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CoLLINS, BARR & HEMBREE, LTD.

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR'S REPORT ON THE BASIC FINANCIAL STATEMENTS

To the Board of Directors
Mississippi Business Finance Corporation
Jackson, Mississippi

Report on the Financial Statements

We have audited the accompanying basic financial statements of Mississippi Business Finance
Corporation, a component unit of the State of Mississippi, which comprise the statement of net
position as of June 30, 2018, and the related statement of revenues, expenses and changes in
net position and statement of cash flows for the year then ended and the related notes to the
financial statements.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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

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

130 Fountains Boulevard, Suite 100, Madison, Mississippi 39110
Phone 601.707.7536 - Fax 601.707.7556



Opinion
In our opinion, the basic financial statements referred to above present fairly, in all material
respects, the respective net position of Mississippi Business Finance Corporation, as of
June 30, 2018, and the respective changes in net 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, Schedule of the Corporation’s Proportionate Share of
the Net Pension Liability, Schedule of the Corporation's Contributions (PERS), Schedule of the
Corporation’s Proportionate Share of the Net OPEB Liability, Schedule of the Corporation’s
Contributions (OPEB) and the notes to the required supplementary information on pages 6-9
and 33-41 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information
in accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the information and
comparing the information for consistency with management’s responses to our inquiries, the
basic financial statements, and other knowledge we obtained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with sufficient evidence to express an opinion
or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 21, 2018, on our consideration of Mississippi Business Finance Corporation’s
internal control over financial reporting and on our tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering Mississippi Business Finance
Corporation’s internal control over financial reporting and compliance.

December 21, 2018
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the Mississippi Business Finance Corporation’'s ("MBFC," the
"Corporation") audit report presents our discussion and analysis of the Corporation’s
financial performance during the fiscal year that ended on June 30, 2018. Please read it
in conjunction with the Corporation’s financial statements, which follow this section.

OVERVIEW OF THE FINANCIAL STATEMENTS

MBFC is a not-for-profit public corporation that administers a variety of finance programs
designed to assist business and industry in locating or expanding in the State of
Mississippi (the "State"). The Corporation was established in 1983 pursuant to MS Code
Section 57-10-167. MBFC works with other public entities and the private sector to
coordinate efforts to stimulate both commercial and industrial development.

MBFC is an independent public body and the powers conferred upon the Corporation
are vested in the Board of Directors of MBFC (“Board”) and in no other state agency
(House Bill 781, 2001 Regular Session). MBFC has been determined to be a
component unit of the State.

Funds are accounting devices that state and local political subdivisions use to keep
track of specific sources of funding and spending for particular purposes. Activities the
political subdivision operates like businesses are accounted for in proprietary funds.
Proprietary fund reporting focuses on the determination of net position, operating
income, changes in net position, and cash flows. The proprietary fund category
includes enterprise funds. Enterprise funds are used to report any activity for which a
fee is charged to external users for goods or services. All of the activities of the
Corporation are recorded in one enterprise fund.

GASB Statement No. 34 and related pronouncements are written from the perspective
of general purpose governments — states, cities, counties, towns, and villages.
However, the Corporation and many political subdivisions are special purpose
governments. These political subdivisions are legally separate entities and generally
provide a limited set of services or programs. Special purpose governments engaged
only in business-type activities should present only the financial statements required for
enterprise funds under the provisions of GASB Statement No. 34 and related
pronouncements.



MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
MANAGEMENT’S DISCUSSION AND ANALYSIS

For the special purpose governments described in the previous paragraph, basic
financial statements consist of:

1. Statement of net position,
2. Statement of revenues, expenses, and changes in net position,
3. Statement of cash flows.

The financial statements also include notes to the financial statements that explain
some of the information in the financial statements and provide more detailed data. The
financial statements are presented using the economic resources measurement focus
and the accrual basis of accounting. All assets and liabilities, both financial and capital,
and short-term and long-term are included in the financial statements. In addition, all
revenues and expenses during the year are included in the financial statements using
the accrual method of accounting, regardless of when cash is received or paid.

FINANCIAL ANALYSIS

Changes in Net Position

Net position increased $19,771 for year ended June 30, 2018 as compared to a
decrease of $116,299 in 2017. The primary reasons for the difference in change in net
position are the fluctuations in program participation from year to year and net earnings
on investments. In addition, the net position previously reported as of June 30, 2017 has
been restated to reflect the implementation of Governmental Accounting Standards
Board (GASB) Statement 75, which establishes accounting and financial reporting
standards for public Other Postemployment Benefit (OPEB) plans. Under these
standards, the Corporation now records a liability and expense equal to their
proportionate share of the collective net OPEB liability and expense for the self-insured
State and School Employees' Life and Health Insurance Plan. The decrease in net
position and other balances for 2017 discussed in this section have not been restated to
reflect the implementation of this standard.

Operating revenues consist of program fees and administrative fees. Program fees
earned by the Corporation increased to $322,227 in 2018 from $315,235 in 2017.
Program fees earned depend upon the level of participation in the various finance
programs administered by the Corporation. Participation varies from year to year based
on the level of economic development in the State and various other economic factors.

MBFC provides office facilities and administrative support to the Mississippi
Development Bank (“MDB”) and MBFC CDE, Inc., both of which are related parties.
MBFC recorded administrative fees for these services of $650,000 in 2018 and
$550,000 in 2017.



MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
MANAGEMENT’S DISCUSSION AND ANALYSIS

Operating expenses totaled $1,032,040 in 2018 compared to $1,017,402 in 2017, an
increase of 1.4%.

Nonoperating revenue for fiscal years 2018 and 2017 is comprised of net earnings on
investments. The net earnings on investments for fiscal years 2018 and 2017 totaled
$79,584 and $35,868, respectively. The difference between years is primarily due to
fluctuations in the yield on the Corporation’s investments, including adjustments to
market value in each respective year.

