City of Charleston, Arkansas
Water and Sewer Department

Financial Statements
October 31, 2022 and 2021

(With Independent Auditor’s Report Thereon)




City of Charleston, Arkansas
Water and Sewer Department

Contents

INDEPENDENT AUDITOR'’S REPORT

BASIC FINANCIAL STATEMENTS

Statements of Net Position
Statements of Revenue, Expenses, and Changes in Net Position
Statements of Cash Flows
Notes to Financial Statements

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

SCHEDULE OF FINDINGS AND RESPONSES

Page

10

26

28



ALANDMARK

CERTIFIED PUBLIC ACCOUNTANTS
INDEPENDENT AUDITOR’S REPORT

To the Mayor and City Council
City of Charleston, Arkansas
Water and Sewer Department
Charleston, Arkansas

Report on the Financial Statements
Opinion

We have audited the accompanying financial statements of the City of Charleston, Arkansas Water and
Sewer Department (the “Department”) as of and for the years ended October 31, 2022 and 2021, and the
related notes to the financial statements, which collectively comprise the Department’s basic financial
statements as listed in the table of contents.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of the Department as of October 31, 2022 and 2021, and the results of its operations and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the United
States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS) and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Our responsibilities under those
standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements
section of our report. We are required to be independent of the Department and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Financial Statements

The Department is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about the Department’s ability to
continue as a going concern for one year after the date that the financial statements are issued or when
applicable, one year after the date that the financial statements are available to be issued.
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To the Mayor and City Council
City of Charleston, Arkansas
Water and Sewer Department

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with GAAS and Government Auditing
Standards will always detect a material misstatement when it exists. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
Misstatements are considered material if there is a substantial likelihood that, individually or in the
aggregate, they would influence the judgment made by a reasonable user based on the financial
statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the audit.

¢ |dentify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Department’s internal control. Accordingly, no such opinion is
expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the aggregate,
that raise substantial doubt about the Department’s ability to continue as a going concern for a
reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit, significant audit findings, and certain internal control-related
matters that we identified during the audit.

Required Supplementary Information

Management has omitted the management's discussion and analysis information 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 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 financial statements is not affected by this missing information.



To the Mayor and City Council
City of Charleston, Arkansas
Water and Sewer Department

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have issued our report dated March 30, 2023 on
our consideration of the Department’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements, and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Department’s internal control over
financial reporting and compliance.

dfearke 2

Fort Smith, Arkansas
March 30, 2023



City of Charleston, Arkansas
Water and Sewer Department

Statements of Net Position
October 31, 2022 and 2021

2022 2021
ASSETS AND DEFERRED OUTFLOWS OF RESOURCES
CURRENT ASSETS
Cash and cash equivalents S 1,602,098 S 1,053,723
Certificates of deposit 976,239 973,729
Accounts receivable, net of allowance for
doubtful accounts of $3,500 each year 96,776 127,410
Inventory 125,777 177,354
Total Current Assets 2,800,890 2,332,216
RESTRICTED ASSETS
Cash and cash equivalents 730,884 729,823
Certificates of deposit 718,460 716,471
Total Restricted Assets 1,449,344 1,446,294
PROPERTY AND EQUIPMENT
Land 81,265 81,265
Distribution and collection system 6,214,079 6,203,505
Machinery and equipment 487,254 371,894
6,782,598 6,656,664
Less accumulated depreciation 4,731,732 4,593,496
2,050,866 2,063,168
Total Assets 6,301,100 5,841,678
DEFERRED OUTFLOWS OF RESOURCES
Deferred pension outflows 23,207 48,726
Total Assets and Deferred Outflows of Resources S 6,324,307 S 5,890,404

See accompanying notes to financial statements.
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City of Charleston, Arkansas
Water and Sewer Department

Statements of Net Position
October 31, 2022 and 2021

LIABILITIES, DEFERRED INFLOWS OF RESOURCES, AND NET POSITION

CURRENT LIABILITIES
(Payable From Current Assets)
Current portion of long-term debt
Accounts payable

Accrued and withheld taxes payable

Total Current Liabilities
(Payable From Current Assets)

CURRENT LIABILITIES
(Payable From Restricted Assets)
Current portion of long-term debt
Customer deposits

Total Current Liabilities
(Payable From Restricted Assets)

LONG-TERM LIABILITIES
Long-term debt
Net pension liability

Total Long-Term Liabilities
Total Liabilities

DEFERRED INFLOWS OF RESOURCES
Deferred pension inflows

Total Liabilities and Deferred Inflows of Resources

NET POSITION

Invested in capital assets, net of related debt

Restricted
Unrestricted

Total Net Position

Total Liabilities, Deferred Inflows of Resources,

and Net Position

2022 2021

S 32,105 S 30,633
11,634 3,330
20,432 18,721
64,171 52,684
24,500 23,722
46,730 45,900
71,230 69,622
418,119 475,051
40,641 167,955
458,760 643,006
594,161 765,312
84,852 3,637
679,013 768,949
1,576,142 1,533,762
1,402,614 1,400,394
2,666,538 2,187,299
5,645,294 5,121,455

$ 6,324,307 $ 5,890,404

See accompanying notes to financial statements.



