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Section I:
Independent Service Auditors' Report
Great-West Life & Annuity Insurance Company
Greenwood Village, Colorado
Scope

We have examined the description of the system of Great-West Life & Annuity Insurance Company ("GWL&A"),
specific to the business conducted under GWL&A's brand name Empower Retirement (hereafter, referred to as
"Empower" or the "Service Organization"), and related subsidiary companies Great-West Life & Annuity
Insurance Company of New York ("GWL&ANY''), Great-West Trust Company, LLC ("Great-West Trust"), and
EMJAY Corporation ("EMJAY"), related to defined contribution plan recordkeeping services and related general
computer controls, excluding transactions processed by user entity call centers, for processing user entities'
transactions throughout the period October 1, 2017 to September 30, 2018 (the "Description'') and the
suitability of the design and operating effectiveness of controls included in the Description to achieve the related
control objectives also included in the Description, based on the criteria identified in Section II (the "Assertion").
The controls and control objectives included in the Description are those that management of Empower believes
are likely to be relevant to user entities' internal control over financial reporting and the Description does not
include those aspects of the system of Empower that are not likely to be relevant to user entities' internal control
over financial reporting.
The information in Section V of the report, "Other Information Provided by the Service Organization" that
describes management's response to exceptions noted, disaster recovery and business resumption plans,
Advised Assets Group, and hybrid plans, is presented by management of Empower to provide additional
information and is not a part of Empower's description of its system made available to user entities during the
period October 1, 2017 through September 30, 2018. Information about management's response to exceptions
noted, disaster recovery and business resumption plans, Advised Asset Group, and hybrid plans has not been
subjected to the procedures applied in the examination of the description of the system and of the suitability of
the design and operating effectiveness of controls to achieve the related control objectives stated in the
description of the system and, accordingly, we express no opinion on it.
The Service Organization uses BlackLine Systems to host and maintain the BlackLine reconciliation application;
Allied Universal for physical security for the period October 1, 2017 through March 3, 2018 and Advantage
Security beginning March 4, 2018; and Great-West Life & Annuity - Fund Administration for investment
accounting and administrative services as they apply to plans' separately managed accounts (collectively the
"subservice organizations"). The Description in Section III includes only the controls and related control
objectives of Empower and excludes the control objectives and related controls of the subservice organizations.
The Description also indicates that certain control objectives specified by Empower can-be achieved only if
complementary subservice organization controls assumed in the design of the Service Organization's controls
are suitably designed and operating effectively, along with the related controls at Empower. Our examination
did not extend to controls of the subservice organizations or their functions, and we have not evaluated the
suitability of the design or operating effectiveness of such complementary subservice organization controls.
The Description indicates that certain control objectives specified in the Description can be achieved only if
complementary user entity controls contemplated in the design of the Service Organization's controls are
suitably designed and operating effectively, along with related controls at the Service Organization. Our
examination did not extend to such complementary user entity controls and we have not evaluated the suitability
of the design or operating effectiveness of such complementary user entity controls.
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Service Organization's responsibilities

In Section II, Empower has provided an assertion about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description. The Service Organization is responsible for preparing the Description and for its
assertion, including the completeness, accuracy, and method of presentation of the Description and the
assertion, providing the services covered by the Description, specifying the control objectives and stating them
in the Description, identifying the risks that threaten the achievement of the control objectives, selecting the
criteria stated in the assertion, and designing, implementing, and documenting controls that are suitably
designed and operating effectively to achieve the related control objectives stated in the Description.
Service Auditors' responsibilities

Our responsibility is to express an opinion on the fairness of the presentation of the Description and on the
suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description, based on our examination. Our examination was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants (AICPA). Those
standards require that we plan and perform our examination to obtain reasonable assurance about whether, in
all material respects, based on the criteria in management's assertion, the Description is fairly presented and
the controls were suitably designed and operating effectively to achieve the related control objectives stated in
the Description throughout the period October 1, 2017 to September 30, 2018. We believe that the evidence
we obtained is sufficient and appropriate to provide a reasonable basis for our opinion.
An examination of a description of a service organization's system and the suitability of the design and operating
effectiveness of controls involves:
•

Performing procedures to obtain evidence about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control
objectives stated in the Description, based on the criteria in management's assertion.

•

Assessing the risks that the Description is not fairly presented and that the controls were not suitably
designed or operating effectively to achieve the related control objectives stated in the Description.

•

Testing the operating effectiveness of those controls that management considers necessary to provide
reasonable assurance that the related control objectives stated in the Description were achieved.

•

Evaluating the overall presentation of the Description, suitability of the control objectives stated
therein, and the suitability of the criteria specified by the service organization in its assertion.

Inherent limitations

The Description is prepared to meet the common needs of a broad range of user entities and their auditors who
audit and report on user entities' financial statements and may not, therefore, include every aspect of the
system that each individual user entity may consider important in its own particular environment. Because of
their nature, controls at a service organization may not prevent, or detect and correct, all misstatements in
processing or reporting transactions. Also, the projection to the future of any evaluation of the fairness of the
presentation of the Description, or conclusions about the suitability of the design or operating effectiveness of
the controls to achieve the related control objectives, is subject to the risk that controls at a service organization
may become ineffectiv~
Description of tests of controls

The specific controls tested and the nature, timing, and results of those tests are listed in Section IV of the
report.
Emphasis of a matter

The Service Organization states in its Description that it has controls in place to provide reasonable assurance
that Mass Conversions are authorized, and are recorded and processed accurately, completely, and in a timely
manner. However, as noted in Section IV of the report, there were no Mass Conversions during the period
October 1, 2017 through September 30, 2018; therefore, we did not perform any tests of operating
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effectiveness of controls related to the control objective "Controls provide reasonable assurance that Mass
Conversions are recorded and processed accurately, completely, and in a timely manner."
Opinion

In our opinion, except for the matter referred to in the preceding paragraph, in all material respects, based on
the criteria described in the Service Organization's assertion in Section II of the report:
a.

The Description fairly presents the system related to defined contribution plan recordkeeping services and
related general computer controls, excluding transactions processed by user entity call centers, for
processing user entities' transactions that was designed and implemented throughout the period October
1, 2017 to September 30, 2018.

b.

The controls related to the control objectives stated in the Description were suitably designed to provide
reasonable assurance that the control objectives would be achieved if the controls operated effectively
throughout the period October 1, 2017 to September 30, 2018, and subservice organizations and user
entities applied the complementary controls assumed in the design of the Service Organization's controls
throughout the period October 1, 2017 to September 30, 2018.

c.

The controls operated effectively to provide reasonable assurance that the control objectives stated in the
Description were achieved throughout the period October 1, 2017 to September 30, 2018 if
complementary subservice organization controls and complementary user entity controls assumed in the
design of Empower's controls operated effectively throughout the period October 1, 2017 to September
30, 2018.

Restricted use

This report, including the description of tests of controls and results thereof in Section IV, is intended solely for
the information and use of management of the Service Organization, user entities of the Service Organization's
system related to defined contribution plan recordkeeping services and related general computer controls,
excluding transactions processed by user entity call centers, during some or all of the period October 1, 2017
through September 30, 2018, and the independent auditors who audit and report on such user entities' financial
statements or internal control over financial reporting and have a sufficient understanding to consider it, along
with other information including information about controls implemented by user entities themselves, when
assessing the risks of material misstatements of user entities' financial statements. This report is not intended
to be and should not be used by anyone other than these specified parties.

November 1, 2018

3

...
EMPOWER
RETIREMENT"

January 14, 2019
Great-West Life & Annuity Insurance Company

We are providing this letter In connection with Great-West Life & Annuity Insurance Company, specific
to the business conducted under Empower Retirement and related subsidiary companies Great-West
Life & Annuity Insurance Company of New York. Great-West Trust Company, LLC, and Emjay
Corporation service auditor's report for defined contribution pJan recordkeeping services and related
general computer controls,·dated November 1, 2018, and as-of September 30, 2018. We understand
the objective of your Interest is to determine for the period of October 1, 2018 to December 31, 2018,
whether:

•

The description provided in the service auditors report presents fairly, in all material respects.
iEmpower Retirement's controls that may be relevant to a user organization's internal control as
it relates lo an audit of financial statements.

•

The controls. as described in the service auditor's report, were suitably designed to provide
reasonable assurance that the specified control objectives would be achieved, if the described
controls were complied with satisfactorily.

•

Management Is aware of any significant changes to the control environment during the period

which may result in controls no longer suitably designed to achieve the specified control
objective.
We confirm that we are responsible for establishing and maintaining appropriate controls relating to
Empower Retirement's defined contribution plan recordkeeping services and related general computer
controls. We also confirm, to the best of our knowledge and belief, the following for the period October
1, 2018 to December 31 , 2018:

1

•

We have established and maintained appropriate controls relallng to Empower Retirement's
defined contribution plan recordkeeping services and related general computer controJs.

•

We believe the description provided in the service auditors' report presents fairly, in all material
respects, · the asp~cts of Empower Retirement's controls that may be relevant to a user
organization's internal control as it relates to an audit of financial statement.

•

We believe the controls described (including both service organization and user organization
controls) were suitably designed to provide reasonable assurance that the specified control
objectives would be achieved, if the described controls were complied with satisfactorily.

8515 E. Ordlard Raad
Greenwood ViRage. CO 80111
empower-(llirement com
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•

We are not aware of any significant changes to the control environment during the period which
may resull in controls no longer operating with sufficient effectiveness to provide reasonabte,
but not absolute. assurance that the specified control objectives were achieved.

sident and Chief fnformation Officer

_d-~- -

James Gearin, Senior Vice President, Retirement Services Operalions

8515 E. Orchard Road
Greenwood Village, CO 80111

1empower-renremenLcom

Insurance pmch!dJ oft'erad by Great.West Life & Annutty lnSllnllll:8 Company, Colporate Office Greenwood VI/age, CO; or In NtM Vo!lc. by Great-West Life & AMuity
lns1Jrance ~lllf)IM)' of New Yortc. Hom& Oll'JCe: Whltll Plalns, NY.
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Section I:
Independent Service Auditors' Report
Great-West Life & Annuity Insurance Company
Greenwood Village, Colorado

Scope
We have examined the description of the system of Great-West Life & Annuity Insurance Company ("GWL&A"),
specific to the business conducted under GWL&A's brand name Empower Retirement (hereafter, referred to as
"Empower" or the "Service Organization''), and related subsidiary companies Great-West Life & Annuity
Insurance Company of New York ("GWL&ANY"), Great-West Trust Company, LLC ("Great-West Trust''), and
EMJAY Corporation ("EMJAY''), related to defined contribution plan recordkeeping services and related general
computer controls, excluding transactions processed by user entity call centers, for processing user entities'
transactions throughout the period October 1, 2017 to September 30, 2018 (the "Description'') and the
suitability of the design and operating effectiveness of controls included in the Description to achieve the related
control objectives also included in the Description, based on the criteria identified in Section II (the "Assertion").
The controls and control objectives included in the Description are those that management of Empower believes
are likely to be relevant to user entities' internal control over financial reporting and the Description does not
include those aspects of the system of Empower that are not likely to be relevant to user entities' internal control
over financial reporting.
The information in Section V of the report, "Other Information Provided by the Service Organization" that
describes management's response to exceptions noted, disaster recovery and business resumption plans,
Advised Assets Group, and hybrid plans, is presented by management of Empower to provide additional
information and is not a part of Empower's description of its system made available to user entities during the
period October 1, 2017 through September 30, 2018. Information about management's response to exceptions
noted, disaster recovery and business resumption plans, Advised Asset Group, and hybrid plans has not been
subjected to the procedures applied in the examination of the description of the system and of the suitability of
the design and operating effectiveness of controls to achieve the related control objectives stated in the
description of the system and, accordingly, we express no opinion on it.
The Service Organization uses Blackline Systems to host and maintain the Biackline reconciliation application;
Allied Universal for physical security for the period October 1, 2017 through March 3, 2018 and Advantage
Security beginning March 4, 2018; and Great-West Life & Annuity - Fund Administration for investment
accounting and administrative services as they apply to plans' separately managed accounts (collectively the
"subservice organizations"). The Description in Section III includes only the controls and related control
objectives of Empower and excludes the control objectives and related controls of the subservice organizations.
The Description also indicates that certain control objectives specified by Empower can be achieved only if
complementary subservice organization controls assumed in the design of the Service Organization's controls
are suitably designed and operating effectively, along with the related controls at Empower. Our examination
did not extend to controls of the subservice organizations or their functions, and we have not evaluated the
suitability of the design or operating effectiveness of such complementary subservice organization controls.
The Description indicates that certain control objectives specified in the Description can be achieved only if
complementary user entity controls contemplated in the design of the Service Organization's controls are
suitably designed and operating effectively, along with related controls at the Service Organization. Our
examination did not extend to such complementary user entity controls and we have not evaluated the suitability
of the design or operating effectiveness of such complementary user entity controls.
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Service Organization's responsibilities

In Section II, Empower has provided an assertion about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description. The Service Organization is responsible for preparing the Description and for its
assertion, including the completeness, accuracy, and method of presentation of the Description and the
assertion, providing the services covered by the Description, specifying the control objectives and stating them
in the Description, identifying the risks that threaten the achievement of the control objectives, selecting the
criteria stated in the assertion, and designing, implementing, and documenting controls that are suitably
designed and operating effectively to achieve the related control objectives stated in the Description.
Service Auditors' responsibilities

Our responsibility is to express an opinion on the fairness of the presentation of the Description and on the
suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description, based on our examination. Our examination was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants (AICPA). Those
standards require that we plan and perform our examination to obtain reasonable assurance about whether, in
all material respects, based on the criteria in management's assertion, the Description is fairly presented and
the controls were suitably designed and operating effectively to achieve the related control objectives stated in
the Description throughout the period October 1, 2017 to September 30, 2018. We believe that the evidence
we obtained is sufficient and appropriate to provide a reasonable basis for our opinion.
An examination of a description of a service organization's system and the suitability of the design and operating
effectiveness of controls involves:
•

Performing procedures to obtain evidence about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control
objectives stated in the Description, based on the criteria in management's assertion.

•

Assessing the risks that the Description is not fairly presented and that the controls were not suitably
designed or operating effectively to achieve the related control objectives stated in the Description.

•

Testing the operating effectiveness of those controls that management considers necessary to provide
reasonable assurance that the related control objectives stated in the Description were achieved.

•

Evaluating the overall presentation of the Description, suitability of the control objectives stated
therein, and the suitability of the criteria specified by the service organization in its assertion.

Inherent limitations

The Description is prepared to meet the common needs of a broad range of user entities and their auditors who
audit and report on user entities' financial statements and may not, therefore, include every aspect of the
system that each individual user entity may consider important in its own particular environment. Because of
their nature, controls at a service organization may not prevent, or detect and correct, all misstatements in
processing or reporting transactions. Also, the projection to the future of any evaluation of the fairness of the
presentation of the Description, or conclusions about the suitability of the design or operating effectiveness of
the controls to achieve the related control objectives, is subject to the risk that controls at a service organization
may become ineffective.
Description of tests of controls

The specific controls tested and the nature, timing, and results of those tests are listed in Section IV of the
report.
Emphasis of a matter

The Service Organization states in its Description that it has controls in place to provide reasonable assurance
that Mass Conversions are authorized, and are recorded and processed accurately, completely, and in a timely
manner. However, as noted in Section IV of the report, there were no Mass Conversions during the period
October 1, 2017 through September 30, 2018; therefore, we did not perform any tests of operating
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effectiveness of controls related to the control objective "Controls provide reasonable assurance that Mass
Conversions are recorded and processed accurately, completely, and in a timely manner."
Opinion

In our opinion, except for the matter referred to in the preceding paragraph, in all material respects, based on
the criteria described in the Service Organization's assertion in Section II of the report:
a.

The Description fairly presents the system related to defined contribution plan recordkeeping services and
related general computer controls, excluding transactions processed by user entity call centers, for
processing user entities' transactions that was designed and implemented throughout the period October
1, 2017 to September 30, 2018.

b.

The controls related to the control objectives stated in the Description were suitably designed to provide
reasonable assurance that the control objectives would be achieved if the controls operated effectively
throughout the period October 1, 2017 to September 30, 2018, and subservice organizations and user
entities applied the complementary controls assumed in the design of the Service Organization's controls
throughout the period October 1, 2017 to September 30, 2018.

c.

The controls operated effectively to provide reasonable assurance that the control objectives stated in the
Description were achieved throughout the period October 1, 2017 to September 30, 2018 if
complementary subservice organization controls and complementary user entity controls assumed in the
design of Empower's controls operated effectively throughout the period October 1, 2017 to September
30, 2018.

Restricted use

This report, including the description of tests of controls and results thereof in Section IV, is intended solely for
the information and use of management of the Service Organization, user entities of the Service Organization's
system related to defined contribution plan recordkeeping services and related general computer controls,
excluding transactions processed by user entity call centers, during some or all of the period October 1, 2017
through September 30, 2018, and the independent auditors who audit and report on such user entities' financial
statements or internal control over financial reporting and have a sufficient understanding to consider it, along
with other information including information about controls implemented by user entities themselves, when
assessing the risks of material misstatements of user entities' financial statements. This report is not intended
to be and should not be used by anyone other than these specified parties.

November 1, 2018
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January 14, 2019
Great-West Life & Annuity Insurance Company
We are providing this letter In connection with Great-West Life & Annuity Insurance Company, specific
to the business conducted under Empower Retirement and related subsidiary companies Great-West
Life & Annuity Insurance Company of New York, Great-West Trust Company, LLC, and Emjay
Corporation serv;ce auditor's report for defined contribution plan recordkeeping services and related
general computer controls, dated November 1, 2018, and as-of September 30, 2018. We understand
the objective of your Interest is to determine for the period of October 1, 2018 to December 31, 2018,
whether:
•

The description provided in the service auditor's report presents fairly, In all material respects,
,Empower Retirement's controls that may be relevant to a user organization's Internal control as
it relates to an audit of financial statements.

•

The controls, as described in the service auditor's report, were suitably designed to provide
reasonable assurance that the specified control objectives would be achieved, if the described
controls were complied with satisfactorily.

•

Management Is aware of any significant changes to the control environment during the period
which may result in controls no longer suitably designed to achieve the specified control
objective.

We confirm that we are responsible for establishing and maintaining appropriate controls relating to
Empower Retirement's defined contribution plan recordkeeplng services and related general computer
controls. We also confirm, to the best of our knowledge and belief, the following for the period October
1, 2018 to December 31, 2018:
•

We have established and maintained appropriate controls relating to Empower Retirement's
defined contribution plan recordkeeping services and related general computer controls.

•

We believe the description provided in the service auditors' report presents fairly, in all material
respects, the aspects of Empower Retirement's controls that may be relevant to a user
organization's internal control as it relates to an audit of financial statement.

•

We believe the controls described (including both service organization and user organization
controls) were suitably designed to provide reasonable assurance that the specified control
objectives would be achieved, if the described controls were complied with satisfactorily.

8515 E. Orcha-d Road
Greenwood Village, co 80111
1 empower-retirement com
lnsunn:e p,oducts offef8d by Great-West Life & Annuity Insurance Con1)any, Corporals Office: Gieenwood Vjage, CO; Of In New York. by G1111t-West Ufe &Annuity
Insurance Company of New York. Homa Office: Wl1ill Plains, NY.
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We are not aware of any significant changes to the control environment during the period which
may result in controls no longer operating with sufficient effectiveness lo provide reasonable,
but not absolute, assurance that the specifaed control objectives were achieved.

sident and Chief Information Officer

_d·~ - -

James Gearin, Senior Vice President, Retirement Services Operations

8515 E. Orchard Road
Greenwood Village, CO 80111
1 empower-retirement.com
Insurance products off9red by Great.west Life & Annuity Insurance Company, Corporate Office Greenwood Village, CO; or In New York. by Great.west Life & Annuity
Insurance Company of New Yori<, Home OlfiCe: White Plal11$, NY.
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Section I:
Independent Service Auditors' Report
Great-West Life & Annuity Insurance Company
Greenwood Village, Colorado
Scope

We have examined the description of the system of Great-West Life & Annuity Insurance Company ("GWL&A"),
specific to the business conducted under GWL&A's brand name Empower Retirement (hereafter, referred to as
"Empower" or the "Service Organization"), and related subsidiary companies Great-West Life & Annuity
Insurance Company of New York ("GWL&ANY''), Great-West Trust Company, LLC ("Great-West Trust"), and
EMJAY Corporation ("EMJAY"), related to defined contribution plan recordkeeping services and related general
computer controls, excluding transactions processed by user entity call centers, for processing user entities'
transactions throughout the period October 1, 2017 to September 30, 2018 (the "Description'') and the
suitability of the design and operating effectiveness of controls included in the Description to achieve the related
control objectives also included in the Description, based on the criteria identified in Section II (the "Assertion").
The controls and control objectives included in the Description are those that management of Empower believes
are likely to be relevant to user entities' internal control over financial reporting and tlie Description does not
include those aspects of the system of Empower that are not likely to be relevant to user entities' internal control
over financial reporting.
The information in Section V of the report, "Other Information Provided by the Service Organizationn that
describes management's response to exceptions noted, disaster recovery and business resumption plans,
Advised Assets Group, and hybrid plans, is presented by management of Empower to provide additional
information and is not a part of Empower's description of its system made available to user entities during the
period October 1, 2017 through September 30, 2018. Information about management's response to exceptions
noted, disaster recovery and business resumption plans, Advised Asset Group, and hybrid plans has not been
subjected to the procedures applied in the examination of the description of the system and of the suitability of
the design and operating effectiveness of controls to achieve the related control objectives stated in the
description of the system and, accordingly, we express no opinion on it.
The Service Organization uses Blackline Systems to host and maintain the Blackline reconciliation application;
Allied Universal for physical security for the period October l, 2017 through March 3, 2018 and Advantage
Security beginning March 4, 2018; and Great-West Life & Annuity - Fund Administration for investment
accounting and administrative services as they apply to plans' separately managed accounts (collectively the
"subservice organizations"). The Description in Section III includes only the controls and related control
objectives of Empower and excludes the control objectives and related controls of the subservice organizations.
The Description also indicates that certain control objectives specified by Empower can be achieved only if
complementary subservice organization controls assumed in the design of the Service Organization's controls
are suitably designed and operating effectively, along with the related controls at Empower. Our examination
did not extend to controls of the subservice organizations or their functions, and we have not evaluated the
suitability of the design or operating effectiveness of such complementary subservice organization controls.
The Description indicates that certain control objectives specified In the Description can be achieved only if
complementary user entity controls contemplated in the design of the Service Organization's controls are
suitably designed and operating effectively, along with related controls at the Service Organization. Our
examination did not extend to such complementary user entity controls and we have not evaluated the suitability
of the design or operating effectiveness of such complementary user entity controls.

l

Service Organization's responsibilities
In Section II, Empower has provided an assertion about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description. The Service Organization is responsible for preparing the Description and for its
assertion, including the completeness, accuracy, and method of presentation of the Description and the
assertion, providing the services covered by the Description, specifying the control objectives and stating them
in the Description, identifying the risks that threaten the achievement of the control objectives, selecting the
criteria stated in the assertion, and designing, implementing, and documenting controls that are suitably
designed and operating effectively to achieve the related control objectives stated in the Description.
Service Auditors' responsibilities
Our responsibility is ~o express an opinion on the fairness of the presentation of the Description and on the
suitability of the design and operating effectiveness of the controls to achieve the related control objectives
stated in the Description, based on our examination. Our examination was conducted in accordance with
attestation standards established by the American Institute of Certified Public Accountants (AICPA}. Those
standards require that we plan and perform our examination to obtain reasonable assurance about whether, in
all material respects, based on the criteria in management's assertion, the Description is fairly presented and
the controls were suitably designed and operating effectively to achieve the related control objectives stated in
the Description throughout the period October 1, 2017 to September 30, 2018. We believe that the evidence
we obtained is sufficient and appropriate to provide a reasonable basis for our opinion.
An examination of a description of a service organization's system and the suitabllity of the design and operating
effectiveness of controls involves:
•

Performing procedures to obtain evidence about the fairness of the presentation of the Description and
the suitability of the design and operating effectiveness of the controls to achieve the related control
objectives stated in the Description, based on the criteria In management's assertion.

•

Assessing the risks that the Description is not fairly presented and that the controls were not suitably
designed or operating effectively to achieve the related control objectives stated in the Description.

•

Testing the operating effectiveness of those controls that management considers necessary to provide
reasonable assurance that the related control objectives stated in the Description were achieved.

•

Evaluating the overall presentation of the Description, suitability of the control objectives stated
therein, and the suitability of the criteria specified by the service organization in its assertion.

Inherent limitations
The Description is prepared to meet the common needs of a broad range of user entities and their auditors who
audit and report on user entities' financial statements and may not, therefore, include every aspect of the
system that each individual user entity may consider important in its own particular environment. Because of
their nature, controls at a service organization may not prevent, or detect and correct, all misstatements in
processing or reporting transactions. Also, the projection to the future of any evaluation of the fairness of the
presentation of the Description, or conclusions about the suitability of the design or operating effectiveness of
the controls to achieve the related control objectives, is subject to the risk that controls at a service organization
may become ine~ctive.
Description of tests of controls
The specific controls tested and the nature, timing, and results of those tests are listed in Section IV of the
report.
Emphasis of a matter
The Service Organization states in its Description that it has controls in place to provide reasonable assurance
that Mass Conversions are authorized, and are recorded and processed accurately, completely, and in a timely
manner. However, as noted in Section IV of the report, there were no Mass Conversions during the period
October 1, 2017 through September 30, 2018; therefore, we did not perform any tests of operating
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effectiveness of controls related to the control objective "Controls provide reasonable assurance that Mass
Conversions are recorded and processed accurately, completely, and in a timely manner."
Opinion

In our opinion, except for the matter referred to in the preceding paragraph, in all material respects, based on
the criteria described in the Service Organization's assertion in Section II of the report:
a.

The Description fairly presents the system related to defined contribution plan recordkeeping services and
related general computer controls, excluding transactions processed by user entity call centers, for
processing user entities' transactions that was designed and implemented throughout the period October
1, 2017 to September 30, 2018.

b.

The controls related to the control objectives stated in the Description were suitably designed to provide
reasonable assurance that the control objectives would be achieved if the controls operated effectively
throughout the period October 1, 2017 to September 30, 2018, and subservice organizations and user
entities applied the complementary controls assumed in the design of the Service Organization's controls
throughout the period October 1, 2017 to September 30, 2018.

c.

The controls operated effectively to provide reasonable assurance that the control objectives stated in the
Description were achieved throughout the period October 1, 2017 to September 30, 2018 if
complementary subservice organization controls and complementary user entity controls assumed in the
design of Empower's controls operated effectively throughout the period October 1, 2017 to September

30, 2018.
Restricted use

This report, including the description of tests of controls and results thereof in Section IV, is intended solely for
the information and use of management of the Service Organization, user entities of the Service Organization's
system related to defined contribution plan recordkeeping services and related general computer controls,
excluding transactions processed by user entity call centers, during some or all of the period October 1, 2017
through September 30, 2018, and the independent auditors who audit and report on such user entities' financial
statements or internal control over financial reporting and have a sufficient understanding to consider It, along
with other information including information about controls implemented by user entities themselves, when
assessing the risks of material misstatements of user entities' financial statements. This report is not intended
to be and should not be used by anyone other than these specified parties.

November 1, 2018
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January 14, 2019

Great-Wesl Life & Annuity Insurance Company
We are providing this letter In connection with Great-West Life & Annuity Insurance Company, specific
to the business conducted under Empower Retirement and related subsidiary companies Great-West
Lrfe & Annuity Insurance Company of New York, Great-West Trust Company. LLC. and Emjay
Corporation service auditors report for defined contribution plan recordkeeping services and related
general computer controls, dated November 1, 2018, and as-of September 30, 2018. We understand
the objective of your Interest is to determine for the period of October 1, 2018 to December 31, 2018,
whether:
•

The description provided In the service auditor's report presents fairly, in all material respects,
_Empower Retirement's controls that may be relevant to a user organization's intemal control as
it relates to an audit of financial statements.

•

The controls, as described in the service auditor's report, were suitably designed to provide
reasonable assurance that the specified control objectives would be achieved, if the described
controfs were compfied with saUsfactorfly.

•

Management Is aware of any slgnificant changes to the control environment during the period
which may result in controls no longer suttably designed to achieve the specified control

objective.
We confirm that we are responsible for establishing and maintain;ng appropriate controls relating to
Empower Retirement's defined contribullon plan recordkeeping services and related general computer
controls. We also confirm, to the best of our knowledge and belief, the following for the period October
1, 2018 to December 31, 2018:
•

We have established and maintained appropriate controls relating to Empower Retirement's
defined contribution plan recordkeeping services and related general computer controls.

•

We believe the description provfded in the service auditors' report presents fairly, in all material
respects, the aspects of Empower Retirement's controls that may be relevant to a user
organization's internal control as it relates to an audit of financial statement.

•

We believe the controls described (including both service organization and user organization
controls) were suitably designed to provide reasonable assurance that the specified control
objectives would be achieved, if the described controls were complied with satisfactorily.

8515 E. Otthild Road

Greenwood Village, co 80111
1 ~-rewemeat com
Insur.me pmducCs offered br Gleat·Wa.t Life &Anlllily lnsullnl'.8 Coqlany, Calporale Oib: GIINlllWOOd Village, CO; or In New YOik. by Gfllll.Well Life & Annuity
rnsunince CIJtl1)any of New Yort. Hume Olllce: WNl9 Plains. NY.
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•

We are not aware of any significant changes to the control environment during the period which
may result In controls no longer operating with sufficient effectiveness to provJde reasonabte,
but not absolute, assurance that the specffied control objectives were achieved.

sident and Chief fnformation Officer

d~

James Gearin, Senior Vice President. Retirement Services Operations

8515 E. Orchard Road
Greenwood Village, CO 80111

1empower-reU,emenlcom

lnsul'MIC8 products offered by Great-Welt Life & Annuity lnsmmoe Company, Corporate Office Greemrood VI/age, CO; or In Ne.ii Yo,k, by Great-West Life & Annuity
Insurance Company of New York. Home OlflQl: White Plafns, NY.

To the Deferred Compensation Board
City of Virginia Beach, Virginia
We have audited the financial statements of the City of Virginia Beach Deferred Compensation Plan (the “Plan”)
for the year ended December 31, 2017, and have issued our report thereon dated June 1, 2018. Professional
standards require that we provide you with information about our responsibilities under generally accepted
auditing standards, as well as certain information related to the planned scope and timing of our audit. We have
communicated such information in our letter to you dated March 15, 2018. Professional standards also require
that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. During the year ended
December 31, 2017 no new accounting policies were adopted and the application of existing policies was not
changed during 2017. We noted no transactions entered into by the Plan during the year for which there is a
lack of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimate affecting the financial statements was:
Management’s assessment and disclosure of the criteria by which fair values of investments were
determined under accounting principles generally accepted in the United States of America (U.S. GAAP).
We evaluated the key factors and assumptions used to make your assessments of the valuation criteria
used, and the application of those criteria, for each Plan investment in determining that it is reasonable in
relation to the financial statements taken as a whole.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

City of Virginia Beach Deferred Compensation Plan
Page 2

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated June 1, 2018.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditor. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Other Matters
With respect to the supplementary information accompanying the financial statements, we made certain
inquiries of you and evaluated the form, content, and methods of preparing the information to determine that the
information complies with U.S. GAAP, the method of preparing it has not changed from the prior period, and the
information is appropriate and complete in relation to our audit of the financial statements. We compared and
reconciled the supplementary information to the underlying accounting records used to prepare the financial
statements or to the financial statements themselves

Restriction on Use
This information is intended solely for the use of the Deferred Compensation Board and management of the
Plan and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
June 1, 2018
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”), which comprise the statements of fiduciary net position as of December 31, 2017 and 2016, and the
related statements of changes in fiduciary net position for the years then ended, and the related notes to the financial
statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Deferred Compensation Plan as of December 31, 2017 and 2016, and the
changes in fiduciary net position for the years then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 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 Supplementary Information
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
supplemental schedule of administrative expenses as of December 31, 2017 is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the responsibility of management
and was derived from and related directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated June 1, 2018 on our
consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
June 1, 2018
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2017 AND 2016

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”) provides an overview of the Plan’s financial activities for the years ended December 31, 2017 and 2016.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended December 31, 2017
 Fiduciary net position increased by $27,246,300, from $261,380,684 to $288,626,984.
 Additions for the year are $47,275,801, which are comprised of member contributions of $15,692,855 and
net investment income of $31,582,946.
 Deductions for the year are $20,029,501, which are comprised of benefit payments of $19,895,360 and
administrative expenses of $134,141.
Year ended December 31, 2016
 Fiduciary net position increased by $12,254,374, from $249,126,310 to $261,380,684.
 Additions for the year are $30,632,564, which are comprised of member contributions of $15,867,640 and
net investment income of $14,764,924.
 Deductions for the year are $18,378,190, which are comprised of benefit payments of $18,317,740 and
administrative expenses of $60,450.
Overview of the Financial Statements
This annual report consists of two financial statements: Statements of Fiduciary Net Position and Statements of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statements of Fiduciary Net Position show the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year.
These two financial statements should be reviewed along with the information contained in the financial statement
footnotes to determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2017 AND 2016

Financial Analysis
Summary of Fiduciary Net Position

Fiduciary net position

December 31,
2017
2016
$ 288,626,984
$ 261,380,684

Increase
$ 27,246,300

Fiduciary net position

December 31,
2016
2015
$ 261,380,684
$ 249,126,310

Increase
$ 12,254,374

Total assets increased by $27.2 million, or 10.4% between 2016 and 2017 and $12.2 million or 4.9% between 2015
and 2016 due to the increase in the fair value of investments year-over-year.
Summary of Changes in Fiduciary Net Position
Years Ended December 31,
2017
2016
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Administrative expenses, net
Total Deductions
Changes in fiduciary net position

$

$

15,692,855
31,582,946
47,275,801
19,895,360
134,141
20,029,501
27,246,300

$

$

15,867,640
14,764,924
30,632,564
18,317,740
60,450
18,378,190
12,254,374

Increase
(Decrease)
$

$

(174,785)
16,818,022
16,643,237
1,577,620
73,691
1,651,311
14,991,926

Additions consist of member contributions and earnings from investment activities. Total additions increased by $16.6
million, or 54.3% between 2016 and 2017 primarily due to the appreciation in investments from 2016 to 2017.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $1.6 million, or 8.6% between 2016 and 2017 for various reasons, including emergency withdrawals
and an increase in the number of employees retiring or separating from service. Administrative expenses increased
$73,691, or 122% due to contractual obligations for professional services incurred by participants.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2017 AND 2016

Summary of Changes in Fiduciary Net Position
Years Ended December 31,
2016
2015
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Administrative expenses, net
Total Deductions
Change in fiduciary net position

$

$

15,867,640
14,764,924
30,632,564
18,317,740
60,450
18,378,190
12,254,374

$

$

15,575,834
450,149
16,025,983
17,613,762
(50,397)
17,563,365
(1,537,382)

Increase
(Decrease)
$

$

291,806
14,314,775
14,606,581
703,978
110,847
814,825
13,791,756

Additions consist of member contributions and earnings from investment activities. Total additions increased by $14.6
million, or 91.1% between 2015 and 2016, primarily due to the appreciation in investments from 2015 to 2016.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $703,978, or 4% between 2015 and 2016 for various reasons including, emergency withdrawals and an
increase in the number of employees retiring or separating from service. Administrative expenses increased
$110,847, or 220% due to contractual obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have any
questions about this report or need additional financial information, contact the City’s Finance Department, City of
Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s website at
www.vbgov.com.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF FIDUCIARY NET POSITION
DECEMBER 31, 2017 AND 2016

2017

2016

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value
Total Investments
Receivables:
Participant contribution - schools
Net Position Restricted for Pension Benefits

$

128,445

$

194,267

183,178,369
105,263,113

150,826,836
110,277,370

288,441,482

261,104,206

57,057

82,211

288,626,984

The accompanying notes to the financial statements are an integral part of these statements.

