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ROBINSON, FARMER, COX ASSOCIATES

A PROFESSIONAL LIMITED LIABILITY COMPANY CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report

To the Honorable Members of
Economic Development Authority of Pulaski County
Pulaski, Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the Economic
Development Authority of Pulaski County (the Authority), a component unit of the County of Pulaski, Virginia,
as of and for the year ended June 30, 2018, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

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

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



Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the business-type activities of the Authority, as of June 30, 2018, and the changes in financial
position, and cash flows thereof, for the year then ended in accordance with accounting principles generally
accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3-5 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 November 19, 2018,
on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the Economic Development Authority of Pulaski County’s internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering Authority’s internal control over financial reporting and compliance.

; %'M‘h‘( ‘%W‘/ W @“"‘l <
Blacksburg, Virginia
November 19, 2018



ECONOMIC DEVELOPMENT AUTHORITY OF PULASKI COUNTY, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2018

This report offers readers of the financial statements of the Economic Development Authority of Pulaski
County (EDA) with a narrative overview and analysis of the financial activities of the Authority for the fiscal
year ended June 30, 2018. Readers are encouraged to consider the information presented here in
conjunction with additional information found within the body of the audit.

OVERVIEW OF FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the Authority’s basic financial
statements. The Authority’s basic financial statements comprise two components: (1) enterprise fund
financial statements and (2) notes to the financial statements. This report also contains other background
and supplementary information providing a context for the basic financial statements themselves.
Enterprise fund financial statements such as that of the EDA are designed to provide readers with a broad
overview of the Authority’s finances, in a manner similar to a private-sector business.

The Statement of Net Position (Exhibit 1) presents information on all of the Authority’s a) assets and
deferred outflows of resources and b) liabilities and deferred inflows of resources, with the difference
between the two reported as net position. Over time, increases or decreases in net position may serve as
a useful indicator of whether the financial position of the Authority is improving or deteriorating.

The Statement of Revenues, Expenses, and Changes in Net Position (Exhibit 2) presents information
showing how the Authority’s net position changed during the most recent fiscal year. All changes in net
position are reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items
that will only result in cash flows in future fiscal periods.

The Statement of Cash Flows (Exhibit 3) provides information regarding the Authority’s cash receipts and
cash disbursements during the year. This statement differs from the Statement of Revenues, Expenses,
and Changes in Net Position statement in that it accounts only for transactions that result in cash receipts
and cash disbursements.

The Notes to Financial Statements beginning on page 10 provide additional information that is essential to
a full understanding of the data provided in the financial statements. They provide a description of the
accounting policies used to prepare the financial statements and present material disclosures required by
generally accepted accounting principles that are not otherwise present in the financial statements.

FY 2017-18 HIGHLIGHTS

1. As noted in Exhibit 1, the total assets of the EDA exceeded its total liabilities by $18,932,719 (net
position) as of June 30, 2018.

2. Asreported in Exhibit 2, the total net position of the EDA increased by $1,754,208 from $17,178,511
in fiscal year 2017 to $12,932,719 in fiscal year 2018.

3. Operating revenues in Exhibit 2 of $708,616 primarily consisted of building rental fees.

4. Operating expenditures in Exhibit 2 of $1,706,339 include EDA board compensation, property
maintenance, insurance, utilities, depreciation, and economic development expenses.

5. From the cash perspective (described in Exhibit 3), EDA cash flows provided from financing and
activities totaled $1,586,175 and $7,213, respectively, prior to being offset by $262,996 in cash
flows used in operating, $1,010,028 used in capital and related financing activities providing a
$320,364 increase in the EDA’s net cash during fiscal year 2018.

6. During the fiscal year 2018, the long term debt on the Bob White Building was paid in full resulting
in future net income generation on the building. Three businesses continued to occupy the rental
space in the Bob White building. The Authority plans continued expansion of leased space in the
building to further generate additional rental income in the future



FINANCIAL ANALYSIS

Net position may serve over time as a useful indicator of an entity’s financial position. The Economic
Development Authority of Pulaski County serves as an economic development facilitator and as a leaser
or seller of industrial property for the County of Pulaski, Virginia. Thus, industrial properties acquired by
the Board of Supervisors are often transferred to the Authority for the purpose of negotiated sale with a
specific employer or development. Likewise, the Authority also serves as a conduit for financing of industrial
activity by local employers and the support of those employers by the Board of Supervisors. Finally, the
Authority serves as a conduit making possible the tax exempt financing of local industrial activities. In each
of these situations, the financial obligations of the Authority are secured by a third party.