CHANGES IN NET POSITION

For the Year Ended June 30,

2018 2017

Operating revenues $ 972,227 $ 865,235
Operating expenses 1,032,040 1,017,402

Operating loss (59,813) (152,167)
Nonoperating revenues 79,584 35,868

Change in net position 19,771 (116,299)
Net position, beginning of year,

as previously reported 15,604,171 15,720,470
Prior period adjustment (27,594) -
Net position, beginning of year, as restated 15,576,577 15,720,470
Net position, end of year $ 15,596,348 $ 15,604,171




MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
MANAGEMENT’S DISCUSSION AND ANALYSIS

Net Position

Cash and cash equivalents, investments and interest receivable for fiscal years 2018
and 2017 represent approximately 99% of total assets for each year. Noncurrent
liabilities, deferred outflows of resources and deferred inflows of resources have
fluctuated due to the provisions of GASB Statement 68 which requires MBFC to record
their proportionate share of the collective net pension liability for the cost-sharing
defined benefit pension plan and the provisions of GASB Statement 75 which requires
MBFC to record their proportionate share of the collective net OPEB liability for the self-
insured plan. Prior year amounts were not restated to reflect implementation of GASB
Statement 75.

NET POSITION
As of June 30,
2018 2017

Current assets $ 16,835,294 $ 16,683,265

Noncurrent assets 33,547 38,854

Total assets 16,868,841 16,722,119

Deferred outflows of resources 234,514 255,675

Current liabilities 58,344 59,926

Noncurrent liabilities 1,418,178 1,310,374

Total liabilities 1,476,522 1,370,300

Deferred inflows of resources 30,485 3,323
Net position:

Invested in capital assets 33,547 38,854

Unrestricted 15,562,801 15,565,317

Total net position $ 15,596,348 $ 15,604,171
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
STATEMENT OF NET POSITION
June 30, 2018

ASSETS
Current assets:

Cash and cash equivalents $ 680,410
Investments 16,085,246
Accrued interest 69,638
Total current assets 16,835,294
Capital assets:
Property and equipment, net 33,547
Total assets 16,868,841
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows - pensions 232,671
Deferred outflows - OPEB 1,843
Total assets and deferred outflows of resources 17,103,355
LIABILITIES
Current liabilities:
Accounts payable and accrued expenses 58,344
Total current liabilities 58,344
Noncurrent liabilities:
Allowance for guaranty losses 60,000
Net pension liability 1,329,873
Net OPEB liability 28,305
Total liabilities 1,476,522
DEFERRED INFLOWS OF RESOURCES
Deferred inflows - pensions 29,044
Deferred inflows - OPEB 1,441
Total liabilities and deferred inflows of resources 1,507,007
NET POSITION
Invested in capital assets 33,547
Unrestricted 15,562,801
Total net position $ 15,596,348

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




MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
Year Ended June 30, 2018

OPERATING REVENUES:

Program fees $ 322,227
Administrative fees 650,000
Total operating revenues 972,227

OPERATING EXPENSES:

Salaries and benefits 737,879
Contractual services 147,270
Depreciation 17,072
Other 129,819
Total operating expenses 1,032,040
Operating loss (59,813)
NONOPERATING REVENUES:
Net earnings on investments 79,584
Change in net position 19,771
NET POSITION, BEGINNING OF YEAR, AS PREVIOUSLY REPORTED 15,604,171
PRIOR PERIOD ADJUSTMENT (27,594)
NET POSITION, BEGINNING OF YEAR, AS RESTATED 15,576,577
NET POSITION, END OF YEAR $ 15,596,348

The notes to the financial statements are an integral part of these statements.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
STATEMENT OF CASH FLOWS
Year Ended June 30, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from customers $ 322,227
Administrative fees received from related parties 650,000
Cash payments to employees for services (609,346)
Cash payments to suppliers for goods and services (278,671)
Net cash provided by operating activities 84,210
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments 318,694
Proceeds from sale of investments 3,176,543
Purchases of investments (3,649,870)
Purchases of capital assets (11,765)
Net cash used by investing activities (166,398)
Net decrease in cash and cash equivalents (82,188)
Cash and cash equivalents, beginning of year 762,598
Cash and cash equivalents, end of year $ 680,410

Reconciliation of operating loss to
net cash used by operating activities:
Operating loss $ (59,813)
Adjustments to reconcile operating loss
to net cash provided by operating activities:

Depreciation 17,072
(Increase) decrease in deferred outflows - pensions 23,004
Increase (decrease) in deferred inflows - pensions 25,721
Increase (decrease) in net pension liability 79,499
(Increase) decrease in deferred outflows - OPEB (729)
Increase (decrease) in deferred inflows - OPEB 1,441
Increase (decrease) in net OPEB liability (403)
Increase (decrease) in accounts payable (1,582)
Net cash provided by operating activities $ 84,210

The notes to the financial statements are an integral part of these statements.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 1 - Summary of Significant Accounting Policies

The accounting policies of the Mississippi Business Finance Corporation ("MBFC," the
"Corporation"), which have been followed in preparing the accompanying financial
statements are set forth below. The Corporation’s fiscal year runs annually from July 15t to
June 301" of the following year.

Organization

MBFC is a not-for-profit public corporation that administers a variety of finance programs
designed to assist business and industry in locating or expanding in the State of Mississippi
(the "State"). The Corporation was established in 1983 pursuant to Mississippi Code Section
57-10-167. MBFC works with other public entities and the private sector to coordinate efforts
to stimulate both commercial and industrial development.

MBFC is an independent public body and the powers conferred upon the Corporation are
vested in the Board of Directors of MBFC ("Board") and in no other state agency (House Bill
781, 2001 Regular Session). MBFC has been determined to be a component unit of the
State. The Corporation’s members are appointed by various state elected officials. MBFC’s
Board is elected by its members. In the event of dissolution, any net assets of MBFC will be
transferred to the State.

