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Independent Auditors’ Report

The Honorable Members of the Town Council
Town of Pennington Gap
Pennington Gap, Virginia 24277

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information of the Town
of Pennington Gap, Virginia, as of and for the year ended June 30, 2019, and the related notes to the financial statements,
which collectively comprise the Town’s basic financial statements as listed in the Table of Contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We did not audit the financial
statements of the Industrial Development Authority of Pennington Gap, Virginia, which represent .313 percent, .420 percent,
and .002 percent, respectively, of the assets, net position, and revenues of the Town of Pennington Gap. Those statements
were audited by other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts
included for the Industrial Development Authority of Pennington Gap, Virginia, is based solely on the report of the other
auditors. 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. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the general purpose financial statements are free of 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.
Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, the aggregate discretely presented component units, each
major fund, and the aggregate remaining fund information of the Town of Pennington Gap, Virginia as of June 30, 2019, and

the respective changes in financial position and cash flows, where applicable, thereof for the year then ended in accordance
with accounting principles generally accepted in the United States of America.
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the budgetary comparison
information, and required pension schedules 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 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.

Management has omitted the management’s discussion and analysis that accounting principles generally accepted in
the United States of America require to be presented to supplement the basic financial statements. Such missing
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. Our opinion on the basic financial
statements is not affected by this missing information.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 18, 2020 on our
consideration of the Town of Pennington Gap’s internal control over financial reporting and on our test 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 on 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 in considering the Town’s internal control over financial reporting and compliance.

2&%% WMo X (o, PLLC

Norton, Virginia
February 18, 2020
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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

The Honorable Members of the Town Council
Town of Pennington Gap
Pennington Gap, Virginia 24277

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 financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund information of
the Town of Pennington Gap, Virginia, as of and for the year ended June 30, 2019, and the related notes to the
financial statements, which collectively comprise the Town of Pennington Gap, Virginia’s basic financial
statements, and have issued our report thereon dated February 18, 2020. Our report includes a reference to other
auditors who audited the financial statements of the Industrial Development Authority of Pennington Gap, Virginia,
as described in our report on the Town of Pennington Gap, Virginia’s financial statements. This report does not
include the results of the other auditors’ testing of internal control over financial reporting or compliance and other
matters that are reported on separately by those auditors.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements for the year ended June 30, 2019, we considered the
Town'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 Town's financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the Town’s internal control. Accordingly, we do
not express an opinion on the effectiveness of the Town’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 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 the internal control that might be material weaknesses or, significant
deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not identified. 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 Town of Pennington Gap, Virginia’s financial
statements are free of 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 statements 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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Response to Findings

The Town of Pennington Gap’s response to the findings identified in our audit is described in the separately issued
schedule of findings and responses. The Town’s response was not subjected to the auditing procedures applied in the
audit of the financial statements and, accordingly, we express no opinion on it.

We noted certain matters that we reported to management of the Town of Pennington Gap, Virginia, in a
separate letter dated February 18, 2020.

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 and opinion on the effectiveness of the entity’s internal control or on
compliance. This report is an integral part of an audit 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.

Q&,&M Mo 3 o, PLLC

Norton, Virginia
February 18, 2020




TOWN OF PENNINGTON GAP, VIRGINIA
Summary of Compliance Matters
June 30, 2019

As more fully described in the Independent Auditor's Report on Compliance and on Internal Control Over Financial
Reporting Based on an Audit of Financial Statements Performed in Accordance with Government Auditing Standards we
performed tests of the Town's compliance with certain provisions of the laws, regulations, contracts and grants shown below.

STATE COMPLIANCE MATTERS

Code of Virginia:
Budget and Appropriation Laws
Cash and Investments Laws
Local Retirement Systems
Debt Provisions
Procurement Laws
Uniform Disposition of Unclaimed Property Act
Personal Property Tax Relief Act

LOCAL COMPLIANCE MATTERS

Town Charter




TOWN OF PENNINGTON GAP
Statement of Net Position
June 30, 2019

Primary Government Unit

Industrial
Governmental Business Type  Total Primary Development
Activities Activities Government Authority
ASSETS
Cash and cash equivalents $ 527847 § 704,776 § 1,232,623 § 33,835
Receivables, net 118,343 508,208 626,551 -
Internal balances (20,056) 20,056 - -
Due from other governmental units 25,694 - 25,694 -
Restricted cash 92,298 187,133 279,431 -
Notes and loans receivable - 58,093 58,093 20,000
Prepaid and other - 1,200 1,200 -
Net pension asset 86,849 115,126 201,975 -
Capital assets, net 5,578,617 9,163,950 14,742,567 -
Total assets 6,409,592 10,758,542 17,168,134 53,835
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows realted to OPEB 892 1,340 2,232 -
Deferred outflows realted to pensions 10,331 15,329 25,660 -
Total deferred outflows of resources 11,223 16,669 27,892 -
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES § 6420815 $ 10775211 § 17,196,026 § 53,835
LIABILITIES
Accounts payable and accrued liabilities $ 67,170  § 190,460 § 257,630 % -
Accrued payroll and related liabilities 19,905 25,106 45,011 -
Accrued interest payable 45 16,616 16,661 -
Customer security deposits - 77,539 77.539 -
Compensated absences 21,799 61,925 83,724 -
Long-term liabilities:
OPEB Liability 15,447 23,170 38,617 -
Due within one year 56,064 292,260 348,324 -
Due in more than one year 59,328 3,443,468 3,502,796 -
Total Liabilities 239,758 4,130,544 4,370,302 -
DEFERRED INFLOWS OF RESOURCES
Deferred inflows related to OPEB - - - -
Deferred inflows related to pensions 17,795 23,588 41,383 -
Total deferred inflows of resources 17,795 23,588 41,383 -
NET POSITION
Net investment in capital assets 5,463,225 5.428,222 10,891,447 -
Restricted 86,849 141,219 228,068 -
Unrestricted 613,188 1,071,638 1,684,826 53,835
Total Net Position 6,163,262 6,641,079 12,804,341 53,835
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION $ 6420815 $ 10795211 $ 17,216,026 § 53,835

See notes to financial statements.
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TOWN OF PENNINGTON GAP
Balance Sheet - Governental Funds