The following table provides a summary comparison of net position for the 2017 and 2018 fiscal years:

FY 2017-18 FY 2016-17

Current Assets $ 5,031,024 $ 3,018,616
Noncurrent Assets 32,070,046 32,908,723
Total Assets $ 37,101,070 $ 35,927,339
Current Liabilities $ 4,156,609 $ 2,740,873
Noncurrent Liabilities 14,011,742 16,007,955
Total Liabilities $ 18,168,351 $ 18,748,828
Net investment in capital assets $ 10,949,332 $ 10,353,939
Restricted 42,678 -
Unrestricted 7,940,709 6,824,572
Total Net Position $ 18,932,719 $ 17,178,511

As included in Exhibit 1 and Exhibit 2 and summarized above, the total net position of the Authority
increased by $1,754,208 from $17,178,511 on June 30, 2017 to $18,932,719 on June 30, 2018.

The following table provides a summary comparison of the change in net position for the 2017 and
2018 fiscal years:

FY 2017-18 FY 2016-17

Operating revenues $ 708,616 $ 697,510
Operating expenses (1,706,339) (1,463,182)
Income/(Loss) from Operations $ (997,723) $ (765,672)
Nonoperating revenues $ 3,669,703 $ 1,314,202
Nonoperating expenses (917,772) (1,244,238)
Nonoperating Income (expenses) $ 2,751,931 $ 69,964
Change in Net Position $ 1,754,208 $ (695,708)

As noted in the above table, the 2018 fiscal year resulted in an increase in net position in the amount of
$1,754,208. Operating revenues increased by $11,106 while nonoperating revenues increased by
$2,655,501 due to increases in State grants and contributions from the County while operating expenses
increased by $2,355,501 due forgiveness in debt on a renegotiated lease receivable. The Authority had a
net loss from operations in the amount of $997,723 for the 2018 fiscal year prior to the addition of non-
operating revenues which include contributions from the Pulaski County Board of Supervisors in the amount
of $1,951,112 which includes non-cash grants of $500,000.



CAPITAL ASSETS

The Authority had capital assets (net of accumulated depreciation) totaling $10,949,332 and $10,353,939
for fiscal years 2018 and 2017, respectively. These assets consist primarily of the ownership of the Bob
White Building, DeHaven Park (a Claytor Lake property formerly known as Harry’s Point), undeveloped
portions of the Pulaski County Corporate Center, Maple Shade Center, the former Dublin Primary School,
the former Riverlawn Elementary School, and the former Draper Elementary Cottage. More information
about the IDA’s capital assets can be found in Notes 2 and 5 to the Financial Statements.

DEBT ADMINISTRATION

At the end of the fiscal year ending June 30, 2018 the Authority had long-term debt of $16,496,012 with
$2,984,270 due during fiscal year 2019. More detailed information about the Authority’s indebtedness,
including annual debt service requirements, is presented in Note 7 to the financial statements.

As in prior years, the largest portion of the Authority’s liabilities consisted of debt on a note payable for
Hiwassee Fire Department (June 30, 2018 balance of $246,227), Commerce Park debt (June 30, 2018
balance of $5,680,000), Snowville and Critzer Elementary Schools debt (June 30, 2018 balance of
$1,128,291), Dublin Elementary School debt (June 30, 2018 balance of $2,935,000), Pulaski Adult Day
Services Center debt (June 30, 2018 balance of $146,818) and two notes payable for Falls Stamping (June
30, 2018 balance of $2,943,440. The Authority issued in FY 2018 an additional $20,000,000 in three new
debt service loans for a fourth expansion of Phoenix Packaging which included refinancing of $2,397,540
of original Phoenix Packaging debt. At June 30, 2018, $3,424,418 was outstanding on these three loans as
loan funds are drawn down as construction progresses on this project. All Authority debt is reimbursed
either through lease agreements or contributions from the Pulaski County Board of Supervisors.

