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Meyer & Ward, P.A.
Certified Public Accountants
P.O. Box 1045
Wynne, AR 72396

INDEPENDENT AUDITOR’S REPORT

Mayor and City Council
Cotton Plant Water and Sewer Department
Cotton Plant, AR

Disclaimer of Opinions

We were engaged to audit the accompanying financial statements of the business-type activities of Cotton
Plant Water and Sewer Department as of and for the year ended December 31, 2021, and the related notes
to the financial statements, which collectively comprise the Cotton Plant Water and Sewer Department’s
basic financial statements as listed in the table of contents.

We do not express an opinion on the financial statements of Cotton Plant Water and Sewer Department.
Because of the significance of the matter described in the Basis for Disclaimer of Opinion section of our
report, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit
opinion on the financial statements of the Cotton Plant Water and Sewer Department

Basis for Disclaimer of Opinion

Because of inadequacies in the Entity’s accounting records, were unable to form an opinion regarding the
amounts recorded as payroll, payroll tax expenses, and payroll liabilities in the accompanying financial
statements.

Responsibilities of Management for the Financial Statements

Management 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 Cotton Plant Water and Sewer
Department’s ability to continue as a going concern for twelve months beyond the financial statement date,
including any currently known information that may raise substantial doubt shortly thereafter.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our responsibility is to conduct an audit of the Cotton Plant Water and Sewer Department’s financial
statements in accordance with generally accepted auditing standards and to issue an auditor’s report.
However, because of the matter described in the Basis for Disclaimer of Opinion section of our report, we
were not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on the
financial statements of Cotton Plant Water and Sewer Department.

We are required to be independent of the Cotton Plant Water and Sewer Department and to meet our other
ethical responsibilities, in accordance with the relevant ethical requirements relating to our audit.



Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 3 through 5 and 20 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 22,
2023, on our consideration of the Cotton Plant Water and Sewer 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 internal control over financial reporting or compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards in considering the Entity’s internal control over financial
reporting and compliance.

Meyer & Wowd,

Meyer & Ward, P.A.
Certified Public Accountants
Wynne, Arkansas 72396

September 22, 2023



COTTON PLANT WATER AND SEWER DEPARTMENT
MANAGEMENT’'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2021

Within this section of the Cotton Plant Water and Sewer Department’s (the Entity) financial report,
the Entity’s management provides narrative discussion and analysis of the financial activities of the
Entity for the year ended December 31, 2021. The Entity’s financial performance is discussed and
analyzed within the context of the accompanying financial Statements and disclosures following this
section.

Using this annual report

The annual report consists of a series of financial statements. The Statement of Net Position and the
Statement of Revenues, Expenses and Changes in Net Position provide information about the Entity
as a whole and present a longer-term view of the Entity’s finances. The Statement of Cash Flows
provides a summary of the changes in cash and cash equivalents for the year. Information is included
in the Notes to Financial Statements to disclose accounting policies and additional financial detail
amounts shown in the financial statements. A report on internal control is also included.

Reporting on Cotton Plant Water and Sewer Department as a whole

Our analysis of the Entity follows in the next section. The Entity operates as business-type activity
providing water utilities to its customers. Its revenues must be sufficient to cover the cost of
operations, payments of indebtedness, and cost of improvements to the system. One of the most
important questions asked about the Entity’s finances is “Is the Entity as a whole better off as a result
of this year’s activities?” The Statement of Net Position and the Statement of Revenues, Expenses,
and Changes in Net Position report information about the Entity as a whole, and its activities in a
way that helps answer this question. These statements include all assets and liabilities using the
accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. All of the current year’s revenues and expenses are taken into account regardless of
when cash is received or paid.

These two statements report the Entity’s net position and changes in them. You can think of the
Entity’s net position (the difference between assets and liabilities) as one way to measure the Entity’s
financial health, or financial position. Over time, increases or decreases in the net position are one
indicator of whether the financial health is improving, or deteriorating. You will need to consider
other nonfinancial factors, however, such as the conditions of the water and sewer system, to assess
the overall health of the Entity.



COTTON PLANT WATER AND SEWER DEPARTMENT
MANAGEMENT’'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2021

Financial Highlights

2021 2020
Beginning Net Position $ 1,858,371 $ 1,950,154
Increase (decrease) in Net Position (129,966) (91,783)
Ending Net Position $ 1,728,405 $ 1,858,371

The following table summarizes the net position:

2021 2020

Current assets $ 52,237 $ 36,278
Restricted assets 70,910 68,597
Capital assets 2,422,347 2,517,163
Total assets $ 2,545,494 $ 2,622,038
Current Liabilities $ 111,002 $ 132,490
Long-term liabilities 706,087 631,177
Total liabilities 817,089 763,667
Net position

Unrestricted (116,185) (13,384)
Restricted for debt seniice 20,782 17,164
Invested in capital assets 1,823,808 1,854,591
Total Net position $ 1,728,405 $ 1,858,371

The following schedule presents a summary of revenues and expenditures for the years ended
December 31, 2021, and 2020.

