses fund accounting to ensure and demonstrate compliance with finance-related legal 
requirements.  The fund financial statements provide more detailed information about the City’s most significant 
funds.  This will be a more familiar view to traditional users of government financial statements; however, there are 
still significant changes in these statements to meet the requirements of GASB No. 34.  Except for major funds as 
defined by GASB No. 34, all other special funds have been rolled into the general fund. 
 
Government Funds 
 
The focus of Covington’s governmental funds is to provide information on near-term inflows, outflows, and 
balances of spendable resources.  Such information is useful in assessing the City’s financing requirements.  In 
particular, unreserved fund balance may serve as a useful measure of a City’s net resources available at the end of a 
fiscal year.  The governmental funds include the general fund and other governmental funds, which is comprised of 
the special revenue funds and capital project funds. 
 
The General Fund is the chief operating fund of the City.  The fund balance at the end of FY 2008 was in the 
amount of $2,775,978 and at the end of FY 2007 was in the amount of $2,282,812, which represents an increase in 
the amount of $493,166.  Property taxes generated the majority of General Fund Revenues, which totaled                 
$6,949,940 in FY 2008 and totaled $6,705,292 in FY 2007, which represents an increase of $244,648.  At the end of 
FY 2008, total revenues in the General Fund were $14,853,966 and at the end of FY 2007 were $15,690,946, which 
represents a decrease of $<836,980>.  At the end of FY 2008 total expenditures in the General Fund were                
$15,806,566 and at the end of FY 2007 were $15,705,165, which represents an increase of $101,401.  This resulted 
at the end of FY 2008 excess expenditures over revenues in the amount of $<952,600> and at the end of FY 2007 
excess expenditures over revenue in the amount of $<14,218>.  At the end of FY 2008 excess expenditures over 
revenues plus other financing sources resulted in a net change in fund balance in the amount of $370,774 and at the 
end of FY 2007 excess revenue over expenditures plus other financing sources resulted in a net change in fund 
balance in the amount of $484,287.  At the end of FY 2008, this amount $370,774 plus the beginning fund balance 
in the amount of $2,405,204 resulted in an ending fund balance in the amount of $2,775,978 and at the end of FY 
2007, this amount $484,287 plus the beginning fund balance in the amount of $1,798,525 resulted in an ending fund 
balance in the amount of $2,282,812.  See the charts on the following page. 
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SUMMARY OF FUND FINANCIAL STATEMENTS 
Changes in Fund Balances 
Condensed Information – Governmental Funds 
(Exhibit 5 of the Audit) 
 

 General General 
 2008 2007 
 
Total Revenues $14,853,966 $15,690,947 
 
Total Expenditures 15,806,566 15,705,165 
 
Excess of Revenues over Expenditures $<952,600> $<14,218> 
 
Other Financing Sources $1,323,374 $498,505 
 
Net Change in Fund Balance $370,774 $484,287 
 
Fund Balance – Beginning  2,405,204 1,798,525 
 
Fund Balance – Ending  $2,775,978 $2,282,812 

 
Reconciliation of Governmental Funds to Statement of Net Assets 
(Exhibit 4 of the Audit) 
 

 2008 2007 
Total Fund Balances per Exhibit 3 – Governmental Funds $20,279,839 $2,282,812
  
Capital Assets used in governmental activities are not financial 
resources and, therefore, are not reported in the funds 19,722,781 9,909,626
  
Other long-term assets are not available to pay for current-period 
expenditures, and therefore, are deferred in the funds 983,463 655,986
  
Long-term liabilities, including bonds payable, are not due and 
payable in the current period and, therefore, are not reported in the 
funds <37,152,768> <8,961,529>
  
Net Assets of governmental activities $3,833,315 $3,886,895
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Proprietary Fund 
 
Proprietary funds are classified as either enterprise or internal service funds.  The City’s proprietary funds are 
comprised of water and sewer operations.  The City accounts for water and sewer operations are classified as 
enterprise funds.  The City proprietary fund statements provide the same type of information found in the 
government-wide financial statements, but in more detail. 
 
Water Fund 
 
The Water Fund at the end of FY 2008 had net operating revenues in the amount of $1,547,327, total operating 
expenses in the amount of $<1,202,572> and non-operating revenues expenses and transfers out in the amount of     
$<159,743>, which resulted in a change of net assets in the amount of $185,012.  The Water Fund at the end of FY 
2007 had operating revenues in the amount of $1,447,024, total operating expenses in the amount of$<1,147,691>, 
and non-operating revenues expenses and transfers out the amount of $<177,455>, which resulted in a change of net 
assets in the amount of $121,878. 
 