City of Charleston, Arkansas
Water and Sewer Department

Statements of Net Position
October 31, 2022 and 2021

2022 2021

OPERATING REVENUE
Charges for services S 1,133,607 S 1,187,135
Miscellaneous income 2,084 1,291
Total Operating Revenue 1,135,691 1,188,426

OPERATING EXPENSES
Chemicals 127 740
Computers 4,271 1,065
Depreciation 138,236 127,632
Doubtful accounts 3,533 1,284
Insurance, employees 17,451 16,414
Insurance, other 8,685 8,113
Licenses, dues and fees 40,897 41,694
Materials 64,445 37,395
Miscellaneous 5,966 8,075
Office supplies and expense 10,960 4,488
Payroll taxes 8,414 6,939
Pension expense (2,406) 23,112
Postage and delivery 9,236 7,320
Printing 850 1,449
Professional fees 15,072 15,622
Repairs and maintenance 25,030 23,253
Salaries 109,155 93,582
Sanitation fees 189,763 172,028
Utilities and telephone 43,660 37,703
Vehicle expense 8,300 7,686
Water purchased for resale 257,873 301,080
Water sample testing 2,411 2,520
Total Operating Expenses 961,929 939,194
OPERATING INCOME 173,762 249,232

See accompanying notes to financial statements.
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City of Charleston, Arkansas
Water and Sewer Department

Statements of Revenue, Expenses, and
Changes in Net Position
Years ended October 31, 2022 and 2021

2022 2021
NON-OPERATING REVENUE (EXPENSES)
Interest income 8,052 6,095
Interest expense (14,304) (18,885)
Total Non-Operating Revenue (Expenses) (6,252) (12,790)
CHANGE IN NET POSITION BEFORE
CAPITAL CONTRIBUTIONS 167,510 236,442
CAPITAL CONTRIBUTIONS 356,329 377,414
CHANGE IN NET POSITION 523,839 613,856
NET POSITION, BEGINNING OF YEAR 5,121,455 4,507,599
NET POSITION, END OF YEAR S 5,645,294 S 5,121,455

See accompanying notes to financial statements.
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City of Charleston, Arkansas
Water and Sewer Department

Statements of Cash Flows

Years ended October 31, 2022 and 2021

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash received from other operating revenue
Payments for water
Payments for salaries and benefits
Payments to suppliers for goods and services

Net Cash From Operating Activities

CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES
Interest paid on long-term debt
Principal payments on long-term debt

Net Cash (Used For) Capital and
Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures
Capital contributions
Change in certificates of deposit
Interestincome

Net Cash From (Used For) Investing Activities
NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS,
END OF YEAR

2022 2021
$ 1,161,538 $ 1,189,010
2,084 1,291
(257,873) (301,080)
(160,207) (138,055)
(361,068) (388,940)
384,474 362,226
(14,304) (20,599)
(54,682) (52,199)
(68,986) (72,798)
(125,934) (210,177)
356,329 377,414
(4,499) (507,319)
8,052 9,008
233,948 (331,074)
549,436 (41,646)
1,783,546 1,825,192

S 2,332,982

S 1,783,546

See accompanying notes to financial statements.



City of Charleston, Arkansas
Water and Sewer Department

Statements of Cash Flows
Years ended October 31, 2022 and 2021

2022 2021
RECONCILIATION OF OPERATING INCOME TO NET
CASH FROM FROM OPERATING ACTIVITIES:
Operating income S 173,762 S 249,232
Adjustments to reconcile operating income
to net cash from operating activities:
Depreciation 138,236 127,632
Net change in pension liability (20,580) 9,005
Change in:
Accounts receivable 30,634 (4,746)
Inventory 51,577 2,672
Accounts payable 8,304 (29,292)
Accrued and withheld taxes payable 1,711 (182)
Customer deposits 830 7,905
Net Cash From Operating Activities S 384,474 S 362,226

See accompanying notes to financial statements.
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

NOTE 1: NATURE OF BUSINESS

The City of Charleston, Arkansas (the “City”) is a municipal corporation governed by an elected Mayor-
Council form of government. Accounting principles generally accepted in the United States of America
require that the reporting entity include (1) the primary government, (2) departments for which the
primary government is financially accountable, and (3) other departments for which the nature and
significance of their relationship with the primary government are such that exclusion would cause the
reporting entity's financial statements to be misleading or incomplete. The criteria provided in
Government Accounting Standards Board (GASB) Statement No. 14 have been considered. These
financial statements represent only the City of Charleston, Arkansas Water and Sewer Department (the
“Department”) funds and do not include data of other funds of the primary government necessary for
reporting in conformity with accounting principles generally accepted in the United States of America.

Separately issued financial statements of the City, the primary government other than the Department,
may be obtained at the City of Charleston, Arkansas city offices.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting

Basis of accounting refers to when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statements. Basis of accounting relates to the timing of the
measurements made, regardless of the measurement focus applied.

The Department follows an accrual basis of accounting. Under this system, revenues are recognized
when they are earned and expenses are recognized when they are incurred.

