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INDEPENDENT AUDITOR’S REPORT

To the City Council of the
City of Portland Water & Sewer Department

We have audited the accompanying financial statements of the City of Portland Water and Sewer
Department, “the Organization”, a component unit of the City of Portland, Arkansas, as of and for the year
ended December 31, 2020, and the related notes to the financial statements, which collectively comprise
the Organization’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions 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 to the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the Organization’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 Department’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Organization as of December 31, 2020, and its changes in net position
and its cash flows for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Member of the Arkansas Society of Certified Public Accountants
Member American Institute of Certified Public Accountants
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Other Matters

As discussed in Note 1, the financial statements present only the Organization and do not purport to, and do
not, present fairly the financial position of the City of Portland, Arkansas, and the changes in their financial
position, or, where applicable, their cash flows in conformity with accounting principles generally accepted in
the United States of America.

Required Supplementary Information

Management has omitted the Management’s Discussion and Analysis and Budget to Actual Comparison
required by accounting principles generally accepted in the United States of America to be presented to
supplement the basic financial statements. Such missing information, although not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who consider it to be an
essential part of the financial reporting for placing the financial statements in an appropriate operational,
economic or historical context. Our opinion on the financial statements is not affected by this missing
information.

Supplementary and Other Information

Our audit was conducted for the purpose of forming an opinion on the Organization’s basic financial
statements. The supplementary information, as listed in the table of contents, is presented for purposes of
additional analysis and is not a required part of the basic financial statements. The schedule of expenditures
of federal awards, as presented in the government auditing section, is presented for purposes of additional
analysis as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards, and is not a required part of
the basic financial statements.

Such information is the responsibility of management and was derived from and relates to the underlying
accounting and other records used to prepare the basic financial statements. The information has been
subjected to the auditing procedures applied in the audits of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial
statements themselves, and other additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the supplemental information, as listed in the table
of contents, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 30,
2022 on our consideration of the Organization’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 solely to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the effectiveness
of the Organization’s internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering the Organization’s
internal control over financial reporting and compliance.

&VZT Aceccte ric

Monticello, Arkansas
September 30, 2022



WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
STATEMENT OF NET POSITION
December 31, 2020

2020
Assets
Current assets
Cash and cash equivalents $ 8,898
Accounts receivable (net) 17,562
Prepaid expenses 2,640
Total current assets 29,100
Restricted cash and investments
Meter deposits 9,335
Construction 690,138
Debt reserve funds 16,670
Total restricted cash and investments 716,143
Fixed assets, net of accumulated depreciation 3,541,084
Total assets $ 4,286,327
Liabilities and Net Position
Current liabilities
Accounts payable $ 205,458
Accrued taxes payable 939
Solid waste payments due to city 2,690
Mosquito payment due to city 778
Current portion of bonds payable 50,770
Total current liabilities 260,635
Long term liabilities
Bonds payable, net of current amount 2,533,756
Customer deposits 9,335
Total long term liabilities 2,543,091
Net position
Invested in capital assets, net of related debt 956,558
Restricted 16,670
Unrestricted 509,373
Total net position 1,482,601
Total liabilities and net position $ 4,286,327

The accompanying notes are an integral part of the financial statements.
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
For the Year Ended December 31, 2020

2020
Operating revenues
Water sales $ 133,586
Sewer sales 80,639
Late charges 5,925
Other operating revenue 2,455
Total operating revenue 222,605
Operating expenses
Plant operations and distribution 113,363
General and administrative 16,426
Depreciation 34,734
Total operating expenses 164,523
Income / (loss) from operations 58,082
Other revenue / (expenses)
Interest income 334
Grant revenue 994,631
Interest expense (66,907)

Total other revenue / (expenses) 928,058
Excess (deficit) of revenues over expenses 986,140
Other financing sources (uses)

Transfers in / (out) 35,000
Change in net position $ 1,021,140
Net position, beginning of year 461,461

Change in net invested in capital assets 261,811
Change in restricted assets 15,699
Change in unrestricted assets 743,630