Sewer Fund 
 
The Sewer Fund at the end of FY 2008 had operating revenues in the amount of $1,500790, total operating expenses 
in the amount of $<912,713>, and non-operating revenues expenses and transfers out the amount of    $<236,472>,      
which resulted in a change of net assets in the amount of $351,605.  The Sewer Fund at the end of FY 2007 had 
operating revenues in the amount of $1,431,307, total operating expenses in the amount of $<876,514>, and non-
operating revenues expenses and transfers in/out in the amount of $<236,863>, which resulted in a change of net 
assets in the amount of $317,930. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

THIS SPACE LEFT INTENTIONALLY BLANK 
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GENERAL FUND BUDGETARY HIGHLIGHTS 
 
Condensed Information 
(Exhibit 10 of the Audit) 
 
 Original 

Budget 
Amended 

Budget 
 

Actual 
Revenues:    
           Taxes 10,899,278 10,899,278 10,483,547 
           Intergovernmental 2,671,153 3,838,974 2,963,943 
           Other 1,200,416 1,247,815 1,406,476 
           Bond/Capital Leases Proceeds, etc.  5,500 5,500 1,030,294 
           Transfers 296,000 520,124 293,080 
                     Total Revenues/Other Financing Sources 15,072,347 16,511,691 16,177,340 
    
Expenditures and Transfers:    
           Expenditures 15,072,347 16,511,691 15,806,566 
           Transfers 0 0 0 
                       Total Expenditures and Transfers 15,072,347 16,511,691 15,806,566 
               
                            
Change in Fund Balance 0 0 370,774 
 
During the fiscal year 2008, City Council amended the budget.  These budget amendments or supplemental 
appropriation ordinances were primarily for the following purposes: 
 

• Appropriation for projects and programs authorized in FY 2007 but were not spent in FY 2007 
(Transportation Enhancement Grant, Homeland Security Grant, Southeast Rural Community 
Assistance Grant, OEMS Consolidated Grant, and Bryne Justice Assistance Grant)  

• Appropriation for additional grant funds received ( E911 Wireless-PSAP Grant, DMV Grant, 
OEMS Consolidated Grants, Alleghany Foundation, Law Enforcement Terrorism Prevention Grant, 
Homeland Security Grant, Southeast Rural Community Assistance Grant, Economic Development 
Tourism Trail Grant, Bryne Justice Assistance Grant, and New Schools Facilities Project ) 

• Appropriation for additional funding for Allehany Highlands Community Service Board 
• Appropriation for Progam Income Fund  
• Appropriation for additional funding for Ambulance/Rescue Services for local match for pagers, 

rescue jacks, extrication suits, boots and helmets    
• Appropriation for additional funding between budget functions for Joint Operations, City Council, 

City Manager, Housing Authority, and Transfers and Reserves  
• Appropriation for additional funding City Council Hospitality Fund 
• Appropriation for Parks and Recreation for “Magic in Mountains” Festive  
• Appropriation for additional funding for Economic Development Contributions 
• Appropriation for additional funding for Alleghany Highlands CSA Foster Care Program 
• Appropriation for funding YMCA 
• Appropriation for Independent Auditor 
• Appropriation for additional funding Probation Office 
• Appropriation for additional funding Fire Department repairs of Fire Truck
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CAPITAL ASSETS AND LONG TERM DEBT 
 
The City of Covington had an investment in capital assets (net of accumulated depreciation) as of June 30, 2008 for 
the Governmental Activities in the amount of $19,722,781 and as of June 30, 2007 in the amount of $10,002,229, 
which represents an increase in the amount of $9,720,482.  The City of Covington had an investment in the capital 
assets (net of accumulated depreciation as of June 30, 2008 for Business-Type Activities (Water and Wastewater 
(Sewer) in the amount of $7,677,499 and as of June 30, 2007 in the amount of $7,899,561, which represents a 
decrease in the amount of $<222,062>.  The City of Covington had an investment in capital assets (net of 
accumulated depreciation) as of June 30, 2008 for the Component Unit (School Board) in the amount of $1,536,277           
and as of June 30, 2007 in the amount of $1,366,317, which represents a increase in the amount of $169,960, for 
which the City of Covington does not have a financial debt obligation.  All debt associated with these assets have 
been paid. 
 