$

261,380,684
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
YEARS ENDED DECEMBER 31, 2017 AND 2016

2017
Additions:
Investment Income:
Net appreciation in fair value of investments
Dividends and interest

$

Total Investment Income

21,842,547
9,740,399

2016

$

6,959,835
7,805,089

31,582,946

14,764,924

Contributions:
Participant contributions
Rollover contributions

11,141,264
4,551,591

10,759,169
5,108,471

Total Contributions

15,692,855

15,867,640

Total Additions

47,275,801

30,632,564

19,895,360
134,141

18,317,740
60,450

20,029,501

18,378,190

27,246,300
261,380,684

12,254,374
249,126,310

Deductions:
Benefits paid to participants
Administrative expenses, net
Total Deductions
Net increase
Net position restricted for pension benefits, beginning of year
Net position restricted for pension benefits, end of year

$

288,626,984

The accompanying notes to the financial statements are an integral part of these statements.

$

261,380,684
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2017 AND 2016

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan Agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of December 31, 2017, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,437
1,694
202

641
201
24

4,078
1,895
226

5,333

866

6,199

As of December 31, 2016, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,512
1,651
196

353
185
30

3,865
1,836
226

5,359

568

5,927

Participants may contribute a flat dollar amount of their pre-tax annual compensation, as defined by the Plan. The
maximum contribution limit for 2017 was $18,000. In addition, participants in the three calendar years prior to their
normal retirement age, as defined by the Plan, may contribute more than the IRC limits, up to double the annual
contribution limit. Participants over age 50 may contribute an additional $6,000 in catch-up contributions, but cannot be
combined with the additional contributions in the three calendar years prior to their normal retirement age. Participants
may also transfer amounts representing distributions from other qualified plans or an Individual Retirement Account. All
participant contributions, including rollover contributions and any earnings, are always 100% vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship, and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.
Participant Accounts – Each participant’s account is credited with the participant’s contributions as well as allocations of
Plan earnings. Participant accounts are charged with an allocation of administrative expenses that are paid by the Plan.
Allocations are based on participant compensation, account balances, or specific participant transactions as defined.
The benefit to which a participant is entitled is the benefit that can be provided from the participant’s account.
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DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2017 AND 2016

Note 1—Description of the Plan (continued)
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.
Investment Options – Participants direct the investment of their accounts into various investment options offered by
the Plan. The Plan’s investments are stated at fair value (except for fully benefit-responsive investment contracts,
which are valued at contract value). Fair value is the price to be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Contract value is the relevant
measure for the portion of net assets available for benefits attributable to fully benefit-responsive investment
contracts because contract value is the amount participants normally would receive if they were to initiate permitted
transactions under the terms of the Plan. See Note 4 for further discussion of contract value measurements and
Note 5 for further discussion of fair value measurements.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (GASB).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investment Valuation and Income Recognition – Investments are reported at fair value except for one investment at
contract value, which approximates fair value. Plan management determines the Plan’s valuation policies utilizing
information provided by the custodian. See Note 5 for discussion of fair value measurements.
Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual
basis. Dividends are recorded on the ex-dividend date. Net appreciation includes the Plan’s gains and losses on
investments bought and sold as well as held during the year.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City or paid by third party providers and are not reflected in these statements. Certain investment
fees related to managed accounts and index mutual funds are charged directly to the participant’s account and are
included in administrative fees. Administrative expenses are presented net of amounts received by the Plan under
revenue sharing agreements
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Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investment policy allows for funds
within fifteen major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
Alliance Bern Discovery Value Advisor
American Century Equity Growth Fund
American Funds 2010 Target Date Retire R5
American Funds 2015 Target Date Retire R5
American Funds 2020 Target Date Retire R5
American Funds 2025 Target Date Retire R6
American Funds 2030 Target Date Retire R7
American Funds 2035 Target Date Retire R8
American Funds 2040 Target Date Retire R9
American Funds 2045 Target Date Retire R5
American Funds 2050 Target Date Retire R5
American Funds 2055 Target Date Retire R5
American Funds Growth Fund R4
Baron Small Cap Fund
Delaware Value Inst.
Eagle Small Cap Growth R5
Janus Forty Class S
MassMutual Select Mid Cap GR EQ II R5
MFS Massachusetts Investors Growth Fund
Templeton World Fund
Vanguard Institutional Index Fund
Vanguard Mid Cap Index Fund
Vanguard Total Bond Market Index Inst.
William Blair International Growth
Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

2017
$

9,372,134
12,016,600
875,453
1,868,249
6,432,626
6,439,850
7,114,698
7,627,415
4,280,898
3,136,089
1,015,133
941,737
8,776,440
7,121,810
7,504,878
3,456,027
3,384,633
2,579,828
13,528,352
9,278,114
37,296,000
10,356,745
10,582,451
8,192,209
183,178,369

2016
$

8,271,338
10,773,752
745,879
1,601,357
6,185,992
5,545,947
5,623,873
6,452,070
3,467,045
2,320,140
865,562
623,056
7,447,304
5,851,525
6,897,700
2,442,758
2,615,621
1,431,037
11,238,376
9,107,108
30,981,387
8,014,207
7,646,134
4,677,668
150,826,836

105,263,113

110,277,370

$ 288,441,482

$ 261,104,206

Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan limits its
exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank, N.A. serves as
custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the name of the Plan.
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DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
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Note 4—Separate account contract
As part of the investment objectives of the investment policy, the Board has established the Virginia Beach Fixed Income
Fund (“Stable Value Fund”), which meets the fully benefit-responsive investment contract criteria and, therefore, is
reported at contract value. Contract value represents contributions made under each contract, plus earnings, less
participant withdrawals, and administrative expenses.
The objective of the Stable Value Fund is to provide principal preservation, benefit responsiveness, liquidity, and current
income at levels that typically are higher than those provided by money market funds over an interest rate cycle. The
investments of the Stable Value Fund are expected to produce relatively stable annual returns on fund assets with little
to no fluctuation in account values. A security-backed contract has similar characteristics as a traditional investment
contract and is comprised of two parts: the first part is a fixed-income security or portfolio of fixed-income securities; the
second part is a contract value guarantee (wrapper) provided by a third-party. Wrappers provide contract value
payments for certain participant-initiated withdrawals and transfers, a floor crediting rate, and return of fully accrued
contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years ended
December 31, 2017 and 2016, the crediting interest rate on the separate account contract was 1.80% and 1.75%,
respectively.
At December 31, 2017 and 2016, the fair value of the contract was as follows:

Components:
Underlying investments
Wrap contract
Total

2017

2016

$ 105,263,113
(702,298)

$ 110,277,370
(311,947)

$ 104,560,815

$ 109,965,423

The Plan’s ability to receive amounts due in accordance with fully benefit-responsive investment contracts are
dependent on the third-party issuer’s ability to meet its financial obligations. The issuer’s ability to meet its contractual
obligations may be affected by future economic and regulatory developments.
Certain events might limit the ability of the Plan to transact at contract value with the contract issuers. These events
may be different under each contract. Examples of such events include the following:
-

The Plan’s failure to qualify under Section 401(a) of the Internal Revenue Code or the failure of the trust to
be tax-exempt under Section 501(a) of the Internal Revenue Code
Premature termination of the contracts
Plan termination or merger
Changes to the Plan’s prohibition on competing investment options
Bankruptcy of the Plan sponsor or other Plan sponsor events (for example, divestitures or spinoffs of a
subsidiary) that significantly affect the Plan’s normal operations
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Note 4—Separate account contract (continued)
No events are probable of occurring that might limit the ability of the Plan to transact at contract value with the
contract issuers and that also would limit the ability of the Plan to transact at contract value with the participants.
In addition, certain events allow the issuer to terminate the contracts with the Plan and settle at an amount different
from contract value. Those events may be different under each contract. Examples of such events include the
following:
-

An uncured violation of the Plan’s investment guidelines
A breach of material obligation under the contract
A material misrepresentation
A material amendment to the agreements without the consent of the issuer

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following:
-

-

United States Treasury Securities including Treasury Bills, Notes, Bonds, or STRIPS
Commercial paper
Repurchase agreements fully collateralized by the United States Government, Corporate and non-corporate
credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch at time of purchase
Non-agency securities and United States Agency Securities
Mortgaged-backed securities issued by:
o Government National Mortgage Association (“GNMA”)
o Federal National Mortgage Association (“FNMA”)
o Federal Home Loan Mortgage Corporation (“FHLMC”)
o Federal Home Loan Banks (“FHLB”)
o Veteran Affairs’ Vendee Loan or other United States Agency or Government Sponsored Enterprise
(“GSE”)
Collateralized mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other
U.S. Agency or GSE securities
Instruments of commercial banks domiciled in the United States of America, with the requirement that all
money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance Corporation.

Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account
contract’s issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities. As of December 31, 2017, the Stable
Value Fund was the only Plan investment that represented 5% or more of the Plan’s net position (other than
those explicitly guaranteed or issued by the U.S. government or those invested in mutual funds, external
investment pools, or other pooled investments).
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed four years.
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Note 5—Fair value measurement
The Plan categorizes its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. 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;
Level 3 inputs are significant unobservable inputs. The Plan has the following recurring fair value measurements as of
December 31, 2017 and 2016:

Level 1
Mutual funds
Total

Assets at Fair Value as of December 31, 2017
Level 2
Level 3

Total

$ 183,178,369

$

-

$

-

$ 183,178,369

$ 183,178,369

$

-

$

-

$ 183,178,369

Assets at Fair Value as of December 31, 2016
Level 1
Mutual funds
Total

Level 2

Level 3

Total

$ 150,826,836

$

-

$

-

$ 150,826,836

$ 150,826,836

$

-

$

-

$ 150,826,836

Note 6—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower under an agreement (the “Agreement”) to provide certain
administrative services. The Agreement calls for the Plan to pay Empower a monthly recordkeeping and
communication fee of 0.021% (i.e. 0.25% per annum) of the average daily Plan assets in exchange for certain
defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a prorata basis from the participant accounts.
In 2017, Empower was contractually due recordkeeping and communication fees in the amount of $459,397 and the
actual amount of mutual fund revenue received was $651,165, representing an excess of $191,768 in the general
account in 2017.
The Agreement requires that an annual reconciliation be conducted and caps the per-head cost at $80, with the
amount in excess of $80 remitted back to the Plan’s general accounts. In the 2017 annual reconciliation, there was
an excess of revenues to be allocated to participant accounts of $155,857.
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Note 6—Revenue sharing fee agreement (continued)
For the years ended December 31, 2017 and 2016, activity in the general account was as follows:

2017

2016

Balance, beginning of year:
Dividends and interest
Allocation to participant accounts
Excess mutual fund revenue received
Plan expenses, net
Other fee adjustments

$

194,267
3,807
(155,857)
191,768
(99,293)
(6,247)

$

301,772
5,192
(192,645)
155,857
(126,826)
50,917

Balance, end of year

$

128,445

$

194,267

Note 7—Subsequent events
Subsequent to year end, the Deferred Compensation Board, the City Council and School Board of the City of Virginia
Beach, Virginia, the Plan Sponsor, voted to terminate the Plan. All assets will be transferred to the Virginia
Retirement System (“VRS”) at a future date and continue for the benefit of employees of the City of Virginia Beach.
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SUPPLEMENTAL INFORMATION

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF ADMINISTRATIVE EXPENSES
YEAR ENDED DECEMBER 31, 2017

Participant Level Expenses:
Investment advice
Managed account fee

$

675
94,636

Total Participant Level Expenses
Plan Level Expenses, Net:
Contractual fees subject to revenue sharing agreement, net:
Recordkeeping and communication fee
Mutual fund revenue received
Mutual fund revenue shortage/(excess)*
Empower deposit for fee expenses

Reimbursement for 2016 costs in excess of $80 per participant
Contractual fees, net
Other plan level fees

$

684,059
(651,165)
32,894
62,500
95,394
(155,857)
(60,463)
99,293

Total Plan Level Expenses, Net
Total Administrative Expenses, Net

95,311

38,830
$

134,141

* Note: These fees represent an annual mutual fund revenue shortage of fees owed to Empower which is
replenished to the Plan in February 2018.
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia
We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audit contained in the Government Auditing Standards issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Deferred
Compensation Plan (the “Plan”), which comprise the statement of fiduciary net position as of December 31, 2017,
and the related statement of changes in fiduciary net position for the year then ended, and the related notes to the
financial statements and have issued our report dated June 1, 2018.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (“internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan
of the City of Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred
Compensation Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance, and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
June 1, 2018
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of the City of Virginia Beach Sheriff’s Office Supplemental Retirement
Plan (the “Plan”) for the year ended June 30, 2017, and have issued our report thereon dated June 1, 2018.
Professional standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of our audit.
We have communicated such information in our letter to you dated March 15, 2018. Professional standards also
require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. During the year ended
December 31, 2017, no new accounting policies were adopted and the application of existing policies was not
changed during 2017. We noted no transactions entered into by the Plan during the year for which there is a
lack of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimate affecting the financial statements was:
Management’s assessment and disclosure of the criteria by which fair values of investments were
determined under accounting standards generally accepted in the United States of America (U.S. GAAP).
We evaluated the key factors and assumptions used to make your assessments of the valuation criteria,
and the application of those criteria, for each Plan investment in determining that it is reasonable in
relation to the financial statements taken as a whole.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan
Page 2

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated June 1, 2018.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Restriction on Use
This information is intended solely for the use of the Deferred Compensation Board and management of the
Plan and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
June 1, 2018
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of the City of Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, which comprise the
statement of fiduciary net position as of June 30, 2017, and the related statement of changes in fiduciary net position
for the year then ended, and the related notes to the financial statements.

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 an opinion on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of June 30, 2017, and the
changes in fiduciary net position for the year then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 4 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated June 1, 2018 on our
consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
June 1, 2018
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2017

Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
“Plan”) provides an overview of the Plan’s financial activities for the year ended June 30, 2017. Please read it in
conjunction with the basic financial statements and financial statement footnotes, which follow this discussion.
Financial Highlights
Year ended June 30, 2017


Fiduciary net position increased by $151,501, from $3,401,816 to $3,553,317.



Additions for the year are $328,603, which are comprised of general account distributions of $177 and net
investment income of $328,426.



Deductions for the year are $177,102, which are comprised of benefit payments of $174,599 and
administrative expenses of $2,503.

Overview of the Financial Statements
This annual report consists of two financial statements: Statement of Fiduciary Net Position and Statement of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the year they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statement of Changes in Fiduciary Net Position shows the results of financial operations for the year. The
statement provides an explanation for the change in the Plan’s fiduciary net position since the prior year.
These two financial statements should be reviewed along with the information contained in the financial statement
footnotes to determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2017

Financial Analysis
Summary of Fiduciary Net Position

Fiduciary Net Position

$

June 30,
2017
3,553,317
$

2016
3,401,816

$

Increase
151,501

Total assets increased by $151,501 or 4.45% between June 2016 and June 2017 due to investment income in excess of
benefit payments. Total assets decreased by $291,251 or 7.89% between June 2015 and June 2016 due to benefit
payments in excess of investment income.
Summary of Changes in Fiduciary Net Position
Years Ended June 30,
2017
2016
Additions:
General account distributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level administrative
expenses
Total Deductions
Changes in Fiduciary Net Position

$

$

177
328,426
328,603

$

4,962
28,695
33,657

Increase
(Decrease)
$

(4,785)
299,731
294,946

174,599

320,657

(146,058)

2,503
177,102
151,501

4,251
324,908
(291,251)

(1,748)
(147,806)
442,752

$

$

Additions consist of General account distributions and earnings from investment activities. Total additions increased
by $294,946 or 876.33% between 2016 and 2017, primarily due to favorable investment performance.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
decreased by $147,806 or 45.49% between 2016 and 2017, for various reasons that include fewer employees retiring
or separating from service. Administrative expenses decreased $1,748 due to contractual obligations for professional
services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s
website at www.vbgov.com.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF FIDUCIARY NET POSITION
JUNE 30, 2017

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value

2,289,058
1,259,278

Total Investments
Net Position Restricted for Pension Benefits

The accompanying notes to the financial statements are an integral part of this statement.

4,981

3,548,336
$

3,553,317
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
YEAR ENDED JUNE 30, 2017

Additions:
Investment Income:
Net appreciation in fair value of investments
Dividends and interest

$

Total Investment Income

328,426

Contributions:
General account distributions

177

Total Additions

328,603

Deductions:
Benefits paid to participants
Administrative expenses, net

174,599
2,503

Total Deductions

177,102

Net increase
Net position restricted for pension benefits, beginning of year
Net position restricted for pension benefits, end of year

The accompanying notes to the financial statements are an integral part of this statement.

215,486
112,940

151,501
3,401,816
$

3,553,317
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code Section 401. The Plan
sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is available to
all employees of the City of Virginia Beach Sheriff’s Office who have completed one year of service, as defined by the
Plan.
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer, and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of June 30, 2017, the composition of participants was as follows:

Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

403
115
2
520

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the Plan year-end, the Plan contribution totaled $177
which consisted of excess funds remitted from the general account to participant accounts. Plan contributions to the
Plan, and any earnings they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
Participant Accounts – Each participant’s account is credited with an allocation of the City’s discretionary
contributions as well as Plan earnings. Participant accounts are charged with an allocation of administrative
expenses that are paid by the Plan. Allocations are based on participant compensation, account balances, or specific
participant transactions as defined. The benefit to which the participant is entitled is the benefit that can be provided
from the participant’s vested account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

Note 1—Description of the Plan (continued)
Investment Options – Participants direct the investment of their accounts into various investment options offered by
the Plan. The Plan’s investments are stated at fair value (except for fully benefit-responsive investment contracts,
which are valued at contract value). Fair value is the price to be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Contract value is the relevant
measure for the portion of net assets available for benefits attributable to fully benefit-responsive investment
contracts because contract value is the amount participants normally would receive if they were to initiate permitted
transactions under the terms of the Plan. See Note 4 for further discussion on contract value measurements and
Note 5 for further discussion on fair value measurements.
Forfeitures – During the year ended June 30, 2017, forfeited non-vested accounts totaled $33. Forfeitures of the
Plan’s contributions are reallocated to eligible participants. These forfeitures will be remitted to participant accounts
subsequent to year-end.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (GASB).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investment Valuation and Income Recognition – Investments are reported at fair value. Plan management
determines the Plan’s valuation policies utilizing information provided by the custodian. See Note 5 for discussion of
fair value measurements.
Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual
basis. Dividends are recorded on the ex-dividend date. Net appreciation includes the Plan’s gains and losses on
investments bought and sold as well as held during the year.
Contributions – Contributions are recognized in the year when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investment policy allows for funds
within fifteen major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of June 30, 2017:

Mutual funds, at fair value:
AB Discovery Value Advisor
American Century Equity Growth Fund
American Funds 2010 Target Date Retire R5
American Funds 2015 Target Date Retire R5
American Funds 2020 Target Date Retire R5
American Funds 2025 Target Date Retire R6
American Funds 2030 Target Date Retire R7
American Funds 2035 Target Date Retire R8
American Funds 2040 Target Date Retire R9
American Funds 2045 Target Date Retire R5
American Funds 2050 Target Date Retire R5
American Funds 2055 Target Date Retire R5
American Funds Growth Fund of Amer R4
Baron Small Cap Retail
Delaware Value Inst
Eagle Small Cap Growth R5
Janus Henderson Forty S
MassMutual Select Mid Cap GR EQ II R5
MFS Massachusetts Investors Growth Fund
Templeton World Fund
Vanguard Institutional Index I
Vanguard Mid Cap Index Fund
Vanguard Total Bond Market Index Inv
William Blair International Growth N

$

Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

110,838
44,841
4,750
47,676
141,659
104,347
137,717
142,115
154,620
52,925
19,306
14,459
110,155
141,926
191,650
14,218
15,106
11,576
52,542
95,356
458,198
50,664
117,019
55,395
2,289,058
1,259,278

$

3,548,336

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo N.A.
serves as the custodian to the funds held by the Plan. The Sheriff’s Plan is self-trusteed and thus does not have a
Plan custodian. Securities that exist in book entry form are held in trust by the custodian in the name of the Plan.
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SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

Note 4—Separate account contract
As part of the investment objectives of the investment policy, the Board has established the Virginia Beach Fixed Income
Fund (“Stable Value Fund”), which meets the fully benefit-responsive investment contract criteria and, therefore, is
reported at contract value. Contract value represents contributions made under each contract, plus earnings, less
participant withdrawals, and administrative expenses.
The objective of the Stable Value Fund is to provide principal preservation, benefit responsiveness, liquidity, and current
income at levels that typically are higher than those provided by money market funds over an interest rate cycle. The
investments of the Stable Value Fund are expected to produce relatively stable annual returns on fund assets with little
to no fluctuation in account values. A security-backed contract has similar characteristics as a traditional investment
contract and is comprised of two parts: the first part is a fixed-income security or portfolio of fixed-income securities; the
second part is a contract value guarantee (wrapper) provided by a third-party. Wrappers provide contract value
payments for certain participant-initiated withdrawals and transfers, a floor crediting rate, and return of fully accrued
contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the year ended June 30,
2017, the crediting interest rate on the separate account contract was 1.75%.
At June 30, 2017, the fair value of the contract was as follows:
Components:
Underlying investments
Wrap contract
Total

$

1,259,278
(1,399)

$

1,257,879

The Plan’s ability to receive amounts due in accordance with fully benefit-responsive investment contracts are
dependent on the third-party issuer’s ability to meet its financial obligations. The issuer’s ability to meet its contractual
obligations may be affected by future economic and regulatory developments.
Certain events might limit the ability of the Plan to transact at contract value with the contract issuers. These events
may be different under each contract. Examples of such events include the following:
-

The Plan’s failure to qualify under Section 401(a) of the Internal Revenue Code or the failure of the trust to be
tax-exempt under Section 501(a) of the Internal Revenue Code
Premature termination of the contracts
Plan termination or merger
Changes to the Plan’s prohibition on competing investment options
Bankruptcy of the Plan sponsor or other Plan sponsor events (for example, divestitures or spinoffs of a
subsidiary) that significantly affect the Plan’s normal operations

No events are probable of occurring that might limit the ability of the Plan to transact at contract value with the
contract issuers and that also would limit the ability of the Plan to transact at contract value with the participants.
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SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
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Note 4—Separate account contract (continued)
In addition, certain events allow the issuer to terminate the contracts with the Plan and settle at an amount different from
contract value. Those events may be different under each contract. Examples of such events include the following:
-

An uncured violation of the Plan’s investment guidelines
A breach of material obligation under the contract
A material misrepresentation
A material amendment to the agreements without the consent of the issuer

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following:
-

-

United States Treasury Securities including Treasury Bills, Notes, Bonds, or Strips
Commercial Paper
Repurchase agreements fully collateralized by the United States Government, corporate and non-corporate
credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch at time of purchase
Non-agency securities and United States Agency Securities
Mortgaged-backed securities issued by:
o Government National Mortgage Association (“GNMA”)
o Federal National Mortgage Association (“FNMA”)
o Federal Home Loan Mortgage Corporation (“FHLMC”)
o Federal Home Loan Banks (“FHLB”)
o Veteran Affairs’ Vendee Loan
o Other United States Agency or Government Sponsored Enterprise (“GSE”)
Collateralized mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other
U.S. Agency or GSE securities
Instruments of commercial banks domiciled in the United States of America, with the requirement that all
money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance Corporation

Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The Plan
manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account contract’s
issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities. As of June 30, 2017, the Stable Value
Fund was the only Plan investment that represented 5% or more of the Plan’s net assets (other than those
explicitly guaranteed or issued by the U.S. government or those invested in mutual funds, external investment
pools, or other pooled investments).
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of investments.
The Board’s investment policy for the Stable Value Fund states that the average duration of the portfolio will not
exceed 4 years.
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Note 5—Fair value measurement
The Plan categorizes its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. 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;
Level 3 inputs are significant unobservable inputs. The Plan has the following recurring fair value measurements as of
June 30, 2017:

Assets at Fair Value as of June 30, 2017
Level 1
Mutual funds
Total

Level 2

Level 3

Total

$

2,289,058

$

-

$

-

$

2,289,058

$

2,289,058

$

-

$

-

$

2,289,058

Note 6—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower under an agreement (the “Agreement”) to provide certain
administrative services. The Agreement calls for the Plan to pay Empower a monthly recordkeeping and
communication fee of 0.021% (i.e. 0.25% per annum) of the average Plan assets in exchange for certain defined
services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a pro-rata basis from the participant accounts.
There is an annual reconciliation conducted capping the per-head cost at $80, with an amount in excess of $80
remitted back to the Plans’ general accounts. In the 2017 annual reconciliation, there was an excess of $177 remitted
to the Plan.
For the year ended June 30, 2017, activity in the general account was as follows:

Balance, beginning of year
Dividends and interest
Plan level administrative expenses
General account distributions
Balance, end of year

$

3,907
66
1,185
(177)

$

4,981
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NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2017

Note 7—Subsequent events
Subsequent to year-end, the Deferred Compensation Board and the City Council and School Board of the City of
Virginia Beach, Virginia, the Plan Sponsor, voted to terminate the Plan. All assets will be transferred to the Virginia
Retirement System at a future date and continue for the benefit of employees of the City of Virginia Beach. Plan
financials for the year ended June 30, 2017 are presented in accordance with U.S. GAAP accrual accounting since the
decision to terminate was made subsequent to year-end.
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Sheriff’s Office
Supplemental Retirement Plan (the “Plan”) which comprise the statement of fiduciary net position as of June 30,
2017, and the related statement of changes in fiduciary net position for the year then ended, and the related notes to
the financial statements and have issued our report dated June 1, 2018.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (“internal control”) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express such an opinion on the Plan’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance, and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
June 1, 2018
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”), which comprise the statements of fiduciary net position as of December 31, 2016 and 2015, and the
related statements of changes in fiduciary net position for the years then ended, and the related notes to the financial
statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Deferred Compensation Plan as of December 31, 2016 and 2015, and the
changes in fiduciary net position for the years then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 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 Supplementary Information
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
supplemental schedule of administrative expenses as of December 31, 2016 is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the responsibility of management
and was derived from and related directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated November 27, 2017 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
November 27, 2017
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2016 AND 2015

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”) provides an overview of the Plan’s financial activities for the years ended December 31, 2016 and 2015.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended December 31, 2016
 Fiduciary net position increased by $12,254,374 from $249,126,310 to $261,380,684.
 Additions for the year are $30,632,564, which are comprised of member contributions of $15,867,640 and
net investment income of $14,764,924.
 Deductions for the year are $18,378,190, which are comprised of benefit payments of $18,317,740 and
administrative expenses of $60,450.
Year ended December 31, 2015
 Fiduciary net position decreased by $1,537,382 from $250,663,692 to $249,126,310.
 Additions for the year are $16,025,983, which are comprised of member contributions of $15,575,834 and
net investment income of $450,149.
 Deductions for the year are $17,563,365, which are comprised of benefit payments of $17,613,762 and
excess plan reimbursements over administrative expenses totaling ($50,397).
Overview of the Financial Statements
This annual report consists of two financial statements: Statements of Fiduciary Net Position and Statements of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statements of Fiduciary Net Position show the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2016 AND 2015

Financial Analysis
Summary of Fiduciary Net Position
December 31,
2016
2015
$ 261,380,684
$ 249,126,310

Fiduciary net position

December 31,
2015
2014
$ 249,126,310
$ 250,663,692

Fiduciary net position

Increase
$ 12,254,374

Decrease
$ (1,537,382)

Total assets increased by $12.2 million or 4.9% between 2015 and 2016 due to the increase in the fair value of
investments. Total assets decreased by $1.5 million or 0.6% between 2014 and 2015 due to the decrease in net Plan
activities.
Summary of Changes in Fiduciary Net Position
Years Ended December 31,
2016
2015
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Administrative expenses, net
Total Deductions
Change in fiduciary net position

$

$

15,867,640
14,764,924
30,632,564

18,317,740
60,450
18,378,190
12,254,374

$

$

15,575,834
450,149
16,025,983

17,613,762
(50,397)
17,563,365
(1,537,382)

Increase
$

$

291,806
14,314,775
14,606,581

703,978
110,847
814,825
13,791,756

Additions consist of member contributions and earnings from investment activities. Total additions increased by $14.6
million or 91.1% between 2015 and 2016 primarily due to the appreciation in investments from 2015 to 2016.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $703,978, or 4% between 2015 and 2016 for various reasons including, emergency withdrawals and an
increase in the number of employees retiring or separating from service. Administrative expenses increased
$110,847 or 220% due to contractual obligations for professional services incurred by participants.

4

CITY OF VIRGINIA BEACH
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Summary of Changes in Fiduciary Net Position
Years Ended December 31,
2015
2014
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Administrative expenses, net
Total Deductions
Change in fiduciary net position

$

$

15,575,834
450,149
16,025,983

17,613,762
(50,397)
17,563,365
(1,537,382)

$

$

Increase
(Decrease)

17,560,794
11,636,493
29,197,287

$

(1,984,960)
(11,186,344)
(13,171,304)

14,049,603
28,669
14,078,272
15,119,015

3,564,159
(79,066)
3,485,093
$ (16,656,397)

Additions consist of member contributions and earnings from investment activities. Total additions decreased by
$13.1 million or 45.1% between 2014 and 2015 primarily due to the depreciation in investments from 2014 to 2015.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $3.5 million or 24.8% between 2014 and 2015 for various reasons, including emergency withdrawals
and an increase in the number of employees retiring or separating from service. Administrative expenses decreased
$79,066 or 275.8% due to refunds from contractual obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have any
questions about this report or need additional financial information, contact the City’s Finance Department, City of
Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s website at
www.vbgov.com.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF FIDUCIARY NET POSITION
DECEMBER 31, 2016 AND 2015

2016

2015

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value
Total Investments
Receivables:
Participant contribution - schools
Net Position Restricted for Pension Benefits

$

194,267

$

301,772

150,826,836
110,277,370

141,210,423
107,569,368

261,104,206

248,779,791

82,211

44,747

261,380,684

The accompanying notes to the financial statements are an integral part of these statements.

$

249,126,310
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
YEARS ENDED DECEMBER 31, 2016 AND 2015

2016
Additions:
Investment Income:
Net appreciation (depreciation) in fair value of investments
Dividends and interest

$

Total Investment Income

6,959,835
7,805,089

2015

$

(7,121,293)
7,571,442

14,764,924

450,149

Contributions:
Participant contributions
Rollover contributions

10,759,169
5,108,471

11,105,479
4,470,355

Total Contributions

15,867,640

15,575,834

Total Additions

30,632,564

16,025,983

18,317,740
60,450

17,613,762
(50,397)

18,378,190

17,563,365

12,254,374
249,126,310

(1,537,382)
250,663,692

Deductions:
Benefits paid to participants
Administrative expenses, net
Total Deductions
Net increase (decrease)
Net position restricted for pension benefits, beginning of year
Net position restricted for pension benefits, end of year

$

261,380,684

The accompanying notes to the financial statements are an integral part of these statements.