Revenue Recognition

Bond issuance fees related to the Small Enterprise Development Program ("SED") and the
Industrial Development Revenue Bond Program ("IRB") are recognized when bonds are
sold. Annual bond fees are recognized when billed, and fees earned under the guaranty
program are recognized when received. Revenue transactions are classified as operating
revenue if those transactions constitute the Corporation’s principal ongoing operations.

Operating Expenses

Expense transactions are classified as operating expenses if those transactions constitute
the Corporation’s principal ongoing operations.

14



MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 1 - Summary of Significant Accounting Policies (Continued)

Capital Assets

Purchased or constructed capital assets are stated at cost and include expenditures for new
additions and those which substantially increase the useful lives of existing property and
equipment. Maintenance, repairs and minor replacements are expensed as incurred. The
cost of equipment is depreciated on a straight-line basis over the estimated useful life of 3-5
years for each asset. Depreciation expense for the year ended June 30, 2018 was $17,072.

Income Taxes

The Corporation is exempt from income taxes under Internal Revenue Code Section
501(c)(4) and similar state statutes.

Contributed Net Assets

The Mississippi Economic Development Corporation and the Small Businessman's Loan
Committee were abolished in 1983, and their assets, liabilities, powers, duties and authority
were transferred to MBFC. Net assets totaling approximately $4,995,000 were contributed to
MBFC in that year.

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 Public Employees’ Retirement System (PERS) and additions
to/deductions from PERS’ fiduciary net position have been determined on the same basis as
they are reported by PERS. For this purpose, the 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.

Postemployment Benefits Other than Pensions (OPEB)

For purposes of measuring the net OPEB liability, deferred outflows of resources and
deferred inflows of resources related to OPEB, and OPEB expense, information about the
fiduciary net position of the State and School Employees' Life and Health Plan (OPEB Plan)
and additions to/deductions from the OPEB Plan’s fiduciary net position have been
determined on the same basis as they are reported by the OPEB Plan. Fiduciary net position
was zero as of the measurement date of June 30, 2017. For this purpose, the OPEB Plan
recognizes benefit payments when due and payable in accordance with the benefit terms.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 2 - Cash, Cash Equivalents and Investments

The collateral for public entities’ deposits in financial institutions is held in the name of the
State Treasurer under a program established by the Mississippi State Legislature and is
governed by Section 27-105-5 Miss. Code Ann. (1972). Under this program, the entity’s
funds are protected through a collateral pool administered by the State Treasurer. Financial
institutions holding deposits of public funds must pledge securities as collateral against those
deposits. In the event of failure of a financial institution, securities pledged by that institution
would be liquidated by the State Treasurer to replace the public deposits not covered by the
insurance corporations.

The Corporation considers certificates of deposit to be cash equivalents if they have a
maturity of three months or less when acquired. Certificates of deposit with maturities in
excess of three months are considered investments.

Custodial credit risk is the risk that in the event of the failure of a financial institution, the
Corporation will not be able to recover deposits or collateral securities that are in the
possession of an outside party. The Corporation does not have a formal policy for custodial
credit risk. In the event of failure of a financial institution, securities pledged by that institution
would be liquidated by the State Treasurer to replace the public deposits not covered by the
insurance corporations. At June 30, 2018, the carrying amount of the Corporation’s deposits
with financial institutions was $680,410 and the bank balance was $687,284. None of the
bank balances were exposed to custodial credit risk.

Except for nonparticipating investment contracts, investments are reported at fair value which
is based on quoted market prices. Nonparticipating investment contracts such as repurchase
agreements and nonnegotiable certificates of deposit are reported at cost.

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of an investment. The Corporation has a policy regarding investment maturity.
Investments should be primarily with maturities of five years or less. United States
government and agency obligations and guaranteed investment contracts may be
considered for maturities greater than five years. Investments with maturities of greater
than five years require approval by the Corporation’s investment committee.

The Corporation categorizes its fair value measurements within the fair value hierarchy
established by generally accepted accounting principles. The hierarchy is based on the
valuation inputs used to measure the fair value of the asset. Level 1 inputs are quoted prices
in active markets for identical assets; Level 2 inputs are significant other observable inputs;
Level 3 are significant unobservable inputs.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 2 - Cash, Cash Equivalents and Investments (Continued)
The Corporation has the following recurring fair value measurements as of June 30, 2018:

e Government agency bonds, corporate bonds, municipal bonds, and mortgage-backed
securities of $13,836,343 are valued using quoted market prices (Level 1 inputs).

Investments made by the Corporation that are included on the statement of net position are
summarized below as of June 30, 2018.

Investment Maturities

2018 at (in years)
Investment Type Fair Value Less than 1 1-5 5-10
Government agency bonds $ 4,765,953 $ 697,874 $ 2,982,128 $ 1,085,951
Certificates of deposit 154,340 - 154,340 -
Corporate bonds 953,431 598,397 355,034 -
Municipal bonds 5,484,510 2,014,893 2,511,595 958,022
Mortgage-backed securities 2,632,449 329,624 2,229,528 73,297

13,990,683 $ 3,640,788 $ 8,232,625 $ 2,117,270

Investment in State of
Mississippi Treasury Pool 2,094,563

Total at June 30, 2018 $ 16,085,246
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 2 - Cash, Cash Equivalents and Investments (Continued)

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. The Corporation’s investments in debt securities at June 30, 2018 are
summarized by Standard & Poor’s credit quality rating as follows:

S&P Rating
AAA $ 249,140
AA+ 2,956,241
AA 4,195,331
AA- 676,478
A 355,034
A- 2,282
Not rated - investment grade (1) 435,561
Not rated 200,323
Total $ 9,070,390

(1) Investment grade rated by agency other than Standard & Poor.

The Corporation’s investments in government agency bonds and certificates of deposit are
not considered to have credit risk and are not included in the disclosure of credit quality.
The Corporation’s investment policy requires investments in obligations of insurance firms
or other corporations be rated “AA”, or its equivalent, or better by recognized rating
companies at the time of purchase.