2021 2020
Operating Revenues $ 179,405 $ 165,242
Operating Expenses 283,714 232,999
Operating Income (104,309) (67,757)
Other Income (Expenses) (25,657) (24,026)

$ (129,966) $ (91,783)




COTTON PLANT WATER AND SEWER DEPARTMENT
MANAGEMENT’'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2021

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets

At year-end December 31, 2021, the Entity had $ 2,422,347 invested in capital assets. This
represents a net decrease of $ 94,816 which is the result of depreciation expense recognized of
$ 105,726 and equipment purchased of $ 10,910.

Debt

At year-end, the Entity had $ 598,539 in outstanding bonds and notes payable. This represents a
net decrease of S 64,033 which is the result of loan repayments. There were no new borrowings
for the year ended December 31, 2021.

ECONOMIC FACTORS AND NEXT YEARS BUDGETS AND RATES

The Entity has plans for significant water and sewer system improvements. The Entity will seek
Federal and State Grant funds to pay for improvements. No rate increase is anticipated.

CONTACTING THE AUTHORITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide our customers, suppliers, and creditors with a general
overview of the Entity’s finances and to show the Entity’s accountability for the money it receives.
If you have questions about this report or need additional financial information, contact Clara
Brown, Cotton Plant, Arkansas.



COTTON PLANT WATER AND SEWER DEPARTMENT
STATEMENT OF NET POSITION
DECEMBER 31, 2021

ASSETS
CURRENT ASSETS:
Cash on hand and in banks $ 545
Accounts receivable 51,692
Total Current Assets 52,237

RESTRICTED ASSETS:
Cash in bank 70,910
Total Restricted Assets 70,910

PROPERTY, PLANT AND EQUIPMENT:

Water and Sewer System 5,448,237
Equipment 38,570
Building 15,346

Land 19,694
Furniture and Equipment 9,290
5,631,137

Less: Accumulated Depreciation (3,108,790)
Net Property, Plant and Equipment 2,422,347
TOTAL ASSETS $ 2,545,494

The accompanying notes are an integral part of these financial statements.



COTTON PLANT WATER AND SEWER DEPARTMENT
STATEMENT OF NET POSITION
DECEMBER 31, 2021

LIABILITIES AND NET POSITION

CURRENT LIABILITIES:
Current portion of long-term debt $ 47,797
Accounts payable 13,524
Accrued interest 2,121
Total Current Liabilities 63,442

CURRENT LIABILITIES PAYABLE

FROMRESTRICTED ASSETS

Customer meter deposits 47,560
NONCURRENT LIABILITIES

Due to General Fund 155,345
LONG-TERM DEBT, less current portion 550,742
NET POSITION

Invested in capital assets, net of related debt 1,823,808

Restricted for debt service 20,782

Unrestricted Net Position (Deficit) (116,185)
TOTAL NET POSITION 1,728,405
TOTAL LIABILITIES AND NET POSITION $ 2,545,494

The accompanying notes are an integral part of these financial statements.



COTTON PLANT WATER AND SEWER DEPARTMENT
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET POSITION
FOR THE YEAR ENDED DECEMBER 31, 2021

OPERATING REVENUES

Water fees $ 120,626
Sewer fees 58,779
Total Operating Revenue 179,405

OPERATING EXPENSES:

Depreciation 105,726
Lab fees 4,420
Office supplies 1,741
Operating supplies and maintenance 12,289
Salaries 127,407
Truck expense 2,221
Taxes, licenses, dues and fees 740
Utilities 29,170
Total Operating Expenses 283,714
Income (Loss) from Operations (104,309)

OTHER INCOME AND (EXPENSES)

Interest expense (25,681)

Interest income 24
Net Other Income (and Expense) (25,657)
CHANGE IN NET POSITION, INCREASE (DECREASE) (129,966)
NET POSITION, BEGINNING 1,858,371
NET POSITION, ENDING $1,728,405

The accompanying notes are an integral part of these financial statements.

8



COTTON PLANT WATER AND SEWER DEPARTMENT
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED
DECEMBER 31, 2021

Cash Flows From Operating Activities:

Receipts from customers $ 165,935
Payments to suppliers and others (55,220)
Payments to employees (127,407)
Net cash provided by operating activities (16,692)

Cash flows from noncapital financing activities
Advances from General Fund 118,567

Net cash used by noncapital financing activities 118,567

Cash flows from capital and related financing activities

Principal paid on capital debt (64,033)
Purchase of property and equipment (10,910)
Interest paid on capital debt (24,444)
Net cash provided (used) by capital and related activities (99,387)

Cash flows from investing activities

Interest income 24
Transfers (to) from restricted accounts (2,313)
Net cash provided (used) by investing activities (2,289)
Increase (decrease) in cash and cash equivalents 199
Cash and cash equivalents, beginning of year 346
Cash and cash equivalents, end of year $ 545

Reconciliation of Operating Income to Net Cash Provided by
Operating Activities

Operating Income $ (104,309)

Depreciation and Amortization 105,726

(Increase) Decrease in:

Accounts receivable (15,760)

Due from general fund

Increase (Decrease) in :

Accounts Payable (4,639)

Customer Meter Deposits 2,290
$ (16,692)

The accompanying notes are an integral part of these financial statements.