June 30, 2019
Debt Service
General Fund Fund Total
ASSETS
Cash and cash equivalents $ 527,847 % - § 527,847
Receivables, net
Taxes receivable 45,372 - 45,372
Accounts receivable, net 72,971 - 72,971
Interest - s -
Prepaid insurance - - -
Due from other funds 15,386 - 15,386
Due from other governmental units 25,694 - 25,694
Restricted cash 4,255 88,043 92,298
Total assets $ 691,525 § 88,043 § 779,568
LIABILITIES
Accounts payable and accrued liabilities 67,170 - 67,170
Accrued payroll and related liabilities 19,907 - 19,907
Due to other funds 35,443 - 35,443
Total liabilities 122,520 - 122,520
DEFERRED INFLOWS
Property taxes receivable 45,671 - 45,671
Total deferred inflows 45,671 - 45,671
FUND BALANCES
Nonspendable - - -
Restricted - 88,043 88,043
Committed - - -
Assigned 4,255 - 4,255
Unassigned 519,079 - 519,079
Total fund balances 523,334 88,043 611,377
Total Liabilities, Deferred Inflows, and Fund Balances $ 691,525 § 88,043 § 779,568

See notes to financial statements.




TOWN OF PENNINGTON GAP
Reconciliation to the Balance Sheet of Governmental
Funds to the Statement of Net Position
June 30, 2019

Total Fund Balances per Balance Sheet-Governmental Funds

Amounts reported for governmental activities in the statement of Net Position are different because:

Capital assets used in governmental activities are not current
financial resources and, therefore, are not reported in the
governmental funds.

Other long-term assets are not available to pay for current-period
expenditures and, therefore, are deferred in the funds.

Long-term liabilities are not due and payable in the current
period and, therefore, are not reported in the funds.
Bonds payable, net of premiums and discounts
Notes payable
Accrued liabilities and wages
Accured interest payable
Capital leases payable
Compensated Absences

Financial statement elements related to other postemployment benefits are
applicable to future periods and, therefore, are not reported in the funds.
Deferred outflows of resources for 2019 employer contributions
Deferred outflows of resources related to other postemployment benefits
Deferred inflows of resources related to other postemployment benefits
Net other postemployment benefit liability

Financial statement elements related to pensions are applicable to
future periods, and therefore, are not reported in the funds.
Deferred outflows of resources for 2019 employer contributions
Deferred outflows of resources for the net difference between
projected and actual earnings on pension plan investments
Net pension Asset
Deferred outflows (inflows) of resources for the net difference between
projected and actual earnings on pension plan investments

Net Position of Governmental Activities

See notes to financial statements.

£ 611,377

5,578,617

45,671

(115,392)
3
(45)

(21,799)

892

(15,447)

9,165
1,166

86.849
(17,795)

56163262




TOWN OF PENNINGTON GAP
Combined Statement of Revenues, Expenditures and Changes in Fund Balances
General and Debt Service Funds
June 30, 2019

Debt Service

General Fund Fund Total
REVENUES
General property taxes $ 202,914 $ - 8 202,914
Other local taxes 916,135 - 916,135
Permits, Privilege Fees, and Licenses 21,611 21,611
Fines and forfeitures 5,068 - 5,068
Revenue from use of money & property 34,503 869 35,372
Charges for services 208,832 - 208,832
Miscellaneous 48,351 - 48,351
Recovered costs - - -
Intergovernmental 289,417 - 289,417
Total Revenues 1,726,831 869 1,727,700
EXPENDITURES
Current
General government administration 332,713 - 332,713
Public safety 598,844 - 598,844
Public works 371,609 - 371,609
Parks, recreation and cultural 345,013 - 345,013
Debt Service
Principal retirement 55,167 - 55,167
Interest 2,814 - 2,814
Total Expenditures 1,706,160 - 1,706,160
Excess (Deficiency) of Revenues
Over Expenditures 20,671 869 21,540
OTHER FINANCING SOURCES (USES)
Sale of surplus 23,409 - 23,409
Insurance Proceeds 8,787 - 8,787
Loan proceeds 21,500 - 21,500
Operating transfers in(out) - - -
Total Other Financing Sources (Uses) 53,696 - 53,696
Net Change in Fund Balance 74,367 869 75,236
Fund Balance at Beginning of Year 448,967 87,174 536,141
Fund Balance at End of Year $ 523,334  § 88,043 § 611,377

See notes to financial statements.



TOWN OF PENNINGTON GAP
Reconciliation of the Statement of Revenues, Expenditures, and Changes In
Fund Balances of the Governemental Funds to the Statement of Activities
June 30, 2019

Net Change in Fund Balance Governmental Funds
Amounts reported for governmental activities in the statement of activities are different because

Governmental funds report capital outlays as expenditures. However, in the Statement of Activities,

the cost of those assets is allocated over their estimated useful lives as depreciation expense.
Capital outlay

Depreciation expense

Revenues in the statement of activities that do not provide current financial resources are not
reported as revenues in the funds.

The issuance of long-term debt (i.e. bonds, leases) provides current financial resources to governmental
funds, while the repayment of the principal of long-term debt consumes the current financial resources
of governmental funds. Neither transaction, however, has any effect on net position. Also, governmental
funds report the effect of issuance costs, premiums, discounts, and similar items whendebt is first
issued, whereas these amounts are deffered and amortized in the Statement of Activities.

Principal repayments:
General obligation debt
Capital lease
Proceeds from debt
Proceeds from capital lease

Some expenses reported in the Statement of Activities do not require the use of current financial

resources and, therefore, are not reported as expenditures in governmental funds.
Accrued interest

Compensated absences
Other post-employment benefits

Governmental funds report pension contributions as expenditures. However, in the Statement of

Activities, the cost of pension benefits earned net of employee contributions is reported as
pension expense

Pension expense

Change in Net Position of Governmental Activities

See notes to financial statements.