Investment securities are exposed to custodial credit risk if the securities are uninsured, are
not registered in the name of the Corporation, and are held by either the counterparty or the
counterparty’s trust department or agent but not in the Corporation’s name. The
Corporation did not have any investment securities at June 30, 2018 that were exposed to
custodial credit risk.

Excluding government agency bonds, investments in mutual funds and other pooled

investments, the Corporation had no investments in any one issuer that represent five
percent or more of total investments at June 30, 2018.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 3 — Capital Assets

The changes in capital assets for the year ended June 30, 2018 are summarized as
follows:

July 1, 2017 June 30, 2018
Beginning Ending
Balance Increases Decreases Balance
Capital assets-
Property & equipment $ 71,442 $ 11,765 $ - $ 83,207
Accumulated depreciation-
Property & equipment (32,588) (17,072) - (49,660)
Capital assets, net $ 38,854 § (5,307) § - $ 33,547

Note 4 - Guaranty Loans

MBFC serves as guarantor on loans made to small businesses by financial institutions under
the Small Businessman's Loan Assistance Act of 1972. The Corporation's potential risk
related to the loans is up to 75% of any loss realized upon default of a loan, after
consideration of collateral. The total of loans outstanding under this program was $475,700

at June 30, 2018.

MBFC evaluates all guaranty loans periodically and provides an allowance for losses on
guaranteed loans that may default based upon existing defaulted or delinquent loans and an
estimated percentage of outstanding loan guarantees. The allowance for guaranty losses at

June 30, 2018, was $60,000.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 5 - Industrial Revenue and General Obligation Bonds

MBFC is authorized to issue industrial revenue bonds pursuant to state statutes. Bonds are
sold on behalf of businesses within the state under the Industrial Development Revenue
Bond Program to finance the acquisition or improvement of real property, machinery and
equipment. The bonds are secured by an irrevocable, direct-pay letter of credit or other
credit enhancement acceptable to MBFC. Since MBFC has no primary obligation under the
bonds, the amount of bonds outstanding is not included in the Corporation's financial
statements.

MBFC administers the Small Enterprise Development Program (SED loans) for the State of
Mississippi. In that capacity, MBFC is authorized by state statutes to request the State Bond
Commission to issue general obligation bonds not exceeding the aggregate sum of
$140,000,000 outstanding at any one time. Bond proceeds are loaned to manufacturing or
processing companies within the state to finance the cost of fixed assets, including land,
buildings, machinery and new equipment. The bonds are secured by an irrevocable, direct-
pay letter of credit or other credit enhancement acceptable to MBFC. SED loans outstanding
at June 30, 2018 totaled approximately $4,355,000. Since MBFC has no primary obligation
under the bonds, the amount of bonds outstanding is not included in the Corporation's
financial statements.

Note 6 — Related Parties

Mississippi Development Bank ("MDB") is a statewide authority created primarily to provide
financing assistance to governmental debt borrowers. By statute, the Board of MBFC serves
as the Board of Directors of MDB. Also, the officers of MBFC serve as officers of MDB in
accordance with MDB by-laws.

MBFC CDE, Inc. is a not-for-profit corporation certified by the U.S. Treasury as a community
development entity. The organization uses its new markets tax credit allocation to support
real estate development projects and operating businesses located in low income
communities. The Board of MBFC serves as the Advisory Board of MBFC CDE, Inc.

MBFC provides office facilities and administrative support to MDB and MBFC CDE, Inc., both

of which are related parties. Administrative fees earned for the year ended June 30, 2018
totaled $650,000.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 7 — Risk Management

The Corporation is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
The Corporation carries commercial insurance for these risks. There have been no settled
claims resulting from these insured risks in any of the past three fiscal years.

Note 8 — Defined Benefit Pension Plan
General Information about the Pension Plan

Plan Description. The Corporation contributes to the Public Employees' Retirement System
of Mississippi ("PERS"), a cost-sharing multiple-employer defined benefit pension plan.
PERS provides retirement and disability benefits, annual cost-of-living adjustments, and
death benefits to plan members and beneficiaries. Plan provisions and the Board of
Trustees’ authority to determine contribution rates are established by state law and may be
amended only by the State of Mississippi Legislature. PERS issues a publicly available
financial report that includes financial statements and required supplementary information.
That report may be obtained by writing to Public Employees' Retirement System of
Mississippi, PERS Building, 429 Mississippi Street, Jackson, Mississippi 39201 or by calling
(601) 359-3589 or 1-800-444-PERS.

Benefits Provided. Membership in PERS is a condition of employment granted upon hiring
for qualifying employees and officials of the State of Mississippi. For those persons
employed by political subdivisions and instrumentalities of the State of Mississippi,
membership is contingent upon approval of the entity’s participation in PERS by the PERS’
Board of Trustees. If approved, membership for the entity’s employees is a condition of
employment and eligibility is granted to those who qualify upon hiring.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 8 — Defined Benefit Pension Plan (Continued)

Participating members who are vested and retire at or after age 60 or those who retire
regardless of age with at least 30 years of creditable service (25 years of creditable service
for employees who became members of PERS before July 1, 2011) are entitled, upon
application, to an annual retirement allowance payable monthly for life in an amount equal to
2.0 percent of their average compensation for each year of creditable service up to and
including 30 years (25 years for those who became members of PERS before July 1, 2011),
plus 2.5 percent for each additional year of creditable service with an actuarial reduction in
the benefit for each year of creditable service below 30 years or the number of years in age
that the member is below 65, whichever is less. Average compensation is the average of the
employee’s earnings during the four highest compensated years of creditable service.
Benefits vest upon completion of eight years of membership service (four years of
membership service for those who became members of PERS before July 1, 2007). PERS
also provides certain death and disability benefits. A Cost of Living Adjustment (COLA)
payment is made to eligible retirees and beneficiaries. The COLA is equal to 3.0 percent of
the annual retirement allowance for each full fiscal year of retirement up to the year in which
the retired plan member reaches age 60 (55 for those who became members of PERS
before July 1, 2011), with 3.0 percent compounded for each fiscal year thereafter.