$

249,126,310
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan Agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of December 31, 2016, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

3,512
1,651
196
5,359

Schools
353
185
30
568

Total
3,865
1,836
226
5,927

As of December 31, 2015, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

3,628
1,600
246
5,474

Schools
382
174
27
583

Total
4,010
1,774
273
6,057

Participants may contribute a flat dollar amount of their pre-tax annual compensation, as defined by the Plan. The
maximum contribution limit for 2016 was $18,000. In addition, participants in the three calendar years prior to their
normal retirement age, as defined by the Plan, may contribute more than the IRC limits, up to double the annual
contribution limit. Participants over age 50 may contribute an additional $6,000 in catch-up contributions, but cannot
be combined with the additional contributions in the three calendar years prior to their normal retirement age.
Participants may also transfer amounts representing distributions from other qualified plans or an Individual
Retirement Account. All participant contributions, including rollover contributions, and any earnings are always 100%
vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship, and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.
Participant Accounts – Each participant’s account is credited with the participant’s contributions as well as allocations of
Plan earnings. Participant accounts are charged with an allocation of administrative expenses that are paid by the Plan.
Allocations are based on participant compensation, account balances, or specific participant transactions as defined.
The benefit to which a participant is entitled is the benefit that can be provided from the participant’s account.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 1—Description of the Plan (continued)
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.
Investment Options – Participants direct the investment of their accounts into various investment options offered by
the Plan. The Plan’s investments are stated at fair value (except for fully benefit-responsive investment contracts,
which are valued at contract value). Fair value is the price to be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Contract value is the relevant
measure for the portion of net assets available for benefits attributable to fully benefit-responsive investment
contracts because contract value is the amount participants normally would receive if they were to initiate permitted
transactions under the terms of the Plan. See Note 4 for further discussion of contract value measurements. See
Note 5 for further discussion of fair value measurements.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investment Valuation and Income Recognition – Investments are reported at fair value except for one investment at
contract value, which approximates fair value. Plan management determines the Plan’s valuation policies utilizing
information provided by the custodian. See Note 5 for discussion of fair value measurements.
Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual
basis. Dividends are recorded on the ex-dividend date. Net appreciation includes the Plan’s gains and losses on
investments bought and sold as well as held during the year.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City or paid by third party providers and are not reflected in these statements. Certain investment
fees related to managed accounts and index mutual funds are charged directly to the participant’s account and are
included in administrative fees. Administrative expenses are presented net of amounts received by the Plan under
revenue sharing agreements
New Accounting Pronouncement – The Plan adopted Statement No. 72 of the Government Accounting Standards
Board entitled Fair Value Measurement and Application for the year ended December 31, 2016. This statement
provides guidance for determining the fair market value of an asset for financial reporting and guidance for applying
fair value to certain investments and disclosures.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investment policy allows for funds
within fifteen major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
Alliance Bern Discovery Value Advisor
American Century Equity Growth Fund
American Funds 2010 Target Date Retire R5
American Funds 2015 Target Date Retire R5
American Funds 2020 Target Date Retire R5
American Funds 2025 Target Date Retire R6
American Funds 2030 Target Date Retire R7
American Funds 2035 Target Date Retire R8
American Funds 2040 Target Date Retire R9
American Funds 2045 Target Date Retire R5
American Funds 2050 Target Date Retire R5
American Funds 2055 Target Date Retire R5
American Funds Growth Fund R4
Baron Small Cap Fund
Delaware Value Inst.
Eagle Small Cap Growth R5
Janus Forty Class S
MassMutual Select Mid Cap GR EQ II R5
MAXIM Aggressive Profile
MAXIM Conservative Profile
MAXIM Moderate Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderately Conservative Profile
MFS Massachusetts Investors Growth Fund
Morgan Stanley Inst. Mid Cap Growth I
Templeton World Fund
Vanguard Institutional Index Fund
Vanguard Mid Cap Index Fund
Vanguard Total Bond Market Index Inst.
William Blair International Growth
Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

2016
$

8,271,338
10,773,752
745,879
1,601,357
6,185,992
5,545,947
5,623,873
6,452,070
3,467,045
2,320,140
865,562
623,056
7,447,304
5,851,525
6,897,700
2,442,758
2,615,621
1,431,037
11,238,376
9,107,108
30,981,387
8,014,207
7,646,134
4,677,668
150,826,836

2015
$

6,961,571
11,066,867
35,142
44,799
10
299,782
75
8,497,707
5,874,987
5,246,887
2,505,578
3,192,917
7,202,551
2,262,272
8,588,021
10,781,560
2,375,655
11,095,345
1,423,804
7,534,394
27,115,891
7,692,539
5,863,044
5,549,025
141,210,423

110,277,370

107,569,368

$ 261,104,206

$ 248,779,791
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 3—Investments (continued)
Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.

Note 4—Separate account contract
As part of the investment objectives of the investment policy, the Board has established the Virginia Beach Fixed Income
Fund (“Stable Value Fund”), which meets the fully benefit-responsive investment contract criteria and, therefore, is
reported at contract value. Contract value represents contributions made under each contract, plus earnings, less
participant withdrawals, and administrative expenses.
The objective of the Stable Value Fund is to provide principal preservation, benefit responsiveness, liquidity, and current
income at levels that typically are higher than those provided by money market funds over an interest rate cycle. The
investments of the Stable Value Fund are expected to produce relatively stable annual returns on fund assets with little
to no fluctuation in account values. A security-backed contract has similar characteristics as a traditional investment
contract and is comprised of two parts: the first part is a fixed-income security or portfolio of fixed-income securities; the
second part is a contract value guarantee (wrapper) provided by a third-party. Wrappers provide contract value
payments for certain participant-initiated withdrawals and transfers, a floor crediting rate, and return of fully accrued
contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years ended
December 31, 2016 and 2015, the crediting interest rate on the separate account contract was 1.75% and 1.80%,
respectively.
At December 31, 2016 and 2015, the fair value of the contract was as follows:

Components:
Underlying investments
Wrap contract
Total

2016

2015

$ 110,277,370
(311,947)

$ 107,569,368
572,237

$ 109,965,423

$ 108,141,605

The Plan’s ability to receive amounts due in accordance with fully benefit-responsive investment contracts are
dependent on the third-party issuer’s ability to meet its financial obligations. The issuer’s ability to meet its contractual
obligations may be affected by future economic and regulatory developments.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 4—Separate account contract (continued)
Certain events might limit the ability of the Plan to transact at contract value with the contract issuers. These events
may be different under each contract. Examples of such events include the following:
-

The Plan’s failure to qualify under Section 401(a) of the Internal Revenue Code or the failure of the trust to
be tax-exempt under Section 501(a) of the Internal Revenue Code.
Premature termination of the contracts.
Plan termination or merger.
Changes to the Plan’s prohibition on competing investment options.
Bankruptcy of the Plan sponsor or other Plan sponsor events (for example, divestitures or spinoffs of a
subsidiary) that significantly affect the Plan’s normal operations.

No events are probable of occurring that might limit the ability of the Plan to transact at contract value with the
contract issuers and that also would limit the ability of the Plan to transact at contract value with the participants.
In addition, certain events allow the issuer to terminate the contracts with the Plan and settle at an amount different
from contract value. Those events may be different under each contract. Examples of such events include the
following:
-

An uncured violation of the Plan’s investment guidelines.
A breach of material obligation under the contract.
A material misrepresentation.
A material amendment to the agreements without the consent of the issuer.

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills,
Notes, Bonds, or Strips; Commercial paper; Repurchase agreements fully collateralized by the United States
Government, Corporate and non-corporate credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch
at time of purchase; Non-agency securities, United States Agency Securities; Mortgaged-backed securities
issued by Government National Mortgage Association (“GNMA”), Federal National Mortgage Association
(“FNMA”), Federal Home Loan Mortgage Corporation (“FHLMC”), Federal Home Loan Banks (“FHLB”), Veteran
Affairs’ Vendee Loan, or other United States Agency or Government Sponsored Enterprise (“GSE”);
Collateralized mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other U.S.
Agency or GSE securities; and instruments of commercial banks domiciled in the United States of America, with
the requirement that all money deposited into these banks be 100% guaranteed by the Federal Deposit
Insurance Corporation.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account
contract’s issuer.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 4—Separate account contract (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities. As of December 31, 2016, the Stable
Value Fund was the only Plan investment that represented 5% or more of the Plan’s net position (other than
those explicitly guaranteed or issued by the U.S. government or those invested in mutual funds, external
investment pools, or other pooled investments).
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 4 years.

Note 5—Fair value measurement
The Plan categorizes its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. 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;
Level 3 inputs are significant unobservable inputs. The Plan has the following recurring fair value measurements as of
December 31, 2016 and 2015:

Level 1
Mutual funds
Total

Assets at Fair Value as of December 31, 2016
Level 2
Level 3

Total

$ 150,826,836

$

-

$

-

$ 150,826,836

$ 150,826,836

$

-

$

-

$ 150,826,836

Assets at Fair Value as of December 31, 2015
Level 1
Mutual funds
Total

Level 2

Level 3

Total

$ 141,210,423

$

-

$

-

$ 141,210,423

$ 141,210,423

$

-

$

-

$ 141,210,423

Note 6—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower Retirement Services (“Empower”) under an agreement
(the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Empower a
monthly recordkeeping and communication fee of 0.021% (i.e. 0.25% per annum) of the average daily Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2016 AND 2015

Note 6—Revenue sharing fee agreement (continued)
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a prorata basis from the participant accounts.
In 2016, Empower was contractually due recordkeeping and communication fees in the amount of $411,544 and the
actual amount of mutual fund revenue received was $567,401, representing an excess of $155,857 which will be
allocated to the general account in 2017.
The Agreement requires that an annual reconciliation be conducted and caps the per-head cost at $80, with the
amount in excess of $80 remitted back to the Plan’s general accounts. In the 2015 annual reconciliation, there was
an excess of $149,342.
During 2016, the Board authorized $192,645 of excess revenues to be allocated to participant accounts.
For the years ended December 31, 2016 and 2015, activity in the general account was as follows:

2016

2015

Balance, beginning of year:
Dividends and interest
Allocation to participant accounts
Contractual fees, net
Plan expenses
Other fee adjustments

$

301,772
5,192
(192,645)
22,606
62,920
(5,578)

$

333,254
14,561
(223,200)
127,043
46,030
4,084

Balance, end of year

$

194,267

$

301,772

Note 7—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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SUPPLEMENTAL INFORMATION

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF ADMINISTRATIVE EXPENSES
YEAR ENDED DECEMBER 31, 2016

Participant Level Expenses:
Investment advice
Managed account fee

$

556
76,922

Total Participant Level Expenses
Plan Level Expenses, Net:
Contractual fees subject to revenue sharing agreement, net:
Recordkeeping and communication fee
Initial Empower fee (before annual calculation)
Other fund fees
Mutual fund revenue received
Reimbursement for 2015 costs in excess of $80 per participant
Contractual fees, net
Other fee adjustments

$

630,005
62,920
1,302
(567,401)
126,826
(149,432)
(22,606)
5,578

Total Plan Level Expenses, Net
Total Administrative Expenses, Net

77,478

(17,028)
$

60,450
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audit contained in the Government Auditing Standards issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Deferred
Compensation Plan (the “Plan”), which comprise the statement of fiduciary net position as of December 31, 2016,
and the related statement of changes in fiduciary net position for the year then ended, and the related notes to the
financial statements and have issued our report dated November 27, 2017.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (“internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan
of the City of Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred
Compensation Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
November 27, 2017
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of City of Virginia Beach Deferred Compensation Plan (the “Plan”) as
of and for the year ended December 31, 2016, and have issued our report thereon dated November 27, 2017.
Professional standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of our audit.
We have communicated such information in our letter to you dated October 10, 2017. Professional standards
also require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. As described in Note 2
to the financial statements, the Plan adopted GASB Statement No. 72, which provides guidance for determining
the fair value of an asset and application for the year ended December 31, 2016. We noted no transactions
entered into by the Plan during the year for which there is a lack of authoritative guidance or consensus. All
significant transactions have been recognized in the financial statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimate affecting the financial statements was:
Management’s assessment and disclosure of the criteria by which fair values of investments were
determined under U.S. GAAP. We evaluated the key factors and assumptions used to make your
assessments of the valuation criteria used, and the application of those criteria, for each Plan investment in
determining that it is reasonable in relation to the financial statements taken as a whole.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated November 27, 2017.

City of Virginia Beach Deferred Compensation Plan
Page 2

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditor. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Restriction on Use
This information is intended solely for the information and use of management and the Deferred Compensation
Board, and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
November 27, 2017
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Independent Accountant’s Report
on Applying Agreed‐Upon Procedures
Deferred Compensation Board
City of Virginia Beach, Virginia

We have performed the procedures enumerated in the following schedule of procedures and findings, which
were agreed to by the Deferred Compensation Board of the City of Virginia Beach, Virginia, solely to assist you
with your evaluation of the accounting records of the City of Virginia Beach Deferred Compensation Plan (the
“Plan”) as of and for the year ended December 31, 2016. The Plan’s management is responsible for the Plan’s
accounting records. The sufficiency of these procedures is solely the responsibility of the Deferred
Compensation Board of the City of Virginia Beach, Virginia. Consequently, we make no representation
regarding the sufficiency of the procedures described in the following schedule of procedures and findings for
the purpose for which this report has been requested or for any other purpose.
This agreed-upon procedures engagement was conducted in accordance with attestation standards established
by the American Institute of Certified Public Accountants. We were not engaged to, and did not conduct an
examination or review, the objective of which would be the expression of an opinion or conclusion, respectively,
on the evaluation of the accounting records of the Plan. Accordingly, we do not express such an opinion. Had
we performed additional procedures, other matters might have come to our attention that would have been
reported to you.
This report is intended solely for the information and use of the Deferred Compensation Board of the City of
Virginia Beach, Virginia and is not intended to be and should not be used by anyone other than those specified
parties.

Virginia Beach, Virginia
November 27, 2017

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF PROCEDURES AND FINDINGS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2016

Agreed‐Upon Procedure
1) For four payroll periods for both the
City and Schools, determine that the
amounts withheld from participants’
compensation were remitted timely to
the Plan trustee. Timeliness is defined
as
the
timeframe
historically
established by the Plan Sponsor,
which has typically been within 2-4
days of the paycheck date.

Procedure Details
We selected remittances for deferrals made by participants
on paychecks dated:
2/29/16
3/15/16
5/31/16
10/31/16
11/15/16
12/30/16

(Schools)
(City)
(City and Schools)
(Schools)
(City)
(City and Schools)

For the selected remittances noted above, we viewed
supporting documentation for remittance, noting the date
the file was submitted and the date payment vouchers were
requested.

2) For
five
participant
accounts,
recalculate the allocation of the
dividends paid by the mutual funds to
the individual participant account
based on the allocation procedures
specified in the Plan document.
Variances in excess of 3% will be
reported as findings.

Finding

In order to recalculate the allocation of dividends paid by the
mutual funds, we selected a sample of five participants (four
from City and one from Schools) from the Summary by
Participant Report provided by Empower Retirement for the
year ended December 31, 2016. We then selected two
investments from each participant’s account and compared
the participant’s calculated return on the average balance
with the Plan’s calculated return on the average balance as
reported on the Summary Investment Option Report. The
observed Plan and participant rates of return were compared
and variances in excess of 3%, if applicable, are to be
reported as findings.

Paycheck Date
2/29/16 (Schools)
3/15/16 (City)
5/31/16 (City)
5/31/16 (Schools)
10/31/16 (Schools)
11/15/16 (City)
12/30/16 (City)
12/30/16 (Schools)

Date Received
by Trustee
2/26/16
3/11/16
5/26/16
5/27/16
10/28/16
11/10/16
12/28/16
1/03/17

The amounts on the U.S. Gross to Net
Summary Report all agreed to the
remittance information without exception.
No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

3) Reconcile the Plan’s total net position
per the statement of fiduciary net
position with the custodial bank trust
accounts.

We obtained the annual Trust Statement for the year ended
December 31, 2016, provided by Wells Fargo. We also
obtained the Participant Summary by Investment Option
(City and Schools) reports, provided by Empower
Retirement, for the year ended December 31, 2016. We
then compared the ending market value reported by Wells
Fargo to the ending balance reported by Empower
Retirement.

No exceptions noted as a result of applying
this procedure.

4) Recalculate the quarterly allocation of
the Stable Value Fund earnings
credited to the Plan based on the
investment
manager’s
quarterly
statements that are presented to the
Board. Variances in excess of 3% will
be reported as findings.

We computed the Plan’s average invested balance of the
Stable Value Fund based on amounts reported on the
Participant Summary Investment Option Report (City) for the
year ended December 31, 2016. We multiplied the Plan’s
average investment balance by the Returns/Credited Rates
reported in the Quarterly Statements provided by the
investment manager from the Board minutes. We compared
the resulting returns to the Plan’s Interest and Dividends for
the Stable Value Fund reported on the Participant Summary
Investment Option Report (City). Explanations for variances
in excess of 3%, if applicable, are to be reported as findings.

No exceptions or findings noted as a result
of applying this procedure.

5) For
four
participant
accounts,
recalculate the quarterly allocation of
the Stable Value Fund earnings
credited to the individual participant
account based on the investment
manager’s quarterly statements that
are presented to the Board. Variances
in excess of 3% will be reported as
findings.

We selected a sample of four participants (three from City
and one from Schools) from the Summary by Participant
Report provided by Empower Retirement for the year ended
December 31, 2016. We then computed each participant’s
average invested balance of the Stable Value Fund based
on amounts reported on the Participant Summary Investment
Option Report for the year ended December 31, 2016. We
multiplied each participant’s average investment balance by
the Returns/Credit Rates reported in the Quarterly
Statements provided by the investment manager from the
Board minutes. We compared the resulting returns to the
participant’s Interest and Dividends for the Stable Value
Fund reported on the Participant Summary Investment
Option Report. Explanations for variances in excess of 3%, if
applicable, are to be reported as findings.

No exceptions or findings noted as a result
of applying this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

6) Recalculate management fees related
to the Stable Value Fund as specified
in the Letter of Agreement between
Empower Retirement and the City of
Virginia Beach. Variances in excess
of 3% will be reported as findings.

We obtained the Letter Agreement between Empower
Retirement Services and the City of Virginia Beach. We
obtained the audited financial statements of the Stable Asset
Fund (City of Virginia Beach) of Empower Retirement
Services as of and for the year ended December 31, 2016.
We recalculated the expected investment management fee
based on the terms of the Letter Agreement and ending net
position reported on the audited financial statements and
compared the result to the administrative and management
expenses reported on the audited financial statement of
operations for the year ended December 31, 2016.
Explanations for variances in excess of 3%, if applicable, are
to be reported as findings.

No exceptions or findings noted as a result
of applying this procedure.

7) Prepare/send confirmations to four
participating investment firms chosen
haphazardly
requesting
detailed
information about fees paid to
Empower Retirement, recalculate
fees paid as a percent of base
amount for two months chosen
haphazardly and reconcile this with
financial statements. Variances in
excess of five basis points will be
reported as findings.

We sent and received confirmations from Franklin
Templeton Investments (Templeton World Fund), American
Funds (American Funds Growth Fund R4), Janus
Henderson (Janus Forty S), Baron Funds (Baron Small Cap
Fund) and confirmed the terms of their fee arrangements
for 12b-1 and shareholder services based on basis points
with Empower Retirement Services. We calculated the
expected monthly fee revenue to be allocated to the Plan
by multiplying the basis points confirmed by the mutual fund
companies on a monthly basis by the value of the Plan’s
holdings in those funds for the months ended March 31,
2016 and June 30, 2016. We then compared the expected
monthly fee revenue to the actual monthly fee revenue
allocated to the Plan obtained from records provided by
Empower Retirement. Explanations for variances in excess
of five basis points, if applicable, are to be reported as
findings.

No exceptions or findings noted as a result
of applying this procedure.

8) Recalculate the Recordkeeping and
Communication Fee, on a sample
basis of two months chosen
haphazardly, withdrawn from the
Plan’s general account as specified in
the terms of the Letter of Agreement
between
Empower
Retirement
Services and the City of Virginia
Beach, as amended May 26, 2015.
Variances in excess of 3% will be
reported as findings.

We
recalculated
Empower
Retirement’s
monthly
Recordkeeping and Communication Fee for the months
ended March 31, 2016 and June 30, 2016 and compared
this amount to the Recordkeeping and Communication Fee
withdrawn from the Plan’s general account. Explanations for
variances in excess of 3%, if applicable, are to be reported as
findings.

No exceptions or findings noted as a result
of applying this procedure.

4

Agreed‐Upon Procedure

Procedure Details

Finding

9) For
two
participant
hardship
distributions, review the financial need
indicated in the withdrawal request for
compliance with Plan provisions and
tax requirements for a hardship
withdrawal.

We selected two participants with financial hardship
distributions in 2016 and reviewed the hardship withdrawal
request for compliance with Plan provisions and tax
requirements for hardship withdrawal.

No exceptions noted as a result of applying
this procedure.

10) Obtain
a
copy
of
Empower
Retirement
Services
Service
Organizations Control report and
determine the report covers the
appropriate period. Review the results
of the report and assess that
management has properly addressed
all user controls. User controls not
addressed by management will be
considered a finding.

We obtained the Independent Service Auditor’s Report on
Management’s Description of the Service Organization’s
System and the Suitability of the Design and Operating
Effectiveness of Controls – Defined Contribution Plan
Recordkeeping Services for the period October 1, 2015 –
September 30, 2016. We also obtained a bridge letter
covering the period of October 1, 2016 – December 31,
2016 from Empower Retirement Services, confirming that
the controls in place as of the date of the service auditor’s
report have been properly maintained. We reviewed the
user controls identified within the Independent Service
Auditor’s Report that Empower Retirement Services
recommends each customer implement for appropriate
usage of their services. Based on discussions with Plan’s
management the following user controls have been
evaluated:
 Control Objective: Access to the Plan Sponsor website
accounts and passwords are provided only to
authorized personnel.
 Control Objective: The Plan Sponsor is responsible for
regular review of their access to the Plan Service
Center (PSC) and providing timely notification to
Empower of any access changes.
 Control Objective: The Plan Sponsor is responsible for
maintaining plan documents, if applicable.
 Control Objective: The Plan Sponsor is responsible for
notifying Empower of any amendments to plan
documents for plan changes.
 Control Objective: The Plan Sponsor is responsible for
providing accurate employee eligibility data.
 Control Objective: The Plan Sponsor is responsible for
authorizing changes in the fund line up prior to
investment processing the recordkeeping system.

We read the independent service auditor’s
report dated November 17, 2016 and
observed that it was for the appropriate
period and was unmodified. Based on our
discussions
with
management
and
procedures performed, the Plan Sponsor
appears to have addressed each user
control. No exceptions noted as a result of
applying this procedure.
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Agreed‐Upon Procedure

Procedure Details








11) Recalculate the balance in the Plan’s
general account (Forfeiture/Asset
Holding Account) and agree the
balance to the statement of fiduciary
net position at year-end.

Finding

Control Objective: The Plan Sponsor is responsible for
reviewing management reports and/or confirmation
notices
(e.g.
enrollments,
account
changes,
disbursements, statements, plan summaries, other
plan/participant data etc.) and communicating any
discrepancies in writing within a timely manner.
Control Objective; The Plan Sponsor is responsible for
providing information (e.g. employee/payroll files,
including adjustments) timely that is accurate,
complete, properly authorized, if applicable, and in
accordance with Plan guidelines.
Control Objective: The Plan Sponsor is responsible for
monitoring applicable contribution limits.
Control Objective: If applicable, disbursement requests
are authorized by the appropriate party and in
compliance with the Plan provisions.
Control Objective: The Plan Sponsor is responsible for
providing written in instruction regarding the application
of forfeitures.

For 2016, we agreed the ending balance recalculated in
procedure #8 above to the ending balance reported in the
Forfeiture/Asset Holding Account provided by Empower
Retirement for the year ended December 31, 2016.

No exceptions noted as a result of applying
this procedure.
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of the Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, which comprise the
statement of fiduciary net position as of June 30, 2016, and the related statement of changes in fiduciary net position
for the year then ended, and the related notes to the financial statements.

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 an opinion on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of June 30, 2016, and the
changes in fiduciary net position for the year then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 4 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated November 3, 2017 on our
consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
November 3, 2017
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2016
Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
“Plan”) provides an overview of the Plan’s financial activities for the year ended June 30, 2016. Please read it in
conjunction with the basic financial statements and financial statement footnotes, which follow this discussion.
Financial Highlights
Year ended June 30, 2016


Fiduciary net position decreased by $291,251, from $3,693,067 to $3,401,816.



Additions for the year are $33,657, which are comprised of employer contributions of $4,962 and net
investment income of $28,695.



Deductions for the year are $324,908, which are comprised of benefit payments of $320,657 and
administrative expenses of $4,251.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statement of Fiduciary Net Position and the Statement of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the year they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statement of Changes in Fiduciary Net Position shows the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2016
Financial Analysis
Summary of Fiduciary Net Position

Fiduciary Net Position

$

June 30,
2016
3,401,816
$

2015
3,693,067

$

Decrease
(291,251)

Total assets decreased by $291,251 or 7.89% between June 2015 and June 2016 due to benefit payments in excess of
investment income. Total assets decreased by $171,528 or 4.44% between June 2014 and June 2015 due to benefit
payments in excess of investment income.
Summary of Changes to Fiduciary Net Position
Year Ended June 30,
2016
2015
Additions:
Plan contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level administrative
expenses
Total Deductions
Change in Fiduciary Net Position

$

$

4,962
28,695
33,657

$

1,426
98,885
100,311

Increase
(Decrease)
$

3,536
(70,190)
(66,654)

320,657

270,513

50,144

4,251
324,908
(291,251)

1,326
271,839
(171,528)

2,925
53,069
(119,723)

$

$

Additions consist of Plan contributions and earnings from investment activities. Total additions decreased by $66,654
or 66.45% between 2015 and 2016, primarily due to poor investment performance.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $50,144 or 18.54% between 2015 and 2016, for various reasons that include an increase in the number
of employees retiring or separating from service. Administrative expenses increased $2,925 due to contractual
obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s
website at www.vbgov.com.

4

CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF FIDUCIARY NET POSITION
JUNE 30, 2016
ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value

2,098,378
1,299,531

Total Investments
Net Position Restricted for Pension Benefits

The accompanying notes to the financial statements are an integral part of these statements.

3,907

3,397,909
$

3,401,816
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
YEAR ENDED JUNE 30, 2016
Additions:
Investment Income:
Net depreciation in fair value of investments
Dividends and interest

$

Total Investment Income

(59,587)
88,282
28,695

Contributions:
Plan contributions

4,962

Total Additions

33,657

Deductions:
Benefits paid to participants
Administrative expenses

320,657
4,251

Total Deductions

324,908

Net decrease
Net position restricted for pension benefits, beginning of year
Net position restricted for pension benefits, end of year

The accompanying notes to the financial statements are an integral part of these statements.

(291,251)
3,693,067
$

3,401,816
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code (“IRC”) Section 401. The
Plan sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is
available to all employees of the City of Virginia Beach Sheriff’s Office who have completed one year of service, as
defined by the Plan.

The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer, and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of June 30, 2016, the composition of participants was as follows:
405
115
4

Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

524

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the Plan year-end, the Plan contribution totaled $4,962
which consisted of excess funds remitted from the general account to participant accounts. Plan contributions to the
Plan, and any earnings they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
Participant Accounts – Each participant’s account is credited with an allocation of the City’s discretionary
contributions as well as Plan earnings. Participant accounts are charged with an allocation of administrative
expenses that are paid by the Plan. Allocations are based on participant compensation, account balances, or specific
participant transactions as defined. The benefit to which the participant is entitled is the benefit that can be provided
from the participant’s vested account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
Note 1—Description of the Plan (continued)
Investment Options – Participants direct the investment of their accounts into various investment options offered by
the Plan. The Plan’s investments are stated at fair value (except for fully benefit-responsive investment contracts,
which are valued at contract value). Fair value is the price to be received to sell an asset or paid to transfer a liability
in an orderly transaction between market participants at the measurement date. Contract value is the relevant
measure for the portion of net assets available for benefits attributable to fully benefit-responsive investment
contracts because contract value is the amount participants normally would receive if they were to initiate permitted
transactions under the terms of the Plan. See Note 4 for further discussion of contract value measurements. See
Note 5 for further discussion of fair value measurements.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investment Valuation and Income Recognition – Investments are reported at fair value. Plan management
determines the Plan’s valuation policies utilizing information provided by the custodian. See Note 5 for discussion of
fair value measurements.

Purchases and sales of securities are recorded on a trade-date basis. Interest income is recorded on the accrual
basis. Dividends are recorded on the ex-dividend date. Net depreciation includes the Plan’s gains and losses on
investments bought and sold as well as held during the year.
Contributions – Contributions are recognized in the year when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
New Accounting Pronouncements – The Plan adopted Statement No. 72 of the Government Accounting Standards
Board entitled Fair Value Measurement and Application for the year ended June 30, 2016. This statement provides
guidance for determining the fair market value of an asset for financial reporting and guidance for applying fair value
to certain investments and disclosures.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investment policy allows for funds
within fifteen major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of June 30, 2016:
Mutual funds, at fair value:
AB Discovery Value Advisor
American Century Equity Growth Fund
American Funds Growth Fund of Amer R4
Baron Small Cap Retail
Delaware Value Inst
Eagle Small Cap Growth R5
Janus Henderson Forty S
MAXIM Aggressive Profile
MAXIM Conservative Profile
MAXIM Moderate Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderately Conservative Profile
MFS Massachusetts Investors Growth Fund
Morgan Stanley Inst. Mid Cap Growth I
Templeton World Fund
Vanguard Institutional Index I
Vanguard Mid Cap Index Fund
Vanguard Total Bond Market Index Inv
William Blair International Growth N

$

Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

99,474
46,199
101,441
132,516
172,423
13,631
16,221
220,379
93,814
250,440
144,406
79,181
60,556
10,881
63,062
408,303
45,090
87,502
52,859
2,098,378
1,299,531

$

3,397,909

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo N.A.
serves as the custodian to the funds held by the Plan. The Sheriff’s Plan is self-trusteed and thus does not have a
Plan custodian. Securities that exist in book entry form are held in trust by the custodian in the name of the Plan.

Note 4—Separate account contract
As part of the investment objectives of the investment policy, the Board has established the Virginia Beach Fixed Income
Fund (“Stable Value Fund”), which meets the fully benefit-responsive investment contract criteria and, therefore, is
reported at contract value. Contract value represents contributions made under each contract, plus earnings, less
participant withdrawals, and administrative expenses.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
Note 4—Separate account contract (continued)
The objective of the Stable Value Fund is to provide principal preservation, benefit responsiveness, liquidity, and current
income at levels that typically are higher than those provided by money market funds over an interest rate cycle. The
investments of the Stable Value Fund are expected to produce relatively stable annual returns on fund assets with little
to no fluctuation in account values. A security-backed contract has similar characteristics as a traditional investment
contract and is comprised of two parts: the first part is a fixed-income security or portfolio of fixed-income securities; the
second part is a contract value guarantee (wrapper) provided by a third-party. Wrappers provide contract value
payments for certain participant-initiated withdrawals and transfers, a floor crediting rate, and return of fully accrued
contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the year ended June 30,
2016, the crediting interest rate on the separate account contract was 1.80%.
At June 30, 2016, the fair value of the contract was as follows:
Components:
Underlying investments
Wrap contract
Total

$

1,299,531
(814)

$

1,298,717

The Plan’s ability to receive amounts due in accordance with fully benefit-responsive investment contracts are
dependent on the third-party issuer’s ability to meet its financial obligations. The issuer’s ability to meet its contractual
obligations may be affected by future economic and regulatory developments.
Certain events might limit the ability of the Plan to transact at contract value with the contract issuers. These events
may be different under each contract. Examples of such events include the following:
-

The Plan’s failure to qualify under Section 401(a) of the Internal Revenue Code or the failure of the trust to
be tax-exempt under Section 501(a) of the Internal Revenue Code.
Premature termination of the contracts.
Plan termination or merger.
Changes to the Plan’s prohibition on competing investment options.
Bankruptcy of the Plan sponsor or other Plan sponsor events (for example, divestitures or spinoffs of a
subsidiary) that significantly affect the Plan’s normal operations.

No events are probable of occurring that might limit the ability of the Plan to transact at contract value with the
contract issuers and that also would limit the ability of the Plan to transact at contract value with the participants.
In addition, certain events allow the issuer to terminate the contracts with the Plan and settle at an amount different from
contract value. Those events may be different under each contract. Examples of such events include the following:
-

An uncured violation of the Plan’s investment guidelines.
A breach of material obligation under the contract.
A material misrepresentation.
A material amendment to the agreements without the consent of the issuer.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
Note 4—Separate account contract (continued)
The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills, Notes,
Bonds, or Strips; Commercial paper; Repurchase agreements fully collateralized by the United States
Government, Corporate and non-corporate credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch at
time of purchase; Non-agency securities, United States Agency Securities; Mortgaged-backed securities issued
by Government National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”),
Federal Home Loan Mortgage Corporation (“FHLMC”), Federal Home Loan Banks (“FHLB”), Veteran Affairs’
Vendee Loan, or other United States Agency or Government Sponsored Enterprise (“GSE”); Collateralized
mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other U.S. Agency or GSE
securities; and instruments of commercial banks domiciled in the United States of America, with the requirement
that all money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance Corporation.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The Plan
manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account contract’s
issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities. As of June 30, 2016, the Stable Value
Fund was the only Plan investment that represented 5% or more of the Plan’s net assets (other than those
explicitly guaranteed or issued by the U.S. government or those invested in mutual funds, external investment
pools, or other pooled investments).
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of investments.
The Board’s investment policy for the Stable Value Fund states that the average duration of the portfolio will not
exceed 4 years.

Note 5—Fair value measurement
The Plan categorizes its fair value measurements within the fair value hierarchy established by generally accepted
accounting principles. 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;
Level 3 inputs are significant unobservable inputs. The Plan has the following recurring fair value measurements as of
June 30, 2016:

Assets at Fair Value as of June 30, 2016
Level 1
Mutual funds
Total

Level 2

Level 3

Total

$

2,098,378

$

-

$

-

$

2,098,378

$

2,098,378

$

-

$

-

$

2,098,378
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Note 6—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower Retirement Services (“Empower”) under an agreement (the
“Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Empower a monthly
recordkeeping and communication fee of 0.021% (i.e. 0.25% per annum) of the average Plan assets in exchange for
certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a pro-rata basis from the participant accounts.
There is an annual reconciliation conducted capping the per-head cost at $80, with an amount in excess of $80
remitted back to the Plans’ general accounts. In the 2016 annual reconciliation, there was no excess remitted to the
Plan.
For the year ended June 30, 2016, activity in the general account was as follows:

Balance, beginning of year
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses
Plan contributions
Balance, end of year

$

5,856
130
3,391
(508)
(4,962)

$

3,907

Note 7—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Sheriff’s Office
Supplemental Retirement Plan (the “Plan”) which comprise the statement of fiduciary net position as of June 30,
2016, and the related statement of changes in fiduciary net position for the year then ended, and the related notes to
the financial statements and have issued our report dated November 3, 2017.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (“internal control”) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express such an opinion on the Plan’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
November 3, 2017
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of the City of Virginia Beach Sheriff's Office Supplemental Retirement
Fund (the “Plan”) for the year ended June 30, 2016, and have issued our report thereon dated November 3,
2017. Professional standards require that we provide you with information about our responsibilities under
generally accepted auditing standards, as well as certain information related to the planned scope and timing of
our audit. We have communicated such information in our letter to you dated October 10, 2017. Professional
standards also require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. As described in Note 2
to the financial statements, the Plan adopted GASB Statement No. 72, which provides guidance for determining
the fair value of an asset and application for the year ended June 30, 2016. We noted no transactions entered
into by the Plan during the year for which there is a lack of authoritative guidance or consensus. All significant
transactions have been recognized in the financial statements in the proper period.
Accounting estimates are an integral part of the financial statements prepared by management and are based
on management’s knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimate affecting the financial statements was:
Management’s assessment and disclosure of the criteria by which fair values of investments were
determined under U.S. GAAP. We evaluated the key factors and assumptions used to make your
assessments of the valuation criteria, and the application of those criteria, for each Plan investment in
determining that it is reasonable in relation to the financial statements taken as a whole.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated November 3, 2017.

Deferred Compensation Board
City of Virginia Beach, Virginia
Page 2

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.