Governmental
Funds

$ 75,236

160,844
(311,276)

(150,432)

4,631

55,167

(21,500)

33,667

105
(1,488)
3,096

1,713

18,299

18,299

$ (16,886)



TOWN OF PENNINGTON GAP

Statement of Net Position Proprietary Funds

June 30, 2019

Water Fund Sewer Fund Industrial Fund Combined Total
ASSETS
Cash and cash equivalents 3 647,887 § 56,889 § - 3 704,776
Receivables (Net of Allowance for Uncollectibles)
Accounts 219,938 261,684 - 481,622
Interest 30 - - 30
Grants 26,556 - - 26,556
Due from other funds 457,865 30,214 - 488,079
Notes and Loans receivable 32,000 - 26,093 58,093
Prepaid and other 1,200 - - 1,200
Restricted cash 162,822 24,311 - 187,133
Net Pension Asset 66,652 48,474 - 115,126
Land 10,600 20,515 6,943 38,058
Capital assets, net 6,253,999 2,871,893 - 9,125,892
Total Assets $ 7.879549 § 3313980 § 33,036 11,226,565
DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflows related to OPEB 747 593 - 1,340
Deferred Outflows related to Pensions 8,573 6,756 - 15,329
Total Deferred Ouflows of Resources 9,320 7,349 - 16,669
TOTAL ASSETS AND DEFERRED OUTFLOWS
OF RESOURCES $ 7888869 § 3,321,329 § 33,036 11,243,234
LIABILITIES
Accounts payable and accrued liabilities 3 80,467 $ 109,993 § - 8 190,460
Accrued payroll and related liabilities 14,517 10,589 - 25,106
Accrued interest payable 12,456 4,160 - 16,616
Customer security deposits 52,292 25,247 - 71,539
Due to other funds - 468,023 - 468,023
Compensated absences 39,050 22,875 - 61,925
Long-term liabilities
OPEB Liability 12,518 10,652 - 23,170
Due within one year 241,260 51,000 - 292260
Due in more than one year 3,086,768 356,700 - 3,443,468
Total Liabilities 3,539,328 1,059,239 - 4,598,567
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows related to Pensions 13,656 9,932 - 23,588
Total Deferred Inflows of Resources 13,656 9,932 - 23,588
NET POSITION
Net investment in capital assets 2,936,571 2,484,708 6,943 5,428,222
Restricted 66,652 48,474 26,093 141,219
Unrestricted 1,332,662 (261,024) - 1,071,638
Total Net Position 4,335,885 2,272,158 33,036 6,641,079
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES,
AND NET POSITION $ 7888869 $§ 3341329 § 33,036 $ 11,263,234
See notes to financial statements.



TOWN OF PENNINGTON GAP

Combined Statement of Revenues, Expenditures, and Changes in

Net Position Proprietary Funds
For the Year Ended June 30, 2019

OPERATING REVENUES
Charges for servies
Tap fees
Connections
Reconnections
Penalties
Miscellaneous

Total operating revenues

OPERATING EXPENSES
Salaries and wages
Payroll taxes
Group health and life
Pension
Utilities
Telephone
Supplies
Vehicle expense
Insurance
Repair and maintenance
Certification, travel, and training
Professional services
Lab and analysis
Contract services
Dues and subscriptions
Depreciation
Miscellaneous

Total Operating Expenses
Operating Income (Loss)

NON-OPERATING REVENUES (EXPENSES)
Grant income
Transfers
Interest expense
Interest income
Contribution to other
Gain/loss on disposition of assets

Total Non-Operating Revenue (Expenses)
CHANGE IN NET POSITION
NET POSITION AT JULY 1

NET POSITION AT JUNE 30

See notes to financial statements,

Water Fund Sewer Fund Industrial Fund Combined Total
$ 1224195 $ 630,595 § - $ 1,854,790
7,930 - - 7,930
2,050 - - 2,050
90,411 64,692 - 155,103
833 8,736 - 9,569
1,325,419 704,023 - 2,029,442
379,897 302,470 - 682,367
27,511 22,556 - 50,067
133,461 113,889 - 247,350
(2,973) 783 - (2,190)
129,828 51,153 - 180,981
6,043 2,552 - 8,595
126,505 26,892 - 153,397
12,665 5,660 - 18,325
22,434 21,184 - 43,618
71,252 19,236 - 90,488
1,524 3,408 - 4,932
15,935 104,669 - 120,604
12,573 4,199 - 16,772
9,543 2,331 - 11,874
436,966 176,002 - 612,968
3,099 800 12 3,911
1,386,263 857,784 12 2,244,059
(60,844) (153,761) (12) (214,617)
497,576 - - 497,576
(85,882) (13,410) - (99,292)
12,738 469 - 13,207
424,432 (12,941) - 411,491
363,588 (166,702) (12) 196,874
3,972,297 2,438,860 33,048 6,444,205
$ 4335885 § 2272,158 § 33,036 $ 6,641,079




TOWN OF PENNINGTON GAP
Combined Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2019

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to employees for services
Other operating income

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Increase ( decrease ) in customer deposits
(Increase) decrease in due from other funds
Increase (decrease) in due to other funds

NET CASH PROVIDED BY NON-CAPITAL FINANCING

ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED FINANCING
ACTIVITIES:
Purchase of capital assets
Disposition of capital assets
Interfund transfer
Proceeds from borrowings
Contributed capital - Grant revenue
Principal paid on revenue bonds
Interest paid on revenue bonds and equipment
NET CASH USED FOR CAPITAL AND RELATED
FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Payments received on community development loans
Interest on investments

NET CASH PROVIDED BY INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

Cash and Cash Equivalents at June 30, 2019
Unrestricted
Restricted

CASH AND CASH EQUIVALENTS AT END OF YEAR

RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating income (loss)
Adjustments to Reconcile Operating Income to
Net Cash Provided by Operating Activities
Depreciation and amortization
Increase (decrease) in accrued compensated absences
Net pension and OPEB obligation
Change in Assets, Liabilities, Deferred Inflows/Outflows:
(Increase) decrease in accounts receivable
(Increase) decrease in prepaid expenses
Increase (decrease) in accounts payable
Increase (decrease) in accrued wages
Increase (decrease) in accrued liabilities

TOTAL ADJUSTMENTS
NET CASH PROVIDED BY OPERATING ACTIVITIES

See notes to financial statements,

Water Fund Sewer Fund Industrial Fund Total
1,171,189  § 434881 § - $ 1,606,070
(607,237) (283,699) (12) (890,948)
(380,974) (302,713) - (683,687)
101,224 73,428 - 174,652
284,202 (78,103) (12) 206,087
2,773 1,610 - 4,383
(138,000) - - (138,000)
- 150,000 - 150,000
(135,227) 151,610 - 16,383
(764,761) (5.073) - (769,834)
65,000 - - 65,000
471,020 - - 471,020
(233,686) (54,500) - (288,186)
(87,031) (13,393) - (100,424)
(549,458) (72,966) - (622,424)
12,778 435 - 13,213
12,778 435 - 13,213
(387,705) 976 (12) (386,741)
1,198,414 80,224 12 1,278,650
647887 $ 56,889 § - 3 704,776
162,822 24,311 - 187,133
810,709 § 81,200 § - 3 891,909
(60,844) $  (153,761) § (12) §  @14617)
436,966 176,002 - 612,968
(2,060) 1,076 - (984)
(15,335) (8,564) - (23,899)
(53,006) (195,714) - (248,720)
12,056 10,199 - 22,255
(34,558) 93,978 - 59,420
983 (1,319) - (336)
345,046 75,658 - 420,704
284202 § (78,103) $ (12) $ 206,087




ASSETS

Cash and cash equivalents
Land
Notes Receivable

Total assets

LIABILITIES
Accounts payable

Total liabilities

Net Position
Unrestricted

Total net position

See notes to financial statements.