Under this basis of accounting and measurement focus, the Department applies all Financial Accounting
Standards Board (FASB) statements and interpretations issued after November 30, 1989 that are
developed for business enterprises. The Department does not apply FASB statements and
interpretations whose provisions are limited to not-for-profit organizations or address issues concerning
primarily such organizations.

Fund Accounting

The accounts of the City are organized on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, net position, revenues, and expenses. Government
resources are allocated to and accounted for in individual funds based upon the purposes for which
they are to be spent and the means by which spending activities are controlled. The various funds are
grouped in the financial statements of the Department into one fund type as follows:

10



City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Proprietary Funds

Proprietary funds are used to account for operations (a) that are financed and operated in a
manner similar to private business enterprises, where the intent of the governing body is that the
costs of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges; or (b) where the governing body has decided that
periodic determination of revenues earned, expenses incurred, and/or net income is appropriate
for capital maintenance, public safety, management control, accountability, or other purposes.

Net Position Classifications
Net position is classified and displayed in the following three components:

Invested in capital assets, net of related debt — Consists of capital assets, net of accumulated
depreciation and reduced by the outstanding balances of any bonds, notes or other borrowings
that are attributable to the acquisition, construction, or improvement of those assets.

Restricted — Consists of net assets with constraints placed on their use either by external groups
such as creditors, grantors, contributors, or laws and regulations of other governments.

Unrestricted — All other net assets that do not meet the definition of “invested in capital assets,
net of related debt” or “restricted.”

When an expense is incurred for purposes for which both restricted net position and unrestricted net
position is available, the Department’s policy is to make payment from unrestricted funds and
generally take reimbursement from restricted funds.

GASB Statement No. 34

GASB Statement No. 34 became effective for the Department during the year ended October 31, 2004.
This statement requires governments to provide a Management Discussion and Analysis with their
financial statements. The Department has elected not to implement this part of GASB Statement No.
34. The effects of this departure from accounting principles generally accepted in the United States of
America have not been determined.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Cash Equivalents

The Department considers cash equivalents to be short-term highly liquid investments with original
maturities of three months or less which are readily convertible to known amounts of cash. For
purposes of the Statements of Cash Flows, cash and cash equivalents includes "Cash and cash
equivalents" and "Restricted Assets - Cash and cash equivalents."

11



City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Accounts Receivable

The Department has provided an allowance for doubtful accounts as of October 31, 2022 and 2021.
The allowance is based on management’s estimate of the overall collectability of accounts receivable,
considering historical losses, economic conditions, and knowledge of individual customers. Based on
these same factors, individual accounts are charged off against the allowance when management
determines those individual accounts are uncollectible. Credit extended to customers is
uncollateralized, but a deposit is required. These deposits are applied to past-due customer accounts
before the account is charged off against the allowance. Past-due status is based on contractual terms.
Past-due accounts are charged a 10% late fee if not paid by the 10" day following the original billing
date, and water service is disconnected if payment is not received within 30 days of the original billing
date.

Inventory
Inventory is stated at the lower of cost (first-in, first-out method) or net realizable value. At October
31, 2022 and 2021, inventory consisted of such items as water meters, pipes, valves, etc.

Property and Equipment

Property and equipment is stated at cost. Depreciation of property and equipment is computed on the
straight-line method over the estimated useful lives of the assets. The ranges of estimated useful lives
are as follows:

Distribution and collection system 5—40 years
Machinery and equipment 3-10vyears

As of October 31, 2022 and 2021, the Department had fully depreciated assets still in use of
approximately $1,854,000 for each year.

Long-Lived Assets

FASB Accounting Standards Codification (Codification) Topic Property, Plant and Equipment, Section
Subsequent Measurement requires that long-lived assets and certain identifiable intangibles held
and used by an entity be reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The application of this
Codification Topic has not materially affected the Department’s reported earnings, financial
condition or cash flows.

Capitalization of Interest Costs

The Department capitalizes interest costs as part of the total acquisition costs of construction related to
the addition to and/or improvement of facilities. Interest costs capitalized include only the interest
incurred during the construction period on debt used to finance the project. The interest capitalization
period commences with the first expenditure for the project and continues until the constructed
project is substantially complete and ready for its intended use, at which time interest capitalization
ceases.

12



City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Deferred Inflows and Outflows of Resources

In addition to assets, the Statements of Net Position will sometimes report a separate section for
deferred outflows of resources. This separate financial statement element represents a
consumption of net position that applies to a future period(s) and so will not be recognized as an
outflow of resources until then. The Department has two items that qualify for reporting in this
category: bond refunding costs and changes regarding pension liabilities.

A deferred outflow on bond refunding costs results from the difference in the carrying value of
refunded debt and its reacquisition price. This amount is deferred and amortized over the shorter
of the life of the refunded or refunding debt. In regards to the deferred outflows of resources
related to pension liabilities, these amounts were created as a result of the implementation of GASB
68 and GASB 71. See Note 9 for additional information.