Restriction on Use
This information is intended solely for the use of the Deferred Compensation Board and management of the
Plan and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
November 3, 2017
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”), which comprise the statements of fiduciary net position as of December 31, 2015 and 2014, and the
related statements of changes in fiduciary net position for the years then ended, and the related notes to the financial
statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Deferred Compensation Plan as of December 31, 2015 and 2014, and the
changes in fiduciary net position for the years then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 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 Supplementary Information
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
supplemental schedule of administrative expenses as of December 31, 2015 is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the responsibility of management
and was derived from and related directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated November 17, 2016 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
November 17, 2016
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2015 AND 2014

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”) provides an overview of the Plan’s financial activities for the years ended December 31, 2015 and 2014.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended December 31, 2015
 Fiduciary net position decreased by $1,537,382 from $250,663,692 to $249,126,310.
 Additions for the year are $16,025,983, which are comprised of member contributions of $15,575,834 and
net investment income of $450,149.
 Deductions for the year are $17,563,365, which are comprised of benefit payments of $17,613,762 and
excess plan reimbursements over administrative expenses totaling ($50,397).
Year ended December 31, 2014
 Fiduciary net position increased by $15,119,015 from $235,544,677 to $250,663,692.
 Additions for the year are $29,197,287, which are comprised of member contributions of $17,560,794 and
net investment income of $11,636,493.
 Deductions for the year are $14,078,272, which are comprised of benefit payments of $14,049,603 and
administrative expenses of $28,669.
Overview of the Financial Statements
This annual report consists of two financial statements: Statements of Fiduciary Net Position and Statements of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statements of Fiduciary Net Position show the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2015 AND 2014

Financial Analysis
Summary of Fiduciary Net Position

Fiduciary net position

December 31,
2015
2014
$ 249,126,310
$ 250,663,692

Decrease
$ (1,537,382)

Fiduciary net position

December 31,
2014
2013
$ 250,663,692
$ 235,544,677

Increase
$ 15,119,015

Total assets decreased by $1.5 million or 0.6% between 2014 and 2015 due to the decrease in the fair value of
investments. Total assets increased by $15.1 million or 6.4% between 2013 and 2014 due to net Plan activities.
Summary of Changes in Fiduciary Net Position
Years ended December 31,
2015
2014
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses, net
Total deductions
Change in fiduciary net position

$

$

15,575,834
450,149
16,025,983

17,613,762
(50,397)
17,563,365
(1,537,382)

$

$

Increase
(Decrease)

17,560,794
11,636,493
29,197,287

$

(1,984,960)
(11,186,344)
(13,171,304)

14,049,603
28,669
14,078,272
15,119,015

3,564,159
(79,066)
3,485,093
$ (16,656,397)

Additions consist of member contributions and earnings from investment activities. Total additions decreased by
$13.1 million or 45.1% between 2014 and 2015 primarily due to the depreciation in investments from 2014 to 2015.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $3.5 million, or 24.8% between 2014 and 2015 for various reasons including emergency withdrawals
and an increase in the number of employees retiring or separating from service. Administrative expenses decreased
$79,066 or 275.8% due to refunds from contractual obligations for professional services incurred by participants.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2015 AND 2014

Summary of Changes in Fiduciary Net Position
Years ended December 31,
2014
2013
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses, net
Total deductions
Change in fiduciary net position

$

$

17,560,794
11,636,493
29,197,287

14,049,603
28,669
14,078,272
15,119,015

$

$

Increase
(Decrease)

16,363,590
29,174,659
45,538,249

$

1,197,204
(17,538,166)
(16,340,962)

11,389,818
72,512
11,462,330
34,075,919

2,659,785
(43,843)
2,615,942
$ (18,956,904)

Additions consist of member contributions and earnings from investment activities. Total additions decreased by
$16.3 million or 36.0% between 2013 and 2014 primarily due to the appreciation in investments from 2013 to 2014.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $2.7 million or 23.4% between 2013 and 2014 for various reasons including emergency withdrawals
and an increase in the number of employees retiring or separating from service. Administrative expenses decreased
$43,843 or 60.5% for contractual obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have any
questions about this report or need additional financial information, contact the City’s Finance Department, City of
Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s website at
www.vbgov.com.

5

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF FIDUCIARY NET POSITION
DECEMBER 31, 2015 AND 2014

2015

2014

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value
Total investments
Receivables:
Participant contribution - schools
Net position restricted for pension benefits

$

301,772

$

333,254

141,210,423
107,569,368

141,529,913
108,751,731

248,779,791

250,281,644

44,747

48,794

249,126,310

The accompanying notes to the financial statements are an integral part of these statements.

$

250,663,692
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
YEARS ENDED DECEMBER 31, 2015 AND 2014

2015
Additions:
Investment income:
Net appreciation (depreciation) in fair value of investments
Dividends and interest

$

Total investment income

(7,121,293)
7,571,442

2014

$

3,004,000
8,632,493

450,149

11,636,493

Contributions:
Participant contributions
Rollover contributions

11,105,479
4,470,355

11,384,716
6,176,078

Total contributions

15,575,834

17,560,794

Total additions

16,025,983

29,197,287

17,613,762
(50,397)

14,049,603
28,669

17,563,365

14,078,272

(1,537,382)

15,119,015

Deductions:
Benefits paid to participants
Administrative expenses, net
Total deductions
Net increase (decrease)
Net position restricted for pension benefits:
Beginning of year
End of year

250,663,692
$

249,126,310

The accompanying notes to the financial statements are an integral part of these statements.

235,544,677
$

250,663,692
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan Agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of December 31, 2015, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,628
1,600
246

382
174
27

4,010
1,774
273

5,474

583

6,057

As of December 31, 2014, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,810
1,481
265

418
151
25

4,228
1,632
290

5,556

594

6,150

Participants may contribute a flat dollar amount of their pre-tax annual compensation, as defined by the Plan. The
maximum contribution limit for 2015 was $18,000. In addition, participants in the three calendar years prior to their
normal retirement age, as defined by the Plan, may contribute more than the IRC limits, up to double the annual
contribution limit. Participants over age 50 may contribute an additional $6,000 in catch-up contributions, but cannot be
combined with the additional contributions in the three calendar years prior to their normal retirement age. Participants
may also transfer amounts representing distributions from other qualified plans or an Individual Retirement Account. All
participant contributions, including rollover contributions, and any earnings are always 100% vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship, and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 1—Description of the Plan (continued)
Participant Accounts – Each participant’s account is credited with the participant’s contributions as well as allocations of
Plan earnings. Participant accounts are charged with an allocation of administrative expenses that are paid by the Plan.
Allocations are based on participant compensation, account balances, or specific participant transactions as defined.
The benefit to which a participant is entitled is the benefit that can be provided from the participant’s account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in separate
account contracts that are determined to be fully benefit responsive are stated at contract value. Investment income
is recognized as revenue when earned. The net appreciation (depreciation) in fair value of investments is recorded
as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City or paid by third party providers and are not reflected in these statements. Certain investment
fees related to managed accounts and index mutual funds are charged directly to the participant’s account and are
included in administrative fees. Administrative expenses are presented net of amounts received by the Plan under
revenue sharing agreements (see Note 5).
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
twelve major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
American Funds 2020 Target Date Retire R5
American Funds 2025 Target Date Retire R6
American Funds 2030 Target Date Retire R7
American Funds 2035 Target Date Retire R8
American Funds 2040 Target Date Retire R9
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Alliance Bern Discovery Value Advisor
Morgan Stanley Inst. Mid Cap Growth I
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Delaware Value Inst.
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv
Vanguard Total Bond Market Index Inst.
Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

2015
$

7,202,551
10,781,560
8,588,021
2,375,655
2,262,272
35,142
44,799
10
299,782
75
7,534,394
5,549,025
5,874,987
2,505,578
6,961,571
1,423,804
7,692,539
11,066,867
8,497,707
5,246,887
3,192,917
11,095,346
27,115,891
5,863,044
141,210,424

2014
$

7,033,773
10,654,140
8,747,570
2,502,790
2,214,704
10,991,494
4,417,947
7,255,890
1,562,354
6,437,835
1,186,910
1,510,263
6,748,682
12,562,265
6,933,999
1,740,643
10,870,711
5,896,128
26,062,683
4,248,683
1,950,449
141,529,913

107,569,367

108,751,731

$ 248,779,791

$ 250,281,644
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 3—Investments (continued)
Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
Separate Account Contract – As part of the investment objectives of the investment policy, the Board has established
the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to provide
principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher than those
provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are expected to
produce relatively stable annual returns on fund assets with little to no fluctuation in account values. A security-backed
contract has similar characteristics as a traditional investment contract and is comprised of two parts: the first part is a
fixed-income security or portfolio of fixed-income securities; the second part is a contract value guarantee (wrapper)
provided by a third-party. Wrappers provide contract value payments for certain participant-initiated withdrawals and
transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years ended
December 31, 2015 and 2014, the crediting interest rate on the separate account contract was 1.80% and 1.90%,
respectively.
At December 31, 2015 and 2014, the fair value of the contract was as follows:

Components:
Underlying investments
Wrap contract
Total

2015

2014

$ 107,569,368
572,237

$ 108,751,731
1,527,603

$ 108,141,605

$ 110,279,334
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 3—Investments (continued)
The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills,
Notes, Bonds, or Strips; Commercial paper; Repurchase agreements fully collateralized by the United States
Government, Corporate and non-corporate credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch
at time of purchase; Non-agency securities, United States Agency Securities; Mortgaged-backed securities
issued by Government National Mortgage Association (“GNMA”), Federal National Mortgage Association
(“FNMA”), Federal Home Loan Mortgage Corporation (“FHLMC”), Federal Home Loan Banks (“FHLB”), Veteran
Affairs’ Vendee Loan, or other United States Agency or Government Sponsored Enterprise (“GSE”);
Collateralized mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other U.S.
Agency or GSE securities; and instruments of commercial banks domiciled in the United States of America, with
the requirement that all money deposited into these banks be 100% guaranteed by the Federal Deposit
Insurance Corporation.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account
contract’s issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 4 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools, or other pooled investments) that represent
5% or more of the Plan’s net assets as of December 31, 2015 and 2014:

Virginia Beach Fixed Income Fund

2015

2014

$ 107,569,368

$ 108,751,731
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2015 AND 2014

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower Retirement Services (“Empower”) under an agreement
(the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Empower a
monthly recordkeeping and communication fee of 0.021% (i.e. 0.25% per annum) of the average daily Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a prorata basis from the participant accounts.
In 2015, Empower was contractually due recordkeeping and communication fees in the amount of $314,229 and the
actual amount of mutual fund revenue received was $428,534, representing an excess of $114,305 which was
allocated to the City and Schools’ accounts based on the percentage of assets.
The Agreement requires that an annual reconciliation be conducted and caps the per-head cost at $80, with the
amount in excess of $80 remitted back to the Plan’s general accounts. In the 2015 annual reconciliation, there was
an excess of $63,358.
During 2015, the Board authorized $223,200 of excess revenues to be allocated to participant accounts.
For the years ended December 31, 2015 and 2014, activity in the general account was as follows:

2015

2014

Balance, beginning of year:
Dividends and interest
Allocation to participant accounts
Contractual fees, net
Plan expenses
Other fee adjustments

$

333,254
14,561
(223,200)
127,043
46,030
4,084

$

237,472
5,954
118,533
(28,705)

Balance, end of year

$

301,772

$

333,254

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF ADMINISTRATIVE EXPENSES
YEAR ENDED DECEMBER 31, 2015

Participant level expenses:
Investment advice
Managed account fee

$

381
80,349

Total participant level expenses
Plan level expenses, net:
Contractual fees subject to revenue sharing agreement, net
Recordkeeping and communication fee
Mutual fund revenue received
Reimbursement for 2014 costs in excess of $80 per participant
Contractual fees, net
Other fee adjustments

$

630,569
(635,811)
(5,242)
(121,801)
(127,043)
(4,084)

Plan level expenses, net
Administrative expenses, net

80,730

(131,127)
$

(50,397)
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audit contained in the Government Auditing Standards issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Deferred
Compensation Plan (the “Plan”), which comprise the statement of fiduciary net position as of December 31, 2015,
and the related statement of changes in fiduciary net position for the year then ended, and the related notes to the
financial statements and have issued our report dated November 17, 2016.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (“internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan
of the City of Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred
Compensation Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
November 17, 2016
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of City of Virginia Beach – Deferred Compensation Plan (the “Plan”)
for the year ended December 31, 2015, and have issued our report thereon dated November 17, 2016.
Professional standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of our audit.
We have communicated such information in our letter to you dated May 10, 2016. Professional standards also
require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by City of Virginia Beach – Deferred Compensation Plan are described in Note 2 to the
financial statements. During the year ended December 31, 2015 no new accounting policies were adopted by
the Plan. We noted no transactions entered into by the Plan during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated November 17, 2016.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Deferred Compensation Plan
City of Virginia Beach, Virginia
Page 2

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditor.
During the audit, we noted other matters involving internal control and its operation that we have reported to
management of City of Virginia Beach – Deferred Compensation Plan in a separate letter dated November 17,
2016.

Restriction on Use
This information is intended solely for the information and use of management and the Deferred Compensation
Board, and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
November 17, 2016

To Management of
City of Virginia Beach – Deferred Compensation Plan
Virginia Beach, Virginia

In planning and performing our audit of the financial statements of City of Virginia Beach – Deferred
Compensation Plan (the “Plan”) as of and for the year ended December 31, 2015, in accordance with auditing
standards generally accepted in the United States of America, we considered City of Virginia Beach – Deferred
Compensation Plan’s internal control over financial reporting (“internal control”) as a basis for designing audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Plan’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Plan’s internal control.
However, during our audit we became aware of several matters that are opportunities for strengthening internal
controls and operating efficiency. This letter does not affect our report November 17, 2016 on the financial
statements of City of Virginia Beach - Deferred Compensation Plan. We identified other matters relating to
internal control that are opportunities for strengthening the Plan’s controls and operating efficiencies as stated
below:


Proper Review of Plan Contributions Following Hardship Withdrawals – During the audit, it was noted
that an employee was permitted to make contributions to the Plan following a hardship withdrawal. Per
the Plan Document participants are to be suspended immediately following a hardship withdrawal for a
period of six months. The Plan Sponsor is responsible for suspending the activity for the six-month
period. We recommend the Plan administrator review the contributions made to the Plan to ensure only
eligible participants are making contributions.



Eligibility – During the audit, it was determined that the Plan Sponsor failed to notify all permanent parttime employees of eligibility to participate in the retirement plan. It is the responsibility of the Plan
Sponsor to notify new hires of employee benefits. We recommend that all new hires receive formal
notification of the benefits provided by the employer to ensure that all eligible participants are fairly
presented the opportunity to participate in the Plan.

We will review the status of these comments during our next audit engagement. We have already discussed
many of these comments and suggestions with various Plan personnel, and we will be pleased to discuss them
in further detail at your convenience, to perform an additional study of these matters, or to assist you in
implementing the recommendations.
This communication is intended solely for the information and use of management, the Deferred Compensation
Board, and others within the Plan, and is not intended to be, and should not be, used by anyone other than
these specified parties.

Virginia Beach, Virginia
November 17, 2016
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Independent Accountant’s Report
on Applying Agreed‐Upon Procedures
Deferred Compensation Board
City of Virginia Beach, Virginia

We have performed the procedures enumerated in the following schedule of procedures and findings, which
were agreed to by the Deferred Compensation Board of the City of Virginia Beach, Virginia, solely to assist you
with your evaluation of the accounting records of the City of Virginia Beach Deferred Compensation Plan (the
“Plan”) as of and for the year ended December 31, 2015. The Plan’s management is responsible for the Plan’s
accounting records. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency of these
procedures is solely the responsibility of those parties specified in the report. Consequently, we make no
representation regarding the sufficiency of the procedures described below either for the purpose for which this
report has been requested or for any other purpose.
Our procedures and findings are included in the following schedule of procedures and findings.
We were not engaged to, and did not conduct an audit, the objective of which would be the expression of an
opinion on the accounting records. Accordingly, we do not express such an opinion. Had we performed
additional procedures, other matters might have come to our attention that would have been reported to you.
This report is intended solely for the information and use of the Deferred Compensation Board of the City of
Virginia Beach, Virginia and is not intended to be and should not be used by anyone other than those specified
parties.

Virginia Beach, Virginia
November 17, 2016

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF PROCEDURES AND FINDINGS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2015

Agreed‐Upon Procedure
1) For one or more payroll periods,
determine that the amounts withheld
from participants’ compensation
were remitted timely to the Plan
trustee.

Procedure Details
We selected remittances for deferrals made by participants
on paychecks dated:
2/27/15
3/13/15
6/15/15
6/30/15
10/30/15
12/16/15
12/31/15

(Schools)
(City)
(Schools)
(City)
(Schools)
(City)
(City & Schools)

For the selected remittances noted above, we viewed
supporting documentation for remittance, noting the date
the file was submitted and the date payment vouchers were
requested.
2) For selected accounts, recalculate
the allocation of the dividends paid
by the mutual funds to the individual
participant account based on the
allocation procedures specified in the
Plan document.

Finding

In order to recalculate the allocation of dividends paid by the
mutual funds, we selected a sample of five participants (four
from City and one from Schools) from the Summary by
Participant Report provided by Empower Retirement for the
year ended December 31, 2015. We then selected two
investments from each participant’s account and compared
the participant’s calculated return on the average balance
with the Plan’s calculated return on the average balance as
reported on the Summary Investment Option Report. The
observed Plan and participant rates of return were compared
and variances in excess of 3%, if applicable, are to be
reported as findings.

Paycheck Date
2/27/15 (Schools)
3/13/15 (City)
6/15/15 (Schools)
6/30/15 (City)
10/30/15 (Schools)
12/16/15 (City)
12/31/15 (City)
12/31/15 (Schools)

Date Received
by Trustee
3/3/15
3/11/15
6/12/15
6/26/15
11/2/15
12/17/15
12/29/15
1/4/16

The amounts on the U.S. Gross to Net
Summary Report all agreed to the
remittance information without exception.
No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

3) Reconcile the Plan’s total net
position per the statement of
fiduciary net position with the
custodial bank trust accounts.

We obtained the annual Trust Statement for the year ended
December 31, 2015, provided by Wells Fargo. We also
obtained the Participant Summary by Investment Option
(City and Schools) reports, provided by Empower
Retirement, for the year ended December 31, 2015. We
then compared the ending market value reported by Wells
Fargo to the ending balance reported by Empower
Retirement.

No exceptions noted as a result of applying
this procedure.

4) For selected accounts, recalculate
the allocation of the Stable Value
Fund earnings credited to the Plan
based on the investment manager’s
quarterly
statements
that
are
presented to the Board.

We computed the Plan’s average invested balance of the
Stable Value Fund based on amounts reported on the
Participant Summary Investment Option Report (City) for the
year ended December 31, 2015. We multiplied the Plan’s
average investment balance by the Returns/Credited Rates
reported in the Quarterly Statements provided by the
investment manager from the Board minutes. We compared
the resulting returns to the Plan’s Interest and Dividends for
the Stable Value Fund reported on the Participant Summary
Investment Option Report (City). Explanations for variances
in excess of 3%, if applicable, are to be reported as findings.

No exceptions noted as a result of applying
this procedure.

5) For selected accounts, recalculate the
allocation of the Stable Value Fund
earnings credited to the individual
participant account based on the
investment
manager’s
quarterly
statements that are presented to the
Board.

We selected a sample of four participants (three from City
and one from Schools) from the Summary by Participant
Report provided by Empower Retirement for the year ended
December 31, 2015. We then computed each participant’s
average invested balance of the Stable Value Fund based
on amounts reported on the Participant Summary Investment
Option Report (City) for the year ended December 31, 2015.
We multiplied each participant’s average investment balance
by the Returns/Credit Rates reported in the Quarterly
Statements provided by the investment manager from the
Board minutes. We compared the resulting returns to the
participant’s Interest and Dividends for the Stable Value
Fund reported on the Participant Summary Investment
Option Report (City). Explanations for variances in excess of
3%, if applicable, are to be reported as findings.

No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

6) Recalculate
management
fees
related to the Stable Value Fund as
specified in the Letter of Agreement
between Empower Retirement and
the City of Virginia Beach, as
amended May 26, 2015.

We obtained the Letter Agreement between Empower
Retirement Services and the City of Virginia Beach as
amended May 26, 2015. We obtained the audited financial
statements of the Stable Asset Fund (City of Virginia Beach)
of Empower Retirement Services as of and for the year ended
December 31, 2015. We recalculated the expected
investment management fee based on the terms of the Letter
Agreement and ending net position reported on the audited
financial statements and compared the result to the
administrative and management expenses reported on the
audited financial statement of operations for the year ended
December 31, 2015. Explanations for variances in excess of
3%, if applicable, are to be reported as findings.

No exceptions noted as a result of applying
this procedure.

7) Prepare/send
confirmations
to
participating
investment
firms
requesting detailed information about
fees paid to Empower Retirement,
recalculate fees paid as a percent of
base amount and reconcile this with
financial statements.

We sent and received confirmations from Templeton
(Templeton World Fund), American Century (American
Century Equity Growth Inv), American Funds (American
Funds Growth Fund of America R4), Massachusetts
Investors (MFS Massachusetts Investors) and confirmed
the terms of their fee arrangements for 12b-1 and
shareholder services based on basis points with Empower
Retirement Services. We calculated the expected monthly
fee revenue to be allocated to the Plan by multiplying the
basis points confirmed by the mutual fund companies on a
monthly basis by the value of the Plan’s holdings in those
funds for the months ended September 30, 2015 and
December 31, 2015. We then compared the expected
monthly fee revenue to the actual monthly fee revenue
allocated to the Plan obtained from records provided by
Empower Retirement. Explanations for variances in excess
of five basis points, if applicable, are to be reported as
findings.

No exceptions noted as a result of applying
this procedure.

8) Recalculate the Recordkeeping and
Communication Fee withdrawn from
the Plan’s general account as
specified in the terms of the Letter of
Agreement
between
Empower
Retirement Services and the City of
Virginia Beach, as amended May 26,
2015.

We
recalculated
Empower
Retirement’s
monthly
Recordkeeping and Communication Fee for the months
ended September 30, 2015 and December 31, 2015 and
compared this amount to the Recordkeeping and
Communication Fee withdrawn from the Plan’s general
account. Explanations for variances in excess of 3%, if
applicable, are to be reported as findings.

No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

9) For selected participant hardship
distributions, review the financial
need indicated in the withdrawal
request for compliance with Plan
provisions and tax requirements for a
hardship withdrawal.

We selected two participants with financial hardship
distributions in 2015 and reviewed the hardship withdrawal
request for compliance with Plan provisions and tax
requirements for hardship withdrawal.

No exceptions noted as a result of applying
this procedure.

10) Obtain a copy of Empower
Retirement Services SSAE 16
(formerly SAS 70) report and
determine the report covers the
appropriate period. Review the user
controls in the report and have Plan’s
management evaluate the key
controls. Review the results of the
report and assess if any internal
control issues relate to the key
controls applicable to the Plan.

We obtained the Independent Service Auditor’s Report on
Management’s Description of a Service Organization and
the Suitability of the Design and Operating Effectiveness of
Controls – Defined Contribution Plan Recordkeeping
Services for the period October 1, 2014 – September 30,
2015. We also obtained a bridge letter covering the period
of October 1, 2015 – December 31, 2015 from Empower
Retirement, confirming that the controls in place as of the
date of the service auditor’s report have been properly
maintained. We also gained an understanding of the Plan’s
management key internal controls as they relate to the user
control considerations suggested in the SSAE 16 report.
Plan’s management evaluated the following control
objectives as key controls:
 Control Objective: Participant and Plan Sponsor
websites – Controls provide reasonable assurance that
plan sponsors’ and participants’ access to data through
Empower’s Participant and Plan Sponsor websites are
secure and authorized.
 Control Objective: Job Processing – Controls provide
reasonable assurance that batch jobs are processed
accurately, completely, and in a timely manner and
deviations, problems, or errors are identified, tracked and
resolved in an accurate, complete, and timely manner.
 Control Objective: Logical Security – Controls provide
reasonable assurance that access to the applications,
underlying databases and supporting operating systems
is limited to authorized and appropriate personnel.
 Control Objective: Distributions – Controls provide
reasonable assurance that written distribution requests
are valid and processed in an accurate, complete, and
timely manner.
Explanations for errors identified by the Independent
Service Auditor’s related to key internal controls are to be
reported as findings.

The independent service auditor’s report
dated November 16, 2015 was for the
appropriate period and was unmodified.
Based on the key controls identified by
Plan’s management, no exceptions noted as
a result of applying this procedure.

5

Agreed‐Upon Procedure
11) Recalculate the balance in the Plan’s
general account (Forfeiture/Asset
Holding Account) and agree the
balance to the statement of fiduciary
net position.

Procedure Details
For 2015, we agreed the ending balance recalculated in
procedure #8 above to the ending balance reported in the
Forfeiture/Asset Holding Account provided by Empower
Retirement for the year ended December 31, 2015.

Finding
No exceptions noted as a result of applying
this procedure.
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of the Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, which comprise the
statement of fiduciary net position as of June 30, 2015, and the related statement of changes in fiduciary net position
for the year then ended, and the related notes to the financial statements.

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 an opinion on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of June 30, 2015, and the
changes in fiduciary net position for the year then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 4 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated November 17, 2016 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
November 17, 2016
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2015
Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
Plan) provides an overview of the Plan’s financial activities for the year ended June 30, 2015. Please read it in
conjunction with the basic financial statements and financial statement footnotes, which follow this discussion.
Financial Highlights
Year ended June 30, 2015


Fiduciary net position decreased by $171,528, from $3,864,595 to $3,693,067.



Additions for the year are $100,311, which are comprised of employer contributions of $1,426 and net
investment income of $98,885.



Deductions for the year are $271,839, which are comprised of benefit payments of $270,513 and
administrative expenses of $1,326.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statement of Fiduciary Net Position and the Statement of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the year they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statement of Changes in Fiduciary Net Position shows the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2015
Financial Analysis
Summary of Fiduciary Net Position

Fiduciary Net Position

$

June 30,
2015
3,693,067
$

2014
3,864,595

$

Decrease
(171,528)

Total assets decreased by $171,528 or 4.44% between June 2014 and June 2015 due to benefit payments in excess of
investment income. Total assets increased by $31,682 or .83% between August 2013 and June 2014 due to an increase
in the fair value of investments.
Summary of Changes to Fiduciary Net Position
Year ended June 30, 2015 and
Ten-month period June 30, 2014
2015
2014
Additions:
Employer contributions
Plan contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level administrative
expenses
Total Deductions
Change in Fiduciary Net Position

$

$

1,426
98,885
100,311

$

10,173
397,986
408,159

Increase
(Decrease)
$

(10,173)
1,426
(299,101)
(307,848)

270,513

375,395

(104,882)

1,326
271,839
(171,528)

1,082
376,477
31,682

244
(104,638)
(203,210)

$

$

Additions consist of employer contributions and earnings from investment activities. Total additions decreased by
$307,848 or 75.42% between 2014 and 2015, primarily due to poor investment performance compared to the prior
period.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
decreased by $104,882 or 27.94% between 2014 and 2015, for various reasons that include a decrease in the
number of employees retiring or separating from service. Administrative expenses increased $244 due to a full year
compared to prior period.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s
website at www.vbgov.com.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF FIDUCIARY NET POSITION
JUNE 30, 2015
ASSETS
General account

$

Investments:
Mutual funds, at fair value
Separate account contract, at contract value

2,249,394
1,437,817

Total Investments
Net position restricted for pension benefits

The accompanying notes to the financial statements are an integral part of this statement.

5,856

3,687,211
$

3,693,067
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
YEAR ENDED JUNE 30, 2015
Additions:
Investment Income:
Net depreciation in fair value of investments
Dividends and interest

$

Total Investment Income

(6,367)
105,252
98,885

Contributions:
Plan contributions

1,426

Total Additions

100,311

Deductions:
Benefits paid to participants
Administrative expenses

270,513
1,326

Total Deductions

271,839

Net decrease
Net position restricted for pension benefits:
Beginning of year
End of year

The accompanying notes to the financial statements are an integral part of this statement.

(171,528)
3,864,595
$

3,693,067
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2015
Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code (“IRC”) Section 401. The
Plan sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is
available to all employees of the City of Virginia Beach Sheriff’s Office who have completed one year of service, as
defined by the Plan.
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of June 30, 2015, the composition of participants was as follows:
398
114
3

Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

515

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the plan year end, the plan contribution totaled $1,426.
Plan contributions to the Plan, and any earnings they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
Participant Accounts – Each participant’s account is credited with an allocation of the City’s discretionary
contributions as well as Plan earnings. Participant accounts are charged with an allocation of administrative
expenses that are paid by the Plan. Allocations are based on participant compensation, account balances, or specific
participant transactions as defined. The benefit to which the participant is entitled is the benefit that can be provided
from the participant’s vested account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2015
Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in separate
account contracts that are determined to be fully benefit responsive are stated at contract value. Investment income
is recognized as revenue when earned. The net appreciation (depreciation) in fair value of investments is recorded
as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the year when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2015
Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
twelve major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of June 30, 2015:

Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Mutual Shares Fund
Vanguard Institutional Index Fund
Vanguard Total Bond Market Index Instit.
AB Discovery Value Fund

$

Separate account contract, at contract value:
Virginia Beach Fixed Income Fund

241,136
147,400
258,260
80,291
103,309
84,993
55,243
180,901
9,798
95,175
12,875
34,577
59,588
139,351
3,676
64,749
185,594
386,429
75,087
30,962
2,249,394
1,437,817

$

3,687,211

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2015
Note 3—Investments (continued)
Separate Account Contract – As part of the investment objectives of the investment policy, the Board has established
the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to provide
principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher than those
provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are expected to
produce relatively stable annual returns on fund assets with little to no fluctuation in account values. A security-backed
contract has similar characteristics as a traditional investment contract and is comprised of two parts: the first part is a
fixed-income security or portfolio of fixed-income securities; the second part is a contract value guarantee (wrapper)
provided by a third-party. Wrappers provide contract value payments for certain participant-initiated withdrawals and
transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a separate account contract with Empower Retirement Services (“Empower”). Elective
contributions are invested in the Stable Value Fund at the option of the Plan’s participants. Empower maintains the
assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Empower is contractually obligated to
repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the year ended June 30,
2015, the crediting interest rate on the separate account contract was 1.85%.
At June 30, 2015, the fair value of the contract was as follows:

Components:
Underlying investments
Wrap contract
Total

$

1,437,817
15,283

$

1,453,100

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Empower invests the assets of the
Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills, Notes,
Bonds, or Strips; Commercial paper; Repurchase agreements fully collateralized by the United States
Government, Corporate and non-corporate credit bonds rated A-A/3 or better as rated by S&P, Moody’s or Fitch at
time of purchase; Non-agency securities, United States Agency Securities; Mortgaged-backed securities issued
by Government National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”),
Federal Home Loan Mortgage Corporation (“FHLMC”), Federal Home Loan Banks (“FHLB”), Veteran Affairs’
Vendee Loan, or other United States Agency or Government Sponsored Enterprise (“GSE”); Collateralized
mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, VA Vendee Loan, or other U.S. Agency or GSE
securities; and instruments of commercial banks domiciled in the United States of America, with the requirement
that all money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance Corporation.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The Plan
manages its credit risk of the Stable Value Fund by monitoring the credit quality of the separate account contract’s
issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of investments.
The Board’s investment policy for the Stable Value Fund states that the average duration of the portfolio will not
exceed 4 years.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2015
Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of June 30, 2015:
Virginia Beach Fixed Income Fund

$

1,437,817

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Empower Retirement Services (Empower) under an agreement (the
“Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Empower a monthly
recordkeeping and communication fee of 0.021% (i.e. 0.25% per annum) of the average Plan assets in exchange for
certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues
Empower and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the annual recordkeeping and communication fee, Empower
agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to be solely
used for Plan purposes. In the event the revenues received total less than the annual recordkeeping and
communication fee, Empower will present an invoice to the Plan Sponsor for the amounts owed and unpaid. If the
Plan Sponsor fails to authorize payment within 60 calendar days, Empower is instructed to withdraw the unpaid fees
on a prorata basis from the participant accounts.
There is an annual reconciliation conducted capping the per-head cost at $80, with an amount in excess of $80
remitted back to the Plans’ general accounts. In the 2015 annual reconciliation, there was no excess remitted to the
Plan.
For the year ended June 30, 2015, activity in the general account was as follows:
Balance, beginning of year
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses
Other
Balance, end of year

$

4,764
104
2,842
(491)
(1,363)

$

5,856

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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Report of Independent Auditor on Internal Control over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Sheriff’s Office
Supplemental Retirement Plan (the “Plan”) which comprise the statement of fiduciary net position as of June 30,
2015, and the related statement of changes in fiduciary net position for the year then ended, and the related notes to
the financial statements and have issued our report dated November 17, 2016.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (“internal control”) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinion on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express such an opinion on the Plan’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
November 17, 2016
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of City of Virginia Beach - Sheriff's Office Supplemental Retirement
Fund for the year ended June 30, 2015 and have issued our report thereon dated November 17, 2016.
Professional standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of our audit.
We have communicated such information in our letter to you dated May 10, 2016. Professional standards also
require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Sheriff’s Office Supplemental Retirement Fund are described in Note 2 to the
financial statements. No new accounting policies were adopted and the application of existing policies was not
changed during 2015. We noted no transactions entered into by the plan during the year for which there is a
lack of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated November 17, 2016.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.
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Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.
This information is intended solely for the use of the Deferred Compensation Board and management of Plan
and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
November 17, 2016
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”), which comprise the statements of fiduciary net position as of December 31, 2014 and 2013, and the
related statements of changes in fiduciary net position for the years then ended, and the related notes to the financial
statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Deferred Compensation Plan as of December 31, 2014 and 2013, and the
changes in fiduciary net position for the years then ended, in accordance with accounting principles generally
accepted in the United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 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 Supplementary Information
Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The
supplemental schedule of administrative expenses as of December 31, 2014 is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the responsibility of management
and was derived from and related directly to the underlying accounting and other records used to prepare the
financial statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the United
States of America. In our opinion, the information is fairly stated in all material respects in relation to the financial
statements as a whole.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated December 14, 2015 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
December 14, 2015
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014 AND 2013

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the “Plan”) provides an overview of the Plan’s financial activities for the years ended December 31, 2014 and 2013.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended December 31, 2014


Fiduciary net position increased by $15,119,015 from $235,544,677 to $250,663,692.



Additions for the year are $29,197,287, which are comprised of member contributions of $17,560,794 and
net investment income of $11,636,493.