TOWN OF PENNINGTON GAP
Discretely Presented Component Unit-Industrial Development Authority
Statement of Net Position
June 30, 2019

$ 33835
20,000
$ 533835
$ -
53,835
§ 53835



TOWN OF PENNINGTON GAP
Discretely Presented Component Unit-Industrial Development Authority
Statement of Activities

Year Ended June 30, 2019
Total
REVENUES
Charges for services $ -
Gain (loss) on property sale (989)
Total revenues (989)
EXPENDITURES
Professional Services 1,273
Interest 262
Miscellaneous 66
Total expenditures 1,601
Excess of revenues over expenditures (2,590)
Capital contributions -
Net position at beginning of year 56,425
Net position at end of year $ 53,835

See notes to financial statements.



TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements
June 30, 2019

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Town of Pennington Gap, Virginia is located in extreme Southwestern Virginia, in the central portion of Lee County,
and was founded in 1890, and first incorporated in 1892. The Town of Pennington Gap possesses all powers conferred
upon or delegated to towns under the Constitution and laws of the Commonwealth of Virginia. By enactment of the
General Assembly of Virginia, under the Charter of TOWN OF PENNINGTON GAP, the Town operates under a mayor
and six member council form of government elected every four years by municipal election. Legislative procedure for the
Town is by council acting only by ordinance or resolution to make such rules as are necessary for the orderly conduct of
its business, with the exception of ordinances making appropriations or authorizing the contracting of indebtedness
confined to the general fund, subject to vote by referendum. The Town provides a full range of services including public
safety, roads, sanitation, water, sewer, planning, boundary adjustment, and general administrative services to its
approximately 1,781 residents. The Town’s land area is 1.44 square miles (922 acres). The accompanying financial
statements conform to accounting principles generally accepted in the United States of America as applicable to
governments.

Reporting Entity - The basic criterion for determining whether a governmental department, agency, institution,
commission, public authority, or other governmental organization should be included in a primary governmental unit’s
reporting entity for basic financial statements is financial accountability. Financial accountability includes the
appointment of a voting majority of the organization’s governing body and the ability of the primary government to
impose its will on the organization or if there is a financial benefit/burden relationship. In addition, an organization which
is fiscally dependent on the primary government should be included in its reporting entity. These financial statements
present the Town of Pennington Gap, Virginia (the primary government) and its component units. Blended component
units, although legally separate entities, are, in substance, part of the government’s operations and so data from these units
are combined with data of the primary government. Each discretely presented component unit, on the other hand, is
reported in a separate column in the combined financial statements to emphasize it is legally separate from the
government.

As required by generally accepted accounting principles, these financial statements present the Town of Pennington Gap,
Virginia (primary government) and its component units. The component units discussed in Note B are included in the
Town's reporting entity because of the significance of their operational or financial relationships with the Town of
Pepnington Gap, Virginia.

Individual Component Unit Disclosures - Discretely Presented Component Unit: The Industrial Development
Authority of Pennington Gap, VA (the IDA) was established by ordinance of the Pennington Gap Town Council pursuant
to the Industrial Development and Revenue Bond Act, Section 15.2-49-03 of the Code of Virginia, as amended, for the
purpose of promoting economic development, commercial enterprise, convenience or prosperity within the Town of
Pennington Gap. The Town has a financial accountability for the authority, including the appointment of the Authority's
seven-member governing body and the contribution of a material amount of funds to the Authority.

Financial Reporting Model - In June 1999, GASB issued Statement No. 34, Basic Financial Statements — and
Management's Discussion and Analysis — for State and Local Governments (GASB 34). This statement, known as the
“Reporting Model” statement, affects the way the Town prepares and presents financial information. State and local
governments traditionally have used a financial reporting model substantially different from the one used to prepare
private-sector financial reports. The Town has implemented the requirements of GASB 34, beginning with the year ended
June 30, 2004.

GASB 34 established requirements and the new reporting model for the annual financial reports of state and local

governments. The Statement was developed to make annual reports easier to understand and more useful to the people
who use governmental financial information to make decisions and includes the following components:
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Financial Reporting Model (continued) - Management’s Discussion and Analysis — GAAP requires that financial
statements be accompanied by a narrative introduction and analytical overview of the government’s financial activities in
the form of “management’s discussion and analysis” (MD&A). This analysis is comparable to analysis the private sector
provides in their annual reports.

Government-wide financial statements — The reporting model includes financial statements prepared using full accrual
accounting for all of the government’s activities (i.e., reports all of the revenue and cost of providing services each year,
not just those received or paid in the current year or soon thereafter). Government-wide financial statements do not
provide information by fund or account group, but distinguish between the Town’s governmental activities, business-type
activities and activities of its discretely presented component units on the Statement of Net Position and Statement of
Activities. Significantly, the Town’s Statement of Net Position includes both noncurrent assets and noncurrent liabilities
of the Town. Depreciation expense on the Town’s capital assets, including infrastructure, is reflected in the government-
wide Statement of Activities.

Statement of Net Position — The Statement of Net Position is designed to display the financial position of the primary
government (governmental and business-type activities) and its discretely presented component units. The Town reports
all capital assets, including infrastructure, in the government-wide Statement of Net Position and reports depreciation
expense — the cost of “using up” capital assets — in the Statement of Activities. The net position of the Town is reported in
three categories — 1) net investment in capital assets; 2) restricted; and 3) unrestricted.