The Authority was pleased to announce in April 2017 a fourth expansion to the Phoenix Packaging facilities.
Construction on this expansion began in the spring of 2018 and will result in 145 additional jobs. In addition,
the Authority announced in September 2017 that Koinonia, a Brazilian manufacturing company producing
industrial use foam, auto parts, and soundproofing equipment, will be locating in the Shae Dawn industrial
development park. Construction on a shell building for Koinonia also began in the spring of 2018. Koinonia
has set up operations in another location in the County and is anxiously awaiting completion of their newly
constructed building during FY 2019 which will result in an additional 40 jobs and a $5,000,000 investment
in their first United States operations.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET

The condition of the economy and the state of private-sector investment are ongoing major factors in
determining the Authority’s activity level. Economic development is currently very active in Pulaski County.
A primary factor in economic development is the extremely competitive nature of economic development
projects. Another factor is the need for the County to invest in a diverse business community and provide
the incentives required to successfully locate or expand significant projects such as Volvo, James Hardie
Building Products, Phoenix Packaging, Red Sun Farms, Korona Candles, and Koinonia within the County.
The Authority is striving for Pulaski County to become the center for international businesses locating in
southwest Virginia. The Pulaski County Economic Development office continually strives to lease or sell
all industrial space owned by the Economic Development Authority.

REQUESTS FOR INFORMATION
The financial report is designed to provide a general overview of the Authority’s finances. Questions

regarding this report or requests for additional financial information should be directed to Jonathan Sweet,
County Administrator, Pulaski County, Virginia, 143 Third Street NW, Suite 1, Pulaski, VA 24301.
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Exhibit 1

ECONOMIC DEVELOPMENT AUTHORITY OF PULASKI COUNTY, VIRGINIA
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)

Statement of Net Position
At June 30, 2018

Assets:
Unrestricted Current Assets:
Cash and cash equivalents S 588,578
Accounts receivable 12,510
Interest receivable 26,274
Rent receivable 190,574
Prepaid expenses 9,304
Capital lease receivable-current portion 373,456
Notes receivable-current portion 2,975,137
Total Unrestricted Current Assets S 4,175,833
Restricted Current Assets:
Amounts held for Virginia's First IFA ) 512,513
Cash and cash equivalents 300,000
Unspent bond proceeds 42,678
Total Restricted Current Assets S 855,191
Total Current Assets S 5,031,024
Noncurrent Assets:
Capital lease receivable-long-term portion S 4,906,517
Notes receivable-long-term portion 16,214,197
Capital assets, net of depreciation:
Capital assets 16,608,415
Accumulated depreciation (5,659,083)
Capital assets, net of depreciation S 10,949,332
Total Noncurrent Assets S 32,070,046
Total Assets S 37,101,070
Liabilities:
Current Liabilities:
Accounts payable ) 36,266
Interest payable 15,747
Unearned revenue 304,300
Cash held for others 512,513
Due to Pulaski County-current portion 303,513
Notes payable-current portion 2,106,455
Revenue bonds payable-current portion 235,000
Bonds payable-current portion 642,815
Total Current Liabilities S 4,156,609
Noncurrent Liabilities:
Notes payable-noncurrent portion S 1,230,030
Revenue bonds payable-noncurrent portion 8,861,236
Bonds payable-noncurrent portion 3,420,476
Due to Pulaski County-long-term portion 500,000
Total Noncurrent Liabilities ) 14,011,742
Total Liabilities S 18,168,351
Net Position:
Investment in capital assets ) 10,949,332
Restricted:
Debt service 42,678
Unrestricted 7,940,709
Total Net Position S 18,932,719

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



Exhibit 2

ECONOMIC DEVELOPMENT AUTHORITY OF PULASKI COUNTY, VIRGINIA
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)

Statement of Revenues, Expenses and Changes in Net Position
Year Ended June 30, 2018

Operating Revenues:

Lease/rental fees S 708,616
Operating Expenses:
Board compensation S 4,374
Materials and maintenance 16,947
Contractual services 170,284
Insurance 71,649
Local industry assistance 680,422
Utilities 237,469
Miscellaneous 110,559
Depreciation 414,635
Total operating expenses S 1,706,339
Operating Income (Loss) S (997,723)
Nonoperating Revenues and (Expenses):
Interest income S 3,422
Contributions from County 1,951,112
Recovered costs 1,215,169
Governor's opportunity fund 500,000
Interest expense (917,772)
Total nonoperating revenues and expenses S 2,751,931
Change in net position S 1,754,208
Net Position, beginning of year 17,178,511
Net Position, end of year S 18,932,719

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



Exhibit 3
ECONOMIC DEVELOPMENT AUTHORITY OF PULASKI COUNTY, VIRGINIA
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)

Statement of Cash Flows
At June 30, 2018

Cash flows from operating activities:

Cash received from lessees S 626,214

Cash paid to suppliers for goods and services (889,210)
Net cash provided by (used for) operating activities S (262,996)
Cash flows from noncapital financing activities:

Contribution from Pulaski County S 1,451,133

Payments to Pulaski County (286,120)

Notes receivable issued (3,531,281)

Capital lease receivable issued (2,250,000)

Forgiveness of debt 237,500

Notes and capital lease receivable refinanced 3,473,962

Payments received on notes and capital leases receivable 1,876,418

Recovered costs and miscellaneous 1,215,169

Retirement of indebtedness (3,906,772)

Issuance of indebtedness 3,424,418

Interest and loan costs paid on debt (918,252)

State and federal grants 800,000
Net cash provided by (used for) noncapital financing activities S 1,586,175
Cash flows from capital and related financing activities:

Purchase of capital assets S (1,010,028)
Cash flows from investing activities:

Interest income S 7,213
Increase (decrease) in cash and cash equivalents S 320,364
Cash and cash equivalents at beginning of year (including $794,559 restricted cash) 1,123,405
Cash cash equivalents at end of year (including $1,355,191 restricted cash) S 1,443,769

Reconciliation of Operating Income (Loss) to Net Cash Provided by
(Used for) Operating Activities

Operating income (loss) S (997,723)

Adjustments to reconcile operating income (loss) to net cash provided by
(used for) operating activities:

Depreciation 414,635
Noncash local industry assistance 500,000
(Increase) decrease in receivables (64,819)
(Increase) decrease in prepaid expenses 508
Increase (decrease) in unearned revenue (17,583)
Increase (decrease) in operating accounts payable (98,014)
Increase (decrease) in amounts due to primary government
Net cash provided by (used for) operating activities S (262,996)
Noncash investing, capital, and financing activities:
Noncash grant to local industry S 500,000
Noncash transfer of land S 11,034

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



PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements
At June 30, 2018

NOTE 1-ORGANIZATION, DESCRIPTION OF THE ENTITY:

The Economic Development Authority of Pulaski, Virginia (the Authority) was created as a political
subdivision of the Commonwealth of Virginia by ordinance of the Board of Supervisors on September
26, 1967 pursuant to the provisions of the Industrial Development and Revenue Bond Act (Chapter 33,
Section 15.1-1373 Et. Seq., of the Code of Virginia (1950), as amended). The Authority is governed
by seven directors appointed by the Board of Supervisors of Pulaski County, Virginia. It is authorized
to acquire, own, lease and dispose of properties to the end that such activities may promote industry
and develop trade by inducing enterprises to locate and remain in Virginia.

In addition, the Authority is authorized to issue revenue bonds for the purpose of obtaining and
constructing facilities. Liability under the bonds may be retained by the Authority or it may be
assumed by the enterprises for which facilities are constructed. Collection of revenues pledged to
liquidate the bonds may be assigned to a trustee. The revenue bonds are not deemed to constitute a
debt or pledge of the faith and credit of the Commonwealth of Virginia or any municipality thereof.
The bonds are payable solely from revenues generated from the lease or sale of the facilities
constructed and may be secured by a deed of trust on those facilities.