Change in net position 1,021,140

Net position, end of year $ 1,482,601

The accompanying notes are an integral part of the financial statements.
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS

STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2020

Cash flows from operating activities
Cash received from customers
Payments for salaries and benefits
Payments for operating and administrative expenses
Net cash provided by (used for) operating activities

Cash flows from investing activities
Purchase of property, plant and equipment
Transfers in (out)
Interest income
Net cash provided by (used for) investing activities

Cash flows from financing activities
Proceeds from debt issuance
Proceeds from grant revenue
Principal payments on debt
Interest payments
Change in customer deposits
Net cash provided by (used for) financing activities

Change in cash and cash equivalents

Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Cash and cash equivalents
Restricted cash and cash equivalents

The accompanying notes are an integral part of the financial statements.
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2020

221,504
(80,075)
(347,682)

(206,253)

(1,925,974)
35,000
334

(1,890,640)

1,674,903
994,631

(45,474)

(66,907)
1,200

2,558,353

461,460

263,581

725,041

8,898
716,143

725,041




WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS

STATEMENT OF CASH FLOWS (Continued)
For the Year Ended December 31, 2020

2020

Reconciliation of operating income to
net cash from operating activities:

Operating income (loss) $

58,082

Adjustments to reconcile operating income to
net cash from operating activities:

Depreciation

Changes in assets and liabilities:
Accounts receivable
Prepaid expenses
Accounts payable
Accrued taxes payable
Solid waste payments due to city
Mosquito payment due to city

34,734

(1,101)
(267)
(297,762)

49

8

4

Total adjustments

Net cash provided by (used for) operating activities $

(264,335)

(206,253)

The accompanying notes are an integral part of the financial statements.
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE FINANCIAL STATEMENTS
December 31, 2020

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Financial Reporting Entity

The Water and Sewer Department (the “Organization”) is a component unit of the City of Portland,
Arkansas. The Organization is governed by the City Council. The Organization provides water and sewer
services to the City of Portland and certain surrounding areas. The Council approves the rate changes of
the Organization’s services. The debt of the Organization is maintained in the name of the City of Portland.

B. Fund Type

The Organization is an enterprise fund, 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 the costs
(expenses, including depreciation) 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 policy, management control, accountability, or other purposes.

C. Basis of Accounting

The financial statements are presented using the economic resources measurement focus and the accrual
basis of accounting. Revenues are recognized when earned and expenses are recognized when incurred,
regardless of the timing of the related cash flows. Operating revenues and expenses are distinguished from
other revenue (expense) items. Operating revenues and expenses generally result from providing services
in connection with the principal ongoing operations of the Organization. All revenues and expenses not
meeting this definition are reported as other revenues (expenses) but remain a major component of the
overall revenues and expenses of the Organization.

In accordance with Governmental Accounting Standards Board (GASB) Statement Number 62, the
Organization applies accounting standards in accordance with the Codification of Governmental Accounting
and Financial Reporting Standards which incorporates applicable Financial Accounting Standards Board
(FASB) and American Institute of Certified Public Accountants (AICPA) Pronouncements issued on or
before November 30, 1989.

D. Use of Estimate

Management used estimates and assumptions in preparing these financial statements. Those estimates
and assumptions 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 expenditures
during the reporting period. Actual results could differ from those estimates.

E. Assets, Liabilities, and Net Position

Cash and Cash Equivalents

The Organization considers all highly liquid investments with an original maturity of three months or less
when purchased to be cash and cash equivalents. For the purpose of financial reporting, all demand
accounts, savings accounts, cash on hand, certificates of deposits, and money market accounts are
considered to be cash and cash equivalents.



WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE FINANCIAL STATEMENTS (continued)
December 31, 2020

NOTE 1 (continued)

Accounts Receivable

Accounts receivable relate to water and sewer service billings and are shown net of an allowance for
doubtful accounts. The allowance is based upon historical losses and a review of the past-due accounts.
Credit extended to customers is generally uncollateralized. Accounts are due ten days after the billing date.
Past-due accounts are charged a late fee penalty. Customers are required to make a deposit, and deposits
can be offset against the receivable.