Deductions for the year are $14,078,272, which are comprised of benefit payments of $14,049,603 and
administrative expenses of $28,669.

Year ended December 31, 2013


Fiduciary net position increased by $34,075,919, from $201,468,758 to $235,544,677.



Additions for the year are $45,538,249, which are comprised of member contributions of $16,363,590 and
net investment income of $29,174,659.



Deductions for the year are $11,462,330, which are comprised of benefit payments of $11,389,818 and
administrative expenses of $72,512.

Overview of the Financial Statements
This annual report consists of two financial statements: Statements of Fiduciary Net Position and Statements of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statements of Fiduciary Net Position show the balances in all of the assets and liabilities of the Plan at the end of
the year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014 AND 2013

Financial Analysis
Summary of Fiduciary Net Position

Fiduciary net position

Fiduciary net position

$

December 31,
2014
2013
250,663,692 $
235,544,677

$

December 31,
2013
2012
235,544,677 $
201,468,758

$

Increase
15,119,015

$

Increase
34,075,919

Total assets increased by $15.1 million or 6.4% between 2013 and 2014 due to net Plan activities. Total assets
increased by $34.1 million or 16.9% between 2012 and 2013 due to the increase in the fair value of investments.
Summary of Changes in Fiduciary Net Position
Years ended December 31,
2014
2013
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Participant level administrative expenses
Total deductions
Change in fiduciary net position

$

$

17,560,794
11,636,493
29,197,287

14,049,603
28,669
14,078,272
15,119,015

$

$

16,363,590
29,174,659
45,538,249

11,389,818
72,512
11,462,330
34,075,919

Increase
(Decrease)
$

$

1,197,204
(17,538,166)
(16,340,962)

2,659,785
(43,843)
2,615,942
(18,956,904)

Additions consist of member contributions and earnings from investment activities. Total additions decreased by
$16.3 million or 36.0% between 2013 and 2014 primarily due to the appreciation in investments from 2013 to 2014.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $2.7 million, or 23.4% between 2013 and 2014 for various reasons including emergency withdrawals
and an increase in the number of employees retiring or separating from service. Administrative expenses decreased
$43,843 or 60.5% for contractual obligations for professional services incurred by participants.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2014 AND 2013

Summary of Changes in Fiduciary Net Position
Years ended December 31,
2013
2012
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Participant level administrative expenses
Total deductions
Change in fiduciary net position

$

$

16,363,590
29,174,659
45,538,249

11,389,818
72,512
11,462,330
34,075,919

$

$

16,869,041
16,248,283
33,117,324

10,898,802
47,166
10,945,968
22,171,356

Increase
(Decrease)
$

$

(505,451)
12,926,376
12,420,925

491,016
25,346
516,362
11,904,563

Additions consist of member contributions and earnings from investment activities. Total additions increased by $12.4
million or 37.5% between 2012 and 2013 primarily due to the appreciation in investments from 2012 to 2013.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $491,016 or 4.5% between 2012 and 2013 for various reasons including emergency withdrawals and an
increase in the number of employees retiring or separating from service. Administrative expenses increased $25,346
or 53.7% for contractual obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors, and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF FIDUCIARY NET POSITION
DECEMBER 31, 2014 AND 2013

2014

2013

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value
Total investments
Receivables:
Participant contribution
Net position restricted for pension benefits

$

333,254

$

237,472

141,529,913
108,751,731

133,720,835
101,534,556

250,281,644

235,255,391

48,794

51,814

250,663,692

The accompanying notes to the financial statements are an integral part of these statements.

$

235,544,677
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION
YEARS ENDED DECEMBER 31, 2014 AND 2013

2014
Additions:
Investment income:
Net appreciation in fair value of investments
Dividends and interest

$

Total investment income

3,004,000
8,632,493

2013

$

22,919,806
6,254,853

11,636,493

29,174,659

Contributions:
Participant contributions
Rollover contributions

11,384,716
6,176,078

11,155,081
5,208,509

Total contributions

17,560,794

16,363,590

Total additions

29,197,287

45,538,249

14,049,603
28,669

11,389,818
72,512

14,078,272

11,462,330

15,119,015

34,075,919

235,544,677

201,468,758

Deductions:
Benefits paid to participants
Administrative expenses, net
Total deductions
Net increase
Net position restricted for pension benefits:
Beginning of year
End of year

$

250,663,692

The accompanying notes to the financial statements are an integral part of these statements.

$

235,544,677
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2014 and 2013

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan Agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of December 31, 2014, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,810
1,481
265

418
151
25

4,228
1,632
290

5,556

594

6,150

As of December 31, 2013, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,973
1,393
239

434
136
31

4,407
1,529
270

5,605

601

6,206

Participants may contribute a flat dollar amount of their pre-tax annual compensation, as defined by the Plan. The
maximum contribution limit for 2014 was $17,500. In addition, participants in the three calendar years prior to their
normal retirement age, as defined by the Plan, may contribute more than the IRC limits, up to double the annual
contribution limit. Participants over age 50 may contribute an additional $5,500 in catch-up contributions, but cannot be
combined with the additional contributions in the three calendar years prior to their normal retirement age. Participants
may also transfer amounts representing distributions from other qualified plans or an Individual Retirement Account. All
participant contributions, including rollover contributions, and any earnings are always 100% vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship, and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2014 and 2013

Note 1—Description of the Plan (continued)
Participant Accounts – Each participant’s account is credited with the participant’s contributions as well as allocations of
Plan earnings. Participant accounts are charged with an allocation of administrative expenses that are paid by the Plan.
Allocations are based on participant compensation, account balances, or specific participant transactions as defined.
The benefit to which a participant is entitled is the benefit that can be provided from the participant’s account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City or paid by third party providers and are not reflected in these statements. Certain investment
fees related to managed accounts and index mutual funds are charged directly to the participant’s account and are
included in administrative fees. Administrative expenses are presented net of amounts received by the Plan under
revenue sharing agreements (see Note 5).
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DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2014 and 2013

Note 2—Summary of significant accounting policies (continued)
New Accounting Pronouncements – During the year, the Plan adopted Government Accounting Standards Board
(“GASB”) Statement No. 67, Financial Reporting for Pension Plans – an amendment to GASB Statement No.25,
which required certain changes in the presentation of the financial statements and notes to the financial statements.
The implementation of GASB No. 67 did not impact the accounting for accounts receivable and investment balances.

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
nine major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Alliance Bern Discovery Value Advisor
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv
Wells Fargo Advantage Gov't Sec - Inv
Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund

2014
$

7,033,773
10,654,140
8,747,570
2,502,790
2,214,704
10,991,494
4,417,947
7,255,890
1,562,354
6,437,835
1,186,910
1,510,263
6,748,682
12,562,265
6,933,999
1,740,643
10,870,711
5,896,128
26,062,683
4,248,683
1,950,449
141,529,913

2013
$

6,251,648
9,896,847
8,130,947
2,041,266
1,701,655
11,238,366
4,615,345
8,273,345
1,818,612
6,814,109
1,594,455
2,137,990
4,207,538
11,580,140
6,083,658
1,568,519
9,670,401
5,466,354
21,592,987
1,636,999
2,957,726
4,441,928
133,720,835

108,751,731

101,534,556

$ 250,281,644

$ 235,255,391
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2014 and 2013

Note 3—Investments (continued)
Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values.
A security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the underlying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great-West Life is contractually
obligated to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years
ended December 31, 2014 and 2013, the crediting interest rate on the guaranteed investment contract was 1.90%
and 2.05%, respectively.
At December 31, 2014 and 2013, the fair value of the contract was as follows:

Components:
Underlying investments
Wrap contract
Total

2014

2013

$ 108,751,731
1,527,603

$ 101,534,556
(51,894)

$ 110,279,334

$ 101,482,662

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets of
the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills,
Notes, Bonds, or Strips; United States Agency Securities; Mortgaged-backed securities issued by Government
National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”), or Federal Home
Loan Mortgage Corporation (“FHLMC”); Collateralized mortgage obligations secured by GNMA, FNMA, or
FHLMC securities and instruments of commercial banks domiciled in the United States of America, with the
requirement that all money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance
Corporation. Subsequent to year end the Board changed the investment policy to include: Commercial paper;
Corporate and non-corporate credit bonds rated A-/A3 or better as rated by S&P, Moody’s or Fitch at time of
purchase; and Non-agency securities.
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Note 3—Investments (continued)
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by ensuring
the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 4 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of December 31, 2014 and 2013:

Virginia Beach Fixed Income Fund

2014

2013

$ 108,751,731

$ 101,534,556

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West Retirement”) under an
agreement (the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay
Great-West Retirement a quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the
average Plan assets in exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest Retirement and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 10% per annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event the revenues received total more than the quarterly recordkeeping and communication fee, Great-West
Retirement agrees to place any excess amounts into separate Plan unallocated trust accounts (“general account”) to
be solely used for Plan purposes. In the event the revenues received total less than the quarterly recordkeeping and
communication fee, Great-West Retirement will carry forward the deficit amount to the following quarters and will
allow the deficit to be offset by any future surpluses. Surpluses remaining after the deficit is recovered will be paid to
the Plan as stated above. Depending on the certain provisions stated in the Agreement, the Plan sponsor may or
may not be responsible to pay the deficit, if any, at the end of the contract term.
In 2014, per the Service Agreement, Great West Retirement was contractually due revenue sharing fees in the
amount of $617,068; however, the actual amount received was $632,925, representing an excess of $15,857, across
the City, Sheriff, and Schools’ plans, of which a net amount of $15,612 was allocated to the City and Schools’ plans
based on the percentage of assets in each of the plans.
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Note 5—Revenue sharing fee agreement (continued)
In addition to the quarterly reconciliation of the fees received, there is also an annual reconciliation conducted
capping the per-head cost at $80, with an amount in excess of $80 remitted back to the Plans’ general accounts. In
the 2014 annual reconciliation, there was an excess of $52,175.
For the years ended December 31, 2014 and 2013, activity in the general account was as follows:

2014

2013

Balance, beginning of year:
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses

$

237,472
5,954
118,533
(28,705)

$

212,363
5,649
57,062
(37,602)

Balance, end of year

$

333,254

$

237,472

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF ADMINISTRATIVE EXPENSES
YEAR ENDED DECEMBER 31, 2014

Participant level expenses:
Investment advice
Managed account fee
Quarterly fund expenses for index funds

$

Total participant level expenses
Plan level expenses, net:
Contractual fees subject to revenue sharing agreement, net
Recordkeeping and communication fee
Mutual fund revenue received
Amount allocated to City of Virginia Beach Sheriff's Office
Supplemental Retirement Fund

319
88,307
29,897
118,523

$

617,068
(632,925)
246
(15,611)

Annual quarterly flat fee
Amount allocated to City of Virginia Beach Sheriff's Office
Supplemental Retirement Fund

(50,000)
777
(49,223)
(52,175)
(117,009)

Revenue in excess of $80 per participant
Contractual fees, net
Investment advisor and planning
Other

26,660
495

Plan level expenses, net

(89,854)

Administrative expenses, net

$

28,669
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Report of Independent Auditor on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audit contained in the Government Auditing Standards issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Deferred
Compensation Plan (the “Plan”), which comprise the statements of fiduciary net position as of December 31, 2014
and 2013, and the related statements of changes in fiduciary net position for the years then ended, and the related
notes to the financial statements and have issued our report dated December 14, 2015.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (“internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan
of the City of Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred
Compensation Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
December 14, 2015
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of the Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, which comprise the
statement of fiduciary net position as of June 30, 2014, and the related statement of changes in fiduciary net position
for the period September 1, 2013 to June 30, 2014, and the related notes to the financial statements.

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 an opinion on these financial statements based on our audit. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the fiduciary net
position of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of June 30, 2014, and the
changes in fiduciary net position for the ten-month period then ended, in accordance with accounting principles
generally accepted in the United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated December 14, 2015 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
December 14, 2015
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
Plan) provides an overview of the Plan’s financial activities for the period ended June 30, 2014. Please read it in
conjunction with the basic financial statements and financial statement footnotes, which follow this discussion.
Financial Highlights
Period ended June 30, 2014


Fiduciary net position increased by $31,682, from $3,832,913 to $3,864,595.



Additions for the period are $408,159, which are comprised of employer contributions of $10,173 and net
investment income of $397,986.



Deductions for the period are $376,477, which are comprised of benefit payments of $375,395 and administrative
expenses of $1,082.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statement of Fiduciary Net Position and the Statement of
Changes in Fiduciary Net Position. These financial statements report information about the Plan and about its
activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the period’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the period they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the period. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statement of Changes in Fiduciary Net Position shows the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
JUNE 30, 2014

Financial Analysis
Summary of Fiduciary Net Position
June 30, 2014 and August 31, 2013
Fiduciary Net Position

$

2014
3,864,595

$

2013
3,832,913

$

Increase
31,682

Total assets increased by $31,682 or 0.83% between August 2013 and June 2014 due to an increase in the fair value of
investments. Total assets increased by $195,306 or 5.4% between 2012 and 2013 due to net plan activities.
Summary of Changes to Fiduciary Net Position
Ten-Month Period June 30, 2014 and
Year ended August 31, 2013
2014
Additions:
Employer contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level
administrative expenses
Total Deductions
Change in Fiduciary Net Position

$

$

10,173
397,986
408,159

Increase
(Decrease)

2013
$

12,024
357,870
369,894

$

(1,851)
40,116
38,265

375,395

171,962

203,433

1,082
376,477
31,682

2,626
174,588
195,306

(1,544)
201,889
(163,624)

$

$

Additions consist of employer contributions and earnings from investment activities. Total additions increased by
$38,265 or 10.3% between 2013 and 2014 primarily due to investment performance improving from the prior year.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $203,433 or 118.3% between 2013 and 2014 for various reasons including an increase in the number of
employees retiring or separating from service. Administrative expenses decreased $1,544 due to a shorter time
period.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.

4

CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF FIDUCIARY NET POSITION
JUNE 30, 2014

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value

2,316,698
1,543,133

Total Investments
Net position restricted for pension benefits

The accompanying notes to the financial statements are an integral part of this statement.

4,764

3,859,831
$

3,864,595
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
PERIOD FROM SEPTEMBER 1, 2013 TO JUNE 30, 2014

Additions:
Investment Income:
Net appreciation in fair value of investments
Dividends and interest

$

Total Investment Income

318,751
79,235
397,986

Contributions:
Employer contributions

10,173

Total Additions

408,159

Deductions:
Benefits paid to participants
Administrative expenses

375,395
1,082

Total Deductions

376,477

Net increase
Net position restricted for pension benefits:
Beginning of year
End of year

The accompanying notes to the financial statements are an integral part of this statement.

31,682
3,832,913
$

3,864,595
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.
Change in Accounting Period – Effective on March 10, 2014, the Plan changed its accounting period to the 12consecutive-month period ending on June 30th of each year. A ten month fiscal transition period from September 1,
2013 to June 30, 2014 precedes the start of the fiscal year cycle.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code (“IRC”) Section 401. The
Plan sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is
available to all employees of the City of Virginia Beach Sheriff’s Office, who have completed one year of service, as
defined by the Plan.

The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of June 30, 2014, the number of participants was as follows:
413
96
5

Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

514

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the plan year end, the employer contribution totaled
$10,173. Employer contributions to the Plan, and any earnings they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014

Note 1—Description of the Plan (continued)
Participant Accounts – Each participant’s account is credited with an allocation of the City’s discretionary
contributions as well as Plan earnings. Participant accounts are charged with an allocation of administrative
expenses that are paid by the Plan. Allocations are based on participant compensation, account balances, or specific
participant transactions as defined. The benefit to which the participant is entitled is the benefit that can be provided
from the participant’s vested account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.

The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
New Accounting Pronouncements – During the period, the Plan adopted Government Accounting Standards Board
(GASB) Statement No. 67, Financial Reporting for Pension Plans – an amendment to GASB Statement No. 25, which
required certain changes in the presentation of the financial statements and notes to the financial statements. The
implementation of GASB No. 67 did not impact the accounting for accounts receivable and investment balances.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
nine major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of June 30:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv.

2014
$

Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund
$

232,275
174,797
261,862
80,398
107,049
124,347
39,578
193,021
8,989
113,006
14,285
31,507
21,938
61,516
119,533
1,799
60,894
204,784
376,422
41,090
47,608
2,316,698
1,543,133
3,859,831

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014
Note 3—Investments (continued)
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values. A
security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.

The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the under-lying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great-West Life is contractually
obligated to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the year
end, the crediting interest rate on the guaranteed investment contract was 1.85%.
At June 30, 2014, the fair value of the contract was as follows:

2014
Components:
Underlying investments
Wrap contract
Total

$

1,543,133
21,676

$

1,564,809

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets of
the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills,
Notes, Bonds or Strips; United States Agency Securities; Mortgaged-backed securities issued by Government
National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”), Federal Home
Loan Mortgage Corporation (“FHLMC”), Federal Home Loan Bank (“FHLB”), VA Vendee, or other United States
Agency or GSE’s; Collateralized mortgage obligations secured by GNMA, FNMA, FHLMC, FHLB, or VA Vendee
securities; instruments of commercial banks, U.S. money market funds, or repurchase agreements fully
collateralized by United States Government, Agency, or GSE securities; Commercial paper; Corporate and noncorporate credit bonds rated A-/A3 or better as rated by S&P, Moody’s or Fitch at time of purchase; and Nonagency securities.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. The
Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014
Note 3—Investments (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by
ensuring the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 4 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of June 30, 2014:

2014
Virginia Beach Fixed Income Fund

$

1,543,133

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West Retirement”) under an
agreement (the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay
Great-West Retirement a quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the
average Plan assets in exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest Retirement and its affiliates receive from mutual fund families and other investment options offered by the Plan,
including an annual fee of 0.20% on the average asset balance of the Stable Value Fund. Additionally, there is an
explicit 0.10% per annual charge (0.025% per quarter) on participants investing in Vanguard investment options.
In the event that the revenues received total more than the quarterly recordkeeping and communication fee, GreatWest Retirement agrees to place any excess amounts into separate Plan unallocated trust accounts (general
account) to be solely used for Plan purposes. In the event that the revenues received total less than the quarterly
recordkeeping and communication fee, Great-West Retirement will carry forward the deficit amount to the following
quarters and will allow the deficit to be offset by any future surpluses. Surpluses remaining after the deficit is
recovered will be paid to the Plan as stated above. Depending on the certain provisions stated in the Agreement, the
Plan sponsor may or may not be responsible to pay the deficit, if any, at the end of the contract term.
In 2014, per the Service Agreement, Great-West Retirement was contractually due revenue sharing fees in the
amount of $617,068; however, the actual amount received was $632,925, representing an excess of $15,857, across
the City, Sheriff & Schools’ plans, of which a net amount of $245 was allocated to the Sheriff’s plan based on the
percentage of assets in each of the plans.
In addition to the quarterly reconciliation of the fees received, there is also an annual reconciliation conducted
capping the per-head cost at $80, with an amount in excess of $80 remitted back to the Plans’ General Accounts. In
the 2014 annual reconciliation, there was an excess of $944.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2014
Note 5—Revenue sharing fee agreement (continued)
For the period ended June 30, 2014, activity in the general account was as follows:

2014
Balance, beginning of the period:
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses
Other
Balance, end of the period

$

3,588
86
2,187
(701)
(396)

$

4,764

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date
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Report of Independent Auditor on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited, in accordance with the auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States, the accompanying financial statements of City of Virginia Beach Sheriff’s Office
Supplemental Retirement Plan (the “Plan”) which comprise the statement of fiduciary net position as of June 30,
2014, and the related statement of changes in fiduciary net position for the period then ended, and the related notes
to the financial statements and have issued our report dated December 14, 2015.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (“internal control”) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express such an opinion on the Plan’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
December 14, 2015
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of Deferred Compensation Plan of the City of Virginia Beach for the
year ended December 31, 2014, and have issued our report thereon dated December 14, 2015. Professional
standards require that we provide you with information about our responsibilities under auditing standards
generally accepted in the United States of America, as well as certain information related to the planned scope
and timing of our audit. We have communicated such information in our letter to you dated May 11, 2015.
Professional standards also require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Deferred Compensation Plan of the City of Virginia Beach are described in Note 2
to the financial statements. During the year the Plan adopted Government Accounting Standards Board (GASB)
Statement 67, Financial Reporting for Pension Plans – an amendment of GASB Statement No. 25, which
required certain changes in the presentation of the financial statements and notes to the financial statements.
We noted no transactions entered into by the Plan during the year for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial statements in the
proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated December 14, 2015.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

To the Deferred Compensation Board
City of Virginia Beach, Virginia
Page 2

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.
This information is intended solely for the use of the Deferred Compensation Board and management of the
Plan and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
December 14, 2015

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
AGREED‐UPON PROCEDURES
As of and for the Year Ended December 31, 2014
And Independent Accountant’s Report
on Applying Agreed-Upon Procedures
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Independent Accountant’s Report
on Applying Agreed‐Upon Procedures
Deferred Compensation Board
City of Virginia Beach, Virginia

We have performed the procedures enumerated in the following schedule of procedures and findings, which
were agreed to by the Deferred Compensation Board of the City of Virginia Beach, Virginia, solely to assist you
with your evaluation of the accounting records of the City of Virginia Beach Deferred Compensation Plan (the
“Plan”) as of and for the year ended December 31, 2014. The Plan’s management is responsible for the Plan’s
accounting records. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency of these
procedures is solely the responsibility of those parties specified in the report. Consequently, we make no
representation regarding the sufficiency of the procedures described below either for the purpose for which this
report has been requested or for any other purpose.
Our procedures and findings are included in the following schedule of procedures and findings.
We were not engaged to, and did not conduct an audit, the objective of which would be the expression of an
opinion on the accounting records. Accordingly, we do not express such an opinion. Had we performed
additional procedures, other matters might have come to our attention that would have been reported to you.
This report is intended solely for the information and use of the Deferred Compensation Board of the City of
Virginia Beach, Virginia and is not intended to be and should not be used by anyone other than those specified
parties.

Virginia Beach, Virginia
December 14, 2015

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF PROCEDURES AND FINDINGS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2014

Agreed‐Upon Procedure
1) For one or more payroll periods,
determine that the amounts withheld
from participants’ compensation
were remitted timely to the Plan
trustee.

Procedure Details
We selected remittances for deferrals made by participants
on paychecks dated:
 2/28/14 (City & Schools)
 3/31/14 (City)
 6/30/14 (Schools)
 8/29/14 (Schools)
 11/28/14 (City)
 12/31/14 (City & Schools)
For the selected remittances noted above, we viewed
supporting documentation for remittance, noting the date
the file was submitted and the date payment vouchers were
requested.

2) For selected accounts, recalculate
the allocation of the dividends paid
by the mutual funds to the individual
participant account based on the
allocation procedures specified in the
Plan document.

In order to recalculate the allocation of dividends paid by the
mutual funds we selected a sample of five participants (four
from City and one from Schools) from the Summary by
Participant Report provided by Great-West for the year
ended December 31, 2014. We then selected two
investments from each participant’s account and compared
the participant’s calculated return on the average balance
with the Plan’s calculated return on the average balance as
reported on the Summary Investment Option Report. The
observed Plan and participant rates of return were compared
and explanations for variances in excess of 3% will be
reported as findings.

Finding
Pay Check Date
2/28/14 (City)
2/28/14 (Schools)
3/31/14 (City)
6/30/14 (Schools)
8/29/14 (Schools)
11/28/14 (City)
12/31/14 (City)
12/31/14 (Schools)

Date Received
by Trustee
2/28/14
2/27/14
3/31/14
6/27/14
8/28/14
11/26/14
12/31/14
1/6/15

The amounts on the U.S. Gross to Net
Summary Report all agreed to the
remittance information without exception.
No exceptions noted as a result of applying
this procedure.

2

Agreed‐Upon Procedure

Procedure Details

Finding

3) Reconcile the Plan’s total net
position per the statement of
fiduciary net position with the
custodial bank trust accounts.

We obtained the annual Trust Statement for the year ended
December 31, 2014 provided by Wells Fargo. We also
obtained the Participant Summary by Investment Option
(City and Schools) reports for the year ended
December 31, 2014. We then compared the ending market
value reported by Wells Fargo to the ending balance
reported by Great-West.

No exceptions noted as a result of applying
this procedure.

4) For selected accounts, recalculate
the allocation of the Stable Value
Fund earnings credited to the Plan
based on the investment manager’s
quarterly
statements
that
are
presented to the Board.

We computed the Plan’s average invested balance of the
Stable Value Fund based on amounts reported on the
Participant Summary Investment Option Report (City) for the
year ended December 31, 2014. We multiplied the Plan’s
average investment balance by the Returns/Credited Rates
reported in the Quarterly Statements provided by the
investment manager from the Board minutes. We compared
the resulting returns to the Plan’s Interest and Dividends for
the Stable Value Fund reported on the Participant Summary
Investment Option Report (City). Explanations for variances
in excess of 3% will be reported as findings.

No exceptions noted as a result of applying
this procedure.

5) For selected accounts, recalculate
the allocation of the Stable Value
Fund earnings credited to the
individual participant account based
on
the
investment
manager’s
quarterly
statements
that
are
presented to the Board.

We selected a sample of four participants (three from City
and one from Schools) from the Summary by Participant
Report provided by Great-West for the year ended
December 31, 2014. We then computed the participant’s
average invested balance of the Stable Value Fund based
on amounts reported on the Participant Summary Investment
Option Report (City) for the year ended December 31, 2014.
We multiplied the participant’s average investment balance
by the Returns/Credit Rates reported in the Quarterly
Statements provided by the investment manager from the
Board minutes. We compared the resulting returns to the
participant’s Interest and Dividends for the Stable Value
Fund reported on the Participant Summary Investment
Option Report (City). Explanations for variances in excess of
3% will be reported as findings.

No exceptions noted as a result of applying
this procedure.

3

Agreed‐Upon Procedure

Procedure Details

Finding

6) Recalculate
management
fees
related to the Stable Value Fund as
specified in the Letter of Agreement
between Great-West Life Annuity
and the City of Virginia Beach dated
April 8, 2008.

We obtained the Letter Agreement between Great-West Life &
Annuity Insurance Company and the City of Virginia Beach
dated April 8, 2008. We obtained the audited financial
statements of the Stable Asset Fund (City of Virginia Beach)
of Great-West Life & Annuity Insurance Company as of and
for the year ended December 31, 2014. We recalculated the
expected investment management fee based on the terms of
the Letter Agreement and ending net position reported on the
audited financial statements and compared the result to the
administrative and management expenses reported on the
audited financial statement of operations for the year ended
December 31, 2014. Explanations for variances in excess of
3% will be reported as findings.

No exceptions noted as a result of applying
this procedure.

7) Prepare/send
confirmations
to
participating
investment
firms
requesting detailed information about
fees paid to Great-West, recalculate
fees paid as a percent of base
amount and reconcile this with
financial statements.

We sent and received confirmations from American Century
(American Century Equity Growth Inv), American Funds
(American Funds Growth Fund of America R4), Franklin
(Franklin Mutual Shares A), Heritage (Eagle Small Cap
Growth R5), William Blair (William Blair International
Growth N) and confirmed the terms of their fee
arrangements for 12b-1 and shareholder services based on
basis points with Great-West. We calculated the expected
fee revenue to be allocated to the Plan by multiplying the
basis points confirmed by the mutual fund companies by
the value of the Plan’s holdings in those funds as of
December 31, 2014. We then compared the expected fee
revenue to the actual fee revenue allocated to the Plan
obtained from records provided by Great-West.
Explanations for variances in excess of five basis points will
be reported as findings.

No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure

Procedure Details

Finding

8) Recalculate Great-West’s quarterly
revenue sharing reports as specified in
terms of revenue sharing agreement.

We recalculated Great-West’s quarterly revenue sharing
reports for the year ended December 31, 2014.

During testing, it was noted the Revenue
received by Great-West each quarter
exceeded the total amount of fees due per
the Record Keeping and Communications
Services Agreement. Fees are calculated
based on 0.0625% of average Plan assets
per quarter. In the event that the Revenue
received exceeds the total balance due,
Great-West places the excess funds into
separate Plan unallocated trust accounts
within 60 days after the quarter end. CB
noted that the funds were placed into the
account within 63 days. Subsequently to
year-end, CB noted that the revenue sharing
agreement was amended to conclude that
all revenues from mutual fund companies
are required to be deposited into the Plan’s
General Account. While the Recordkeeping
and Communication fee is to be determined
and paid monthly rather than quarterly.

9) For selected participant hardship
distributions, review the financial
need indicated in the withdrawal
request for compliance with Plan
provisions and tax requirements for a
hardship withdrawal.

We selected two participants with financial hardship
distributions in 2014 and reviewed the hardship withdrawal
request for compliance with Plan provisions and tax
requirements for hardship withdrawal.

No exceptions noted as a result of applying
this procedure.
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Agreed‐Upon Procedure
10) Obtain a copy of Great-West’s SSAE
16 (formerly SAS 70) report and
determine the report covers the
appropriate period. Review the
results of and assess whether any
internal control issues exist that
affect services related to the
processing of transactions for the
Plan. Review the user control
considerations listed in the report
and have the Plan evaluate its own
internal controls to determine the
user controls listed in the report are
in place.

Procedure Details
We obtained the Independent Service Auditor’s Report on
Management’s Description of a Service Organization and
the Suitability of the Design and Operating Effectiveness of
Controls – Defined Contribution Plan Recordkeeping
Services for the period October 1, 2013 – September 30,
2014. We also obtained a bridge letter covering the period
of October 1, 2014 – December 31, 2014 from Great-West
confirming that the controls in place as of the date of the
service auditor’s report have been properly maintained. We
also gained an understanding of Plan’s managements
internal controls as they relate to the user control
considerations suggested in the SSAE 16 report.

Finding
The independent service auditors report
dated November 21, 2014 was unmodified.
Great-West
received
the
following
exceptions:
Control Objective 10 – Controls provide
reasonable
assurance
that
plan
implementations are authorized, and are
processed in a timely manner. Key data
points defined by management, including
investments
and
investment
related
services, contribution sources, recoveries,
and requested service features are set up
accurately and completely. The exception
noted was that one out of 45 plan
implementations, the quality assurance was
not performed in a timely manner (defined as
ten business days for plans with assets less
than $5 million or five business days for plans
with assets greater than $5 million).
Management responded with the following:
The quality assurance review was not
performed timely (within the five business
days) as the initiation of blackout QA is
currently a manual step in our process that is
initiated by the Implementation Analyst.
System enhancements to automate the
initiation and tracking step of the process are
in process. As a mitigating control, we
reconcile monthly credited sales reports to the
list of plans that have undergone blackout QAs
to ensure all plans undergo QA reviews.
We assess that the finding does not have a
material effect on the processing of
transactions for the Plan.
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Agreed‐Upon Procedure

Procedure Details

Finding
Control Objective 14 – Controls provide
reasonable assurance that participant initiated
transfers, changes in investment allocations,
and other account changes are authorized
and processed accurately, completely, and in
a timely manner. The exception noted was
that one out of 15 change requests selected
from the semi-annual review was not
processed timely. Management responded
with the following: One change request was
not processed timely. The QC process
executed on the request only verified the
changes that were actually made. The change
was made immediately upon notification of the
error. The QC process documentation will be
clarified and a retraining of staff to make sure
a review of all incoming GWF RS change
request forms are checked as part of the semiannual review process. Note, however, that
the selected change was a reprovisioning
request for an employee who was retaining
the same role and responsibilities. Had the
request been for a new hire, a termination, or
a transfer, the request would have been
subject to other mitigating processes. Further,
a system script was run on the user ID, and it
was confirmed that the user did not make any
change from the time between access request
and removal. Finally, the management team
responsible for the request confirmed that the
user’s access was appropriate given that the
user had not changed responsibilities, and that
the reprovisioning request was an attempt to
better monitor backup responsibilities within
the team.
We assess that the finding does not have a
material effect on the processing of
transactions for the Plan.
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Agreed‐Upon Procedure
11) Recalculate the balance in the Plan’s
general account (Forfeiture/Asset
Holding Account) and agree the
balance to the statement of fiduciary
net position.

Procedure Details
For 2014 we agreed the ending balance recalculated in
procedure #8 above to the ending balance reported in the
Forfeiture/Asset Holding Account provided by Great-West
for the year ended December 31, 2014.

Finding
No exceptions noted as a result of applying
this procedure.
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of the City of Virginia Beach Sheriff's Office Supplemental Retirement
Fund for the period ended June 30, 2014, and have issued our report thereon dated December 14, 2015.
Professional standards require that we provide you with information about our responsibilities under auditing
standards generally accepted in the United States of America, as well as certain information related to the
planned scope and timing of our audit. We have communicated such information in our letter to you dated
May 11, 2015. Professional standards also require that we communicate to you the following information related
to our audit.

Significant Audit Findings
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by Sheriff's Office Supplemental Retirement Fund are described in Note 2 to the
financial statements. During the period the Plan adopted Government Accounting Standards Board (“GASB”)
Statement No. 67, Financial Reporting for Pension Plans – an amendment of GASB Statement No. 25, which
required certain changes in the presentation of the financial statements and notes to the financial statements.
We noted no transactions entered into by the plan during the period for which there is a lack of authoritative
guidance or consensus. All significant transactions have been recognized in the financial statements in the
proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated December 14, 2015.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.
This information is intended solely for the use of the Deferred Compensation Board and management of the
Plan and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
December 14, 2015

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
FINANCIAL STATEMENTS
As of and for the Years Ended December 31, 2013
and 2012
And Report of Independent Auditor
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of Virginia Beach Deferred Compensation Plan (the
“Plan”), which comprise the statements of net position available for benefits as of December 31, 2013 and 2012, and
the related statements of changes in net position available for benefits for the years then ended, and the related
notes to the financial statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the net position of the
City of Virginia Beach Deferred Compensation Plan as of December 31, 2013 and 2012, and the changes in net
position for the years then ended, in accordance with accounting principles generally accepted in the United States of
America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated December 15, 2014 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
December 15, 2014
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2013 AND 2012

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the Plan) provides an overview of the Plan’s financial activities for the years ended December 31, 2013 and 2012.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended December 31, 2013
•
Net position increased by $34,075,919, from $201,468,758 to $235,544,677.
•

Additions for the year are $45,538,249, which are comprised of member contributions of $16,363,590 and
net investment income of $29,174,659.

•

Deductions for the year are $11,462,330, which are comprised of benefit payments of $11,389,818 and
administrative expenses of $72,512.

Year ended December 31, 2012
•

Net position increased by $22,171,356, from $179,297,402 to $201,468,758.