Statement of Activities — The government-wide Statement of Activities reports expenses and revenues in a format that
focuses on the cost of each of the Town’s functions. The expense of individual functions is compared to the revenues
generated directly by the function (for instance, through user charges or intergovernmental grants).

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or segment are offset
by specific program revenues. Direct expenses are those that are clearly identifiable with a specific function or segment.
Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and 2) grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. All taxes, and other items not properly
included among program revenues, are reported instead as general revenues.

The government-wide Statement of Activities reflects both the gross and net cost per functional category (public safety,
public works, etc.) which are not otherwise being supported by general government revenues (property, sales and use
taxes, certain intergovernmental revenues, fines, permits and charges, etc.). The Statement of Activities reduces gross
expenses (including depreciation) by related program revenues and operating and capital grants and contributions. The
program revenues must be directly associated with the function (public safety, public works, etc.) or a business-type
activity.

Fund Statements — In addition to the government-wide financial statements, the Town reports fund financial statements
which use the modified accrual basis of accounting and the current financial resources measurement focus. Accordingly,
the accounting and financial reporting for the Town’s Governmental fund types (i.e., General, and Permanent) are similar
to that previously presented in the Town’s financial statements. See note 1(c) for further discussion.

Measurement Focus, Basis of Accounting, and Basis of Presentation - The government-wide financial statements, as
well as the proprietary fund financial statements, report all their activities using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability
is incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in the year for which
they are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.



TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus, Basis of Accounting, and Basis of Presentation (Continued) - In applying the susceptible to
accrual concept to intergovernmental revenues, the legal and contractual requirements of the numerous individual
programs are used as guidance. There are, however, essentially two types of these revenues. In the first type, monies must
be expended on the specific purpose or project before any amounts will be paid to the Town; therefore, revenues are
recognized based upon the expenditures recorded. In the second type, monies are virtually unrestricted as to time of
expenditure and are usually revocable only for failure to comply with prescribed compliance requirements. These
resources are reflected as revenues at the time of receipt or earlier if the accrual criteria are met.

Governmental fund financial statements are reported using the current financial resource measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both measureable and available.
Revenues are considered to be available when they are collected within the current period or soon enough thereafter to
pay liabilities of the current period. For this purpose, the Reporting Entity considers revenues to be available if they are
collected within 45 days of the end of the current fiscal period. Expenditures generally are recorded when a liability is
incurred, as under accrual accounting. However, debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial statements.
Exceptions to this general rule are payments in lieu of taxes and other charges between the Town’s electric, water and
wastewater functions and various other functions of the government. Elimination of these charges would distort the direct
costs and program revenues reported for the various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or privileges
provided, 2) operating grants and contributions, and 3) capital grants and contributions, including special assessments.
Internally dedicated resources are reported as general revenues rather than as program revenues. Likewise, general
revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the government’s policy to use restricted
resources first, then unrestricted resources as they are needed.

Real and personal property taxes are recorded as revenues and receivables when levied, net of allowances for
uncollectible amounts. Property tax receivables not collected within 45 days after year-end are reflected as a deferred
inflow of resources. Sales and utility taxes, which are collected by the Commonwealth or utility companies by year-end
and subsequently remitted to the Town, are recognized as revenues and receivables upon collection by the
Commonwealth of Virginia or utility company, which is generally in the month preceding receipt by the Town.

Licenses and permits, fines, charges for services and miscellaneous revenues, except interest on temporary investments,
are recorded as revenues when received because they are generally not measurable until actually received. Investment
earnings are recorded when earned since they are measurable and available. Unbilled accounts receivable are recorded in
the Enterprise Funds when earned.
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE | - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus, Basis of Accounting, and Basis of Presentation (continued) - The governmental funds financial
statements are presented on a current financial resources measurement focus and modified accrual basis of accounting.
This is the manner in which these funds are normally budgeted. A summary reconciliation of the difference between total
fund balances as reflected on a governmental funds balance sheet and total net assets (deficit) for governmental activities
as shown on the government-wide Statement of Net Position is presented in a schedule accompanying the governmental
funds balance sheet date. The assets and liability elements which comprise the reconciliation differences stem from the
governmental funds using the current financial resources measurement focus and the modified accrual basis of accounting
while the government-wide financial statements use the economic resources measurement focus and the accrual basis of
accounting. A summary reconciliation of the differences between net change in total fund balances as reflected on the
governmental funds statement of revenues, expenditures and changes in fund balances, and the change in net position for
governmental activities as shown on the government-wide Statement of Activities, is presented in a schedule
accompanying the governmental funds statement of revenues, expenditures and changes in fund balances. The revenue
and expense elements which comprise the reconciliation differences stem from the governmental funds using the current
financial resources measurement focus and the modified accrual basis of accounting while the government-wide financial
statements use the economic resources measurement focus and the accrual basis of accounting.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues and
expenses generally result from providing services and delivering goods in connection with a proprietary fund’s principal
ongoing operations. Operating revenues for the Town’s enterprise funds are charges to customers for goods and services.
Operating expenses for these funds include the cost of sales and service, administrative expenses and depreciation of
capital assets. Any revenues and expenses not meeting this definition are reported as non-operating revenues and
expenses.

The focus of the Reporting Model is on the Town as a whole and the fund financial statements, including the major
individual funds of the governmental and business-type categories. Each presentation provides valuable information that
can be analyzed and compared (between years and between governments) to enhance the usefulness of the information. In
the fund financial statements, financial transactions and accounts of the Town are organized on the basis of funds, the
operations of which are accounted for with a separate set of self-balancing accounts that comprise its assets, liabilities,
fund equity, revenues and expenditures or expenses, as appropriate.

Separate financial statements are provided for governmental funds and the proprietary funds. Major individual
governmental funds and all of the individual enterprise funds are reported as separate columns in the fund financial
statements.

The Town reports the following major governmental funds:

The General Fund is the Town’s primary operating fund. It is used to account for all financial transactions and resources
except those required to be accounted for in another fund. Revenues are derived primarily from property and other local

taxes, state and federal distributions, licenses, permits, charges for service, and interest income.

Proprietary Fund Types

Proprietary Funds are accounted for on the flow of economic resources measurement focus and use the accrual basis of
accounting. Under this method, revenues are recorded when earned and expenses are recorded at the time liabilities are
incurred. The Town reports the following proprietary fund types, all of which are considered major funds:

The Water Fund accounts for the operations of the Town’s water distribution system.