The governmental activities long-term debt (See Note 7) has a balance of $36,491,475 as of June 30, 2008.  This 
amount is $27,581,496 more than the balance on July 1, 2007.  This $27,581,496 increase was due to the following 
factors: (1) Issuances of General Obligation Bonds in the amount of $959,000.  (2) Issuances of a deferred amount 
on refunding in the amount of $4,175.  (3) Issuances of Bond Anticipation Notes in the amount of $15,086,250.  (4) 
Issuances of Lease Revenue Bond in the amount of $11,215,540. (5) Issuances for Capital Leases in the amount of 
$70,941. (6) Issuances of Landfill Closure/Post Closure Liability in the amount of $812,450.  (7) Retirement of 
General Obligation bonds in the amount of $<323,608>. (8) Retirement of Literary Loans in the amount of 
$<72,500 >. (9) Retirement of Capital Leases in the amount of $<164,692>.  (10) Retirement of Compensated 
Absences in the amount of $<6,060>.  
 
The business-type activities-Water and Wastewater (Sewer) long-term debt has a balance of $2,700,650 as of June 
30, 2008 (See Note 7).  This amount is $<638,080> less than the balance on July 1, 2007.  This$<638,080> 
decrease was due to the following factors: (1) Issuance of Compensated Absences in the amount of $2,791. (2) 
Retirement of deferred amount on refunding in the amount of $8,830.  (3) Retirement of Revenue bonds – Water 
and Wastewater (Sewer) in the amount of $<649,701>.  
 
The component unit activities (School Board) long-term debt has a balance of 87,412 as of June 30, 2008 (See Note 
9).  This amount is $5,124 more than the balance on July 1, 2007.  This $5,124 increase was due to the following 
factor:  (1) Issuance of Compensated Absences in the amount of $5,124. 
 
 
 
 
 
 
 
 

THIS SPACE LEFT INTENTIONALLY BLANK 
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The City maintains the following ratings on its Bonding Programs: 
 

BONDING PROGRAM STANDARD AND POOR MOODY’S 
General Obligation Series 1998 Regional Jail, Landfill, City Hall 
General Obligation Series 2005 Regional Jail and City Hall (non-rated) “AAA” “Aaa” 

General Obligation Series 1994A School Bond “A”  

General Obligation Series 2004A Water and Sewer (non-rated) “A”  
 
A summary of capital assets and long-term debt follows: 
 

Capital Assets (Net of Accumulated Depreciation) 

 Governmental Business-Type Component Unit 
(School Board) 

2008 2007 2008 2007 2008 2007 
Non-Depreciable 
Assets:  
Land $1,292,606 $1,292,607 0 0 $451,124 $451,124
Construction in 
Progress 10,182,797 0 0 0 271,803 266,000
  
Other Capital Assets:  
Building and Systems 8,614,863 8,362,991 0 0 1,618,937 1,521,335
Water and Wastewater 
(Sewer Plant) Systems 0 0 15,567,807 15,469,435 0 0
Machinery and 
Equipment 6,530,766 6,315,835 0 0 862,038 860,745
Accumulated 
Depreciation <6,898,251> <5,969,134> <7,890,308> <7,569,874> <1,667,625> <1,732,887>
  
                Totals $19,722,781 $10,002,299 $7,677,499 $7,899,561 $1,536,277 $1,366,317
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



CITY OF COVINGTON, VIRGINIA 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

FOR THE YEAR ENDED JUNE 30, 2008 
 

 25

 
 
 
 

Governmental Activities Debt 
 Balance 

July 1 Issuances Retirements 
Balance 
June 30 

2007 2006 2008 2007 2008 2007 2008 2007 
General 
Obligation Bonds $3,692,000 $4,089,000 $959,000 $0 $<323,608> $<307,000> $4,327,392 $3,782,000 
Deferred Amt on 
refunding <99,510> <103,686> 4,175 0 0 0 <95,335> <103,686> 
Literary Loans 362,500 435,000 0 0 <72,500> <72,500> 290,000 362,500 
Promissory Note 0 120,125 0 0 0 <120,125> 0 0 
Bond 
Anticipation Note 0  15,086,250 0 0 0 15,086,250  
Lease Revenue 
Bond 0  11,215,540  0 0 11,215,540  
Capital Leases 
(Note 8) 864,782 731,759 70,941 89,168 <164,692> 0 771,031 820,927 
Landfill closure/ 
postclosure 
Liability 3,852,842 3,868,373 812,450 0 0 <15,530> 4,665,292 3,852,843 
Compensated 
Absences 237,365 219,657 0 17,708 <6,060> 0 231,305 237,365 