•

Additions for the year are $33,117,324, which are comprised of member contributions of $16,869,041 and
net investment income of $16,248,283.

•

Deductions for the year are $10,945,968, which are comprised of benefit payments of $10,898,802 and
administrative expenses of $47,166.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statements of Net Position Available for Benefits and the
Statements of Changes in Net Position Available for Benefits. These financial statements report information about the
Plan and about its activities to help you assess whether the Plan, as a whole, has improved or declined as a result of
the year’s activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual
basis of accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year
they incurred, regardless of when cash is received or paid.
The Statements of Net Position Available for Benefits shows the balances in all of the assets and liabilities of the Plan
at the end of the year. The difference between assets and liabilities represents the Plan’s net position. Over time,
increases or decreases in the Plan’s net position provide one indication of whether the financial health of the Plan is
improving or declining.
The Statements of Changes in Net Position Available for Benefits show the results of financial operations for the
year. The statements provide an explanation for the change in the Plan’s net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.

3

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2013 AND 2012

Financial Analysis
Summary of Net Position Available for Benefits
December 31, 2013 and 2012
Net Position Available for Benefits

$

2013
235,544,677

$

2012
201,468,758

$

Increase
34,075,919

$

2012
201,468,758

$

2011
179,297,402

$

Increase
22,171,356

December 31, 2012 and 2011
Net Position available for Benefits

Total assets increased by $34.1 million or 16.9% between 2012 and 2013 due to the increase in the fair value of
investments. Total assets increased by $22.2 million or 12.4% between 2011 and 2012 due to net plan activities.
Summary of Changes to Net Position Available for Benefits
Years ended December 31, 2013 and 2012
2013
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level
administrative expenses
Total Deductions
Change in Net Position

$

16,363,590
29,174,659
45,538,249

$

11,389,818
72,512

$

11,462,330
34,075,919

Increase
(Decrease)

2012
16,869,041
16,248,283
33,117,324

$

10,898,802
47,166

$

10,945,968
22,171,356

(505,451)
12,926,376
12,420,925
491,016
25,346

$

516,362
11,904,563

Additions consist of member contributions and earnings from investment activities. Total additions increased by
$12.4 million or 37.5% between 2012 and 2013 primarily due to the appreciation in investments from 2012 to 2013.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $491,016, or 4.5% between 2012 and 2013 for various reasons including emergency withdrawals and
an increase in the number of employees retiring or separating from service. Administrative expenses increased
$25,346 or 53.7% for contractual obligations for professional services incurred by participants
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2013 AND 2012

Summary of Changes to Net Position Available for Benefits
Years ended December 31, 2012 and 2011
2012
Additions:
Member contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level
administrative expenses
Total Deductions
Change in Net Position

$

16,869,041
16,248,283
33,117,324

$

10,898,802
47,166

$

10,945,968
22,171,356

Increase

2011
14,897,791
1,447,485
16,345,276

$

9,594,782
25,722

$

9,620,504
6,724,772

1,971,250
14,800,798
16,772,048
1,304,020
21,444

$

1,325,464
15,446,584

Additions consist of member contributions and earnings from investment activities. Total additions increased by
$16.8 million or 102.6% between 2011 and 2012 primarily due to the appreciation in investments from 2011 to 2012
and partly due to an increase in participant contributions and rollovers.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $1.3 million or 13.6% between 2011 and 2012 for various reasons including emergency withdrawals and
an increase in the number of employees retiring or separating from service. Administrative expenses increased
$21,444 or 83.4% for contractual obligations for professional services incurred by participants.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF NET POSITION AVAILABLE FOR BENEFITS
DECEMBER 31, 2013 AND 2012

2013

2012

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value
Total Investments
Receivables:
Participant contribution
Net position held in trust for benefits

$

237,472

$

212,363

133,720,835
101,534,556

104,193,247
97,012,795

235,255,391

201,206,042

51,814

50,353

235,544,677

The accompanying notes to the financial statements are an integral part of this statement.

$

201,468,758
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN NET POSITION AVAILABLE FOR BENEFITS
YEARS ENDED DECEMBER 31, 2013 AND 2012

2013
Additions:
Investment Income:
Net appreciation in fair value of investments
Dividends and interest

$

Total Investment Income

22,919,806
6,254,853

2012

$

11,498,030
4,750,253

29,174,659

16,248,283

11,155,081
5,208,509

11,464,054
5,404,987

Total Contributions

16,363,590

16,869,041

Total Additions

45,538,249

33,117,324

11,389,818
72,512

10,898,802
47,166

11,462,330

10,945,968

34,075,919

22,171,356

201,468,758

179,297,402

Contributions:
Participant contributions
Rollover contributions

Deductions:
Benefits paid to participants
Administrative expenses
Total Deductions
Net increase
Net position held in trust for pension benefits:
Beginning of year
End of year

$

235,544,677

The accompanying notes to the financial statements are an integral part of this statement.

$

201,468,758
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013 and 2012

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of December 31, 2013, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

3,973
1,393
239

434
136
31

4,407
1,529
270

5,605

601

6,206

As of December 31, 2012, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

4,206
1,138
215

432
128
25

4,638
1,266
240

5,559

585

6,144

Participants may contribute a flat dollar amount of their pre-tax annual compensation, as defined by the Plan. The
maximum contribution limit for 2013 was $17,500. In addition, participants in the three calendar years prior to their
normal retirement age, as defined by the Plan, may contribute more than the IRC limits, up to double the annual
contribution limit. Participants over age 50 may contribute an additional $5,500 in catch-up contributions, but cannot
be combined with the additional contributions in the three calendar years prior to their normal retirement age.
Participants may also transfer amounts representing distributions from other qualified plans or an Individual
Retirement Account. All participant contributions, including rollover contributions, and any earnings are always 100%
vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.

8

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013 and 2012

Note 1—Description of the Plan (continued)
Participant Accounts – Each participant’s account is credited with the participant’s contributions as well as allocations of
Plan earnings. Participant accounts are charged with an allocation of administrative expenses that are paid by the Plan.
Allocations are based on participant compensation, account balances, or specific participant transactions as defined.
The benefit to which a participant is entitled is the benefit that can be provided from the participant’s account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions
are performed by the City and are not reflected in these statements.
Recent Accounting Pronouncements – In June 2012, the GASB issued Statement 67, Financial Reporting for
Pension Plans – An Amendment to GASB Statement No. 25, effective for periods beginning after June 15, 2013. The
Plan has decided not to early adopt this pronouncement as the adoption of these provisions does not have a
significant effect on the financial statements.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013 and 2012

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
9 major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv.
Wells Fargo Advantage Gov't Sec - Inv
Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund

2013
$

6,251,648
9,896,847
8,130,947
2,041,266
1,701,655
11,238,366
4,615,345
8,273,345
1,818,612
6,814,109
1,594,455
2,137,990
4,207,538
11,580,140
6,083,658
1,568,519
9,670,401
5,466,354
21,592,987
1,636,999
2,957,726
4,441,928
133,720,835

2012
$

4,727,278
7,892,031
6,180,398
1,820,137
1,776,608
8,406,705
4,279,938
5,752,225
1,589,020
5,429,492
634,167
1,611,319
2,187,172
8,633,730
4,290,405
1,371,799
7,689,874
4,271,122
17,325,614
1,580,169
1,664,385
5,079,659
104,193,247

101,534,556

97,012,795

$ 235,255,391

$ 201,206,042

Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013 and 2012

Note 3—Investments (continued)
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values.
A security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the under-lying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great West Life is contractually
obligated to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years
ended December 31, 2013 and 2012, the crediting interest rate on the guaranteed investment contract was 2.05%
and 2.45%, respectively.
At December 31, 2013 and 2012, the fair value of the contract was as follows:

2013
Components:
Underlying investments
Wrap contract
Total

2012

$ 101,534,556
(51,894)

$

97,012,795
3,538,757

$ 101,482,662

$ 100,551,552

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets
of the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury
Bills, Notes, Bonds or Strips; United States Agency Securities; Mortgaged-backed securities issued by
Government National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”) or
Federal Home Loan Mortgage Corporation (“FHLMC”); Collateralized mortgage obligations secured by
GNMA, FNMA or FHLMC securities and instruments of commercial banks domiciled in the United States of
America, with the requirement that all money deposited into these banks be 100% guaranteed by the
Federal Deposit Insurance Corporation (“FDIC”). Subsequent to year end the Board changed the investment
policy to include: Commercial paper; Corporate and non-corporate credit bonds rated A-/A3 or better as
rated by S&P, Moody’s or Fitch at time of purchase; and Non-agency securities.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation.
The Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
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NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2013 and 2012

Note 3—Investments (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in
a single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by
ensuring the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 5 years. Subsequent to year end the Board changed its investment policy to limit the
average duration of the portfolio not to exceed 4 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of December 31, 2013 and 2012:

2013
Virginia Beach Fixed Income Fund

$ 101,534,556

2012
$

97,012,795

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West”) under an agreement
(the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Great-West a
quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the average Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest and its affiliates receive from mutual fund families and other investment options offered by the Plan. Included
in the revenues to offset the recordkeeping and communication fee is an explicit 0.10% per annual charge (0.025%
per quarter) on participants investing in Vanguard investment options and an annual fee of 0.20% on the average
asset balance of Stable Value Fund.
In the event the revenues received total more than the quarterly recordkeeping and communication fee, Great-West
agrees to place any excess amounts into separate Plan unallocated trust accounts (general account) to be solely
used for Plan purposes. In the event the revenues received total less than the quarterly recordkeeping and
communication fee, Great-West will carry forward the deficit amount to the following quarters and will allow the deficit
to be offset by any future surpluses. Surpluses remaining after the deficit is recovered will be paid to the Plan as
stated above. Depending on the certain provisions stated in the Agreement, the Plan sponsor may or may not be
responsible to pay the deficit, if any, at the end of the contract term.
In 2013, per the Service Agreement, Great West was contractually due revenue sharing fees in the amount of
$552,227; however, the actual amount received was $560,426, representing an excess of $8,198, across the City,
Sheriff and Schools’ plans, of which a net amount of $4,257 was allocated to the City and Schools’ plans based on
the percentage of assets in each of the plans.
In addition to the quarterly reconciliation of the fees received, there is also an annual reconciliation conducted
capping the per-head cost at $80, with an amount in excess of $80 remitted back to the Plans’ General Accounts. In
the 2012 annual reconciliation, there was no excess.
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Note 5—Revenue sharing fee agreement (continued)
For the years ended December 31, 2013 and 2012, activity in the general account was as follows:

2013

2012

Balance, beginning of the year:
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses

$

212,363
5,649
57,062
(37,602)

$

181,192
7,776
55,232
(31,837)

Balance, end of the year

$

237,472

$

212,363

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date.
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Report of Independent Auditor on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of Virginia Beach Deferred Compensation Plan (the
“Plan”), which comprise the statements of net position available for benefits as of December 31, 2013 and 2012, and
the related statements of changes in net position available for benefits for the years then ended, and the related
notes to the financial statements and have issued our report dated December 15, 2014 .

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (“internal control”) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan
of the City of Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred
Compensation Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
December 15, 2014
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of the Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, which comprise the
statements of net position available for benefits as of August 31, 2013 and 2012, and the related statements of
changes in net position available for benefits for the years then ended, and the related notes to the financial
statements.

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 an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the net position of the
City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of August 31, 2013 and 2012, and the
changes in net position for the years then ended, in accordance with accounting principles generally accepted in the
United States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated December 15, 2014 on
our consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
December 15, 2014
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
AUGUST 31, 2013 AND 2012

Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
Plan) provides an overview of the Plan’s financial activities for the years ended August 31, 2013 and 2012. Please
read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
Year ended August 31, 2013
•

Net position increased by $195,306, from $3,637,607 to $3,832,913.

•

Additions for the year are $369,894, which are comprised of employer contributions of $12,024 and net
investment income of $357,870.

•

Deductions for the year are $174,588, which are comprised of benefit payments of $171,962 and administrative
expenses of $2,626.

Year ended August 31, 2012
•

Net position increased by $380,035, from $3,257,572 to $3,637,607.

•

Additions for the year are $532,010, which are comprised of employer contributions of $287,843 and net
investment income of $244,167.

•

Deductions for the year are $151,975, which are comprised of benefit payments of $151,118 and administrative
expenses of $857.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statements of Net Position Available for Benefits and the
Statements of Changes in Net Position Available for Benefits. These financial statements report information about the
Plan and about its activities to help you assess whether the Plan, as a whole, has improved or declined as a result of
the year’s activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual
basis of accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year
they incurred, regardless of when cash is received or paid.
The Statements of Net Position Available for Benefits shows the balances in all of the assets and liabilities of the Plan
at the end of the year. The difference between assets and liabilities represents the Plan’s net position. Over time,
increases or decreases in the Plan’s net position provide one indication of whether the financial health of the Plan is
improving or declining.
The Statements of Changes in Net Position Available for Benefits show the results of financial operations for the
year. The statements provide an explanation for the change in the Plan’s net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
AUGUST 31, 2013 AND 2012

Financial Analysis
Summary of Net Position Available for Benefits
August 31, 2013 and 2012
Net Position available for Benefits

$

2013
3,832,913

$

2012
3,637,607

$

Increase
195,306

$

2012
3,637,607

$

2011
3,257,572

$

Increase
380,035

August 31, 2012 and 2011
Net Position available for Benefits

Total assets increased by $195,306 or 5.4% between 2012 and 2013 due to an increase in the fair value of investments.
Total assets increased by $380,035 or 11.7% between 2011 and 2012 due to net plan activities.
Summary of Changes to Net Position Available for Benefits
Years ended August 31, 2013 and 2012
2013
Additions:
Employer contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level
administrative expenses
Total Deductions
Change in Net Position

$

$

12,024
357,870
369,894

Increase
(Decrease)

2012
$

287,843
244,167
532,010

$

(275,819)
113,703
(162,116)

171,962

151,118

20,844

2,626
174,588
195,306

857
151,975
380,035

1,769
22,613
(184,729)

$

$

Additions consist of employer contributions and earnings from investment activities. Total additions decreased by
$162,116 or 30.5% between 2012 and 2013 primarily due to fewer employer contribution made in 2013.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $20,844 or 13.8% between 2012 and 2013 for various reasons including an increase in the number of
employees retiring or separating from service. Administrative expenses increased $1,769 due to contractual
obligations for professional services incurred by participants.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
AUGUST 31, 2013 AND 2012

Summary of Changes to Net Position Available for Benefits
Years ended August 31, 2012 and 2011
2012
Additions:
Employer contributions
Net investment income
Total Additions
Deductions:
Benefits
Participant level
administrative expenses
Total Deductions
Change in Net Position

$

$

287,843
244,167
532,010

Increase
(Decrease)

2011
$

289,839
289,839

$

287,873
(45,672)
242,171

151,118

83,952

67,166

857
151,975
380,035

9
83,961
205,878

848
68,014
174,157

$

$

Additions consist of employer contributions and earnings from investment activities. Total additions increased by
$242,171 or 83.6% between 2011 and 2012 primarily due to employer contributions made in 2012.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
decreased by $67,166 or 80% between 2011 and 2012 for various reasons including an increase in the number of
employees retiring or separating from service. Administrative expenses increased $848 due to contractual obligations
for professional services incurred by participants
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENTS OF NET POSITION AVAILABLE FOR BENEFITS
AUGUST 31, 2013 AND 2012

2013

2012

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value
Total Investments
Net position held in trust for benefits

$

3,588

$

4,260

2,241,220
1,588,105

2,056,906
1,576,441

3,829,325

3,633,347

3,832,913

The accompanying notes to the financial statements are an integral part of this statement.

$

3,637,607
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS
YEARS ENDED AUGUST 31, 2013 AND 2012

2013
Additions:
Investment Income:
Net appreciation in fair value of investments
Dividends and interest

$

Total Investment Income

284,841
73,029

2012

$

171,281
72,886

357,870

244,167

12,024

287,843

Total Additions

369,894

532,010

Deductions:
Benefits paid to participants
Administrative expenses

171,962
2,626

151,118
857

174,588

151,975

195,306

380,035

3,637,607

3,257,572

Contributions:
Employer contributions

Total Deductions
Net increase
Net position restricted for pension benefits:
Beginning of year
End of year

$

3,832,913

The accompanying notes to the financial statements are an integral part of this statement.

$

3,637,607
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.

Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code (“IRC”) Section 401. The
Plan sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is
available to all employees of the City of Virginia Beach Sheriff’s Office, who have completed one year of service, as
defined by the Plan.
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
As of August 31, 2013, the number of participants was as follows:
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

404
94
10
508

As of August 31, 2012, the number of participants was as follows:
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

414
95
2
511

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the plan years ended August 31, 2013 and 2012, the
employer contributions totaled $12,024 and $287,843, respectively. Employer contributions to the Plan, and any
earnings they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 1—Description of the Plan (continued)
Participant Accounts – Each participant’s account is credited with an allocation of the City’s discretionary
contributions as well as Plan earnings. Participant accounts are charged with an allocation of administrative
expenses that are paid by the Plan. Allocations are based on participant compensation, account balances, or specific
participant transactions as defined. The benefit to which the participant is entitled is the benefit that can be provided
from the participant’s vested account.
Payment of Benefits – On termination of service due to death, disability, or retirement, a participant may elect to
receive either a lump-sum amount equal to the value of the participant’s vested interest in his or her account, or
annual installments not to exceed the lifetime of the payee. For termination of service for other reasons, a participant
may receive the value of the vested interest in his or her account as a lump-sum distribution.

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.

Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions
are performed by the City and are not reflected in these statements.
Recent Accounting Pronouncements – In June 2012, the GASB issued Statement 67, Financial Reporting for
Pension Plans – An Amendment to GASB Statement No. 25, effective for periods beginning after June 15, 2013. The
Plan has decided not to early adopt this pronouncement as the adoption of these provisions does not have a
significant effect on the financial statements.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
nine major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of August 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv.
Wells Fargo Advantage Gov't Sec - Inv

2013
$

Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund

232,566
159,693
245,872
79,316
86,073
128,124
33,890
182,362
19,370
84,564
4,227
22,149
17,576
58,527
96,587
1,546
54,505
186,942
379,830
22,956
34,166
110,379
2,241,220

2012
$

1,588,105
$

3,829,325

196,214
143,213
246,988
80,348
70,217
119,458
48,636
147,418
34,070
78,256
3,321
33,083
12,061
70,480
84,430
1,162
58,728
134,703
325,461
15,875
20,761
132,023
2,056,906
1,576,441

$

3,633,347

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 3—Investments (continued)
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values. A
security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the under-lying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great West Life is contractually
obligated to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years
ended August 31, 2013 and 2012, the crediting interest rate on the guaranteed investment contract was 2.05% and
2.45%, respectively.
At August 31, 2013 and 2012, the fair value of the contract was as follows:

2013
Components:
Underlying investments
Wrap contract
Total

2012

$

1,588,105
(812)

$

1,576,441
57,504

$

1,587,293

$

1,633,945

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:

Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets of
the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury Bills,
Notes, Bonds or Strips; United States Agency Securities; Mortgaged-backed securities issued by Government
National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”) or Federal Home
Loan Mortgage Corporation (“FHLMC”); Collateralized mortgage obligations secured by GNMA, FNMA or
FHLMC securities; and instruments of commercial banks domiciled in the United States of America, with the
requirement that all money deposited into these banks be 100% guaranteed by the Federal Deposit Insurance
Corporation (“FDIC”). Subsequent to year end the Board changed the investment policy to include: Commercial
paper; Corporate and non-corporate credit bonds rated A-/A3 or better as rated by S&P, Moody’s or Fitch at
time of purchase; and Non-agency securities.
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation.
The Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 3—Investments (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by
ensuring the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 5 years. Subsequent to year end the Board changed its investment policy to limit the
average duration of the portfolio not to exceed 4 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of August 31, 2013 and 2012:

2013
Virginia Beach Fixed Income Fund

$

1,588,105

2012
$

1,576,441

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West”) under an agreement (the
“Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Great-West a
quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the average Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest and its affiliates receive from mutual fund families and other investment options offered by the Plan. Included
in the revenues to offset the recordkeeping and communication fee is an explicit 0.10% per annual charge (0.025%
per quarter) on participants investing in Vanguard investment options and an annual fee of 0.20% on the average
asset balance of Stable Value Fund.
In the event that the revenues received total more than the quarterly recordkeeping and communication fee, GreatWest agrees to place any excess amounts into separate Plan unallocated trust accounts (general account) to be
solely used for Plan purposes. In the event that the revenues received total less than the quarterly recordkeeping
and communication fee, Great-West will carry forward the deficit amount to the following quarters and will allow the
deficit to be offset by any future surpluses. Surpluses remaining after the deficit is recovered will be paid to the Plan
as stated above. Depending on the certain provisions stated in the Agreement, the Plan sponsor may or may not be
responsible to pay the deficit, if any, at the end of the contract term.
In 2013, per the Service Agreement, Great West was contractually due revenue sharing fees in the amount of
$552,227; however, the actual amount received was $560,426, representing an excess of $8,198, across the City,
Sheriff & Schools’ plans, of which a net amount of $71 was allocated to the Sheriff’s plan based on the percentage of
assets in each of the plans.
In addition to the quarterly reconciliation of the fees received, there is also an annual reconciliation conducted
capping the per-head cost at $80, with an amount in excess of $80 remitted back to the Plans’ General Accounts. In
the 2012 annual reconciliation, there was no excess.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2013 AND 2012

Note 5—Revenue sharing fee agreement (continued)
For the years ended August 31, 2013 and 2012, activity in the general account was as follows:

2013
Balance, beginning of the year:
Dividends and interest
Revenue sharing and restitution receipts
Plan level administrative expenses
Other
Balance, end of the year

2012

$

4,260
80
1,018
(525)
(1,245)

$

3,747
117
396
-

$

3,588

$

4,260

Note 6—Plan termination
Although it has not expressed any intent to do so, the City has the right to terminate the Plan at any time. Upon Plan
termination, all amounts deferred will be distributed to participants or beneficiaries as soon as administratively
practicable after the termination date

Note 7—Subsequent events
The City has evaluated subsequent events through December 15, 2014, in connection with the preparation of these
financial statements, which is the date the financial statements were available to be issued. Effective on March 10,
2014, the City adopted an agreement to change the plan year to the 12-consectuive-month period ending on June
th
30 of each year. The financial statements next year will reflect this change.
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Report of Independent Auditor on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of Virginia Beach Sheriff’s Office Supplemental
Retirement Plan (the “Plan”) which comprise the statements of net position available for benefits as of August 31,
2013 and 2012, and the related statements of changes in net position available for benefits for the years then ended,
and the related notes to the financial statements and have issued our report dated December 15, 2014.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Plan’s internal control over
financial reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for
the purpose of expressing our opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the Plan’s internal control. Accordingly, we do not express such an opinion on the Plan’s
internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements, noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
December 15, 2014
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Independent Accountant’s Report
on Applying Agreed-Upon Procedures
Deferred Compensation Board
City of Virginia Beach, Virginia
We have performed the procedures enumerated in the following schedule, which were agreed to by the
Deferred Compensation Board of the City of Virginia Beach, Virginia, solely to assist you with your evaluation of
the accounting records of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) as of and for the
year ended December 31, 2013. The Plan’s management is responsible for the Plan’s accounting records. This
agreed-upon procedures engagement was conducted in accordance with attestation standards established by
the American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in the report. Consequently, we make no representation regarding the
sufficiency of the procedures described below either for the purpose for which this report has been requested or
for any other purpose.
Our procedures and findings are included in the following schedule.
We were not engaged to, and did not conduct an audit, the objective of which would be the expression of an
opinion on the accounting records. Accordingly, we do not express such an opinion. Had we performed
additional procedures, other matters might have come to our attention that would have been reported to you.
This report is intended solely for the information and use of the Deferred Compensation Board of the City of
Virginia Beach, Virginia and is not intended to be and should not be used by anyone other than those specified
parties.

Virginia Beach, Virginia
December 15, 2014

CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
SCHEDULE OF PROCEDURES AND FINDINGS
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2013

Agreed-Upon Procedure

Procedure Details

1) For one or more payroll periods,
determine the amounts withheld from
participants’ compensation were
remitted timely to the Plan trustee.

We selected remittances for deferrals made by
participants on paychecks dated 2/15/2013 (City &
Schools), 5/31/2013 (City), 6/14/2013 (Schools),
10/15/2013 (Schools), 11/15/13 (City) and 12/31/2013
(City & Schools).
For the selected remittances noted above, we viewed
supporting documentation for remittance, noting the date
the file was submitted and the date the payment
vouchers were requested.

Finding
Pay Check Date
2/15/13 (City)
2/15/13 (Schools)
5/31/13 (City)
6/14/13 (Schools)
10/15/13 (Schools)
11/15/13 (City)
12/31/13 (City)
12/31/13 (Schools)

Date Received
by Trustee
2/15/13
2/14/13
5/31/13
6/13/13
10/15/13
11/15/13
12/31/13
1/6/14

The amounts on the U.S. Gross to Net
Summary Report all agreed to the
remittance information without exception.
2) For selected accounts, recalculate
the allocation of the dividends paid
by the mutual funds to the individual
participant account based on the
allocation procedures specified in the
Plan document.

In order to recalculate the allocation of dividends paid by
the mutual funds we selected a sample of five participants
(four from City and one from Schools) from the Summary
by Participant Report provided by Great West for the year
ended December 31, 2013. We then selected two
investments from each participant’s account and
compared the participant’s calculated return on the
average balance with the Plan’s calculated return on the
average balance as reported on the Summary Investment
Option Report. The observed Plan and participant rates of
return were compared and explanations for variances in
excess of 3% will be reported as findings.

No exceptions noted as a result of
applying this procedure.
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Agreed-Upon Procedure
3) Reconcile the Plan’s total net assets
per the statement of net assets with
the custodial bank trust accounts.

4) Recalculate the Stable Value Fund
earnings credited to the Plan based
on the investment manager’s
quarterly statements that are
presented to the Board.

5) For selected accounts, recalculate
the allocation of the Stable Value
Fund earnings credited to the
individual participant account based
on the investment manager’s
quarterly statements that are
presented to the Board.

Procedure Details
We obtained the annual Trust Statement for the year
ended December 31, 2013 provided by Wells Fargo. We
also obtained the Participant Summary by Investment
Option (City and Schools) reports for the year ended
December 31, 2013. We then compared the ending
market value reported by Wells Fargo to the ending
balance reported by Great West.
We computed the Plan’s average invested balance of the
Stable Value Fund based on amounts reported on the
Participant Summary Investment Option Report (City) for
the year ended December 31, 2013. We multiplied the
Plan’s
average
investment
balance
by
the
Returns/Credited Rates reported in the Quarterly
Statements provided by the investment manager from the
Board minutes. We compared the resulting returns to the
Plan’s Interest and Dividends for the Stable Value Fund
reported on the Participant Summary Investment Option
Report (City). Explanations for variances in excess of 3%
will be reported as findings.
We selected a sample of four participants (three from City
and one from Schools) from the Summary by Participant
Report provided by Great West for the year ended
December 31, 2013. We then computed the participant’s
average invested balance of the Stable Value Fund based
on amounts reported on the Participant Summary
Investment Option Report (City) for the year ended
December 31, 2013. We multiplied the participant’s
average investment balance by the Returns/Credit Rates
reported in the Quarterly Statements provided by the
investment manager from the Board minutes. We
compared the resulting returns to the participant’s Interest
and Dividends for the Stable Value Fund reported on the
Participant Summary Investment Option Report (City).
Explanations for variances in excess of 3% will be
reported as findings.

Finding
No exceptions noted as a result of
applying this procedure.

No exceptions noted as a result of
applying this procedure.

No exceptions noted as a result of
applying this procedure.
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Agreed-Upon Procedure
6) Recalculate
management
fees
related to the Stable Value Fund as
specified in the Letter of Agreement
between Great West Life Annuity
and the City of Virginia Beach dated
April 8, 2008.

7) Prepare/send
confirmations
to
participating
investment
firms
requesting detailed information about
fees paid to Great West, recalculate
fees paid as a percent of base
amount and reconcile this with
financial statements.

8) Recalculate Great West’s quarterly
revenue sharing reports as specified in
terms of revenue sharing agreement.
9) For selected participant hardship
distributions, review the financial
need indicated in the withdrawal
request for compliance with Plan
provisions and tax requirements for a
hardship withdrawal.

Procedure Details
We obtained the Letter Agreement between Great West Life
& Annuity Insurance Company and the City of Virginia
Beach dated April 8, 2008. We obtained the audited
financial statements of the Stable Asset Fund (City of
Virginia Beach) of Great West-Life & Annuity Insurance
Company as of and for the year ended December 31, 2013.
We recalculated the expected investment management fee
based on the terms of the Letter Agreement and ending net
assets reported on the audited financial statements and
compared the result to the administrative and management
expenses reported on the audited financial statement of
operations for the year ended December 31, 2013.
Explanations for variances in excess of 3% will be reported
as findings.
We sent and received confirmations from Baron
Investments (Baron Small Cap Retail), Heartland Funds
(Heartland Value Inv), PIMCO (PIMCO Total Return),
MFS (MFS Massachusetts Investors Growth Stock A),
Franklin Templeton (Templeton World A) and confirmed
the terms of their fee arrangements for 12b-1 and
shareholder services based on basis points with Great
West. We calculated the expected fee revenue to be
allocated to the Plan by multiplying the basis points
confirmed by the mutual fund companies by the value of
the Plan’s holdings in those funds as of December 31,
2013. We then compared the expected fee revenue to
the actual fee revenue allocated to the Plan obtained
from records provided by Great West. Explanations for
variances in excess of 5 basis points will be reported as
findings.
We recalculated Great-West’s quarterly revenue sharing
reports for the year ended December 31, 2013.
We selected two participants with financial hardship
distributions in 2013 and reviewed the hardship
withdrawal request for compliance with Plan provisions
and tax requirements for hardship withdrawal.

Finding
No exceptions noted as a result of
applying this procedure.

No exceptions noted as a result of
applying this procedure.

No exceptions noted as a result of
applying this procedure.
No exceptions noted as a result of
applying this procedure.
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Agreed-Upon Procedure
10) Obtain a copy of Great West’s SSAE
16 (formerly SAS 70) report and
determine the report covers the
appropriate period. Review the
results of and assess whether any
internal control issues exist that
affect services related to the
processing of transactions for the
plan. Review the user control
considerations listed in the report
and have the plan evaluate its own
internal controls to determine the
user controls listed in the report are
in place.

Procedure Details
We obtained the Independent Service Auditor’s Report
on Management’s Description of a Service Organization
and the Suitability of the Design and Operating
Effectiveness of Controls – Defined Contribution Plan
Recordkeeping Services for the period October 1, 2012 –
September 30, 2013. We also obtained a bridge letter
covering the period of October 1, 2013 – December 31,
2013 from Great West confirming that the controls in
place as of the date of the service auditor’s report have
been properly maintained. We also gained an
understanding of Plan’s managements internal controls
as they relate to the user control considerations
suggested in the SSAE 16 report.

Finding
The independent service auditors report
dated
November
15,
2013
was
unqualified. Great-West received the
following exceptions:
Control Objective 10 – Controls provide
reasonable
assurance
that
plan
implementations are authorized, and are
processed in a timely manner. Key data
points defined by management, including
investments and investment related
services, contribution sources, recoveries,
and requested service features are set up
accurately and completely. The exception
noted was that five out of 50 plan
implementations, the quality assurance was
not performed in a timely manner (defined
as five business days for plans with assets
less than $5 million or ten business days for
plans with assets greater than $5 million).
Management responded with the following:
The quality assurance review was not
performed timely (within the 5 business
days) as the initiation of blackout QA is
currently a manual step in our process that
is initiated by the Implementation Analyst.
We
are
planning
future
system
enhancements to automate the initiation
and tracking step of the process. In the
interim, we reconcile monthly credited sales
reports to the list of plans that have
undergone blackout QAs to ensure all plans
undergo QA reviews.
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Agreed-Upon Procedure

Procedure Details

Finding
Control Objective 13 – Controls provide
reasonable assurance that participant data
received is recorded in ISIS and processed
in an accurate, complete, and timely
manner, and that participant enrollments are
valid and authorized. The exception noted
was that one out of five monthly reviews
selected, the quality control review was not
performed within the required timeframe (by
the end of the next month).Management
responded with the following: The one
monthly review that was not completed
timely was identified by management and
the reviews were completed promptly. No
exceptions were noted during the quality
reviews and no adverse impact to service
operation was caused by the delay of the
reviews.
Control Objective 29 - Controls provide
reasonable assurance that returned checks
are investigated and processed in an
accurate, complete, and timely manner. The
exception noted was two out of 25 returned
checks selected during 10/1/2012 through
6/30/2013 were not processed within five
business days. Management responded
with the following: The delay in processing
returned checks was caused by a staffing
capacity shortfall relative to the volume of
returned checks received. Staffing capacity
has been addressed in order to ensure
timely processing going forward.

11) Recalculate the balance in the Plan’s
general account (Forfeiture/Asset
Holding Account) and agree the
balance to the statement of Plan net
assets.

For 2013 we agreed the ending balance recalculated in
procedure #8 above to the ending balance reported in the
Forfeiture/Asset Holding Account provided by Great West
for the year ended December 31, 2013.

No exceptions noted as a result of
applying this procedure.
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To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of the City of Virginia Beach Deferred Compensation Plan (“the Plan”)
for the year ended December 31, 2013. Professional standards require that we provide you with information
about our responsibilities under generally accepted auditing standards, as well as certain information related to
the planned scope and timing of our audit. We have communicated such information in our letter to you dated
April 8, 2014. Professional standards also require that we communicate to you the following information related
to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. No new accounting
policies were adopted and the application of existing policies was not changed during 2013. We noted no
transactions entered into by the Plan during the year for which there is a lack of authoritative guidance or
consensus. All significant transactions have been recognized in the financial statements in the proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated December 15, 2014.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

To the Deferred Compensation Board
City of Virginia Beach, Virginia
Page 2

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.
This information is intended solely for the use of Deferred Compensation Board and management of the Plan
and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
December 15, 2014

To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the financial statements of the City of Virginia Beach Sheriff’s Office Supplemental Retirement
Plan (“the Plan”) for the year ended August 31, 2013, and have issued our report thereon dated December 15,
2014. Professional standards require that we provide you with information about our responsibilities under
generally accepted auditing standards, as well as certain information related to the planned scope and timing of
our audit. We have communicated such information in our letter to you dated May 8, 2014. Professional
standards also require that we communicate to you the following information related to our audit.