The Wastewater Fund accounts for the operations of the Town’s wastewater collection system.
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Measurement Focus, Basis of Accounting, and Basis of Presentation (continued) - The /ndustrial Fund accounts for
the operations of the Town’s industrial park site. It is also used to manage a community development program which
provides loans for rehabilitation projects within the Town of Pennington Gap to qualified recipients.

GASB Statement No. 20 requires proprietary activities to apply all applicable GASB pronouncements as well as Financial
Accounting Standards Board (“FASB”) pronouncements, Accounting Principles Board Opinions, and Accounting
Research Bulletins issued on or before November 30, 1989, unless these pronouncements conflict with or contradict
GASB pronouncements. In accordance with GASB No. 20, management has elected not to apply FASB pronouncement
issues after November 30, 1989.

Budgets and Budgetary Accounting - As set forth in the Town Charter, the Town Council adopts an annual budget for
the General Fund and Enterprise Funds. The annual budget for the General Fund is prepared in accordance with the basis
of accounting utilized by that fund. The budget for the Enterprise Fund is adopted under a basis consistent with GAAP,
except that depreciation is not funded. All annual appropriations lapse at fiscal year-end.

Encumbrances - Encumbrances represent commitments related to unperformed contracts for goods or services.
Encumbrances are recognized as a valid and proper charge against a budget appropriation in the year in which a purchase
order, contract, or other commitment is issued. Generally, all unencumbered appropriations lapse at year end, except those
for capital projects. Appropriations for capital projects are continued until completion of applicable projects, even when
projects extend more than one fiscal year. Open encumbrances at fiscal year-end are included in restricted, committed, or
assigned fund balance, as appropriate.

Capital Assets - Capital assets, which include property, plant and equipment, are reported in the applicable governmental
or business-type activities columns in the government-wide financial statements. Capital assets are defined as assets with
an initial, individual cost of $3,500 or more and an estimated useful life of at least two years. All capital assets are valued
at historical cost or estimated historical cost if actual cost was not available. Donated capital assets are valued at their
estimated fair market value on the date donated.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend assets lives are
not capitalized. Major outlays for capital assets and improvements are capitalized as projects are constructed.

Capital assets of the primary government, as well as the component units, are depreciated using the straight-line method
over the following estimated useful lives:

Buildings and building improvements 40 years
Utlity transmission lines and mains 20 to 40 years
Furniture and fixtures 10 years
Vehicles 5to 7 years

Cash Equivalents - For the purposes of the combined statement of cash flows, the water fund and the sewer fund
consider all highly liquid investments (including restricted assets) with a maturity of three months or less when purchased
to be cash equivalents.

Interfund Receivables and Payables - Activity between the funds is representative of lending/borrowing arrangements
outstanding at the end of the fiscal year and are referred to as either “due to/from other funds” (i.e. current portion of
inter-fund loans) or “advances to/from other funds” (i.e. the non-current portion of inter-fund loans). All other
outstanding balances between funds are reported as “due to/from other funds”. Any residual balances outstanding
between the governmental activities and business-type activities are reported in the government-wide financial statements
as “internal balances.”
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Pensions - For purposes of measuring the net pension liability, deferred outflows of resources and deferred inflows of
resources related to pensions, and pension expense, information about the fiduciary net position of the Town’s Retirement
Plan and the additions to/deductions from the Town’s Retirement Plan’s net fiduciary position have been determined on
the same basis as they were reported by the Virginia Retirement System (VRS). For this purpose, benefit payments
(including refunds of employee contributions) are recognized when due and payable in accordance with the benefit terms.
Investments are reported at fair value.

Other Postemployment Benefits (OPEB)
Local Health
The Town’s local health insurance OPEB plan is a single-employer defined benefit OPEB plan administered by the
Town. No assets are accumulated in a trust that meets the criteria under the provisions of Governmental Accounting
Standards Board (GASB) Statement 75.

Politica] Subdivision Employee Virginia Local Disability Program

The Virginia Retirement System (VRS) Political Subdivision Employee Virginia Local Disability Program is a
multiple-employer, cost sharing plan. For purposes of measuring the net Political Subdivision Employee Virginia
Local Disability Program OPEB liability, deferred outflows of resources and deferred inflows of resources related to
the Political Subdivision Employee Virginia Local Disability Program OPEB, and the Political Subdivision Employee
Virginia Local Disability Program OPEB expense, information about the fiduciary net position of the Virginia
Retirement System (VRS) Political Subdivision Employee Virginia Local Disability Program: and the additions
to/deductions from the VRS Political Subdivision Employee Virginia Local Disability Program’s net fiduciary position
have been determined on the same basis as they were reported by VRS. For this purpose, benefit payments are
recognized when due and payable in accordance with the benefit terms. Investments are reported at fair value.

Deferred Outflows/Inflows of Resources - The Town reports deferred outflows of resources and deferred inflows of
resources on its statement of net position. Deferred outflows of resources represent a consumption of net position that
applies to a future period(s) and is not recognized as an outflow of resources (expense) until the applicable period.
Deferred inflows of resources represent 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 a future period.

Employer pension and other postemployment benefit (OPEB) contributions made after the net pension liability
measurement date of June 30, 2017 and prior to the reporting date of June 30, 2018, have been reported as deferred
outflows of resources in the Statement of Net Position as of June 30, 2018. This will be applied to the net pension
and OPEB liabilities in the next fiscal year.

Differences between the projected and actual pension earnings and OPEB earnings as of the actuarial measurement
date of June 30, 2017 have been reported as a deferred inflow of resources. This difference will be recognized in
pension expense and OPEB expense over a closed five-year period.

The Town additionally reports unavailable/unearned revenue from property taxes and other receivables not collected
within 45 day of year-end and property taxes levied to fund future years. Unavailable/unearned revenue may also
represent revenue that has been received, but the earnings process is not yet complete. These amounts are deferred and
recognized as an inflow of resources in the period they become available.

Compensated Absences - The Town has a policy to allow the accumulation and vesting of limited amounts of paid leave
and sick leave until termination or retirement. Amounts of such absences are accrued when incurred in the government-
wide and proprietary fund financial statements. A liability for these amounts is reported in the governmental funds when
the amounts are due for payment.
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Long-term Obligations - In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund statement of net position. Bond premiums and discounts are
deferred and amortized over the life of the bonds using the effective interest method. Bonds payable are reported net of
the applicable bond premium or discount.