Total $8,909,979 $9,360,228 $28,148,356 $106,876 $<566,860> $<515,155> $36,491,475 $8,951,949 
 
 

Business-Type Activities Debt – Water and Wastewater (Sewer) 
 Balance 

July 1 Adj. Issuances Retirements 
Balance 
June 30 

2007 2006   2008 2007 2008 2007 2008 2007 
Revenue 
Bonds $ $3,982,460 $0 

$
0 $0 $0 $<> $<627,905> $ $3,354,555 

Deferred amt 
on Refunding <> <70,640> 0 0 0 0  8,830 <> <61,810> 
Compensated 
Absences  41,112 0 0  4,875 0 0  45,987 

Total $ $3,952,932 0 0 $ $4,875 $<> $<619,075> $ $3,338,732 
 
 

Component Unit Activities (School Board) 
 Balance 

July 1 Adjustments Issuances Retirements 
Balance 
June 30 

2007 2006 2008 2007 2008 2007 2008 2007 2008 2007 
General Obligation Bonds 0 0 0 0 0 0 0 0 0 0 
Literary Bonds 0 0 0 0 0 0 0 0 0 0 
Compensated Absences  73,809 0 0 0 8,479 <> 0  82,288 

Total $ $73,809 $0 $0 $0 $8,479 $<> $0 $ $82,288 
 
 
*All debt used to finance School Capital Assets has been assumed by the Governmental Activities. 
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET 
 
All of the following factors were considered in preparing the City of Covington’s budget for FY 08-09: 
 

• The unemployment rate for the City of Covington in June 2008 was 6.8%.   
• The development of the FY 2009 budget was very challenging.  In an effort to balance the budget without 

an increases to the taxpayers of the City of Covington, the following changes were instituted in the FY 
2008-2009 budget: 

o All funding for City Departments in the FY 2008-2009 budget were funded with a minimal 
increase.  

o Most requests by City Departments for capital improvements, which were included in the five-year 
capital improvement plan, were delayed until next budget year. 

o Employees were given a 2.0% cost-of-living adjustment in salaries.  Employees had to pay an 
additional 5% of the health insurance premiums plus all the renewal increases in health insurance 
premiums. 

o Retirement and life insurance rates for City employee were reduced resulting in a savings of 
$114,664. 

o Travel was cut for staff to attend only required meetings for certification and education. 
o All agencies contributions were level funded and the School Board local contributions were 

increase by $127,064.  
o Reduction of State Aid to Local Governments, resulted in additional budget cuts.  

• The City of Covington was designated as an Urban Enterprise Zone.  This designation results in tax 
incentive for new businesses or expanding businesses in this area.  In the FY 2008 two existing businesses 
are taking advantage of this opportunity.   

• The City has developed, with local funds and local grants, Jackson River Sports Complex.  This complex 
has had a positive impact on revenues in FY 2008-2009 Budget.  Many activities are held at this complex as 
well as other fields, resulting in increase revenues in sales tax, hotel and motel room taxes, restaurant food 
taxes, concession rentals, and rental of facilities.  Beginning in early Spring and continuing thru Fall, every 
weekend youth baseball, adult softball, and girls’ fast pitch are played on City fields.  The City of 
Covington gained the Blue Ridge Region III High School Tournament, which will have positive impact on 
local revenues.  The City of Covington has obtained a college baseball league know as The Lumberjacks.  
This league has a positive impact on local revenue.  There are 30 new residents from Memorial Day 
weekend until the first week of August.  Also, local businesses have a positive impact by increased sales. 

• The City has constructed, with local funds and local grants, a new Municipal Swimming Pool.  This new 
pool has had a positive impact on revenues in FY 2008-2009 Budget, such as increases in swimming pool 
fees, concession rentals, and rental of facilities. 

• Recreation tourism has contributed to the local economy in a positive way. 
• The City Manager is actively seeking economic development.  There are positive interest in The City of 

Covington, which if they materialize will bring increased revenues and job opportunities. 
 
All of the above cuts, increased revenues, and economic factors have resulted in an increase of $276,961($127,064 
Schools and $149,897 City Departments) of funding in the General Fund FY 2008-2009 Budget. 
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REQUESTS FOR INFORMATION 
 
This financial report is designed to provide citizens, taxpayers, customers, investors, and creditors with a general 
overview of the City’s finances and to demonstrate the City’s accountability for the funds it receives.  Questions 
concerning any of the information provided in this report or requests for additional financial information should be 
addressed to:  The City of Covington, Central Accounting Office, 333 West Locust Street, Covington, VA  24426. 