In addition to liabilities, the Statements of Net Position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element represents an acquisition
of net assets that applies to a future period(s) and so will not be recognized as an inflow of
resources (revenue) until then. The Department has one item that qualifies for reporting in this
category. In regards to the deferred inflows of resources related to pension liabilities, these
amounts were created as a result of the implementation of GASB 68. See Note 9 for additional
information.

Pensions

For purposes of measuring 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 Arkansas Public Employees Retirement System (“APERS”) and additions to or deductions from
the APERS fiduciary net position have been determined on the same basis as they are reported by
APERS. 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.

NOTE 3: CONCENTRATION OF CREDIT RISK

The Department provides water and sewer services to residential, farm, commercial, and industrial
customers in Charleston, Arkansas and surrounding areas. The Department operates from its primary
facilities in Charleston, Arkansas. The Department grants unsecured credit to customers located in the
vicinity of the operating location.

The Department purchases its water from one supplier and resells the water to residents. Purchases are

included on the Statements of Revenue, Expenses, and Changes in Net Position as “Water purchased
for resale”.
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

NOTE 4: FINANCIAL INSTRUMENTS WITH RISK OF ACCOUNTING LOSS

Deposits in financial institutions are financial instruments that could potentially subject the Department
to a risk of accounting loss to the extent of the uninsured/uncollateralized portion of those deposits.
The Department maintains all deposit balances in one financial institution and at times may exceed
federally insured limits. The carrying amount of deposits as of October 31, 2022, is separately displayed
on the Statements of Net Position as “Cash and cash equivalents," “Certificates of deposit," "Restricted
Assets - Cash and cash equivalents," and "Restricted Assets - Certificates of deposit.”

Book Bank
Balance Balance
Insured (FDIC) S 500,000 S 500,000
Uninsured
Collateral held by pledging securities

of the bank's trust department in the

Department's name 3,527,681 3,533,308
Total Deposits S 4,027,681 S 4,033,308

NOTE 5: RELATED PARTY TRANSACTIONS

During the year ended October 31, 2005, the City of Charleston, Arkansas contributed the completed
Water Plant Phase Il construction project to the Department. This project was recorded by the
Department at the City’s cost of $1,162,263. In addition, to assist with the additional cost of operating
the new plant, the City elected to have the surplus sales tax collected from the issuance of the Sales
and Use Tax Bonds, Series 2004 directly deposited in the Department’s operation and maintenance
account. Surplus sales tax recorded by the Department as capital contributions during the years
ended October 31, 2022 and 2021 amounted to $356,329 and $377,414, respectively.

As a service to its customers, the Department collects sanitation fees when collecting the monthly
water and sewer payments from customers. These sanitation fees are remitted monthly to the City
of Charleston, Arkansas.

NOTE 6: RESTRICTED ASSETS AND RESERVE REQUIREMENTS

Restricted net position of the Department is created by an increase in assets restricted for debt service
or other specific purposes. These increases result from earnings on restricted assets and other
interfund transfers to restricted accounts. Earnings on restricted assets are included in net income of
the Department. When restricted net position is increased, there is an equal reduction to the portion of
net position that is unrestricted. Restricted assets as of October 31, 2022 and 2021 are as follows:
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

1965 Depreciation Fund: Restricted to make necessary repairs and improvements to the water
and sewer system. Restricted deposits related to this fund amounted to $225,653 and $225,145
at October 31, 2022 and 2021, respectively.

Meter Deposit Fund: Restricted to refund customer deposits or reimburse the revenue fund
when deposits are applied to bills of customers with a history of timely payment. Additions to
this fund are new customer deposits received. Restricted deposits related to this fund
amounted to $50,500 and $49,919 at October 31, 2022 and 2021, respectively.

Sewer Increase Fund: Restricted for extensions, betterments, and improvements to the sewer
system and facilities. Restricted deposits related to this fund amounted to $468,683 and
$467,238 at October 31, 2022 and 2021, respectively.

2002 Bond Fund: Restricted for extensions, betterments, and improvements to the water and
sewer system. Restricted deposits related to this fund amounted to $704,508 and $703,992 at
October 31, 2022 and 2021, respectively.

NOTE 7: CHANGES IN PROPERTY AND EQUIPMENT

A summary of changes in property and equipment for the years ended October 31, 2022 and 2021

follows:
Balance Balance
November1, October 31,
2021 Additions Deletions 2022
Land S 81,265 S - S 81,265
Distribution and
Collection System 6,203,505 10,574 6,214,079
Machinery and
Equipment 371,894 115,360 487,254
6,656,664 125,934 6,782,598
Accumulated
Depreciation (4,593,496) (138,236) (4,731,732)
Property and Equipment,
Net of Accumulated
Depreciation S 2,063,168 S (12,302) S - S 2,050,866
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Balance Balance
November1, October 31,
2020 Additions Deletions 2021
Land S 81,265 S - S - S 81,265
Distribution and
Collection System 6,203,505 - - 6,203,505
Machinery and
Equipment 161,717 210,177 - 371,894
6,446,487 210,177 - 6,656,664
Accumulated
Depreciation (4,465,864) (127,632) - (4,593,496)
Property and Equipment,
Net of Accumulated
Depreciation S 1,980,623 S 82,545 S - S 2,063,168
NOTE 8: LONG-TERM DEBT
2022 2021
Long-term debt consists of the following:
Water and Sewer Revenue Bond, Series 2010A
due in semi-annual installments of $8,523 to $16,007 plus interest,
beginning April 15, 2012, payable semi-annually, through October 15, 2030;
interest at 2.25%; annual servicing fee at 1.00%; collateralized by pledge of
system revenues subject to pledge and lien in favor of 2002 bonds; total
amount of bond $475,000; remaining balance to be drawn $36,895. S 214849 § 238,898
Franklin and Sebastian Public Water Authority ("FSPWA")
due in monthly installments of $3,673, including interest, beginning March
1, 2010; collateralized by a lien on and pledge of water revenues and any
other revenues of FSPWA legally available for that purpose. 259,875 290,508
474,724 529,406
Less current portion 56,605 54,355
$ 418119 S 475,051
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Annual requirements to amortize outstanding debt are as follows:

Principal Interest and Fees Total
October 31,

2023 S 56,605 S 19,952 S 76,557
2024 58,952 17,606 76,558
2025 61,396 15,159 76,555
2026 63,948 12,607 76,555
2027 66,609 9,948 76,557
2028-2030 167,214 13,232 180,446

S 474,724 S 88,504 S 563,228

The Department was in substantial compliance with the various bond indentures as of October 31, 2022
and 2021.

NOTE 9: PUBLIC EMPLOYEES RETIREMENT SYSTEM

Plan Description

The following brief description of the Arkansas Public Employees Retirement System (APERS or the
System) is provided for general information purposes only. Participants should refer to Arkansas Code
Annotated, Title 24 for more complete information.

APERS is a cost sharing, multiple employer, defined benefit plan which covers all State employees who
are not covered by another authorized plan. The plan was established by the authority of the Arkansas
General Assembly with the passage of Act 177 of 1957. The costs of administering the plan are paid out
of investment earnings. The general administration and responsibility for the proper operation of the
System is vested in the nine members of the Board of Trustees of the Arkansas Public Employees
Retirement System (the Board). Membership includes three state and three non-state employees, all
appointed by the Governor, and three ex-officio trustees, including the Auditor of the State, the
Treasurer of the State and the Director of the Department of Finance and Administration.

Benefits Provided

Benefit provisions are set forth in Arkansas Code Annotated, Title 24, Chapters 5 and 6 and may only be
amended by the Arkansas General Assembly. APERS provides retirement, disability and death benefits.
Retirement benefits are determined as a percentage of the member’s highest 3-year average
compensation times the member’s years of service. The percentage used is based upon whether a
member is contributory or non-contributory as follows:

Contributory, prior to 7/1/2005 2.00%
Contributory, on or after 7/1/2005,

but prior to 7/1/2007 2.03%
Contributory on or after 7/1/2009 2.50%
Non-Contributory 1.72%

17



City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

Members are eligible to retire with a full benefit under the following conditions:

e  atage 65 with 5 years of service,

e  atany age with 28 years actual service,

e at age 60 with 20 years of actual service if under the old contributory plan (prior to July 1,
2005), or

e  atage 55 with 35 years of credited service for elected or public safety officials.

Members may retire with a reduced benefit at age 55 with at least 5 years of actual service at age 55 or
at any age with 25 years of service.

Members are eligible for disability benefits with 5 years of service. Disability benefits are computed as
an age and service benefit, based on service and pay at disability. Death benefits are paid to a surviving
spouse as if the member had 5 years of service and the monthly benefit is computed as if the member
had retired and elected the Joint & 75% Survivor option. A cost-of-living adjustment of 3% of the
current benefit is added each year.

Contributions

Contribution requirements are set forth in Arkansas Code Annotated, Title 24, Chapter 4. The
contributions are expected to be sufficient to finance the costs of benefits earned by members during
the year and make a level payment that, if paid annually over a reasonable period of future years, will
fully cover the unfunded costs of benefit commitments for services previously rendered (A.C.A. 24-2-
701)(a)). Members who began service prior to July 1, 2005 are not required to make contributions to
APERS. Members who began service on or after July 1, 2005 are required to contribute 5% of their
salary. Employers are required to contribute at a rate established by the Board of Trustees of APERS
based on an actuary’s determination of a rate required to fund the plan (A.C.A. 24-2-701(c)(3)).
Employers contributed 15.32% of compensation for the fiscal year ended June 30, 2020. In some cases,
an additional 2.5% of member and employer contributions are required for elected officials.

APERS Fiduciary Net Position
Detailed information about APERS's fiduciary net position is available in the separately issued APERS
Financial Report available at http://www.apers.org/annualreports.