Fixed Assets

Fixed assets are recorded at cost, including interest incurred during the construction period. Contributed
property is recorded at fair value at the date of contribution. Depreciation is recorded on each class of
depreciable property utilizing the straight-line method over the estimated useful lives of the assets. The
ranges of estimated useful lives are as follows:

Water Plant 20-40 years
Wells & Water Tanks 20-40 years
Buildings & Improvements 20-25 years
Vehicles & Equipment 5-10 years

The Organization’s capitalization policy states that capital assets are defined as assets with an estimated
useful life of greater than one year and over $1,000. The cost basis of fully depreciated property and
equipment still in use by the Organization at December 31, 2020 amounted to $343,831.

Net Position Classifications

o 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.

o Restricted net position — 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.

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

F. Date of Management’s Review
The Organization evaluated its December 31, 2020 financial statements for subsequent events through

September 30, 2022, the date the financial statements were available to be issued. The Organization is not
aware of any subsequent events which would require recognition or disclosure in the financial statements.



WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE FINANCIAL STATEMENTS (continued)
December 31, 2020

NOTE 2 — CERTIFICATES OF DEPOSIT AND INVESTMENTS

Arkansas Code Annotated 19-1-501 outlines the eligible investments allowed by a municipality along with
Certificates of Deposits when secured in compliance with Arkansas Code 19-8-202. Deposits in excess of
Federal Deposit Insurance (FDIC) are required to be secured by qualified pledged securities allowed by the
Code to mitigate custodial credit risk. Custodial credit risk is the risk that in the event of a bank failure a
government’s deposits may not be returned to it.

The schedule below is designed to disclose the level of custodial credit risk assumed by the Organization
based upon how its deposits were insured or secured by pledged securities, or unsecured at December 31,
2020.

Category 1 — Insured FDIC or secured with securities held by the Organization (or public trust) or by
its agent in its name.

Category 2 — Uninsured but collateralized with securities held by the pledging financial institutions’
trust Organization in the Organization’s name.

Category 3 — Unsecured and uncollateralized, or collateralized with securities held by the pledging
institution, or by its trust Organization or agent in the Organization’s name, or collateralized with no
written or approved collateralized agreement.

The level of security for the Organization’s bank deposits are as follows:

Depository Total Category 1 Category 2 Category 3
Bank A $ 707,430 $ 250,000 $ 457,430 $ -
Bank B 17,963 17,963 - -

Total $ 725,393 $ 267,963 $ 457430 $ -

The amounts shown are bank ledger balances of the referenced bank’s deposits and may differ from the
Organization’s general ledger balances.

The Organization has certain amounts of its cash accounts restricted at December 31, 2020 as follows:

2020
Meter deposits 9,335
Construction 690,138
Debt reserve requirements 16,670

Total restricted cash $ 716,143

The debt reserve cash requirements are restricted for use of replacement of certain equipment securing the
bonded indebtedness or for their repairs during the term of the debt and for the use of annual debt service
payments for the Organization’s indebtedness.

Customers’ meter deposits are restricted for the use of refunding a departing customers’ refund upon
leaving the Organization or for off-setting any amounts owed by the customer upon departure.

It is the Organization’s policy to use other available cash for equipment replacement or repairs rather than
the restricted amounts.



WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE FINANCIAL STATEMENTS (continued)
December 31, 2020

NOTE 3 — CHANGES IN FIXED ASSETS

Balance Balance
December 31, December 31,
2019 Transfers Additions Disposals 2020
Water system $ 937,043 $ - $ 75272 % - $ 1,012,315
Sewer system 380,968 - - - 380,968
Machinery and equipment 234,415 - - - 234,415
Furniture and fixtures 1,999 - - - 1,999
Building and improvements 9,434 - 6,183 - 15,617
Contruction in progress 1,319,418 - 1,844,519 - 3,163,937
2,883,277 - 1,925,974 - 4,809,251
Accumulated depreciation (1,233,433) - (34,734) - (1,268,167)
$ 1,649,844 § - $ 1891240 $ - $ 3,541,084

NOTE 4 — LONG-TERM DEBT
Long-term debt consisted of the following at December 31, 2020:

2020

Note payable to the United States Department of Agriculture for the construction of
water system improvements, payable in monthly installments of $3,505, including $ 1,067,020
principal and interest through December 2059; interest at 2.375%, secured by the
water system.