Contributions. PERS members are required to contribute 9.00% of their annual covered
salary and the Corporation is required to contribute at an actuarially determined rate. The
current rate is 15.75% of annual covered payroll. The contribution requirements of PERS
members and employers are established and may be amended only by the State of
Mississippi Legislature. The Corporation's contributions to PERS for the fiscal years ending
June 30, 2018, 2017 and 2016 were approximately $76,000, $77,000, and $68,000,
respectively, and equaled the required contributions for each year.

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and
Deferred Inflows of Resources Related to Pensions

At June 30, 2018, the Corporation reported a liability of $1,329,873 for its proportionate share
of the net pension liability. The net pension liability was measured as of June 30, 2017, and
the total pension liability used to calculate the net pension liability was determined by an
actuarial valuation as of that date. The Corporation’s proportion of the net pension liability
was based on a projection of the Corporation's long term share of contributions to the
pension plan relative to projected contributions of all participating entities, actuarially
determined. At June 30, 2017, the Corporation’s proportion was 0.007 percent.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 8 — Defined Benefit Pension Plan (Continued)

For the year ended June 30, 2018, the Corporation recognized pension expense of
$208,592. At June 30, 2018 the Corporation deferred outflows of resources and deferred
inflows of resources related to pensions from the following sources:

Deferred Outflows of ~ Deferred Inflows of

Resources Resources

Differences between expected and actual experience $ 19,106 $ 9,704
Net difference between projected and actual earnings

on pension plan investments - 17,074
Changes of assumptions 29,558 2,266
Changes in proportion and differences between MBFC's

contributions and proportionate share of contributions 108,019
MBFC's contributions subsequent to the measurement date 75,988

$ 232671 § 29,044

$75,988 reported as deferred outflows of resources related to pensions resulting from the
Corporation’s contributions subsequent to the measurement date will be recognized as a
reduction to the net pension liability in the year ended June 30, 2019. Other amounts
reported as deferred outflows of resources and deferred inflows of resources related to
pensions will be recognized in pension expense as follows:

Year ended June 30:

2019 $ 68,709
2020 66,515
2021 18,103
2022 (25,688)
$ 127639

Actuarial Assumptions. The total pension liability in the June 30, 2017 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement:

Inflation 3.00 percent
Salary increase 3.25-18.50 percent, including inflation
Investment rate of return 7.75 percent, net of pension plan investment

expense, including inflation

23



MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 8 — Defined Benefit Pension Plan (Continued)

Mortality rates were based on the RP-2014 Healthy Annuitant Blue Collar Table Projected
with Scale BB to 2022 with rates set forward one year for males with adjustments.

The actuarial assumptions used in the June 30, 2017 valuation were based on the results of
an actuarial experience study for the period July 1, 2012 to June 30, 2016. The experience
report is dated April 18, 2017.

The long term expected rate of return on pension plan investments was determined using a
log-normal distribution analysis in which best-estimate ranges of expected future real rates of
return (expected nominal returns, net of pension plan investment expense and the assumed
rate of inflation) are developed for each major asset class. These ranges are combined to
produce the long-term expected rate of return by weighting the expected future real rates of
return by the target asset allocation percentage and by adding expected inflation. The target
asset allocation and best estimates of arithmetic real rates of return for each major asset
class are summarized in the following table:

Target Long-Term Expected
Asset Class Allocation Real Rate of Return

U.S. Broad 27 % 4.60 %
International Equity 18 450
Emerging Markets Equity 4 4.75
Global 12 4.75
Fixed Income 18 0.75
Real Assets 10 3.50
Private Equity 8 5.10
Emerging Debt 2 2.25
Cash 1 0.00

Total 100 %

Discount Rate. The discount rate used to measure the total pension liability was 7.75
percent. The projection of cash flows used to determine the discount rate assumed that plan
member contributions will be made at the current contribution rate and that employer
contributions will be made at the current employer contribution rate. Based on those
assumptions, the pension plan’s fiduciary net position was projected to be available to make
all projected future benefit payments of current plan members. Therefore, the long term
expected rate of return on pension plan investments was applied to all periods of projected
benefit payments to determine the total pension liability.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 8 — Defined Benefit Pension Plan (Continued)

Sensitivity of the Corporation’s proportionate share of the net pension liability to changes in
the discount rate. The following presents the Corporation’s proportionate share of the net
pension liability calculated using the discount rate of 7.75 percent, as well as what the
Corporation’s proportionate share of the net pension liability would be if it were calculated
using a discount rate that is 1-percentage-point lower (6.75 percent) or 1-percentage-point
higher (8.75 percent) than the current rate:

Current
1% Decrease Discount Rate 1% Increase
(6.75%) (7.75%) (8.75%)
Corporation's proportionate share
of the net pension liability $ 1,744,215 $ 1,329,873 $ 985,876

Pension plan fiduciary net position. Detailed information about the pension plan’s fiduciary
net position is available in the separately issued PERS financial report.