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

The collective Net Pension Liability of $768,832,303 and $2,863,584,499 was measured as of June 30,
2021 and 2020, respectively, and the total pension liability used to calculate the Net Pension Liability
was determined by an actuarial valuation as of June 30, 2021 and 2020. Since the June 30, 2022 report
was not available for use to measure the net pension liability for the current year, the June 30, 2021
report was used instead. It was determined that any differences between these two reports would be
immaterial to the financial statements as a whole. Each employer’s proportion of the Net Pension
Liability was based on the employer’s share of contributions to the pension plan relative to the total
contributions of all participating employers.
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Notes to Financial Statements
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At October 31, 2022 and 2021, the Department reported deferred outflows of resources and deferred
inflows of resources as of June 30, 2021 and 2020, respectively, related to pensions from the following
sources:

Deferred Deferred
Outflows of Inflows of
Resources Resources
Balance as of October 31, 2020 S 35,601 S (8,935)
Differences between expected and
actual experience (1,595) 98
Changes of assumptions (5,523) 2,524

Changes in proportion and differences

between employer contributions and

proportionate share of contributions 1,020 1,609
Net difference between projected

and actual earnings on pension plan

investments 17,772 1,067
Prior year contributions recognized

in the current year (18,264) -
Contributions subsequent to

measurement date 19,715 -
Balance as of October 31, 2021 48,726 (3,637)
Differences between expected and

actual experience (1,300) (2,495)
Changes of assumptions (2,204) 2,593

Changes in proportion and differences

between employer contributions and

proportionate share of contributions (2,802) (9,975)
Net difference between projected

and actual earnings on pension plan

investments (17,772) (71,338)
Prior year contributions recognized

in the current year (19,715) -
Contributions subsequent to

measurement date 18,174 -
Balance as of October 31, 2022 S 23,207 S (84,852)

Department contributions made subsequent to the measurement date will be recognized as a reduction
of the Net Pension Liability in the plan year ended June 30, 2022. Amounts reported as deferred
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City of Charleston, Arkansas
Water and Sewer Department

Notes to Financial Statements
October 31, 2022 and 2021

outflows of resources and deferred inflows of resources related to pensions will be recognized in
pension expense in the Department’s financial statements as follows:

Years ended October 31:

2023
2024
2025
2026
2027
Actuarial Assumptions

$  (18,716)
(18,290)
(21,163)
(21,650)

The total pension liability as of October 31, 2022 and 2021, was determined based on an actuarial
valuation prepared as of June 30, 2021 and 2020, respectively, using the following actuarial

assumptions:

Actuarial Cost Method
Amortization Method
Remaining Amortization Period
Asset Valuation Method

Actuarial Assumptions:
Investment Rate of Return
Salary Increases
Inflation rate

Post-Retirement Cost-of-Living Increases

Mortality Table

Retirement Age

Average Service Life of All Members

Entry Age Normal
Level of Percent of Payroll, Closed
26 years

4-year smoothed market; 25% corridor

7.15%
3.25-9.85% including inflation
3.25% wage inflation, 2.50% price inflation

3% Annual Compounded Increase

Based on the RP-2006 Healthy Annuitant benefit
weighted generational mortality tables for males and
females. Mortality rates are multiplied by 135% for
males and 125% for females and are adjusted for
generational mortality improvement using Scale MP-
2017.

Experience-based table of rates that are specific to
the type of eligibility condition

3.9676 and 4.0486 years, respectively

The long-term expected rate of return on pension plan investments was determined using a building-
block method in which best-estimate ranges of expected future real rates of return (expected returns,
net of pension plan investment expense and 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
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October 31, 2022 and 2021

future real rates of return by the target asset allocation percentage and by adding expected inflation.
Best estimates of arithmetic real rates of return for each major asset class included in the System’s

target asset allocation as of June 30, 2021 and 2020 are summarized in the table below:

June 30, 2022
Long-Term

Expected Real
Asset Class Target Allocation Rate of Return
Broad domestic equity 37.00% 6.22%
International equity 24.00% 6.69%
Real estate 16.00% 4.81%
Absolute return 5.00% 3.05%
Domestic fixed 18.00% 0.57%
Total 100.00%

June 30, 2021
Long-Term

Expected Real
Asset Class Target Allocation Rate of Return
Broad domestic equity 37.00% 6.22%
International equity 24.00% 6.69%
Real estate 16.00% 4.81%
Absolute return 5.00% 3.05%
Domestic fixed 18.00% 0.57%
Total 100.00%

Discount Rate

A single discount rate of 7.15% was used to measure the total pension liability as of June 30, 2021 and
2020. The projection of cash flows used to determine this single discount rate assumed that plan
member contributions will be made at the current contribution rate and that employer contributions
will be made at rates equal to the difference between actuarially determined contribution rates and the
member rate. Based on these 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.

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount Rate

The following presents the proportionate share of the Net Pension Liability using the discount rate of
7.15%, as well as what the Net Pension Liability would be if it were calculated using a discount rate that
is 1-percentage-point lower (6.15%) or 1-percentage-point higher (8.15%) than the current rate:
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Sensitivity of Discount Rate

June 30, 2022
1% Lower Discount Rate 1% Higher
6.15% 7.15% 8.15%
S 121,574 S 40,641 S (26,197)

June 30, 2021
1% Lower Discount Rate 1% Higher
6.15% 7.15% 8.15%
S 255,808 S 167,955 S 95,457

NOTE 10: FSPWA PROJECT

During the year ended October 31, 2010, the City of Charleston, Arkansas (the City), on behalf of the
Department, entered into an Interlocal Cooperation Agreement for Water Transmission Line
Construction, Management, and Use and for Purchase and Sale of Potable Water (the Agreement)
with the City of Lavaca, Arkansas (Lavaca), River South Rural Water District (River South), and the
FSPWA, as authorized by the Interlocal Cooperation Act, Arkansas Code Annotated, §§ 25-20-101 et
sed. (the Interlocal Cooperation Act).