In the fund financial statements, governmental funds recognize bond premiums and discounts, as well as bond issuance
costs, during the period incurred. The face amount of debt issued is reported as other financing sources. Premiums
received on debt issuances are reported as other financing sources, while discounts on debt issuances are reported as other
financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as debt
service expenditures.

Estimates - The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual
results could differ from those estimates.

Fund Balances - Fund balance is divided into five classifications based primarily on the extent to which the Town is
bound to observe constraints imposed upon the use of the resources in the governmental funds. The following
classifications describe the relative strength of the spending constraints:

e Nonspendable: This classification includes amounts that cannot be spent because they are either (a) not in
spendable form or (b) are legally or contractually required to be maintained intact. The Town has classified
Prepaid Items as being Nonspendable as these items are not expected to be converted to cash or are not
expected to be converted to cash within the next year.

e Restricted: This classification includes amounts for which constraints have been placed on the use of the
resources either (a) externally imposed by creditors (such as through a debt covenant), grantors, contributors, or
laws or regulations of other governments, or (b) imposed by law through constitutional provisions or enabling
legislation.

e Committed: This classification includes amounts that can be used only for specific purposes pursuant to
constraints imposed by formal action of the Town Council. These amounts cannot be used for any other purpose
unless the Town Council removes or changes the specified use by taking the same type of action (ordinance or
resolution) that was employed when the funds were initially committed. This classification also includes
contractual obligations to the extent that existing resources have been specifically committed for use in
satisfying those contractual requirements.

e Assigned: This classification includes amounts that are constrained by the Town’s intent to be used for a
specific purpose but are neither restricted nor committed. This intent can be expressed by the Town Council or
through the Town Council delegating this responsibility to the Town manager through the budgetary process.

e Unassigned: This classification includes the residual fund balance for the General Fund. The Unassigned
classification amounts are available for any purpose. Only positive Unassigned amounts are reported in the
General Fund. The Unassigned classification also includes negative residual fund balance of any other
governmental fund that cannot be eliminated by offsetting of Assigned fund balance amounts.

Minimum Unassigned Fund Balance Policy
The Town does not maintain an unassigned fund balance policy.
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Fund Balances — (Continued)
Resource Flow Policy
The Town would typically use Restricted fund balances first, followed by Committed resources, and then Assigned
resources, as appropriate opportunities arise, but reserves the right to selectively spend Unassigned resources first to
defer the use of these other classified funds.

Net Position - Net position is the difference between assets, deferred outflows of resources, liabilities and deferred
inflows of resources. Net position is divided into three components:

e Net investment in capital assets- consist of historical cost of capital assets, less accumulated depreciation and
any outstanding debt related to the acquisition, constructions or improvement of those assets.

e  Restricted-consist of assets that are restricted by the Town’s creditors (for example, through debt covenants), by
the state enabling legislation (through restrictions on share revenues), by grantors (both federal and state), and
by other contributors.

¢ Unrestricted-all other net position is reported in this category.

®

Date of Management Review - Management has evaluated events and transactions occurring subsequent to the
statement of net position date for items that should potentially be recognized or disclosed in these financial statements.
The evaluation was conducted through the date of the report, which is the date these financial statements were available to
be issued.

NOTE 2 - CASH AND CASH EQUIVALENTS

Deposits

All cash of the Town and its component units is maintained in accounts collateralized in accordance with the Virginia
Security for Public Deposits Act, Section 2.2-4400 er. seq. of the Code of Virginia, or covered by federal depository
insurance.

Investments

Investment Policy:

In accordance with the Code of Virginia and other applicable law, including regulations, the Town permits investments in
U.S. Treasury Securities, U.S. agency securities, prime quality commercial paper, non-negotiable certificates of deposit
and time deposits of Virginia banks, negotiable certificates of deposit of domestic banks, banker’s acceptances with
domestic banks, Commonwealth of Virginia and Virginia Local Government Obligations, repurchase agreements
collateralized by the U. S. Treasury/Agency securities, the Virginia State Non-Arbitrage Program or other authorized
Arbitrage Investment Management programs, and the State Treasurer’s Local Government Investment Pool (the Virginia
LGIP, a 2a-7 like pool). Both SNAP and LGIP are not registered with the SEC but are overseen by the Treasurer of
Virginia and the State Treasury Board. The fair value of the Town’s position in the pools is the same as the value of the
pool shares.

Fair Value Measurement

The Town categorized the fair value measurement of its investments based on the hierarchy established by generally
accepted accounting principles. Investments are measured at fair value on a recurring basis. Recurring fair value
measurements are those that Governmental Accounting Standards (GASB) Statements require or permit in the statement
of net position at the end of each reporting period. The fair value hierarchy, which has three levels, is based on the
valuation inputs used to measure an asset’s fair value: 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
Town does not have any investments at June 30, 2018 that are measured using Level 1, 2, or 3 inputs.

Credit Risk:
As required by state statute, the Town requires that commercial paper have a short-term debt rating of no less than “A-1”
(or equivalent) from a nationally recognized statistical rating organization.
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 2 - CASH AND CASH EQUIVALENTS (Continued)

Concentration of Credit Risk:
Deposits and investments held by any single issuer that exceeded 5% are as follows:

Lee Bank and Trust 90%
Powell Valley National Bank 9%

Custodial Credit Risk:

As required by the Code of Virginia, all security holdings with maturities over 30 days may not be held in safekeeping
with the “counterparty” to the investment transaction. As of June 30, all of the Town’s investments are held in the
Treasurer’s office in the Town’s name.

The above items are reflected in the financial statements as follows:

Primary
Governement ~ Component Unit

Deposits and investments

Cash on hand $ 1,570 $ -
Deposits 1,252,723 33,835
Investments 257,761 -

$ 1,512,054 § 33,835

Statement of net position
Cash and cash equivalents $ 1232623 §$ 33,835
Restricted cash and cash equivalents 279,431 -

$ 1,512,054 §$ 33,835

Restricted cash and cash equivalents consist primarily of certificates of deposits with a weighted average maturity of eight
months.