Note 9: Other Postemployment Benefits (OPEB)
General information about the OPEB Plan

Plan Description. State law mandates that all state, public education, library, junior and
community college and retiring employees be offered health and life benefit coverage
through the State and School Employees’ Life and Health Insurance Plan (the Plan). The
Plan was established by Section 25-15-3 et seq., Mississippi Code Ann. (1972), which may
be amended only by the State Legislature. The State and School Employees’ Health
Insurance Management Board (the Board) administers the Plan. The Board has the sole
legal authority to promulgate rules and regulations governing the operations of the Plan
within the confines of the law governing the Plan. The Plan is self-insured and is financed
through premiums collected from employers, employees, retirees and COBRA participants.
The Plan provides for Other Postemployment Benefits (OPEB) as a multiple-employer
defined benefit OPEB plan. A trust was created June 28, 2018 for the OPEB Plan and, while
no trust was in place for the June 30, 2017 plan year-end, for purposes of comparability for
future periods, terminology used herein is based on the plan being a cost-sharing multiple-
employer defined benefit OPEB plan. The plan does not issue a stand-alone financial report.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 9: Other Postemployment Benefits (OPEB) (Continued)

Benefits Provided. The Plan was formed by the State Legislature to provide group health
and life benefits to full-time active and retired employees of the State, agencies, universities,
community/junior colleges, public school districts and public libraries. In addition, the spouse
and/or children of covered employees and retirees, as well as surviving spouses and COBRA
participants, may be eligible for health insurance coverage under the Plan. Benefits of the
OPEB Plan consist of an implicit rate subsidy, which is essentially the difference between the
average cost of providing health care benefits to retirees under age 65 and the average cost
of providing health care benefits to all participants when premiums paid by retirees are not
age adjusted. Employees’ premiums are funded primarily by their employers. Retirees must
pay their own premiums, as do active employees for spouse and dependent medical
coverage. The Board has the sole authority for setting life and health insurance premiums for
the Plan. Per Section 12-15-15 (10) Mississippi Code Ann. (1972), a retired employee
electing to purchase retiree life and health insurance must pay the full cost of such insurance
premium. If the Board determined actuarially that the premium paid by the participating
retirees adversely affects the overall cost of the Plan to the State, then the Board may
impose a premium surcharge, not to exceed 15%, upon such participating retired employees
who are under the age for Medicare eligibility and who are initially employed before
January 1, 2006. For participating retired employees who are under the age for Medicare
eligibility and who are initially employed on or after January 1, 2006, the Board may impose a
premium surcharge in an amount the Board determined actuarially to cover the full cost of
insurance. The Plan offers a Base option and a Select option for health benefits for non-
Medicare participants. The Plan includes a separate coverage level for Medicare eligible
retirees, Medicare eligible surviving spouses, and Medicare eligible dependents of retirees
and surviving spouses.

Contributions. The Board has the sole authority for setting life and health insurance
premiums for the Plan. The required premiums vary based on the plan selected and the type
of participant. Employers pay no premiums for retirees while employees’ premiums are
funded primarily by their employer. Contributions to the OPEB plan from the Corporation
were $1,207 for the year ended June 30, 2018.
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NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 9: Other Postemployment Benefits (OPEB) (Continued)

OPEB Liabilities, OPEB Expense, and Deferred Outflows of Resources and Deferred
Inflows of Resources related to OPEB

At June 30, 2018, the Corporation reported a liability of $28,305 for its proportionate share of
the net OPEB liability. The net OPEB liability was measured as of June 30, 2017, and the
total OPEB liability used to calculate the net OPEB liability was determined by an actuarial
valuation as of that date. The basis for the Corporation’s proportion is determined by
comparing the employer’s average monthly employees participating in the Plan with the total
average employees participating in the Plan in the fiscal year of all employers. The allocation
was utilized because the level of premiums contributed by each employer is the same for any
employee regardless of plan participation elections made by the employee. At the
measurement date of June 30, 2017, the Corporation’s proportion was .00360757 percent.
This was an increase of .00009149 percent from the proportionate share at the measurement
date of June 30, 2016.

For the year ended June 30, 2018, the Corporation recognized OPEB expense of $1,516.
At June 30, 2018, the Corporation reported deferred outflows of resources and deferred
inflows of resources related to OPEB from the following sources:

Deferred Outflows of Deferred Inflows of

Resources Resources
Changes of assumptions $ - $ 1,441
Changes in proportion and differences between MBFC
contributions and proportionate share of contributions 636 -
MBFC's contributions subsequent to the measurement date 1,207 -
$ 1,843 § 1,441
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NOTES TO FINANCIAL STATEMENTS
June 30, 2018

Note 9: Other Postemployment Benefits (OPEB) (Continued)

$1,207 reported as deferred outflows of resources related to OPEB resulting from
Corporation contributions subsequent to the measurement date will be recognized as a
reduction to the net OPEB liability in the year ended June 30, 2019. Other amounts reported
as deferred outflows of resources and deferred inflows of resources related to OPEB will be
recognized in OPEB expense as follows:

Year ended June 30:

2019 $ (141)
2020 (141)
2021 (141)
2022 (141)
2023 (141)
Thereafter (100)
$ (805)

Actuarial Assumptions. The total pension liability in the June 30, 2017 actuarial valuation was
determined using the following actuarial assumptions, applied to all periods included in the
measurement, unless otherwise specified:

Inflation 3.00 percent
Salary increases, including wage inflation 3.25 - 18.50 percent

Long-term investment rate of return, net of OPEB
plan investment expense, including inflation N/A

Municipal bond index rate
Measurement date 3.56 percent
Prior measurement date 3.01 percent

Year FNP is projected to be depleted

Measurement date 2017
Prior measurement date 2016
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June 30, 2018

Note 9: Other Postemployment Benefits (OPEB) (Continued)

Actuarial Assumptions (Continued)

Single equivalent interest rate, net of OPEB plan

investment expense, including inflation
Measurement date 3.56 percent
Prior measurement date 3.01 percent

Health care cost trends
Medicare supplement claims 7.75 percent for 2017 decreasing to an
Pre-Medicare ultimate rate of 5.00 percent by 2023

Both pre-retirement and post-retirement mortality rates were based on the RP 2014 Healthy
Annuitant Blue Collar Table projected with Scale BB to 2022, male rates set forward 1 year
and adjusted by 106% for males at all ages, and females adjusted to 90% for ages less than
76, 95% for age 76, 105% for age 78 and 110% for ages 79 and greater. Post-disability
mortality rates were based on the RP 2014 Disabled Retiree Mortality Table set forward 4
years for males and 3 years for females.