A. Financial Reporting Entity

For financial reporting purposes, in conformance with the principles of the Governmental
Accounting Standards Board, the Economic Development Authority of Pulaski County, Virginia is a
component unit of the County of Pulaski, Virginia. The Authority is classified as a component
unit because its members are appointed by the Board of Supervisors and the County provides
significant funding to the Authority; thus, the County is financially accountable for the Authority.
The Authority is reported as a discretely presented component unit in the County’s financial
report.

B. Basic Financial Statements

Pass-through Financing Leases - Most activities of the Authority represent pass-through leases.
These agreements provide for periodic rental payments in amounts which are equal to the
principal and interest payments due to project bondholders. The Authority has assigned all rights
to the rental payments to the trustees of the bondholders and the lessees have assumed
responsibility for all operating costs such as utilities, repairs and property taxes. In such cases,
the Authority recognizes associated assets, liabilities, and rental income or interest expense in
its financial statements.

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

A. Cash and Cash Equivalents

For purposes of the statement of cash flows and the balance sheet, cash and cash equivalents
consist of cash on hand, demand deposits, certificate of deposits, and short term investments
with original maturities of three months or less.



PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)

B. Deferred Income

Contributions are recognized as income of the Authority when the activities for which the
contributions were designated have been completed.

C. Deferred Outflows/Inflows of Resources

In addition to assets, the statement of financial position will sometimes report a separate section
for deferred outflows of resources. This separate financial statement element, deferred outflows
of resources, represents a consumption of net position that applies to a future period(s) and so
will not be recognized as an outflow of resources (expense) until then. The Authority does not
have any deferred outflows of resources as of June 30, 2018.

In addition to liabilities, the statement of financial position will sometimes report a separate
section for deferred inflows of resources. This separate financial statement element, deferred
inflows of resources, represents an acquisition of net position that applies to a future period(s)
and so will not be recognized as an inflow of resources (revenue) until that time. The Authority
does not have any deferred inflows of resources as of June 30, 2018.

D. Net Position

Net position is the difference between (a) assets and deferred outflows of resources and (b)
liabilities and deferred inflows of resources. Net investment in capital assets represents capital
assets, less accumulated depreciation, less any outstanding obligation related to the acquisition,
construction or improvement of those assets. Deferred outflows of resources and deferred inflows
of resources that are attributable to the acquisition, construction, or improvement of those
assets or related obligation are also included in this component of net position.

E. Net Position Flow Assumption

Sometimes the Authority will fund outlays for a particular purpose from both restricted (e.g.,
restricted bond or grant proceeds) and unrestricted resources. In order to calculate the amounts
to report as restricted - net position and unrestricted - net position in the financial statements, a
flow assumption must be made about the order in which the resources are considered to be
applied. It is the Authority’s policy to consider restricted - net position to have been depleted
before unrestricted - net position is applied.
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)

F. Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads,
bridges, sidewalks, and similar items) are reported in the financial statements. Capital assets are
defined by the government as assets with an initial, individual cost of more than $5,000 (amount
not rounded) and an estimated useful life in excess of one year. Such assets are recorded at
historical cost or estimated historical cost if purchased or constructed. Donated capital assets
are recorded at acquisition value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend the asset’s life are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed.
Interest incurred during the construction phase of capital assets of business-type activities is
included as part of the capitalized value of the assets constructed. No interest was capitalized

during year ended June 30, 2018.

Property, plant, equipment, and infrastructure of the Authority are depreciated using the
straight-line method over the following estimated useful lives:

Asset Type Years
Buildings and improvements 20-40
Machinery and equipment 4-30

G. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles includes the use of estimates that affect the financial statements. Accordingly, actual
results could differ from these estimates.

NOTE 3-DEPOSITS AND INVESTMENTS:

Deposits

Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and
collateralized in accordance with the Virginia Security for Public Deposits Act (the “Act”) Section
2.2-4400 et. seq. of the Code of Virginia. Under the Act, banks and savings institutions holding
public deposits in excess of the amount insured by the FDIC must pledge collateral to the
Commonwealth of Virginia Treasury Board. Financial Institutions may choose between two
collateralization methodologies and depending upon that choice, will pledge collateral that ranges in
the amounts from 50% to 130% of excess deposits. Accordingly, all deposits are considered fully
collateralized.