Based on this agreement, the City, Lavaca, and River South (collectively, the “User Parties”) will each
participate in the acquisition, construction, and equipping of a potable water transmission line,
pump station(s), water storage device(s), and a potable water connection and master meter with
the waterworks system of the City of Fort Smith for their joint use (the Project) and will engage
FSPWA to manage the acquisition, construction, and equipping of the Project, as well as the
operation and maintenance of the Project and the purchase and sale of water following completion
of the acquisition, construction, and equipping of the Project.

The entire cost of acquiring, constructing, and equipping the Project is being contributed by the User
Parties. The City will be responsible for approximately 50% of these costs. Each User Party will
convey to FSPWA all rights, title, and interest in and to the Project. The Project and all equipment
necessary for its operation and maintenance will be owned and operated by FSPWA as a water
source for each User Party.

In order to finance this project, as well as improvements to the water facilities of the Department,
including a meter vault, the City sold a $475,000 principal amount bond (Series 2010A) and a
$3,305,000 principal amount bond (Series 2010B) to the Arkansas Development Finance Authority
(the Bondholder). The Arkansas Natural Resources Commission is receiving a Federal grant to assist
in the funding of this project and, pursuant to the terms of the grant, has agreed to forgive principal
of the Series 2010B bond as advances are made against the purchase price. As of October 31, 2022,
$438,105 had been drawn on the Series 2010A bonds and $3,305,000 had been drawn on the Series
2010B bonds.
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In addition, the City’s agreement with the FSPWA also contained provisions for payment of principal
and interest of a separate loan to the FSPWA in the amount of $1,130,000 from the Arkansas
Natural Resources Commission (ANRC). The City is liable for 50%, or $565,000, of this amount.
Through October 31, 2022, $349,824 had been paid by the Department on the principal related to
this obligation.

The bonds are not general obligations of the City but are special obligations secured by a pledge of
and are payable from revenues derived from the water system of the Department. The bonds and
related interest do not constitute an indebtedness of the City.

A statutory mortgage lien upon the water facilities, including all extensions, improvements and
betterments shall exist in favor of the owner of the bonds until payment in full of the principal and
interest on the bonds.

On January 29, 2009, the City passed Ordinance No. 09-10 to increase water rates and Ordinance
No. 09-11 to authorize the issuance of the Water and Sewer Revenue Bond Series 2010A and 20108
referenced above. On July 5, 2012, the City passed Ordinance No. 2012-06 to increase water rates
to ensure the City would continue to meet future debt obligations.

Audited financial statements for the FSPWA are prepared annually and may be obtained from the
FSPWA's director.

See Note 8 for more information on the debt.

NOTE 11: RISK MANAGEMENT

The Department 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. These risks
are covered by commercial insurance purchased from independent third parties and participation in
public entity risk pools. The amount of settlements has not exceeded the insurance coverage for the
past three years. There were no significant reductions in insurance coverage in the major categories
of risk from coverage in the prior year.

The municipality, which the Department is a part of, participates in the Arkansas Municipal League
Program (public entity risk pools) for coverage in the following areas:

Municipal Property Program - This program covers insurable property and equipment, exclusive
of motor vehicles and water vessels, which belong to or are in the care, custody or control of a
participating municipality. Property is valued at the full cost to repair or replace the property
after deduction of the depreciation or as agreed to by the participating municipality and
program. Loss amounts payable will be reduced by the deductible amount of $1,000. The
municipality agrees to pay into the program each year a service charge established annually by
the program administrator for property for which the municipality desires coverage.
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Municipal Legal Defense Program - The program shall, at the sole discretion of the program
administrators, provide extraordinary legal defense and extraordinary expenses in suits against
municipal officials and employees and civil rights suits against the municipal government of a
participating municipality and pay extraordinary judgments (for actual damages - no punitive
damages) imposed on municipal offices and employees and the municipal government. The
program shall never be liable to reimburse the municipal government, municipal officials and
employees because of judgment in any one lawsuit for more than 25 percent of the program's
available funds at the time the lawsuit was filed or the judgment becomes final, or $1 million,
whichever is less. The municipality agrees to pay into the program each year a charge
established by the steering committee. Each municipality also agrees to pay the first $3,000 of
the aggregated cost for all expenses on each lawsuit. The cost deposit is not refundable.

Workers' Compensation - This program provides statutory benefits for losses incurred by
municipal officials, employees and volunteer fire fighters while performing work for the
municipality. Rates for the municipalities participating in this program are revised annually
based on the cost experience of the particular municipality or group as determined by the
Workers' Compensation Commission.