SIGNIFICANT AUDIT FINDINGS
Qualitative Aspects of Accounting Practices
Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Plan are described in Note 2 to the financial statements. No new accounting
policies were adopted and the application of existing policies was not changed during August 31, 2013. We
noted no transactions entered into by the Plan during the year for which there is a lack of authoritative guidance
or consensus. All significant transactions have been recognized in the financial statements in the proper period.
The financial statement disclosures are neutral, consistent, and clear.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in performing and completing our audit.

Corrected and Uncorrected Misstatements
Professional standards require us to accumulate all misstatements identified during the audit, other than those
that are clearly trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the financial
statements taken as a whole.

Disagreements with Management
For purposes of this letter, a disagreement with management is a financial accounting, reporting, or auditing
matter, whether or not resolved to our satisfaction, that could be significant to the financial statements or the
auditor’s report. We are pleased to report that no such disagreements arose during the course of our audit.

Management Representations
We have requested certain representations from management that are included in the management
representation letter dated December 15, 2014.

Management Consultations with Other Independent Accountants
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application of an
accounting principle to the Plan’s financial statements or a determination of the type of auditor’s opinion that
may be expressed on those statements, our professional standards require the consulting accountant to check
with us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

To the Deferred Compensation Board
City of Virginia Beach, Virginia
Page 2

Other Audit Findings or Issues
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Plan’s auditors. However, these discussions
occurred in the normal course of our professional relationship and our responses were not a condition to our
retention.
This information is intended solely for the use of Deferred Compensation Board and management of the Plan
and is not intended to be, and should not be, used by anyone other than these specified parties.

Virginia Beach, Virginia
December 15, 2014
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of Virginia Beach Deferred Compensation Plan (the
“Plan”), which comprise the statements of plan net position as of December 31, 2012 and 2011, and the related
statements of changes in plan net position for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements
Plan 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 audits. We conducted our audits
in accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in the Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the 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 entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the plan net position
of the City of Virginia Beach Deferred Compensation Plan as of December 31, 2012 and 2011, and the changes in
plan net position for the years then ended, in accordance with accounting principles generally accepted in the United
States of America.

Other Matter
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 3 through 5 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide
any assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated October 31, 2013 on our
consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and in considering the
Plan’s internal control over financial reporting and compliance.

Virginia Beach, Virginia
October 31, 2013
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2012 AND 2011

Our discussion and analysis of the financial performance of the City of Virginia Beach Deferred Compensation Plan
(the Plan) provides an overview of the Plan’s financial activities for the fiscal years ended June 30, 2012 and 2011.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
2012 – 2011


Net position increased by $22,171,356 as a result of fiscal year 2012’s operations from $179,297,402 to
$201,468,758.



Additions for the year are $33,117,324, which are comprised of member contributions of $16,869,041 and
net investment income of $16,248,283.



Deductions for the year are $10,945,968, which are comprised of benefit payments of $10,898,802 and
administrative expenses of $47,166.

2011 – 2010


Net position increased by $6,724,772 as a result of fiscal year 2011’s operations from $172,572,630 to
$179,297,402.



Additions for the year are $16,345,276, which are comprised of member contributions of $14,897,791 and
net investment income of $1,447,485.



Deductions for the year are $9,620,504, which are comprised of benefit payments of $9,594,782 and
administrative expenses of $25,722.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statements of Fiduciary Net Position and The
Statements of Changes in Fiduciary Net Position. These financial statements report information about the Plan and
about its activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the fiscal year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2012 AND 2011

Financial Analysis
Summary of Fiduciary Net Position
2012 – 2011
Net Position Available for Benefits

$

2012
201,468,758

$

2011
179,297,402

$

Increase
22,171,356

$

2011
179,297,402

$

2010
172,572,630

$

Increase
6,724,772

2011 – 2010
Net Position available for Benefits

Total assets increased by $22.2 million or 12.4% between fiscal years 2011 and 2012 due to the increase in the fair
value of investments. Total assets increased by $6.7 million or 3.9% between fiscal years 2010 and 2011 due net
plan activities.
Summary of Changes to Fiduciary Net Position
2012 – 2011
2012
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Change in net position

$

$

16,869,041
16,248,283
33,117,324

10,898,802
47,166
10,945,968
22,171,356

Increase

2011
$

$

14,897,791
1,447,485
16,345,276

9,594,782
25,722
9,620,504
6,724,772

$

$

1,971,250
14,800,798
16,772,048

1,304,020
21,444
1,325,464
15,446,584

Additions consist of member contributions and earnings from investment activities. Total additions increased by $16.8
million or 102.6% between fiscal year 2011 and 2012 primarily due to the appreciation in investments from 2011 to
2012 and partly due to an increase in participant contributions and rollovers.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $1.3 million, or 13.6% between fiscal year 2011 and 2012 for various reasons including emergency
withdrawals and an increase in the number of employees retiring or separating from service. Administrative expenses
increased $21,444 or 83.4% for contractual obligations for professional services.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
DECEMBER 31, 2012 AND 2011

Summary of Changes to Fiduciary Net Position
2011 - 2010
2011
Additions:
Member contributions
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Change in net position

$

$

14,897,791
1,447,485
16,345,276

9,594,782
25,722
9,620,504
6,724,772

Increase
(Decrease)

2010
$

$

16,738,965
14,097,594
30,836,559

8,858,355
14,915
8,873,270
21,963,289

$

$

(1,841,174)
(12,650,109)
(14,491,283)

736,427
10,807
747,234
(15,238,517)

Additions consist of member contributions and earnings from investment activities. Total additions decreased by
$14.5 million or 47.0% between fiscal year 2010 and 2011 primarily due to the decline in investment income from
2010 to 2011.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $0.7 million or 8.3% between fiscal year 2010 and 2011 primarily for emergency withdrawals and an
increase in the number of employees retiring or separating service from the city. Administrative expenses increased
$10,807 or 72.5% for contractual obligations for professional services.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF PLAN NET POSITION
DECEMBER 31, 2012 AND 2011

2012

2011

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value
Total Investments
Receivables:
Participant contribution
Net position - restricted for pension benefits

$

212,363

$

181,192

104,193,247
97,012,795

88,657,633
90,458,577

201,206,042

179,116,210

50,353

-

201,468,758

The accompanying notes to the financial statements are an integral part of this statement.

$

179,297,402
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
STATEMENTS OF CHANGES IN PLAN NET POSITION
YEARS ENDED DECEMBER 31, 2012 AND 2011

2012
Additions:
Investment Income:
Net appreciation (depreciation) in fair value of investments
Dividends and interest

$

Total Investment Income

11,498,030
4,750,253

2011

$

(2,957,901)
4,405,386

16,248,283

1,447,485

11,464,054
5,404,987

11,324,867
3,572,924

Total Contributions

16,869,041

14,897,791

Total Additions

33,117,324

16,345,276

10,898,802
47,166

9,594,782
25,722

10,945,968

9,620,504

22,171,356

6,724,772

179,297,402

172,572,630

Contributions:
Participant contributions
Rollover contributions

Deductions:
Benefits paid to participants
Administrative expenses
Total Deductions
Net increase
Net position restricted for pension benefits:
Beginning of year
End of year

$

201,468,758

The accompanying notes to the financial statements are an integral part of this statement.

$

179,297,402
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 and 2011

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Deferred Compensation Plan (the “Plan”) is provided for
general information purposes only. Reference should be made to the Plan agreement for a more complete
description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1981 in accordance with Internal Revenue Code (“IRC”) Section 457. The
Plan sponsor and participating employer is the City of Virginia Beach (“City”). The Plan is available to all employees
of the City and Virginia Beach City Public Schools (“Schools”).
As of December 31, 2012, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

4,206
1,138
215

432
128
25

4,638
1,266
240

5,559

585

6,144

As of December 31, 2011, the number of participants was as follows:

City
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

Schools

Total

4,588
802
198

434
102
30

5,022
904
228

5,588

566

6,154

Participants may contribute a percentage of their pre-tax annual compensation, as defined by the Plan. The
minimum percentage is 1% of compensation and the maximum percentage is 100% of compensation, subject to
limitations set by the IRC. The maximum contribution limit for 2012 was $17,000. In addition, participants in the
three calendar years prior to their normal retirement age, as defined by the Plan, may contribute more than the IRC
limits, up to double the annual contribution limit. Participants over age 50 may contribute an additional $5,500 in
catch-up contributions, but cannot be combined with the additional contributions in the three calendar years prior to
their normal retirement age. Participants may also transfer amounts representing distributions from other qualified
plans or an Individual Retirement Account. All participant contributions, including rollover contributions, and any
earnings are always 100% vested.
Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, death, unforeseeable hardship and transfers to
purchase service credits. Each withdrawal is subject to ordinary income tax except for an in-service transfer to
purchase service credits.
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of Plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 and 2011

Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Participant contributions are recorded on the pay date on which deferrals are made.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
New Accounting Pronouncements – During the year the Plan adopted Government Accounting Standards Board
(GASB) Statement 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and
Net Position, which revised certain presentation and terminology matters in the financial statements of defined benefit
pension plans sponsored by government entities, as this guidance related principally to matters of presentation, the
implementation of this standard had no effect on previously reported net position.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 and 2011

Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
9 major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of December 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv.
Wells Fargo Advantage Gov't Sec - Inv
Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund

2012
$

4,727,278
7,892,031
6,180,398
1,820,137
1,776,608
8,406,705
4,279,938
5,752,225
1,589,020
5,429,492
634,167
1,611,319
2,187,172
8,633,730
4,290,405
1,371,799
7,689,874
4,271,122
17,325,614
1,580,169
1,664,385
5,079,659
104,193,247

2011
$

3,843,923
6,572,088
5,373,716
1,650,398
1,353,481
6,010,711
4,077,592
5,542,523
1,334,705
5,448,745
554,960
1,620,572
1,966,369
7,344,250
3,540,036
844,406
6,628,481
3,033,723
14,691,668
1,421,371
851,379
4,952,536
88,657,633

97,012,795

90,458,577

$ 201,206,042

$ 179,116,210

Custodial Credit Risk – This is the risk that, in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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CITY OF VIRGINIA BEACH
DEFERRED COMPENSATION PLAN
NOTES TO THE FINANCIAL STATEMENTS
DECEMBER 31, 2012 and 2011

Note 3—Investments (continued)
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values.
A security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.
The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the under-lying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great West Life is contractually obligated
to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years ended
December 31, 2012 and 2011, the crediting interest rate on the guaranteed investment contract was 2.45% and
3.30%, respectively.
At December 31, 2012 and 2011, the fair value of the contract was as follows:

2012
Components:
Underlying investments
Wrap contract
Total

$

2011

97,012,795
3,538,757

$

90,458,577
3,583,247

$ 100,551,552

$

94,041,824

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets
of the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury
Bills, Notes, Bonds or Strips; United States Agency Securities; Mortgaged-backed securities issued by
Government National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”) or
Federal Home Loan Mortgage Corporation (“FHLMC”); Collateralized mortgage obligations secured by
GNMA, FNMA or FHLMC securities; and instruments of commercial banks domiciled in the United States of
America, with the requirement that all money deposited into these banks be 100% guaranteed by the Federal
Deposit Insurance Corporation (“FDIC”).
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation.
The Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
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Note 3—Investments (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by
ensuring the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 5 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of December 31, 2012 and 2011:

2012
Virginia Beach Fixed Income Fund

$

97,012,795

2011
$

90,458,577

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West”) under an agreement
(the “Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Great-West a
quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the average Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest and its affiliates receive from mutual fund families and other investment options offered by the Plan. Included in
the revenues to offset the recordkeeping and communication fee is an explicit 0.10% per annual charge (0.025% per
quarter) on participants investing in Vanguard investment options and an annual fee of 0.20% on the average asset
balance of Stable Value Fund.
In the event the revenues received total more than the quarterly recordkeeping and communication fee, Great-West
agrees to place any excess amounts into separate Plan unallocated trust accounts (general account) to be solely
used for Plan purposes. In the event the revenues received total less than the quarterly recordkeeping and
communication fee, Great-West will carry forward the deficit amount to the following quarters and will allow the deficit
to be offset by any future surpluses. Surpluses remaining after the deficit is recovered will be paid to the Plan as
stated above. Depending on the certain provisions stated in the Agreement, the Plan sponsor may or may not be
responsible to pay the deficit, if any, at the end of the contract term.
For the years ended December 31, 2012 and 2011, activity in the general account was as follows:

2012

2011

Balance, beginning of the year:
Dividends and interest
Revenue sharing, net of administrative expenses

$

181,192
7,776
23,395

$

142,034
7,162
31,996

Balance, end of the year

$

212,363

$

181,192
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Independent Auditor’s Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the accompanying financial statements of City of Virginia Beach Deferred Compensation Plan (the
“Plan”), which comprise the statements of plan net position as of December 31, 2012 and 2011, and the related
statements of changes in plan net position for the years then ended, and the related notes to the financial statements
and have issued our report dated October 31, 2013.

Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Deferred Compensation Plan of
the City of Virginia Beach’s internal control over financial reporting (internal control) to determine the audit procedures
that are appropriate in the circumstances for the purpose of expressing our opinions on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the Deferred Compensation Plan of the City of
Virginia Beach’s internal control. Accordingly, we do not express such an opinion on the Deferred Compensation
Plan of the City of Virginia Beach’s internal control.
A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions to prevent, or detect and correct,
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis. A significant deficiency is a deficiency or a
combination of deficiencies, in internal control is less severe than a material weakness, yet important enough to merit
attention by those charged with governance.
Our consideration of internal control was for the limited purpose described above in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be weaknesses or significant
deficiencies. Given these limitations, during our audit we did not identify any deficiencies in internal control that we
consider to be material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Deferred Compensation Plan of the City of Virginia
Beach’s financial statements are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

Virginia Beach, Virginia
October 31, 2013
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Report of Independent Auditor
To the Deferred Compensation Board
City of Virginia Beach, Virginia

We have audited the accompanying statements of plan net position of the City of Virginia Beach Sheriff’s Office
Supplemental Retirement Plan (the “Plan”), a defined contribution plan of the City of Virginia Beach, Virginia, as of
August 31, 2012 and 2011, and the related statement of changes in plan net position for the years then ended. These
financial statements are the responsibility of the Plan’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.
We conducted our audits in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.
In our opinion, the financial statements referred to above present fairly, in all material respects, the plan net position
of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan as of August 31, 2012 and 2011, and the
changes in its plan net position for the years then ended, in conformity with accounting principles generally accepted
in the United States of America.
In accordance with Government Auditing Standards, we have also issued our report dated October 31, 2013 on our
consideration of the Plan’s internal control over financial reporting and 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 the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.
Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis on pages 2 through 4 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.

Virginia Beach, Virginia
October 31, 2013

CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
AUGUST 31, 2012 AND 2011

Our discussion and analysis of the financial performance of the Sheriff’s Office Supplemental Retirement Plan (the
Plan) provides an overview of the Plan’s financial activities for the fiscal years ended August 31, 2012 and 2011.
Please read it in conjunction with the basic financial statements and financial statement footnotes, which follow this
discussion.
Financial Highlights
2012 – 2011


Net position increased by $380,035 as a result of fiscal year 2012’s operations from $3,257,572 to $3,637,607.



Additions for the year are $532,010, which are comprised of employer contributions of $287,843 and net
investment income of $244,167.



Deductions for the year are $151,975, which are comprised of benefit payments of $151,118 and administrative
expenses of $857.

2011 – 2010


Net position increased by $205,878 as a result of fiscal year 2011’s operations from $3,051,694 to $3,257,572.



Additions for the year are $289,839 from net investment income.



Deductions for the year are $83,961, which are comprised of benefit payments of $83,952 and administrative
expenses of $9.

Overview of the Financial Statements
This annual report consists of two financial statements: The Statements of Fiduciary Net Position and The
Statements of Changes in Fiduciary Net Position. These financial statements report information about the Plan and
about its activities to help you assess whether the Plan, as a whole, has improved or declined as a result of the year’s
activities. The financial statements were prepared using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized in the period they are earned, and expenses are recorded in the year they
incurred, regardless of when cash is received or paid.
The Statement of Fiduciary Net Position shows the balances in all of the assets and liabilities of the Plan at the end of
the fiscal year. The difference between assets and liabilities represents the Plan’s fiduciary net position. Over time,
increases or decreases in the Plan’s fiduciary net position provide one indication of whether the financial health of the
Plan is improving or declining.
The Statements of Changes in Fiduciary Net Position show the results of financial operations for the year. The
statements provide an explanation for the change in the Plan’s fiduciary net position since the prior year. These two
financial statements should be reviewed along with the information contained in the financial statement footnotes to
determine whether the Plan is becoming financially stronger or weaker.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
MANAGEMENT’S DISCUSSION AND ANALYSIS
AUGUST 31, 2012 AND 2011

Financial Analysis
Summary of Fiduciary Net Position
2012 – 2011
Net Position available for Benefits

$

2012
3,637,607

$

2011
3,257,572

$

Increase
380,035

$

2011
3,257,572

$

2010
3,051,694

$

Increase
205,878

2011 – 2010
Net Position available for Benefits

Total assets increased by $380,035 or 11.7% between fiscal years 2011 and 2012 due to net plan activities. Total assets
increased by $205,878 or 6.7% between fiscal years 2010 and 2011 due to the increase in the fair value of investments.
Summary of Changes to Fiduciary Net Position
2012 – 2011
2012
Additions:
Employer contributions
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Change in net position

$

$

287,843
244,167
532,010

151,118
857
151,975
380,035

Increase
(Decrease)

2011
$

$

289,839
289,839

83,952
9
83,961
205,878

$

$

287,843
(45,672)
242,171

67,166
848
68,014
174,157

Additions consist of employer contributions and earnings from investment activities. Total additions increased by
$242,171 or 83.6% between fiscal year 2011 and 2012 primarily due to the employer contribution made in 2012.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
increased by $67,166, or 80.0% between fiscal year 2011 and 2012 for various reasons including an increase in the
number of employees retiring or separating from service. Administrative expenses increased $848 due to contractual
obligations for professional services.
Summary of Changes to Fiduciary Net Position
2011 - 2010
2011
Additions:
Net investment income
Total additions
Deductions:
Benefits
Administrative expenses
Total deductions
Change in net position

$

$

289,893
289,893

83,952
9
83,961
205,878

Increase
(Decrease)

2010
$

$

145,488
145,488

117,687
853
118,540
26,948

$

$

144,351
144,351

(33,735)
(844)
(34,579)
178,930
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Additions consist of employer contributions and earnings from investment activities. Total additions increased by
$144,351 or 99.2% between fiscal year 2010 and 2011 primarily due to the increase in investment income from 2010
to 2011.
Deductions consist of benefit payments made during the year and administrative expenses. Benefit payments
decreased by $33,735 or 0.3% between fiscal year 2010 and 2011 due to fewer employees retiring or separating
service from the city. Administrative expenses decreased $844.
Contacting System Financial Management
The financial report is designed to provide our members, beneficiaries, investors and other interested parties with a
general overview of the Plan’s finances and to show the Plan’s accountability for the money it receives. If you have
any questions about this report or need additional financial information, contact the City’s Finance Department, City
of Virginia Beach, Municipal Center, Virginia Beach, Virginia 23456, telephone 757-385-4681, or visit the City’s Web
site at www.vbgov.com.
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENTS OF PLAN NET POSITION
AUGUST 31, 2012 AND 2011

2012

2011

ASSETS
General account

$

Investments:
Mutual funds, at fair value
Guaranteed investment contract, at contract value
Total Investments
Plan net position - restricted for pension benefits

$

4,260

$

3,747

2,056,906
1,576,441

1,713,262
1,540,563

3,633,347

3,253,825

3,637,607

The accompanying notes to the financial statements are an integral part of this statement.

$

3,257,572
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
STATEMENTS OF CHANGES IN PLAN NET ASSETS
YEARS ENDED AUGUST 31, 2012 AND 2011

2012
Additions:
Investment income:
Net appreciation in fair value of investments
Dividends and interest
Other income

$

Total Investment Income
Contributions:
Employer contributions

171,281
72,886
244,167

2011

$

219,231
70,412
196
289,839

287,843

-

Total Additions

532,010

289,839

Deductions:
Benefits paid to participants
Administrative expenses

151,118
857

83,952
9

151,975

83,961

380,035

205,878

3,257,572

3,051,694

Total Deductions
Net increase
Net position restricted for pension benefits:
Beginning of year
End of year

$

3,637,607

The accompanying notes to the financial statements are an integral part of this statement.

$

3,257,572
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CITY OF VIRGINIA BEACH
SHERIFF’S OFFICE SUPPLEMENTAL RETIREMENT PLAN
NOTES TO THE FINANCIAL STATEMENTS
AUGUST 31, 2012 AND 2011

Note 1—Description of the Plan
The following brief description of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan (the “Plan”)
is provided for general information purposes only. Reference should be made to the Plan agreement for a more
complete description of the Plan’s provisions.
Plan Description and Provisions – The Plan is a defined contribution plan that was established by the City Council of
Virginia Beach, Virginia (“City Council”) in 1995 in accordance with Internal Revenue Code (“IRC”) Section 401. The
Plan sponsor and participating employer is the City of Virginia Beach Sheriff’s Office (“Employer”). The Plan is
available to all employees of the City of Virginia Beach Sheriff’s Office, who have completed one year of service, as
defined by the Plan.
As of August 31, 2012, the number of participants was as follows:
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

414
95
2
511

As of August 31, 2011, the number of participants was as follows:
Employed participants with ending balances
Terminated participants with ending balances
Participants with zero ending balances

469
32
1
502

Participants may not contribute to the Plan. The Employer may contribute discretionary amounts to be determined by
the City of Virginia Beach Sheriff’s Office annually. During the plan years ended August 31, 2012 and 2011, the
employer contributions totaled $294,842 and $0, respectively. Employer contributions to the Plan, and any earnings
they generate, are vested as follows:

Years of Service

Vested Percentage

0 – 5 years
5 years or more

0%
100%

Participants may withdraw from their accounts during a qualifying distribution event. Qualifying distribution events
are: retirement, permanent disability, termination from employment, attainment of age 59½, and death. Ordinary
income tax will apply to each withdrawal. Withdrawals received prior to age 59½ may also be assessed a 10% early
withdrawal federal tax penalty.
The City Code of Virginia Beach, Virginia establishes a Deferred Compensation Board (“Board”) to supervise,
administer and implement the Plan. The Board has full power and authority to adopt rules and regulations for the
administration of the Plan. The Board also contracts with providers to manage the investment of plan assets and is
responsible for selecting the Plan investment options. Plan provisions and contribution requirements are established
and may be amended by the City Council.
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Note 2—Summary of significant accounting policies
Basis of Accounting – The Plan’s financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America using the financial reporting framework established by the
Governmental Accounting Standards Board (“GASB”).
Use of Estimates – The preparation of financial statements in conformity with generally accepted accounting
principles in the United States requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
Investments and Investment Income – Investments in mutual funds are stated at fair value. Investments in
guaranteed investment contracts that are determined to be fully benefit responsive are stated at contract value.
Investment income is recognized as revenue when earned. The net appreciation (depreciation) in fair value of
investments is recorded as an increase (decrease) to investment income based on the valuation of investments.
Fair Value – Fair value is the amount at which an investment could be exchanged in a current transaction between
willing parties, other than in a forced or liquidation sale. If a quoted market price is available for an investment, the
fair value to be used is the total of the number of trading units of the instrument times the market price per unit.
The fair value of mutual funds traded on a national securities exchange is determined by using the last reported sales
price on the last business day of the Plan year; listed securities for which no sale was reported on that date are
valued at the mean between the last reported bid and asked prices.
Contract Value – Contract value is the value of an unallocated contract that is determined by the insurance entity in
accordance with the terms of the contract.
Contributions – Contributions are recognized in the period when due in accordance with the terms of the Plan.
Benefit Payments – Benefit payments are recorded when paid.
Administrative Expenses – Administrative expenses are recorded when incurred. Certain administrative functions are
performed by the City and are not reflected in these statements.
New Accounting Pronouncements – During the year the Plan adopted Government Accounting Standards Board
(GASB) Statement 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of Resources, and
Net Position, which revised certain presentation and terminology matters in the financial statements of defined benefit
pension plans sponsored by government entities, as this guidance related principally to matters of presentation, the
implementation of this standard had no effect on previously reported net position.
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Note 3—Investments
The Board has adopted an investment policy that sets forth the goals and objectives of the investment options
available to the Plan. The Board chooses which investment options will be available under the Plan and monitors the
investment options’ compliance to the investment policy. The Plan’s authorized investments consist of funds in
9 major asset classes defined by either investment objective or risk category.
The Plan had the following investments as of August 31:

Investment
Mutual funds, at fair value:
MAXIM Aggressive Profile
MAXIM Moderately Aggressive Profile
MAXIM Moderate Profile
MAXIM Moderately Conservative Profile
MAXIM Conservative Profile
Templeton World Fund
William Blair International Growth
Baron Small Cap Fund
Eagle Small Cap Growth R5
Heartland Value Fund
Morgan Stanley Inst. Mid Cap Growth I
Perkins Mid Cap Value A
Vanguard Mid Cap Index Fund
American Century Equity Growth Fund
American Funds Growth Fund R4
Janus Forty Class S
MFS Massachusetts Investors Growth Fund
Franklin Templeton Mutual Shares Fund
Vanguard Institutional Index Fund
Pimco Total Return Fund - Admin
Vanguard Total Bond Market Index Inv.
Wells Fargo Advantage Gov't Sec - Inv

2012
$

Guaranteed investment contract, at contract value:
Virginia Beach Fixed Income Fund

196,214
143,213
246,988
80,348
70,217
119,458
48,636
147,418
34,070
78,256
3,321
33,083
12,061
70,480
84,430
1,162
58,728
134,703
325,461
15,875
20,761
132,023
2,056,906

2011
$

1,576,441
$

3,633,347

171,392
111,520
236,218
70,046
58,565
76,390
30,677
149,347
8,571
83,407
1,147
29,350
6,151
33,962
67,179
443
58,551
107,570
292,173
12,595
2,043
105,965
1,713,262
1,540,563

$

3,253,825

Custodial Credit Risk – This is the risk that in the event of the failure of the counterparty, the Plan will not be able to
recover the value of the investment of collateral securities that are in the possession of an outside party. The Plan
limits its exposure to custodial credit risk by maintaining its investments in custodial accounts. Wells Fargo Bank,
N.A. serves as custodian to the Plan. Securities that exist in book entry form are held in trust by the custodian in the
name of the Plan.
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Note 3—Investments (continued)
Guaranteed Investment Contract – As part of the investment objectives of the investment policy, the Board has
established the Virginia Beach Fixed Income Fund (“Stable Value Fund”). The objective of the Stable Value Fund is to
provide principal preservation, benefit responsiveness, liquidity, and current income at levels that typically are higher
than those provided by money market funds over an interest rate cycle. The investments of the Stable Value Fund are
expected to produce relatively stable annual returns on fund assets with little to no fluctuation in account values. A
security-backed contract has similar characteristics as a traditional investment contract and is comprised of two parts:
the first part is a fixed-income security or portfolio of fixed-income securities; the second part is a contract value
guarantee (wrapper) provided by a third-party. Wrappers provide contract value payments for certain participant-initiated
withdrawals and transfers, a floor crediting rate, and return of fully accrued contract value at maturity.

The Stable Value Fund is a guaranteed investment contract with Great-West Life & Annuity Insurance Company
(“Great-West Life”). Elective contributions are invested in the Stable Value Fund at the option of the Plan’s
participants. Great-West Life maintains the assets of the Stable Value Fund in a separate account.
Participant accounts are credited with contributions and earnings on the under-lying investments and charged for
participant withdrawals and administrative expenses charged by the issuer. Great West Life is contractually obligated
to repay the principal and a specified interest rate that is guaranteed to the Plan. As of and for the years ended
August 31, 2012 and 2011, the crediting interest rate on the guaranteed investment contract was 2.45% and 3.30%,
respectively.
At August 31, 2012 and 2011, the fair value of the contract was as follows:

2012
Components:
Underlying investments
Wrap contract
Total

$
$

1,576,441
57,504
1,633,945

2011
$
$

1,540,563
61,025
1,601,588

The Board has established the following guidelines for the investment of assets and management of certain risks
related to the Stable Value Fund:
Authorized Investments – Subject to quality and diversification guidelines, Great-West Life invests the assets
of the Stable Value Fund in any or all of the following: United States Treasury Securities including Treasury
Bills, Notes, Bonds or Strips; United States Agency Securities; Mortgaged-backed securities issued by
Government National Mortgage Association (“GNMA”), Federal National Mortgage Association (“FNMA”) or
Federal Home Loan Mortgage Corporation (“FHLMC”); Collateralized mortgage obligations secured by
GNMA, FNMA or FHLMC securities; and instruments of commercial banks domiciled in the United States of
America, with the requirement that all money deposited into these banks be 100% guaranteed by the Federal
Deposit Insurance Corporation (“FDIC”).
Credit Risk – This is the risk that an issuer or other counterparty to an investment will not fulfill its obligation.
The Plan manages its credit risk of the Stable Value Fund by monitoring the credit quality of the guaranteed
investment contract’s issuer.
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Note 3—Investments (continued)
Concentration of Credit Risk – This is the risk of loss attributed to the magnitude of the Plan’s investment in a
single issuer. The Board manages the Stable Value Fund’s exposure to concentrations of credit risk by
ensuring the fund invests in a diversified portfolio of high credit quality securities.
Interest Rate Risk – This is the risk that changes in interest rates will adversely affect the fair value of
investments. The Board’s investment policy for the Stable Value Fund states that the average duration of the
portfolio will not exceed 5 years.

Note 4—Concentrations
The following table presents the Plan’s investments (other than those explicitly guaranteed or issued by the U.S.
government or those invested in mutual funds, external investment pools or other pooled investments) that represent
5% or more of the Plan’s net assets as of August 31, 2012 and 2011:

2012
Virginia Beach Fixed Income Fund

$

1,576,441

2011
$

1,540,563

Note 5—Revenue sharing fee agreement
The Plan sponsor has contracted with Great-West Retirement Services (“Great-West”) under an agreement (the
“Agreement”) to provide certain administrative services. The Agreement calls for the Plan to pay Great-West a
quarterly recordkeeping and communication fee of 0.0625% (i.e. 0.25% per annum) of the average Plan assets in
exchange for certain defined services.
The Agreement specifies that the recordkeeping and communication fee is to be paid from certain revenues GreatWest and its affiliates receive from mutual fund families and other investment options offered by the Plan. Included in
the revenues to offset the recordkeeping and communication fee is an explicit 0.10% per annual charge (0.025% per
quarter) on participants investing in Vanguard investment options and an annual fee of 0.20% on the average asset
balance of Stable Value Fund.
In the event that the revenues received total more than the quarterly recordkeeping and communication fee, GreatWest agrees to place any excess amounts into separate Plan unallocated trust accounts (general account) to be
solely used for Plan purposes. In the event that the revenues received total less than the quarterly recordkeeping
and communication fee, Great-West will carry forward the deficit amount to the following quarters and will allow the
deficit to be offset by any future surpluses. Surpluses remaining after the deficit is recovered will be paid to the Plan
as stated above. Depending on the certain provisions stated in the Agreement, the Plan sponsor may or may not be
responsible to pay the deficit, if any, at the end of the contract term.
For the years ended August 31, 2012 and 2011, activity in the general account was as follows:

2012
Balance, beginning of the year:
Dividends and interest
Revenue sharing, net of administrative expenses
Balance, end of the year

$

$

3,747
117
396
4,260

2011
$

$

2,713
153
881
3,747
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Independent Auditor’s Report on Internal Control over Financial Reporting
and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards
To the Deferred Compensation Board
City of Virginia Beach, Virginia

Report on the Financial Statements
We have audited the financial statements of the City of Virginia Beach Sheriff’s Office Supplemental Retirement Plan
(the “Plan”) as of and for the year ended August 31, 2012, and have issued our report thereon dated October 31,
2013. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.
Internal Control over Financial Reporting
Management of the Plan is responsible for establishing and maintaining effective internal control over financial
reporting. In planning and performing our audit, we considered the Plan’s internal control over financial reporting as a
basis for designing our auditing procedures for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the Plan’s internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Plan’s internal control over financial
reporting.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a material misstatement of the entity’s financial statements will
not be prevented, or detected and corrected on a timely basis.
Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Plan’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and grants,
noncompliance with which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Deferred Compensation Board and management and
is not intended to be and should not be used by anyone other than these specified parties.

Virginia Beach, Virginia
October 31, 2013
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STABLE ASSET FUND
(CITY OF VIRGINIA BEACH)
of Great-West Life & Annuity
Insurance Company
Financial Statements for the Year Ended
December 31, 2013 and Independent
Auditors' Report

Deloitte & Touche LLP
Suite 3600
555 Seventeenth St.
Denver, CO 80202-3942
USA
Tel: + 1 303 292 5400
Fax: + 1 303 312 4000
www.deloitte.com

INDEPENDENT AUDITORS' REPORT
To the Board of Directors of
Great-West Life & Annuity Insurance Company
We have audited the accompanying financial statements of Stable Asset Fund (City of Virginia
Beach) of Great-West Life & Annuity Insurance Company (the “Fund”), which comprise the
statement of assets and liabilities, including the schedule of investments, as of December 31, 2013,
and the related statements of operations and changes in net assets for the year then ended, and the
related notes to the financial statements.
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 an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the 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 Fund’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 Fund's internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Member of
Deloitte Touche Tohmatsu Limited

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Stable Asset Fund (City of Virginia Beach) of Great-West Life & Annuity
Insurance Company as of December 31, 2013, the results of its operations and changes in its net assets
for the year then ended, in accordance with accounting principles generally accepted in the United
States of America.