Note payable to the Arkansas Natural Resource Commission for the construction of
sewer system improvements, payable in monthly installments of $6,389.50, including $ 1,517,506
principal and interest through March 2050; interest at 2.850%, secured by the
sewer system.
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE FINANCIAL STATEMENTS (continued)
December 31, 2020

NOTE 4 (continued)

Annual debt service requirements to maturity based on current interest rates for long-term debt are as
follows for the year ending December 31:

Principal Interest
2021 $ 50,770 $ 67,964
2022 52,153 66,580
2023 53,575 65,158
2024 55,036 63,698
2025 56,537 62,197
2026-2030 306,680 286,988
2031-2035 350,892 242,775
2036-2040 401,529 192,139
2041-2045 459,528 134,140
2046-2050 461,384 68,388
Therafter 336,442 37,023

$ 2,584,526 $ 1,287,050

NOTE 5 — RISK MANAGEMENT
The Organization is exposed to various risks of loss related to theft of, damage to, and destruction of
assets, errors and omissions, and natural disasters. These risks are covered by commercial insurance
purchased from independent third parties. Settled claims have not exceeded this commercial coverage in
any of the three preceding years.

NOTE 6 - DEPARTURE FROM GENERALLY ACCEPTED ACCOUNTING PROCEDURES

Management has elected to omit the Budget to Actual Comparison and the Management Discussion and
Analysis of the Organization from the financial statements which are required by GAAP.

11
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS

SCHEDULE OF OPERATING EXPENSES
For the Year Ended December 31, 2020

2020
Plant operations and distributions
Salaries, wages, and benefits 59,730
Payroll taxes 4,330
Repairs and maintenance 9,070
Utilities 14,040
Insurance 5,656
Travel and fuel expenses 1,418
License, permits, fees 6,207
Operating supplies 11,826
Other expenses 1,086
Total plant operations and distributions 113,363
General and adminitrative
Salaries, wages, and benefits 14,932
Payroll taxes 1,083
Office supplies 111
Bad debt 300
Total general and administrative 16,426
Depreciation 34,734
Total operating expenses $ 164,523

See Independent Auditor's Report.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the City Council of the
City of Portland Water & Sewer Department

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 accompanying financial statements of the City of Portland
Water and Sewer Department (“the Organization”), a component unit of the City of Portland, Arkansas,
which comprise the statement of net position as of December 31, 2020 and the related statements of
revenues, expenses, and changes in net position and cash flows for the year then ended, and the related
notes to the financial statements, which collectively comprise the Organization’s basic financial statements,
and have issued our report thereon dated September 30, 2022.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Organization’s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in
the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Organization’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the Organization’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 Organization’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. We identified certain
deficiencies in internal control, described in the accompanying schedule of findings and questioned costs as
items 2020-001 that we consider to be significant deficiencies.

Member of the Arkansas Society of Certified Public Accountants
Member American Institute of Certified Public Accountants
Private Companies Practice Section
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Report on Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Organization’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 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 Organization’s Response to Findings

Government Auditing Standards requires the auditor to perform limited procedures on the Organization’s
response to the findings identified in our audit and described in the accompanying schedule of findings and
questioned costs. The Organization ’s response was not subjected to the other auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on the response.

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

% A‘&'w&.{q‘ Leco

Monticello, Arkansas
September 30, 2022
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE

To the City Council of the
City of Portland Water & Sewer Department

Report on Compliance for Each Major Federal Program

We have audited the City of Portland Water and Sewer Department (“the Organization”), a component unit
of the City of Portland, Arkansas, compliance with the types of compliance requirements described in the
OMB Compliance Supplement that could have a direct and material effect on each of the Organization’s
major federal programs for the year ended December 31, 2020. The Organization’s major federal programs
are identified in the summary of auditor’s results section of the accompanying schedule of findings and
questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and conditions
of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the Organization’s major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted our
audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the audit requirements of Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the Organization’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of the Organization’s compliance.