NOTE 3 - DUE FROM OTHER GOVERNMENTAL UNITS

Commonwealth of Virginia

Local sales tax $ 5,125

Mobile home tax 450

Communication tax 6,374
Total Commonwealth of Virginia $ 11,949

Lee County

Court fines / transfer fees 183

Fire department contributions 13,562
Total Lee County 13,745
Total due from other Governemental Units $ 25,694
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TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 4 - NOTES RECEIVABLE

The Town’s Governmental Fund borrowed $44,000 from the Town’s Water Fund on January 17, 2018. The loan was to
purchase radios for the police department. Monthly installments of principal and interest in the amount of $1,000 are due
beginning July 1, 2018 until maturity at February 1, 2022.

The interest rate on the loan is 0.00% $ 44,000
Total notes receivable at June 30, 2019 $ 44,000

NOTE 5 - INTERFUND OBLIGATIONS

Due From Due To
General Fund
Water Fund $ 14,779 $ 7,075
Sewer Fund 608 28,368
Water Fund
General Fund 7,075 14,779
Sewer Fund 467,415 1,846
Sewer Fund
Water Fund 1,846 467,415
General Fund 28,368 608
Total $ 520,091 $ 520,091

NOTE 6 - ALLOWANCE FOR UNCOLLECTIBLE ACCOUNTS
The Town provided additions to its allowance for uncollectible taxes, garbage, water, and sewer services based on 25% of
the total outstanding balance. The allowance amounted to approximately $204,616 at June 30, 2019, and is composed of
the following:

General Fund

Allowance for uncollectable property taxes $ 31,026
Allowance for uncollectable garbage fees 6,471
Total General Fund 37,497

Water and Sewer Fund

Allowance for uncollectable water and sewer fee billings 167,119
Total Water and Sewer Fund 167,119
Total $ 204,616
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NOTE 7 - CAPITAL ASSETS
Depreciation expense was charged to functions/programs of the primary government as follows:

Governemental activities

General government $ 28,383
Public safety 103,822
Public works 42,404
Parks, recreation and cultural 136,667

Total depreciation expense - governmental activities $ 311,276

Business-type activities

Water 436,966
Sewer 176,002
Total depreciation expense - business-type activities $ 612,968

NOTE 8 - CHANGES IN CAPITAL ASSETS

Begininning
Governmental Activities Balance Increases Decreases Ending Balance
Capital assets, non-depreciable
Land, restated $ 548,383 §$ - 3 - 3 548,383
Construction in progress 1,220,458 - (1,220,458) -
Total capital assets, non-depreciable 1,768,841 - (1,220,458) 548,383
Captial assets, depreciable
Equipment 2,110,211 113,780 (80,088) 2,143,903
Buildings and improvements, restated 4,200,354 1,267,523 - 5,467,877
Other improvements 88,674 - - 88,674
Infrastructure 476,453 - - 476,453
Total Capital assets, depreciable 6,875,692 1,381,303 (80,088) 8,176,907
Less accumulated depreciation for
Equipment 1,673,321 156,864 (80,088) 1,750,097
Buildings and improvements, restated 707,873 142,501 - 850,374
Other improvements 88,674 - - 88,674
Infrastructure 445,617 11,911 - 457,528
Total accumulated depreciation 2,915,485 311,276 (80,088) 3,146,673
Total capital assets, depreciable net 3,960,207 1,070,027 - 5,030,234
Governemental activities
Capital assets, net $ 5729048 § 1,070,027 $ (1,220,458) $ 5,578,617
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NOTE 8 - CHANGES IN CAPITAL ASSETS (Continued)

The following is a summary of changes in capital assets:

Begininning
Business-Type Activities Balance Increases Decreases Ending Balance
Capital assets, non-depreciable
Land $ 38,058 $ - 8 - 8 38,058
Construction in progress 184,983 192,655 (184,983) 192,655
Total capital assets, non-depreciable 223,041 192,655 (184,983) 230,713
Captial assets, depreciable
Buildings 9,379,886 5,073 - 9,384,959
Infrastructure 13,588,262 692,089 - 14,280,351
Machinery equipment 657,507 65,000 - 722,507
Total Capital assets, depreciable 23,625,655 762,162 - 24,387,817
Less accumulated depreciation for
Buildings 5,284,605 235,900 - 5,520,505
Infrastructure 9,007,748 353,128 - 9,360,876
Machinery equipment 549,259 23,940 - 573,199
Total accumulated depreciation 14,841,612 612,968 - 15,454,580
Total capital assets, depreciable net 8,784,043 149,194 - 8,933,237
Governemental activities
Capital assets, net $ 9,007,084 $ 341,849 § (184,983) $§ 9,163,950
NOTE 9 - LONG-TERM DEBT
GOVERNMENTAL ACTIVITIES:
NOTES PAYABLE:
The Town entered into a collateralized loan agreement with Lee Bank and Trust on June 1, 2016.
The note was to purchase a 2016 Kawasaki and is collateralized with the asset in the amount of
$19,336. Monthly installments of principal and interest in the amount of $346.57 are due
beginning July 16, 2016 until maturity at June 16, 2021. The interest rate on the loan is 2.85%. $ 8,061

29



TOWN OF PENNINGTON GAP, VIRGINIA
Notes to Financial Statements (Continued)

NOTE 9 - LONG-TERM DEBT (Continued)

The Town entered into a collateralized loan agreement with Farmers and Miners on June 2, 2016.
The note was to purchase a John Deere Tractor and is collateralized with the asset in the amount
of $78,116. Monthly installments of principal and interest in the amount of $1,401.30 are due
beginning July 15, 2016 until maturity at June 15, 2021. The interest rate on the loan is 2.85%.

The Town entered into a collateralized loan agreement with Powell Valley National Bank on
June 5, 2017. The note was to purchase a 2017 Ford F250 and is collateralized with the asset
in the amount of $37,100. Annual installments of principal and interest in the amount of
$9,988.01 are due beginning June 1, 2018 until maturity at June 1, 2021. The interest

rate on the loan is 3.00%.

The Town entered into a collateralized loan agreement with Rural Development on

November 11, 2017. The note was to purchase a Polaris ranger ATV and is collateralized with the
asset in the amount of $17,500. Monthly installments of principal and interest in the amount of
$505 are due beginning December 17, 2017 until maturity at November 17, 2019. The interest
rate on the loan is 2.375%.

The Town entered into a collateralized loan agreement with Rural Development on

September 6, 2018. The note was to purchase a police vehicles and is collateralized with the
assets in the amount 