May 7, 2014

STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Schedule of Investments
As of December 31, 2013
Coupon
Maturity
Principal
Security Name
Security Description
Rate
Date
Amount
Fair Value
__________________________________________________________________________________________________________________________________________________________
ASSET-BACKED SECURITIES
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates
FHLMC Multifamily Structured Pass Through
Certificates (a)
FHLMC Multifamily Structured Pass Through
Certificates (a)
FHLMC Multifamily Structured Pass Through
Certificates

Series K009, Class A1

2.757%

05/25/2020 $

367,170 $

382,161

Series K010, Class A1

3.320%

07/25/2020

371,334

393,029

Series K011, Class A1

2.917%

08/25/2020

602,763

629,873

Series K012, Class A1

3.427%

10/25/2020

600,135

636,348

Series K15, Class A1

2.257%

10/25/2020

872,477

891,187

Series K004, Class A1

3.413%

05/25/2019

341,931

363,106

Series K703, Class A2

2.699%

05/25/2018

500,000

516,578

Series K705, Class A2

2.303%

09/25/2018

1,000,000

1,010,737

Series K707, Class A2

2.220%

12/25/2018

1,000,000

1,002,686

Series K008, Class A1

2.746%

12/25/2019

1,291,032

1,343,628

Series KAIV, Class A1

2.966%

01/25/2021

1,177,543

1,227,178

Series K019, Class A1

1.459%

09/25/2021

929,597

909,811

Series K021 , Class A1

1.603%

01/25/2022

966,544

943,766

Series KGRP, Class A

0.546%

04/25/2020

500,000

500,000

Series KF02, Class A1

0.545%

07/25/2020

749,432

749,743

Series K003, Class A4

5.053%

01/25/2019

1,500,000

1,684,665
______________

TOTAL ASSET-BACKED SECURITIES — 12.80%
(Cost $13,069,672)
BONDS AND NOTES
Financial — 1.61%
Penta Aircraft Leasing 2013 LLC
Union 13 Leasing LLC
VCH Lease SA

1.690%
1.682%
1.740%

04/29/2025
12/19/2024
05/15/2025

$______________
13,184,496

720,864
461,477
577,295

680,495
435,634
543,964
______________
1,660,093
______________

TOTAL BONDS AND NOTES — 1.61%
(Cost $1,759,636)
MORTGAGE-BACKED SECURITIES
Federal Home Loan Mortgage Corp (a)
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp
Federal Home Loan Mortgage Corp

See Notes to Financial Statements.
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2.573%
5.000%
6.000%
6.000%
6.000%
5.000%
5.500%
6.000%
4.500%
5.000%
5.000%
4.500%

05/01/2037
02/01/2034
08/01/2035
12/01/2035
07/01/2016
09/01/2035
05/01/2038
12/01/2037
05/01/2040
01/01/2040
10/01/2023
05/01/2023

$______________
1,660,093

53,285
172,048
50,431
159,735
75,138
100,542
71,490
86,479
537,484
464,160
72,947
44,736

56,792
186,237
55,710
178,397
78,640
109,281
77,916
95,814
571,107
505,029
78,725
47,986

STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Schedule of Investments
As of December 31, 2013
Coupon
Maturity
Principal
Security Name
Security Description
Rate
Date
Amount
Fair Value
__________________________________________________________________________________________________________________________________________________________
Mortgage-Backed Securities — (continued)
Federal Home Loan Mortgage Corp
4.500% 09/01/2024 $
315,703 $
338,644
Federal Home Loan Mortgage Corp
5.500% 10/01/2034
53,092
58,172
Federal Home Loan Mortgage Corp
5.500% 05/01/2035
95,420
104,367
Federal Home Loan Mortgage Corp
6.000% 03/01/2038
92,104
101,520
Federal Home Loan Mortgage Corp
6.000% 04/01/2038
97,251
107,193
Federal Home Loan Mortgage Corp
4.500% 10/01/2019
99,965
105,980
Federal Home Loan Mortgage Corp
5.500% 10/01/2023
51,430
55,860
Federal Home Loan Mortgage Corp
4.500% 02/01/2024
111,964
120,113
Federal Home Loan Mortgage Corp
4.500% 03/01/2024
146,339
156,945
Federal Home Loan Mortgage Corp
4.500% 04/01/2024
80,437
86,264
Federal Home Loan Mortgage Corp
4.500% 08/01/2024
171,171
183,587
Federal Home Loan Mortgage Corp
4.500% 09/01/2029
148,503
159,342
Federal Home Loan Mortgage Corp
4.500% 05/01/2030
244,611
263,199
Federal Home Loan Mortgage Corp
4.000% 03/01/2025
109,428
115,543
Federal Home Loan Mortgage Corp
5.500% 06/01/2033
61,392
67,631
Federal Home Loan Mortgage Corp
4.500% 06/01/2040
222,384
235,583
Federal Home Loan Mortgage Corp
4.500% 08/01/2040
319,469
338,508
Federal Home Loan Mortgage Corp
5.000% 05/01/2040
229,075
249,178
Federal Home Loan Mortgage Corp
4.000% 11/01/2040
235,610
242,177
Federal Home Loan Mortgage Corp
5.000% 09/01/2039
188,339
203,643
Federal Home Loan Mortgage Corp
5.000% 02/01/2040
257,196
279,721
Federal Home Loan Mortgage Corp
4.500% 08/01/2040
761,204
807,717
Federal Home Loan Mortgage Corp
5.000% 11/01/2017
183,201
193,938
Federal Home Loan Mortgage Corp
4.500% 05/01/2018
200,822
212,820
Federal Home Loan Mortgage Corp
4.000% 10/01/2018
57,662
60,976
Federal Home Loan Mortgage Corp
5.000% 06/01/2019
48,594
51,836
Federal Home Loan Mortgage Corp
5.000% 05/01/2034
106,720
115,204
Federal Home Loan Mortgage Corp
5.000% 05/01/2020
215,825
229,236
Federal Home Loan Mortgage Corp
5.000% 06/01/2034
80,959
87,594
Federal Home Loan Mortgage Corp
5.000% 06/01/2034
41,484
44,888
Federal Home Loan Mortgage Corp
5.000% 06/01/2034
163,374
176,841
Federal Home Loan Mortgage Corp
6.000% 12/01/2034
59,103
66,083
Federal Home Loan Mortgage Corp
5.000% 08/01/2039
399,064
431,782
Federal Home Loan Mortgage Corp
3.500% 07/01/2021
239,488
251,560
Federal Home Loan Mortgage Corp
3.000% 12/01/2026
348,039
354,792
Federal Home Loan Mortgage Corp
3.000% 12/01/2026
1,905,088
1,944,356
Federal Home Loan Mortgage Corp
4.500% 01/01/2040
193,590
204,994
Federal Home Loan Mortgage Corp
3.500% 08/01/2026
518,014
541,567
Federal Home Loan Mortgage Corp
3.500% 03/01/2032
740,049
754,260
Federal Home Loan Mortgage Corp
3.000% 12/01/2032
702,061
693,467
Federal Home Loan Mortgage Corp
2.500% 08/01/2027
763,299
757,417
Federal Home Loan Mortgage Corp
3.500% 02/01/2032
1,090,814
1,111,724
Federal Home Loan Mortgage Corp
3.500% 03/01/2032
887,894
904,956
Federal Home Loan Mortgage Corp
3.500% 05/01/2032
701,204
714,623
Federal Home Loan Mortgage Corp
3.000% 10/01/2032
678,046
669,746
Federal Home Loan Mortgage Corp
3.000% 11/01/2032
462,717
457,052
Federal Home Loan Mortgage Corp
3.500% 06/01/2042
403,549
400,864
Federal Home Loan Mortgage Corp
3.500% 06/01/2042
407,284
404,575
Federal Home Loan Mortgage Corp
4.000% 01/01/2042
985,187
1,012,578
Federal Home Loan Mortgage Corp
3.500% 09/01/2026
436,456
455,251
Federal Home Loan Mortgage Corp
3.000% 10/01/2023
1,481,120
1,533,351
Federal Home Loan Mortgage Corp
3.500% 12/01/2025
1,493,078
1,557,707
Federal Home Loan Mortgage Corp
3.500% 01/01/2026
712,061
742,885
Federal Home Loan Mortgage Corp
3.500% 01/01/2026
472,041
492,458
Federal Home Loan Mortgage Corp
3.000% 09/01/2026
211,902
216,272
Federal Home Loan Mortgage Corp
3.500% 10/01/2042
405,723
403,024
Federal National Mortgage Association (a)
2.566% 04/01/2036
47,246
50,524
Federal National Mortgage Association (a)
3.173% 07/01/2035
481,229
509,555
(a)
Federal National Mortgage Association
2.450% 11/01/2035
266,121
281,091
Federal National Mortgage Association (a)
2.732% 02/01/2036
164,787
176,193
Federal National Mortgage Association
5.500% 01/01/2036
118,746
130,523
Federal National Mortgage Association
5.500% 01/01/2024
206,970
227,435
Federal National Mortgage Association
5.000% 06/01/2024
80,996
87,920
See Notes to Financial Statements.
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STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Schedule of Investments
As of December 31, 2013
Coupon
Maturity
Principal
Security Name
Security Description
Rate
Date
Amount
Fair Value
__________________________________________________________________________________________________________________________________________________________
Mortgage-Backed Securities — (continued)
Federal National Mortgage Association
5.500% 10/01/2034 $
92,911 $
102,244
Federal National Mortgage Association
4.500% 12/01/2014
15,614
16,599
Federal National Mortgage Association
5.500% 06/01/2035
65,578
72,146
Federal National Mortgage Association
6.500% 04/01/2032
171,115
194,148
Federal National Mortgage Association
5.500% 09/01/2017
46,308
49,482
Federal National Mortgage Association
6.000% 10/01/2017
176,025
184,853
Federal National Mortgage Association
Series 2010-42, Class EP
4.500% 11/25/2039
78,033
81,419
Federal National Mortgage Association
6.000% 03/01/2033
348,898
392,662
Federal National Mortgage Association
5.500% 05/01/2033
526,688
586,800
Federal National Mortgage Association
5.500% 06/01/2033
92,520
103,155
Federal National Mortgage Association
5.000% 07/01/2034
131,115
142,463
Federal National Mortgage Association
5.500% 07/01/2034
195,303
214,854
Federal National Mortgage Association
5.000% 07/01/2034
149,904
162,905
Federal National Mortgage Association
5.000% 07/01/2033
69,607
75,809
Federal National Mortgage Association
5.000% 07/01/2033
136,054
148,031
Federal National Mortgage Association
5.500% 12/01/2017
47,371
50,335
Federal National Mortgage Association
5.500% 02/01/2035
251,890
277,037
Federal National Mortgage Association
5.000% 09/01/2033
69,119
75,216
Federal National Mortgage Association
5.500% 10/01/2018
104,558
111,802
Federal National Mortgage Association
6.000% 07/01/2033
93,360
104,815
Federal National Mortgage Association
5.500% 12/01/2035
168,007
184,767
Federal National Mortgage Association
6.000% 03/01/2036
79,765
89,541
Federal National Mortgage Association
5.500% 01/01/2036
185,716
204,226
Federal National Mortgage Association
5.500% 01/01/2034
52,835
58,324
Federal National Mortgage Association
5.500% 01/01/2034
66,313
73,195
Federal National Mortgage Association
4.500% 04/01/2019
100,795
107,281
Federal National Mortgage Association
5.500% 01/01/2035
141,341
156,738
Federal National Mortgage Association
5.500% 06/01/2034
43,899
48,350
Federal National Mortgage Association
5.000% 01/01/2020
160,256
172,366
Federal National Mortgage Association
5.000% 10/01/2035
62,691
68,034
Federal National Mortgage Association
5.000% 10/01/2020
70,050
75,357
Federal National Mortgage Association
6.000% 11/01/2035
165,112
184,156
Federal National Mortgage Association
5.500% 09/01/2036
106,909
117,712
Federal National Mortgage Association
5.000% 09/01/2035
146,304
159,386
Federal National Mortgage Association
5.000% 09/01/2039
419,356
458,826
Federal National Mortgage Association
5.500% 03/01/2023
64,246
70,430
Federal National Mortgage Association
6.000% 12/01/2021
155,611
169,956
Federal National Mortgage Association
5.000% 05/01/2039
150,304
164,290
Federal National Mortgage Association
4.500% 05/01/2024
100,446
106,912
Federal National Mortgage Association
5.000% 08/01/2039
173,397
189,366
Federal National Mortgage Association
5.000% 11/01/2039
285,383
311,732
Federal National Mortgage Association
4.500% 11/01/2024
363,491
387,166
Federal National Mortgage Association
6.000% 08/01/2037
124,053
137,254
Federal National Mortgage Association
6.000% 11/01/2037
87,239
96,893
Federal National Mortgage Association
4.500% 04/01/2023
26,310
28,037
Federal National Mortgage Association
5.000% 02/01/2039
139,914
152,206
Federal National Mortgage Association
4.500% 08/01/2039
250,772
266,490
Federal National Mortgage Association
4.500% 07/01/2039
461,054
489,663
Federal National Mortgage Association
4.500% 08/01/2040
361,056
383,195
Federal National Mortgage Association
4.000% 09/01/2030
536,901
561,191
Federal National Mortgage Association
5.000% 12/01/2039
246,489
269,422
Federal National Mortgage Association
4.500% 10/01/2029
154,696
164,755
Federal National Mortgage Association
4.500% 12/01/2029
297,728
317,168
Federal National Mortgage Association
4.500% 04/01/2030
359,401
382,816
Federal National Mortgage Association
4.500% 03/01/2030
166,743
177,624
Federal National Mortgage Association
4.500% 07/01/2030
179,818
191,622
Federal National Mortgage Association
4.000% 10/01/2030
902,430
943,091
Federal National Mortgage Association
5.000% 12/01/2039
461,345
504,495
Federal National Mortgage Association
4.000% 03/01/2025
461,119
488,647
Federal National Mortgage Association
4.500% 04/01/2040
151,597
160,622
Federal National Mortgage Association
4.500% 07/01/2040
174,303
184,758
Federal National Mortgage Association
4.500% 08/01/2040
283,758
300,792
Federal National Mortgage Association
4.500% 09/01/2040
603,011
640,698
See Notes to Financial Statements.
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STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Schedule of Investments
As of December 31, 2013
Coupon
Maturity
Principal
Security Name
Security Description
Rate
Date
Amount
Fair Value
__________________________________________________________________________________________________________________________________________________________
Mortgage-Backed Securities — (continued)
Federal National Mortgage Association
4.500% 11/01/2040 $
269,029 $
285,129
Federal National Mortgage Association
4.500% 08/01/2029
542,966
586,739
Federal National Mortgage Association
3.500% 01/01/2026
226,677
237,191
Federal National Mortgage Association
3.500% 02/01/2026
249,204
260,740
Federal National Mortgage Association
3.500% 10/01/2026
706,208
739,277
Federal National Mortgage Association
3.500% 10/01/2026
327,843
343,184
Federal National Mortgage Association
Series 2010-142, Class VA
4.000% 10/25/2023
804,245
831,110
Federal National Mortgage Association
Series 2010-75, Class NA
4.000% 09/25/2028
187,485
195,060
Federal National Mortgage Association
Series 2010-101, Class CV
4.500% 06/25/2023
436,291
440,714
Federal National Mortgage Association
4.500% 08/01/2040
192,922
204,388
Federal National Mortgage Association
4.500% 06/01/2039
747,867
794,797
Federal National Mortgage Association
4.000% 01/01/2025
265,457
281,375
Federal National Mortgage Association
4.500% 06/01/2031
270,429
290,697
Federal National Mortgage Association
3.500% 07/01/2021
493,225
518,371
Federal National Mortgage Association
3.000% 08/01/2021
212,778
220,660
Federal National Mortgage Association
3.500% 03/01/2021
469,800
493,809
Federal National Mortgage Association
3.500% 04/01/2021
348,203
365,982
Federal National Mortgage Association
4.500% 03/01/2040
572,965
607,095
Federal National Mortgage Association
3.500% 12/01/2025
306,879
321,263
Federal National Mortgage Association
4.000% 05/01/2025
243,328
258,042
Federal National Mortgage Association
4.000% 08/01/2025
79,286
84,001
Federal National Mortgage Association
3.500% 01/01/2021
277,122
291,284
Federal National Mortgage Association
Series 2012-96, Class VA
3.500% 02/25/2022
877,494
934,120
Federal National Mortgage Association
4.000% 01/01/2042
869,763
896,039
Federal National Mortgage Association
3.000% 04/01/2027
822,781
840,558
Federal National Mortgage Association
3.000% 06/01/2027
504,555
515,507
Federal National Mortgage Association
3.000% 07/01/2027
687,605
702,538
Federal National Mortgage Association
3.500% 10/01/2042
1,128,162
1,121,841
Federal National Mortgage Association
3.500% 04/01/2032
955,052
972,499
Federal National Mortgage Association
3.500% 07/01/2042
880,725
875,799
Federal National Mortgage Association
3.000% 09/01/2032
664,519
654,698
Federal National Mortgage Association
4.500% 02/01/2040
632,394
672,020
Federal National Mortgage Association
3.500% 06/01/2032
403,864
411,277
Federal National Mortgage Association
3.000% 05/01/2022
345,718
358,516
Federal National Mortgage Association
3.000% 11/01/2032
682,202
672,149
Federal National Mortgage Association
2.500% 11/01/2027
825,648
812,090
Federal National Mortgage Association
4.000% 03/01/2041
715,000
736,554
Federal National Mortgage Association
3.500% 04/01/2026
727,049
760,765
Federal National Mortgage Association
3.000% 11/01/2023
1,231,965
1,278,024
Federal National Mortgage Association
3.000% 04/01/2023
985,471
1,022,242
Federal National Mortgage Association
3.500% 10/01/2042
1,362,391
1,354,757
Federal National Mortgage Association
3.500% 02/01/2043
892,113
887,116
Federal National Mortgage Association
3.000% 10/01/2023
2,173,139
2,254,430
Federal National Mortgage Association
3.000% 09/01/2023
1,202,842
1,247,825
Federal National Mortgage Association
3.000% 01/01/2022
604,641
627,121
Federal National Mortgage Association
3.000% 06/01/2022
352,510
365,676
Federal National Mortgage Association
3.000% 08/01/2022
1,119,757
1,161,599
Federal National Mortgage Association
2.500% 02/01/2023
874,825
893,173
Federal National Mortgage Association
3.000% 08/01/2023
472,276
489,921
Freddie Mac REMICS (a)
Series 3032, Class FP
0.467% 08/15/2035
59,324
59,329
Freddie Mac REMICS (a)
Series 3390, Class FB
0.367% 10/15/2017
37,888
37,855
Freddie Mac REMICS
Series 2770, Class PM
4.500% 03/15/2034
277,519
292,575
Freddie Mac REMICS
Series 2796, Class LB
4.500% 05/15/2024
164,096
178,076
Freddie Mac REMICS
Series 2844, Class PV
5.000% 08/15/2015
187,144
191,134
Freddie Mac REMICS
Series 3460, Class VA
5.000% 05/15/2019
57,464
57,743
Freddie Mac REMICS
Series 3791, Class LV
4.500% 02/15/2022
538,276
572,401
Freddie Mac REMICS
Series SF-2147, Class UB
3.500% 03/15/2026
360,235
369,999
Freddie Mac REMICS
Series 3827, Class VA
4.000% 05/15/2022
594,544
606,687
Freddie Mac REMICS
Series 2843, Class VB
5.500% 08/15/2023
500,000
521,242
Freddie Mac REMICS
Series 3919, Class VJ
4.000% 08/15/2024
1,720,446
1,878,017
Government National Mortgage Association
6.000% 03/15/2033
144,922
163,625
Government National Mortgage Association
5.000% 02/20/2039
114,225
123,974
Government National Mortgage Association
5.500% 04/20/2039
194,721
215,468
See Notes to Financial Statements.
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STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Schedule of Investments
As of December 31, 2013
Coupon
Maturity
Principal
Security Name
Security Description
Rate
Date
Amount
Fair Value
__________________________________________________________________________________________________________________________________________________________
Mortgage-Backed Securities — (continued)
Government National Mortgage Association
6.000% 01/20/2036 $
163,278 $
181,926
Government National Mortgage Association
4.500% 02/20/2040
622,014
668,105
Government National Mortgage Association
4.500% 10/20/2040
651,060
699,210
Government National Mortgage Association
4.500% 04/15/2040
289,225
309,304
Government National Mortgage Association
Series 2012-43, Class VA
3.500% 07/20/2023
656,315
682,314
Government National Mortgage Association
4.000% 07/15/2039
340,465
354,228
NCUA Guaranteed Notes Trust (a)
Series 2010-R1, Class 1A
0.619% 10/07/2020
829,008
833,468
Vendee Mortgage Trust
Series 2010-1, Class DA
4.250% 02/15/2035
710,377
753,773
Vendee Mortgage Trust
Series 2011-1, Class DV
3.750% 06/15/2022
398,810
420,627
Vendee Mortgage Trust
Series 2011-2, Class DA
3.750% 12/15/2033
405,389 ______________
423,201
TOTAL MORTGAGE-BACKED SECURITIES — 80.01%
(Cost $82,108,729)
SHORT TERM INVESTMENTS
Reverse Repurchase Agreements — 3.11%
Undivided interest of 4.18% in a repurchase agreement (principal amount/value
$76,600,000 with a maturity value of $76,600,000) with Credit Suisse, 0.00%, dated
12/31/13, to be repurchased at $3,200,000 on 1/2/14, collateralized by U.S. Treasury,
2.125%, 11/30/14, with a value of $78,136,527.

$______________
82,446,807

3,200,000

3,200,000
______________
3,200,000

U.S. Government Agency Bonds and Notes — 1.94%
Federal Home Loan Mortgage Corp

0.050%

01/02/2014

2,000,000

1,999,997
______________
1,999,997
______________

TOTAL SHORT TERM INVESTMENTS — 5.05%
(Cost $5,199,997)

$______________
5,199,997

TOTAL INVESTMENTS — 99.47%
(Cost $102,138,034)
OTHER ASSETS & LIABILITIES, NET — 0.53%

$
102,491,393
$______________
549,489

TOTAL NET ASSETS — 100.00%

(a)

$______________
103,040,882
______________

Interest rate is subject to change. Interest rate shown reflects the rate in effect at December 31, 2013.

For Fund compliance purposes, management determines the Fund's industry classifications using one or more widely recognized market indexes
or ratings group indexes. Industries are shown as a percent of total net assets. These industry classifications are unaudited.

See Notes to Financial Statements.
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STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Statement of Assets and Liabilities
As of December 31, 2013
ASSETS:
Investments in securities, fair value(a)
Cash
Interest receivable
Contract transactions receivable
Receivable for investments sold
Total Assets
LIABILITIES:
Due to Great-West Life & Annuity Insurance Company
Contract transactions payable
Total Liabilities
NET ASSETS

NET ASSETS REPRESENTED BY:
Contributed capital
Retained earnings
NET ASSETS
(a)

Cost of investments in securities

See Notes to Financial Statements.
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$102,491,393
32,024
283,005
284,211
681
103,091,314

34,138
16,294
50,432
$103,040,882

78,204,740
24,836,142
$103,040,882
$102,138,034

STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Statement of Operations
For the fiscal year ended December 31, 2013
INVESTMENT INCOME:
Interest
Total Income
EXPENSES:
Administrative and investment management expenses
Total Expenses
NET INVESTMENT INCOME

$2,534,949
2,534,949

404,151
404,151
2,130,798

NET REALIZED AND UNREALIZED LOSS ON INVESTMENTS:
Net realized loss on investments
Net change in unrealized appreciation on investments

(351,079)
(3,248,336)

Net realized and unrealized loss on investments

(3,599,415)

NET DECREASE IN NET ASSETS RESULTING FROM OPERATIONS

See Notes to Financial Statements.
Annual Report - December 31, 2013

$(1,468,617)

STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Statement of Changes in Net Assets
For the fiscal year ended December 31, 2013
INCREASE IN NET ASSETS:
OPERATIONS:
Net investment income
Net realized loss on investments
Net change in unrealized appreciation on investments
Net decrease in net assets resulting from operations

$2,130,798
(351,079)
(3,248,336)
(1,468,617)

CONTRACT TRANSACTIONS:
Contributions
Surrenders
Transfers, net
Death benefits
Revenue sharing
Contract charges
Net increase in net assets resulting from contract transactions

7,860,984
(6,603,934)
1,306,661
(273,058)
58,074
(46,389)
2,302,338

Total increase in net assets
NET ASSETS:
Beginning of year
End of year

See Notes to Financial Statements.
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833,721

102,207,161
$103,040,882

STABLE ASSET FUND (CITY OF VIRGINIA BEACH)
OF GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY
Notes to Financial Statements
For the fiscal year ended December 31, 2013

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES
The Stable Asset Fund (City of Virginia Beach) of Great-West Life & Annuity Insurance Company (the Fund) is a separate
account of Great-West Life & Annuity Insurance Company (the Company) established under Colorado law, for the
purpose of providing a funding vehicle (the Contract) for retirement plans (the Plan). The Fund commenced operations on
October 29, 2002. All monies invested in the Fund are maintained and held separate and apart from the Company’s
general account and any other investment account the Company may have.
The preparation of financial statements and financial highlights in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent liabilities at the date of the financial statements and financial
highlights and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from
those estimates. The following is a summary of the significant accounting policies of the Fund.
Investment Objective
The Fund is a separate account that has the objective of earning a high level of return, providing sufficient liquidity to pay
plan benefits and providing stable and predictable returns.
Security Valuation
The fair value of assets in the Fund is determined as of 3:00 p.m. (EST) on each valuation date.
Short term securities purchased with less than 60 days remaining until maturity and all U.S. Treasury Bills are valued on
the basis of amortized cost, which approximates fair value. Short term securities purchased with more than 60 days
remaining until maturity are valued using pricing services, or in the event a price is not available from a pricing service,
may be priced using other methodologies approved by management, including model pricing or pricing on the basis of
quotations from brokers or dealers, and will continue to be priced until final maturity.
Fixed income investments are valued using evaluated bid prices from approved pricing services, or in the event a price is
not available from a pricing service, may be model priced or priced on the basis of quotations from brokers or dealers.
Independent pricing services are utilized for all investment types when available and appropriate. In some instances
valuations from independent pricing services are not available or do not reflect events in the market between the time the
market closed and the valuation time and therefore fair valuation procedures are implemented. The fair value for some
securities may be obtained from pricing services or other pricing sources. The inputs used by the pricing services are
reviewed quarterly or when the pricing vendor issues updates to its pricing methodologies. Broker quotes are analyzed
through an internal review process, which includes a review of known market conditions and other relevant data.
Developments that might trigger fair value pricing could be natural disasters, government actions or significant fluctuations
in domestic and foreign markets.
The following table provides examples of the inputs that are commonly used for valuing particular classes of securities.
These classifications are not exclusive, and any inputs may be used to value any other security class.
Class
Fixed Income Investments:
Corporate Bonds and Notes (Foreign and
Domestic)
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Inputs
Benchmark yields, reported trades, broker/dealer
quotes, issuer spreads, two-sided markets,
benchmark securities, bids, evaluated bids, offers
and reference data including market research
publications. Inputs also may include observations
of equity and credit default swap curves related to
issuer.

Class
Asset-Backed and Mortgage-Backed Securities

Short Term Investments:
Reverse Repurchase Agreements; U.S.
Government Agency Bonds and Notes

Inputs
Benchmark yields, reported trades, broker/dealer
quotes, issuer spreads, two-sided markets,
benchmark securities, bids, evaluated bids, offers
and reference data including market research
publications. Inputs also may include new issue
data, monthly payment information, collateral
performance and third party real estate analysis.

Maturity date and credit quality.

The Fund classifies its valuations into three levels based upon the transparency of inputs to the valuation of the Fund’s
investments. The valuation levels are not necessarily an indication of the risk or liquidity associated with the underlying
investment. Classification is based on the lowest level of input significant to the fair value measurement. The three levels
are defined as follows:
Level 1 – Unadjusted quoted prices for identical securities in active markets.
Level 2 – Inputs other than quoted prices included in Level 1 that are observable either directly or indirectly. These
may include quoted prices for similar assets in active markets.
Level 3 – Unobservable inputs to the extent observable inputs are not available and may include prices obtained from
single broker quotes. Unobservable inputs reflect the Fund’s own assumptions and would be based on the best
information available under the circumstances.
As of December 31, 2013, 100% of the Fund’s investments are valued using Level 2 inputs. More information regarding
the Fund’s sector classifications is included in the Schedule of Investments. The Fund recognizes transfers between the
levels as of the beginning of the quarter in which the transfer occurred.
Security Transactions
Security transactions are accounted for on the date the security is purchased or sold (trade date). Unsettled purchases
and sales are recorded on the Statement of Assets and Liabilities as Payable for investments purchased or as Receivable
for investments sold, respectively. The cost of investments sold is determined on a specific lot selection. Interest income,
including amortization of discounts and premiums, is recorded daily.
Reverse Repurchase Agreements
The Fund may engage in reverse repurchase agreement transactions with institutions that the Fund’s investment adviser
has determined are creditworthy. The Fund, through its custodian, receives delivery of underlying securities
collateralizing a reverse repurchase agreement. Collateral is at least equal to the value of the reverse repurchase
obligation including interest. A reverse repurchase agreement transaction involves certain risks in the event of default or
insolvency of the counterparty. These risks include possible delays or restrictions upon a Fund’s ability to dispose of the
underlying securities and a possible decline in the value of the underlying securities during the period while the Fund
seeks to assert its rights.
The Fund may invest in reverse repurchase agreement transactions that are jointly collateralized by various U.S. Treasury
or Agency obligations.
Contract Transactions Receivable and Payable
Contract transactions receivable, as reported on the Statement of Assets and Liabilities, represents the amount due to the
Fund from the participants for all types of contract transactions. Contract transactions payable, as reported on the
Statement of Assets and Liabilities, represents the amount due from the Fund to the participants for all types of contract
transactions. Contract transactions include contributions, surrenders, transfers, death benefits, and contract charges.
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Federal Income Taxes
The operations of the Fund are included in the federal income tax return of the Company, which is taxed as a life
insurance company under the provisions of the Internal Revenue Code (IRC). The Company is included in the
consolidated federal tax return of Great-West Lifeco U.S. Inc. Under the current provisions of the IRC, the Company does
not expect to incur federal income taxes on the earnings of the Fund to the extent the earnings are credited to
participants. Based on this, no charge is being made currently to the Fund for federal income taxes. The Company
periodically reviews the status of this policy in the event of changes in the tax law. A charge may be made in future years
for any federal income taxes that would be attributable to the contracts.
Application of Recent Accounting Pronouncements
In June 2013, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No. 2013-08
“Financial Services – Investment Companies (Topic 946): Amendments to the Scope, Measurement, and Disclosure
Requirements” (ASU No. 2013-08). ASU No. 2013-08 requires an entity to change the approach used to determine
whether it is considered an investment company. ASU No. 2013-08 requires an investment company to measure noncontrolling ownership interests in other investment companies at fair value rather than using the equity method of
accounting. ASU No. 2013-08 requires additional disclosures regarding the fact that the entity is an investment company,
information about changes, if any, in the entity’s status as an investment company and information about financial support
provided or contractually required to be provided by an investment company to any of its investees. ASU No. 2013-08 is
effective for interim and annual reporting periods in fiscal years that begin after December 15, 2013. The Fund will adopt
ASU No. 2013-08 for its fiscal year beginning January 1, 2014. At this time, the Fund is evaluating the impact, if any, of
ASU No. 2013-08 on the financial statements and related disclosures.
2. SUMMARY OF CONTRACT PROVISIONS
Interest Rates Applied to Participant Accounts
Quarterly interest rates are declared by the Company prior to each calendar quarter for participant accounts based upon
factors defined in the Contract such as the current yield of the investments held or expenses incurred by the Fund. Once
declared, the effective interest rates are guaranteed for the calendar quarter. The quarterly effective interest rate declared
each calendar quarter applies to all assets in the Fund regardless of the date of deposit. Interest is credited to the
participants’ accounts in the Contract daily, at a rate which compounds to the effective rate for the quarter.
Contributions and Distributions
Contributions received in good order before 2:00 p.m. (MST) are processed the day received; otherwise, such
contributions are processed the next business day.
Distributions to a participant by the Company are based on the participant’s account balance in the Contract and are
permitted for the purpose of paying a benefit to a participant, which includes surrenders and death benefits. Distributions
for purposes other than paying a benefit to a participant will be restricted.
Upon termination notice by the contract holder, distributions from the Fund to the contract holder or a successor may be
made through an in-kind transfer of assets or through the transfer of the cash balance after sale of the Fund's securities.
Participant Account Balances
The total of all participant and unallocated plan account balances in the Contract as of December 31, 2013 is
$103,334,621. The difference between the total of all participant and unallocated plan account balances in the Contract
and the net assets of the Fund is primarily attributable to unrealized gains or losses on investments and differences
between the interest rates applied to participant accounts and actual interest earned from the Fund’s investments.
Transfers
Transfers in and out of the Fund initiated by participants are available without restrictions. Participants may make
transfers among fixed, variable and separate accounts under the Contract or another investment provider under the Plan.
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Deductions for Administrative and Investment Management Expenses
The Company deducts from the Fund an amount, computed quarterly, equal to an annual rate of 0.55% of total participant
account balances up to $55 million. The rate decreases to 0.50% for balances between $55 million and $75 million, to
0.45% for balances between $75 million and $85 million, and to 0.40% for balances greater than $85 million. This charge
is designed to compensate the Company for its administrative and investment management expenses. Administrative
and investment management expenses are included in Administrative and investment management expenses on the
Statement of Operations.
Premium Taxes
The Company typically deducts from participant contributions any applicable state premium tax or retaliatory tax. These
charges, if any, are netted with Contributions on the Statement of Changes in Net Assets.
Revenue Sharing
Through the use of a plan expense account, the Fund, subject to an agreement negotiated with the Company, may
receive revenue that can be used to pay future contract expenses. This revenue is shown as Revenue sharing on the
Statement of Changes in Net Assets.
Contract Charges
The Company may deduct from participant balances an amount, computed quarterly, equal to $6.25 (or $25.00 on an
annual basis). This fee is charged to those participants that have received advice regarding fund specific portfolios from
Advised Assets Group LLC, a registered investment adviser subsidiary of the Company. The participants manage their
accounts as needed.
The Company may deduct from participant balances an amount, computed quarterly, between a range of 0.075% - 0.15%
(or 0.30% - 0.60% on an annual basis) of the account balance for managed account fees. This fee is charged to those
participants that have given Advised Assets Group LLC, a registered investment adviser subsidiary of the Company,
discretionary authority to manage their account to their retirement goals.
All contract charges are shown as Contract charges on the Statement of Changes in Net Assets.
3. FINANCIAL HIGHLIGHTS
Year Ended December 31

Net Investment
Income Ratio

Expense Ratio

Total Return

2013

2.08%

0.39%

(1.44%)

The Net Investment Income and Expense Ratios shown in the table above represent the net investment income received
by the Fund and the total expenses paid by the Fund, respectively, on the Statement of Operations divided by month-end
average net assets. Total Return is calculated based on change in fair value of investment securities, income, expenses
and realized gains and losses on investment securities.
4. SUBSEQUENT EVENTS
Management has reviewed all events subsequent to December 31, 2013, including the estimates inherent in the process
of preparing these financial statements, through May 7, 2014, the date the financial statements were available to be
issued. No subsequent events requiring adjustment or disclosure have occurred.

Annual Report - December 31, 2013