Opinion on Each Major Federal Program

In our opinion, the Organization complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended December 31, 2020.

Member of the Arkansas Society of Certified Public Accountants
Member American Institute of Certified Public Accountants
Private Companies Practice Section
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Report on Internal Control over Compliance

Management of the Organization is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred to above. In planning and performing
our audit of compliance, we considered the Organization’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Organization’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a deficiency,
or a combination of deficiencies, in internal control over compliance, such that there is a reasonable
possibility that material noncompliance with a type of compliance requirement of a federal program will not
be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type
of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, 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. We identified certain
deficiencies in internal control, described in the accompanying schedule of findings and questioned costs as
items 2020-002 that we consider to be significant deficiencies.

The Organization’s Response to Findings

Government Auditing Standards requires the auditor to perform limited procedures on the Organization’s
response to the findings identified in our audit and described in the accompanying schedule of findings and
questioned costs. The Organization ’s response was not subjected to the other auditing procedures applied
in the audit of the financial statements and, accordingly, we express no opinion on the response.

Purpose of this Report
The purpose of this report on internal control over compliance is solely to describe the scope of our testing

of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

&Va‘ Az» c:a,{cr LLes

Monticello, Arkansas
September 30, 2022
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
SCHEDULE OF EXPENITURES OF FEDERAL AWARDS
For the Year Ended December 31, 2020

CFDA

Federal Grantor/Pass-Though Grantor/Program Title Number Expenditures

U.S. Department of Agriculture
Direct Award
Water and Waste Disposal Systems for Rural Communities - Direct Loan
Water and Waste Disposal Systems for Rural Communities - Grant

Total Federal Awards

See independent auditor’s report and accompanying notes to the schedule.
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10.760 $ 129,903
10.760 898,631

$ 1,028,534



WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
NOTES TO THE SCHEDULE OF EXPENITURES OF FEDERAL AWARDS
For the Year Ended December 31, 2020

NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards (the Schedule) includes the federal grant
activity of the Organization, under programs of the federal government for the year ended December 31,
2020. The information in this Schedule is presented in accordance with the requirements of Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Costs Principles, and Audit
Requirements for Federal Awards (Uniform Guidance). Because the Schedule presents only a selected
portion of the operations of the Organization, it is not intended to and does not present the financial position,
changes in net assets, or cash flows of the Organization.

NOTE B — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
1) Expenditures reported on the Schedule are reported on the accrual basis of accounting. Such
expenditures are recognized following the cost principles contained the Uniform Guidance wherein
certain types of expenditures are not allowable or are limited as to reimbursement.
2) Pass-through entity identifying numbers are presented where available and applicable.

3) There were no federal awards passed through to subrecipients.

4) The Organization has elected not to use the de minimis indirect cost rate as allowed under the
Uniform Guidance.

5) Non-monetary assistance is reported in the schedule at the fair market value of the commodities
received and disbursed.

NOTE C — WATER AND WASTE DISPOSAL SYSTEMS FOR RURAL COMMUNITIES - DIRECT LOAN

The Organization has a direct loan for the purpose of constructing water systems for the rural community
that is funded by the U.S. Department of Agriculture. Balances and transactions relating to this program are
included in the Organization’s basic financial statements. Loans outstanding at the beginning of the year
and loans made during the year are included in the federal expenditures presented in the schedule. The
balance of the loans outstanding at December 31, 2020 consists of:

Outstanding New Outstanding Administrative
CFDA Balance at Loans / Principal Balance at Cost Interest
Number Program Name 1/1/2020 Advances Payments 12/31/2020 Allowances Subsidies

Water and Waste Disposal
10.760  Systems for Rural $ 955,097 $129,903 $(17,980) $ 1,067,020 $ - $ -
Communities - Direct Loan
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended December 31, 2020