The demographic actuarial assumptions used in the June 30, 2017 valuation were based on
the results of an actuarial experience study dated April 18, 2017. The remaining actuarial
assumptions (e.g., initial per capita costs, health care cost trends, rate of plan participation,
rates of plan election, etc.) used in the June 30, 2017 valuation were based on a review of
recent plan experience done concurrently with the June 30, 2017 valuation.

The plan had no assets as of the measurement date of 2017.

Discount rate. The discount rate used to measure the total OPEB liability at June 30, 2017
was 3.56 percent. Since the prior measurement date, the discount rate has changed from
3.01% to 3.56%.

Since no trust was set up as of June 30, 2017, there was no projection of cash flows for the
Plan and the Plan was projected to be depleted in 2017.

The discount rate determination will use a municipal bond rate to the extent the trust is
projected to run out of money before all benefits are paid. The rate used, if necessary, for this
purpose is the average of the Bond Buyer General Obligation 20-year Municipal Bond Index
Rates during the month of June published at the end of each week by the Bond Buyer.
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Note 9: Other Postemployment Benefits (OPEB) (Continued)

Sensitivity of the Corporation’s proportionate share of the net OPEB liability to changes in the
discount rate. The following presents the Corporation’s proportionate share of the net OPEB
liability, as well as what the Corporation’s proportionate share of the net OPEB liability would
be if it were calculated using a discount rate that is 1-percentage-point lower (2.56 percent)
or 1-percentage-point higher (4.56 percent) than the current discount rate:

1% Decrease Discount Rate 1% Increase
(2.56%) (3.56%) (4.56%)
Net OPEB liability $ 29,053 $ 28,305 $ 27,749

Sensitivity of the Corporation’s proportionate share of the net OPEB liability to changes in
the healthcare cost trend rates. The following presents the Corporation’s proportionate
share of the net OPEB liability, as well as what the Corporation’s proportionate share of the
net OPEB liability would be if it were calculated using healthcare cost trend rates that are
1-percentage-point lower or 1-percentage-point higher than the current healthcare cost
trend rates:

Healthcare
Cost Trend
1% Decrease Rates Current 1% Increase
Net OPEB liability $ 26,142 $ 28,305 $ 30,775

OPEB plan fiduciary net position. The fiduciary net position for the OPEB plan was zero as
of June 30, 2017, the measurement date. Therefore, no separately issued financials were
prepared. Detailed information about the OPEB plan’s fiduciary net position for June 30,
2018 and going forward will be available in separately issued financial reports available on
the Mississippi Department of Finance and Administration’s website.
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Note 10 — Subsequent Events

Events that occur after the balance sheet date but before the financial statements were
available to be issued must be evaluated for recognition or disclosure. The effects of
subsequent events that provide evidence about conditions that existed at the balance sheet
date are recognized in the accompanying financial statements. Subsequent events which
provide evidence about conditions that existed after the balance sheet date require
disclosure in the accompanying notes to the financial statements. Management evaluated
the activity of the Corporation through December 21, 2018, (the date the financial statements
were available to be issued) and concluded that no subsequent events have occurred that
would require recognition in the financial statements or disclosure in the notes to the financial
statements.

Note 11 — Prior Period Adjustment

The Corporation implemented Governmental Accounting Standards Board Statement 75
during the year ended June 30, 2018, which establishes accounting and financial reporting
standards for public Other Postemployment Benefit (OPEB) plans. The restatement of net
position at June 30, 2017, related to the implementation of GASB Statement 75 is computed
as follows:

Net OPEB liability (measurement date) $ 28,708
Deferred outflows - contributions made

during fiscal year 2017 (1,114)
Total change in net position $ 27,594
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi

SCHEDULE OF THE CORPORATION'S PROPORTIONATE SHARE OF
THE NET PENSION LIABILITY

2018 2017 2016 2015 2014
Corporation's proportion of the net pension liability 0.008% 0.007% 0.007% 0.007% 0.007%
Corporation's proportionate share of the net pension
liability $ 1,329,873 $ 1,250,374 $ 1,082,063 $ 849,672 $ 969,916
Corporation's covered-employee payroll $ 482,462 $ 489,821 $ 433,961 $ 413,352 $ 395,602
Corporation's proportionate share of the net pension
liability as a percentage of its covered-employee
pavroll 275.64% 255.27% 249.35% 205.56% 24517%
Plan fiduciary net position as a percentage of the
total pension liability 61.49% 57.47% 61.70% 67.21% 61.02%

The accompanying notes to the required supplementary information are an integral part of this statement.
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MISSISSIPPI BUSINESS FINANCE CORPORATION

A Component Unit of the State of Mississippi

SCHEDULE OF THE CORPORATION'S CONTRIBUTIONS (PERS)

Contractually required contribution

Contributions in relation to the contractually required

contribution

Contribution deficiency (excess)
Corporation's covered-employee payroll

Contributions as a percentage of covered-employee
pavyroll

2018 2017 2016 2015 2014
$ 75988 $ 77147 $ 68349 $ 65103 $ 62,307
(75,988) (77,147) (68,349) (65,103) (62,307)

$ - $ - $ - $ - $ -
$ 482462 $ 489,821 $ 433961 $ 413352 $ 395602
15.75% 15.75% 15.75% 15.75% 15.75%

The accompanying notes to the required supplementary information are an integral part of this statement.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi

SCHEDULE OF THE CORPORATION'S PROPORTIONATE SHARE OF
THE NET OPEB LIABILITY

2018

Corporation's proportion of the net OPEB liability 0.004%
Corporation's proportionate share of the net OPEB liability $ 28,305
Corporation's covered payroll $ 482,462
Corporation's proportionate share of the net OPEB liability

as a percentage of its covered payroll 5.87%
Plan fiduciary net position as a percentage of the total

OPEB liability 0.00%

The accompanying notes to the required supplementary information are an integral part of this statement.
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MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi

SCHEDULE OF THE CORPORATION'S CONTRIBUTIONS (OPEB)

2018
Contractually required contribution $ 1,207
Contributions in relation to the contractually required
contribution (1,207)
Contribution deficiency (excess) $ -
Corporation's covered payroll $ 482,462
Contributions as a percentage of covered payroll 0.25%

The accompanying notes to the required supplementary information are an integral part of this statement.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
June 30, 2018

Note 1: Required Supplemental Pension and OPEB Schedules

The amounts presented for each year in the accompanying pension and OPEB
schedules were determined as of the measurement date of June 30 of the year prior
to the fiscal year presented, and, until a full 10-year trend is compiled, the
Corporation has only presented information for the years in which information is
available.