Municipal Vehicle Program

Liability - This program may pay all sums the municipality legally must pay as damages
because of bodily injury, death or property damage to which this agreement applies
involving a covered municipal vehicle and for which the municipality is liable. The limit of
payment by the program is $25,000 for bodily injury per person, $50,000 for bodily injury
per accident, and $25,000 for property damage per accident. The municipality shall pay into
the program each year a charge established annually by the program administrator for
covered municipal vehicles and mobile equipment owned or leased by the municipality.

Physical Damage - This program covers vehicles and permanently attached equipment which
are the property of the participating municipality. Property is valued at the full cost to repair
or replace the property after deduction for depreciation. Loss amounts payable will be
reduced by the deductible amount of $5,000 per occurrence. The municipality agrees to pay
into the program each year a service charge established annually by the program
administrator for the covered property.

The municipality also participates in the Self-Insured Fidelity Bond Program administered by the
Governmental Bonding Board. This program covers actual losses sustained by the participating
entity through any fraudulent or dishonest act or acts committed by any of the officials or
employees, acting alone or in collusion with others, during the bond period to an amount not
exceeding the lesser of $250,000 or the amount of the bond. Premiums for coverage are determined
by the State Risk Manager and approved by the Board. These premiums are paid by the State
Treasurer from funds withheld from the Municipal Aid Fund. There is a $1,000 deductible per
occurrence.
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NOTE 12: RISKS AND UNCERTAINTIES

The COVID-19 pandemic has had an adverse impact on both domestic and global financial markets and
operations since it was declared a global pandemic by the World Health Organization. Management is
unable to accurately predict how the COVID-19 pandemic will continue to affect the results of the

Department’s operations due to uncertainties surrounding the severity of the disease and duration of
the outbreak.

NOTE 13: SUBSEQUENT EVENTS

Management has evaluated subsequent events through March 30, 2023, the date that the financial
statements were available to be issued.
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1 LANDMARK

CERTIFIED PUBLIC ACCOUNTANTS

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 Mayor and City Council
City of Charleston, Arkansas
Water and Sewer Department
Charleston, Arkansas

We have audited, 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, the financial statements of the City of Charleston, Arkansas
Water and Sewer Department (the “Department”) as of and for the year ended October 31, 2022, and the
related notes to the financial statements, which collectively comprise the Department’s basic financial
statements as listed in the table of contents, and have issued our report thereon dated March 30, 2023.

Report on Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Department’s internal
control over financial reporting (internal control) as a basis for designing audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the financial statements, but
not for the purpose of expressing an opinion on the effectiveness of the Department’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Department’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 Department’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 and therefore, material weaknesses or significant deficiencies may
exist that were not identified. However, as described in the accompanying schedule of findings and
responses as item 2022-001, we did identify a certain deficiency in internal control over financial reporting
that we considered to be a material weakness.
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To the Mayor and City Council
City of Charleston, Arkansas
Water and Sewer Department

Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’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
financial statements. 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.

The Department’s Response to Findings

The Department’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and responses. The Department’s responses were not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion on
them.

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
Department’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 Department’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

dfarde 2

Fort Smith, Arkansas
March 30, 2023
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Year ended October 31, 2022

2022-001: Lack of Segregation of Duties

Condition: During the year ended October 31, 2022, we noted that there was a lack of segregation of
duties in some areas, including cash receipts, preparing deposits, and recording transactions and
adjustments to the general ledger.

Criteria and Cause: A proper segregation of duties is an integral part of any internal control system.
Ideally, duties should be segregated to prevent one person from being in a position to authorize
transactions, record transactions and maintain custody of assets of the Department. Our review of the
Department’s financial reporting system disclosed that, primarily due to the limited number of
accounting personnel, there are inherent limitations in the Department’s controls in this regard.
Related to cash receipts, internal controls should be in place to insure that cash receipts are being
handled by more than one member of the Department’s personnel. Related to the preparation of
deposits, deposit slips should be matched against the list of receipts to ensure that all amounts on the
receipts were deposited. Related to general journal entries, internal controls should be in place to
insure that the complete population of general journal entries posted during the year are being
reviewed and approved by a member of management that is independent from the posting of the
journal entries.

Effect: A lack of proper segregation of duties increases the risk that errors or fraud may occur and not
be detected in a timely manner. Accordingly, a lack of segregation or independent review and approval
of cash receipts, bank deposits and general journal entries increases the risk that errors or fraud may
occur and not be detected in a timely manner.

Recommendation: We recommend that management and the City Council monitor controls on an
ongoing basis, always looking for ways to reassign duties or implement review procedures in order to
improve internal controls with the staff that is in place. While we realize that the Department does not
presently have the staff necessary to achieve a complete segregation of duties, and that the
employment of additional personnel for the purpose of segregating duties may not be possible from a
cost-benefit standpoint, we believe there are certain instances where duties can and should be
reassigned to ensure that no one employee has access to both physical assets and the related
accounting records or to all phases of a transaction.

Views of Responsible Officials and Corrective Actions: The Department feels that its current controls
over the segregation of duties are adequate and that implementing additional controls is not practical or
feasible with the Department’s current staff and resources. However, the Department will continually
evaluate the cost/benefit of improving internal controls and implement additional controls as
considered necessary and appropriate.
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