-11 -



PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 3-DEPOSITS AND INVESTMENTS: (Continued)

Investments

Statutes authorize local governments and other public bodies to invest in obligations of the United
States or agencies thereof, obligations of the Commonwealth of Virginia or political subdivisions
thereof, obligations of the International Bank for Reconstruction and Development (World Bank), the
Asian Development Bank, the African Development Bank, “prime quality” commercial paper and
certain corporate notes, banker’s acceptances, repurchase agreements, and the State Treasurer’s
Local Government Investment Pool (LGIP). The Authority does not have an investment policy.

The Authority’s rated debt investments at June 30, 2018 were rated by Standard and Poor and the
ratings are presented below using the Standard and Poor’s rating scale.

Authority's Rated Debt Investment Value
Rated Debt Investments Fair Quality Ratings
AAAmM
Money Market Mutual Fund S 511,539

Custodial Credit Risk

For an investment, the custodial risk is the risk that in the event of the failure of the counterparty,
the Authority will not be able to recover the value of its investments or collateral securities that are
in the possession of an outside party. Mutual funds are not considered to have custodial credit risk.
The Authority invests only in those investments authorized by the Code of Virginia. Therefore, the
custodial credit risk is minimized.

Concentration of Credit Risk

If certain investments in any one issuer represent 5 percent of total investments, there must be a
disclosure for the amount and issuer. Investments issued or explicitly guaranteed by the US
government and investments in mutual funds, external investment pools, and other pooled
investments are excluded from this requirement. Therefore the Authority does not have any
investments for this disclosure requirement.

Interest Rate Risk
The Authority manages its exposure to declines in fair values by limiting the maturity of its
investments.

Investment Maturities
Investment Type Fair Value < 1 year
Money Market Mutual Fund S 511,539 § 511,539

-12 -



PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 4-FAIR VALUE MEASUREMENTS:

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The Town 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.
The Town maximizes the use of observable inputs and minimizes the use of unobservable inputs.
Observable inputs are inputs that market participants would use in pricing the asset or liability based
on market data obtained from independent sources. Unobservable inputs reflect assumptions that
market participants would use in pricing the asset or liability based on the best information available
in the circumstances.

The fair value hierarchy categorizes the inputs to valuation techniques used to measure fair value
into three levels as follows:

e Level 1. Quoted prices (unadjusted) for identical assets or liabilities in active markets that a
government can access at a measurement date

o Level 2. Directly or indirectly observable inputs for the asset or liability other than quoted
prices

e Level 3. Unobservable inputs that are supported by little or no market activity for the asset or
liability

Inputs are used in applying the various valuation techniques and broadly refer to the assumptions
that market participants use to make valuation decisions, including assumptions about risk.

The Authority has the following recurring fair value measurements as of June 30, 2018:

Fair Value Level 1
Money Market Mutual Fund S 511,539 § 511,539

Remainder of this page left blank intentionally.
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)

Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 5-CAPITAL ASSETS:

A summary of changes in capital assets is presented as follows:

Business-Type Activities

Capital assets, not being depreciated:
Land
Construction in progress

Total capital assets not being depreciated

Capital assets, being depreciated:
Buildings and improvements
Machinery and equipment

Total capital assets being depreciated

Accumulated depreciation:
Buildings and improvements
Machinery and equipment
Total accumulated depreciation

Total capital assets being depreciated, net

Business-Type Activities capital assets, net

Beginning Ending
Balance Increases Decreases Balance
S 1,537,727 S 738,319 S (11,034) S 2,265,012
- 277,400 - 277,400
S 1,537,727 $ 1,015,719 S (11,034) S 2,542,412
S 14,009,913 S 5,343 S S 14,015,256
50,747 - 50,747
S 14,060,660 S 5,343 S S 14,066,003
S (5,228,343) §  (406,638) S S (5,634,981)
(16,105) (7,997) (24,102)
S (5,244,448) S (414,635) § S  (5,659,083)
S 8,816,212 S (409,292) S S 8,406,920
$ 10,353,939 S 606,427 S (11,034) $ 10,949,332

NOTE 6-CONTINGENCIES AND EVENTS OF DEFAULT:

Although obligations under the revenue bonds issued to date are secured by lease proceeds and the
underlying properties, the Authority retains no liability on pass-through leases.
Authority and the Board of Supervisors of Pulaski County, Virginia, may choose, at their option, to
assume responsibility for the bonds in the event of default by lessees to preserve the credit rating of

the Authority for future issues.
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 7- LONG-TERM OBLIGATIONS:

The following is a summary of long-term obligation transactions of the Authority for the year ended
June 30, 2018:

Beginning Ending
Balance Issuances Retirements Balance
Revenue bonds $ 6,199,228 $ 3,424,418 S (519,228) $ 9,104,418
Notes payable 6,083,981 - (2,747,496) 3,336,485
Bonds payable 4,703,339 - (640,048) 4,063,291
Unamortized bond discounts (8,572) - 390 (8,182)
Total $16,977,976 $ 3,424,418 $ (3,906,382) $16,496,012

Annual requirements to amortize long-term obligations and related interest are as follows:

Year Ending Revenue Bonds Notes Payable Bonds Payable
June 30, Principal Interest Principal Interest Principal Interest
2019 S 235,000 S 1,316,983 $2,106,455 $ 91,888 S 642,815 S 85,680
2020 334,615 1,309,376 109,038 28,893 645,611 71,621
2021 1,157,050 1,273,102 111,793 26,138 648,566 57,483
2022 1,215,833 1,315,089 114,558 23,372 282,600 47,045
2023 1,277,239 1,153,692 117,396 20,537 289,400 40,266
2024-2028 7,434,434 4,714,354 565,080 58,801 1,554,300 93,838
2029-2033 8,788,908 2,612,890 212,165 6,775
2034-2038 4,901,921 502,716
2039 335,000 18,007
Totals $ 25,680,000 S 14,216,209 $3,336,485 $256,404 $4,063,292 $395,933
Less:
Amounts not drawn down 16,575,582
Totals S 9,104,418 S 14,216,209 $3,336,485 $256,404 $4,063,292 $395,933
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 7- LONG-TERM OBLIGATIONS: (Continued)

Details of long-term obligations:

Interest Issue Maturity Original Business-Type Due Within
Rate(s) Date Date Issue Activities One Year

Revenue Bonds:

Commerce Park Refinance 0.77-5.38%  6/27/2013 2039 $6,810,000 $§ 5,680,000 S 235,000

2018B - $10M Phoenix Packaging 5.25%  5/30/2018 2035 10,000,000 615,125

2018C - $6M Phoenix Packaging 5.25%  5/30/2018 2035 6,000,000 369,075

2018A - $4M Phoenix Packaging 5.25%  5/30/2018 2035 4,000,000 2,440,218

Unamortized Discount n/a 6/27/2013 2039 (10,132) (8,182)
Total Revenue Bonds S 909,236 S 235,000
Notes Payable:

Falls Stamping 2.44% 12/22/2015 2031 $ 1,100,325 S 943,440 § 65,379

VSBF PADS Loan 2.44%  6/28/2016 2026 175,000 146,818 16,342

Falls Stamping- First Bank 6.75% 5/1/2017 2019 2,000,000 2,000,000 2,000,000

Hiwassee FD 2.47%  12/6/2013 2027 293,900 246,227 24,734
Total Notes Payable S 3,336,485 S 2,106,455
Bonds Payable:

Dublin Elem. School 2.37%  10/1/2015 2028 $ 3,443,000 $ 2,935,000 S 263,200

Snowville Critzer 2.05%  6/27/2013 2027 2,680,534 1,128,291 379,615
Total Bonds Payable S 4,063,291 S 642,815
Total S 16,496,012 $§ 2,984,270

(A) 5.25% for the first 5 years, adjustable in 5 year increments to the average yield US Treasury plus a margin of 2.75%
(B) 5.25% for the first 5 years, adjustable in 5 year increments to the average yield US Treasury plus a margin of 2.875%

NOTE 8-DUE TO COUNTY OF PULASKI:

As of June 30, 2018, $500,000 is due to the County related to a 1990 revenue bond originally due
April 15, 2005. No firm repayment schedule has been set by the Board of Supervisors for this
obligation.
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 9-NOTES RECEIVABLE:

At June 30, 2018, the Authority had the following notes receivable:

Amount Due
Interest Principal Within One
Due From Due Rate Outstanding Year

Falls Stamping 2030 5.00% $ 1,567,638 S 98,021
Pulaski County 2027  2.50-5.25% 2,935,000 263,200
Hiwasee Fire Department 2027 2.47% 246,227 24,734
West Main Development 2027 5.00% 55,000 -
Snowville and Critzer 2027 2.50% 1,128,291 379,615
Phoenix Packaging 2025 3.009% 373,027 49,936
Commerce Park 2023 0.00% 5,824,648 144,648
Falls Stamping 2019 10.00% 2,000,000 2,000,000
Phoenix Packaging (€ 4.00% 1,488,267 -
Pulaski Adult Day Services 2026 2.44% 146,818 14,983
Phoenix - Loan 2018A 2035 (A) 2,440,218 -
Phoenix - Loan 2018B 2035 (B) 615,125
Phoenix - Loan 2018C 2035 (B) 369,075

S 19,189,334 S 2,975,137

(A) 5.25% for the first 5 years, adjustable in 5 year increments to the average yield
US Treasury plus a margin of 2.875%.

(B) 5.25% for the first 5 years, adjustable in 5 year increments to the average yield
US Treasury plus a margin of 2.75%.

(C) The initial maturity date was 2016. Terms of the agreement are being negotiated
to establish an updated maturity date.

NOTE 10-LEASE PURCHASE RECEIVABLES:

Balance Amount Due
Due From Outstanding Within One Year
Phoenix Packaging Operations, LLC S 1,475,000 S 150,000
Volvo 2,191,200 92,400
Korona 1,613,773 131,056
Total S 5,279,973 S 373,456

A lease purchase agreement was entered into with Phoenix Packaging Operations, LLC for the
purchase of a building and land. Payments are required to be made based on an agreed upon
schedule originally maturing in fiscal year 2028. At the end of the lease term, the lessee has the
option to purchase both the land and building for the remaining balance due.

A lease purchase agreement was entered into with Korona Candles, Inc. for the purchase of a
building and land. Korona Candles, Inc. is required to make payments based on an agreed upon
schedule until fiscal year 2029. At the end of the lease term, the lessee has the option to purchase
both the land and building for the remaining balance due.
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PULASKI COUNTY ECONOMIC DEVELOPMENT AUTHORITY
(A COMPONENT UNIT OF THE COUNTY OF PULASKI, VIRGINIA)
Notes to Financial Statements (Continued)

At June 30, 2018

NOTE 10-LEASE PURCHASE RECEIVABLES: (Continued)

A lease purchase agreement was entered into with Volvo for the purchase of land. Volvo is required
to make payments based on an agreed upon schedule until fiscal year 2039. At the end of the lease
term, Volvo has the option to purchase the land for $100.

NOTE 11-LITIGATION:

As of June 30, 2018, there were no matters of litigation involving the Authority which would
materially affect the Authority’s financial position should a court decision on pending matters not be
favorable.

NOTE 12-COMMITMENTS:

At June 30, 2018, the Authority had the following outstanding commitments:

Vendor Original Contract Contract Outstanding
Diversified Developers $ 3,467,000 S 3,189,600
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ROBINSON, FARMER, COX ASSOCIATES

A PROFESSIONAL LIMITED LIABILITY COMPANY CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the Honorable Members of
Economic Development Authority of Pulaski County
Pulaski, Virginia

We have audited, in accordance with the auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the Specifications for Audits of Authorities, Boards
and Commissions, issued by the Auditor of Public Accounts of the Commonwealth of Virginia, the financial
statements of the business-type activities of the Economic Development Authority of Pulaski County (the
Authority), a component unit of the County of Pulaski, Virginia, as of and for the year ended June 30, 2018,
and the related notes to the financial statements, which collectively comprise the Authority’s basic financial
statements and have issued our report thereon dated November 19, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Authority’s internal
control over financial reporting (internal control) 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 Authority’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Authority’s internal control.

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

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. 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.
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Compliance and Other Matters

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

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.

Blacksburg, Virginia
November 19, 2018
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