SECTION | - SUMMARY OF INDEPENDENT AUDITIOR’S RESULTS

Financial Statements

Type of auditor’s report issued on whether financial statements audited
were prepared in accordance with accounting principles generally
accepted in the United State of America Unmodified

Internal control over financial reporting:
Material weakness(es) identified? ___Yes_X_ No

Significant deficiency(ies) identified not considered
to be material weakness(es)? _X_Yes ___None Reported

Noncompliance material to financial statements noted? __Yes _X No

Federal Awards

Internal control over major programs:
Material weakness(es) identified? ___Yes _X No

Significant deficiency(ies) identified not considered
to be material weakness(es)? _X_Yes ___None Reported

Type of auditor’s report issued on compliance for major programs: Unmodified

Any audit findings disclosed that are required to be reported
in accordance with 2 CFR 200.516(a) ___Yes _X No

Identification of major programs:
CFDA Number: 10.760 — Water and Waste Disposal Systems for Rural Communities
Dollar threshold used to distinguish between Type A and Type B programs: $750,000

Did auditee qualify as a low-risk auditee? ___Yes _X No
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (continued)
For the Year Ended December 31, 2020

SECTION Il - FINANCIAL STATEMENT FINDINGS

2020-001

Segregation of Duties

Condition: The Organization did not segregate financial accounting duties relating to initiating,
receipting, depositing, disbursing, and recording cash transactions to sufficiently reduce the
risks of fraud or error.

Criteria: Proper segregation of controls should be in place to provide reasonable assurance
that fraud or error does not occur.

Cause: The Organization has limited financial resources which prevent it from fully segregated
financial accounting duties.

Effect: Without proper segregation of duties, opportunity for fraud or error exists.
Recommendation: The Organization should evaluate its internal controls and segregate

financial duties to the extent possible with the current staffing levels. The Organization should
consider additional oversight where segregation is not possible.

SECTION lil - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

2020-002 Monitoring and Review

Condition: The Organization did not have adequate entity wide level controls in place to ensure
constant monitoring over the compliance of federal and state grants. As a result, certain
compliance requirements were not met. The Organization did not meet the requirement to have
an audit completed timely.

Criteria: State regulations require an audit be completed and submitted to the state if federal
expenditures are over $750,000 during the fiscal year. Federal regulations require a single
audit be performed for expenditures over $750,000 during the fiscal year.

Cause: The Organization did not designate an individual to oversee the compliance with state
and federal regulations.

Effect: The Organization is out of compliance and could result in repayment of grants received.

Recommendation: The Organization should designate an individual to ensure that all state and
federal regulations are being monitored and reviewed on an ongoing and timely basis.
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS

SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
For the Year Ended December 31, 2020

FINANCIAL STATEMENT FINDINGS

Prior Year Finding Number | Finding Title

Status

2019-001 Segregation of Duties — Significant Deficiency

Repeated / 2020-001

FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Prior Year Finding Number | Finding Title

Status

2019-002 Monitoring and Review — Significant Deficiency

Repeated / 2020-002
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WATER & SEWER DEPARTMENT OF THE CITY OF PORTLAND, ARKANSAS
MANAGEMENT’S CORRECTIVE ACTION PLAN
For the Year Ended December 31, 2020

The City of Portland Water & Sewer Department respectfully submits the following corrective action plan for
the year ended December 31, 2020. The findings from the December 31, 2020 schedule of findings and
questioned costs are discussed below. The findings are numbered consistently with the numbers assigned
in the schedule.

2020-001: Segregation of Duties

Planned Corrective Action: We have had personnel changes in management that should bring an
increased level of scrutiny over the processes in place. We also plan on
ensuring the City Council is involved in daily processes and reviews that will
create an extra level of review to detect errors timely.

2020-002: Monitoring and Review

Planned Corrective Action: We have personnel changes in management that should bring an increased
level of scrutiny over the processes in place. We will analyze all grants and
contracts in detail in order to ensure compliance with state and federal
guidelines.
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