The pension schedules are presented to illustrate the requirement to show
information for 10 years. However, GASB 68 was implemented in the fiscal year
ended June 30, 2015, and, until a full 10-year trend is compiled, the Corporation has
only presented information for the years in which information is available.

The OPEB schedules are presented to illustrate the requirement to show information
for 10 years. However, GASB 75 was implemented in the fiscal year ended
June 30, 2018, and, until a full 10-year trend is compiled, the Corporation has only
presented information for the years in which information is available.

Note 2: Pension Schedules
Changes of assumptions

2017:

e The expectation of retired life mortality was changed to the RP-2014 Healthy
Annuitant Blue Collar Mortality Table projected with Scale BB to 2022. Small
adjustments were also made to the Mortality Table for disabled lives.

e The wage inflation assumption was reduced from 3.75% to 3.25%.

e Withdrawal rates, pre-retirement mortality rates, disability rates and service
retirement rates were also adjusted to more closely reflect actual experience.

e The percentage of active member disabilities assumed to be in the line of
duty was increased from 6% to 7%.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
June 30, 2018

Note 2: Pension Schedules (Continued)

2016:

2015:

The assumed rate of interest credited to employee contributions was changed
from 3.50% to 2.00%.

The expectation of retired life mortality was changed to the RP-2014 Healthy
Annuitant Blue Collar Table projected to 2016 using Scale BB rather than the
RP-2000 Mortality Table, which was used prior to 2015.

The expectation of disabled mortality was changed to the RP-2014 Disabled
Retiree Table, rather than the RP-2000 Disabled Mortality Table, which was
used prior to 2015.

Withdrawal rates, pre-retirement mortality rates, disability rates and
service retirement rates were also adjusted to more closely reflect actual
experience.

Assumed rates of salary increase were adjusted to more closely reflect actual
and anticipated experience.

The price inflation and investment rate of return assumptions were changed
from 3.50% to 3.00% and 8.00% to 7.75%, respectively.

Changes in benefit provisions

2016:

Effective July 1, 2016, the interest rate on employee contributions shall be
calculated based on the money market rate as published by the Wall Street
Journal on December 31 of each preceding year with a minimum rate of one
percent and a maximum rate of five percent.
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NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
June 30, 2018

Note 2: Pension Schedules (Continued)

Method and assumptions used in calculations of actuarially determined
contributions. The actuarially determined contribution rates in the schedule of
employer contributions are calculated as of June 30, two years prior to the end of the
fiscal year in which contributions are reported (June 30, 2015 valuation for the
June 30, 2017 fiscal year end). The following actuarial methods and assumptions
were used to determine the most recent contribution rate reported in that schedule:

Actuarial cost method Entry age

Amortization method Level percentage of payroll, open

Remaining amortization period 33.9 years

Asset valuation method 5-year smoothed market

Price Inflation 3.00 percent

Salary increase 3.75 percent to 19.00 percent,
including inflation

Investment rate of return 7.75 percent, net of pension plan
investment expense, including
inflation

Note 3: OPEB Schedules
Changes of assumptions

2017:

e The discount rate was changed from 3.01% for the prior measurement date to
3.56% for the current measurement date.
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A Component Unit of the State of Mississippi

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

Note 3: OPEB Schedules (Continued)
Changes in benefit provisions
2017:

e None

Methods and assumptions used in calculations of Actuarially Determined
Contributions. The Actuarially Determined Contributions rates, as a percentage of
payroll, used to determine the Actuarially Determined Contribution amounts in the
Schedule of Employer Contributions are calculated as of the most recent Valuation
Date. The following actuarial methods and assumptions (from the June 30, 2016
actuarial valuation) were used to determine contribution rates reported in that

June 30, 2018

schedule for the year ending June 30, 2017:

Actuarial cost method
Amortization method
Amortization period
Asset valuation method

Price inflation

Salary increases, including

wage inflation

Initial health care cost trend rates
Medicare Supplement Claims

Pre-Medicare

Ultimate health care cost trend rates
Medicare Supplement Claims

Pre-Medicare
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Entry age

Level dollar

30 years, open

Market Value of Assets

3 percent

3.25 percent to 18.50 percent

7.75 percent

5.00 percent



MISSISSIPPI BUSINESS FINANCE CORPORATION
A Component Unit of the State of Mississippi
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
June 30, 2018

Note 3: OPEB Schedules (Continued)

Year of ultimate trend rates
Medicare Supplement Claims
Pre-Medicare 2022

Long-term ultimate trend rates

Pension plan investment expense,
including price inflation 3.56 percent
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CoLLINS, BARR & HEMBREE, L TD.

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors
Mississippi Business Finance Corporation
Jackson, Mississippi

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 basic financial statements of
the Mississippi Business Finance Corporation (the “Corporation”), as of and for the year ended
June 30, 2018, and the related notes to the financial statements, which collectively comprise the
Corporation’s financial statements, and have issued our report thereon dated December 21, 2018.

Internal Control Over Financial Reporting

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

130 Fountains Boulevard, Suite 100, Madison, Mississippi 39110
Phone 601.707.7536 - Fax 601.707.7556



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Corporation’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.

December 21, 2018
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