COTTON PLANT WATER AND SEWER DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021

NOTE A — ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

NATURE OF ORGANIZATION —Cotton Plant Water and Sewer Department is a
department of the City of Cotton Plant, AR. The water and sewer system serves property
located within the corporate limits of the City of Cotton Plant and certain properties located
outside the city limits. The financial statements present only the Water and Sewer
Department fund and are not intended to be government wide financial statements for the
City of Cotton Plant.

BASIS OF ACCOUNTING — The accompanying financial statements have been prepared
on the accrual basis of accounting in accordance with Generally Accepted Accounting
Principles as applied to governmental entities.

ACCOUNTS RECEIVABLE — Accounts Receivable is presented at estimated net realizable
value. The specific charge — off method is used to record bad debt expense. Revenues are
presented net of provisions for bad debt expenses. No material difference results from use
of the specific charge off method instead of allowance method as required by generally
accepted accounting principles. Accounts receivable results from water services provided
to consumers. Accounts receivable is collateralized by customer deposits.

PROPERTY AND EQUIPMENT — Property and equipment is stated at cost. Expenditures
for major renewals and betterments are capitalized while minor replacements,
maintenance, and repairs, which do not improve or extend the life of such assets, are
charged to operations as incurred. Depreciation is provided by the straight- line method
over the estimated useful lives of the assets. Estimated useful lives range are 5 — 10 years
for office furniture and equipment to 40 years for water system.

CASH AND CASH EQUIVALENTS —-The Cotton Plant Water and Sewer Department
considers all cash, and certificates of deposits purchased with a maturity of three months
or less to be cash equivalents. Deposits restricted pursuant to loan agreements or for other
purposes are not considered cash equivalents.

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

ADVERTISING — Advertising costs are expensed when incurred.

SALES TAXES - The Entity collects state and local sales tax on water sales. Sales
revenues are presented net of sales taxes paid.

OPERATING REVENUES AND EXPENSES - Operating revenues and expenses consists
of those revenues that result from ongoing operations, and are primarily charges for
services. Nonoperating revenues and expenses consist of those revenues and expenses
that are related to financing and investing type activities and result from nonexchange
transactions or ancillary services.

10



COTTON PLANT WATER AND SEWER DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021

NOTE B — RESTRICTED ASSETS:

Restricted funds consist of the following amounts:

Cash:

Repair and Replacement (Depreciation) $ 6,644
Rural Development Debt Service Reserve 16,772
Revenue Bond Fund 409
Customer's Deposit Reserve 47,085

$ 70910

The customer’s deposit reserve is established to cover the Cotton Plant Water and Sewer
Department’s liability for customer deposits of $ 47,560 as of December 31, 2021.

The Cotton Plant Water and Sewer Department is required to accumulate the following
depreciation and debt service reserves in separate bank accounts pursuant to terms of the
USDA loan agreements.

Depreciation Reserve — The Cotton Plant Water and Sewer Department is required to place
$ 1,250 each month into a deprecation reserve for short- lived assets.

Debt Service Reserve Account — One tenth of the next month’s loan payments, $ 216 per
month each month for ten years, until $ 25,848 is accumulated. This is in addition to the
continuing requirement of $ 151 per month until $ 18,048 has been accumulated.

At December 31, 2021 Cotton Plant Water and Sewer Department should have had
% 43,896 in the USDA Debt Service reserve account, the actual amount held was
16,772.

For the year ended December 31, 2021, Cotton Plant Water and Sewer Department should
have transferred $ 15,000 in the USDA Depreciation Reserve Account. There was
$ 7 transferred into the account.

Also, according to the terms of the note agreement with Arkansas Natural Resources

Commission, Cotton Plant Water and Sewer Department is required to establish a separate
depreciation reserve, at year end no reserve had been established.

11



COTTON PLANT WATER AND SEWER DEPARTMENT
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2021

NOTE C — LONG —-TERM DEBT:

Notes Payable consists of the following:

4.5 % Note Payable to USDA due in monthly installments
of $ 1,504 through 2035. Secured by water
and sewer system and pledge of future revenues.

5 % Note Payable to Arkansas Natural Resource Commission

due in monthly installments of $ 2,000 through June 2025,
secured by pledge of future revenue

4.5 % Note Payable to USDA. due in monthly
installments of $ 836 per month through 2035, secured

by water and sewer system and pledge of future revenues.

2.5% Note Payable to USDA, due in monthly
installments of $ 335, through 2049, secured by
pledge of future revenues

4.5 % Note Payable to USDA, due in monthly
installments of $ 1,320 through 2035, secured

by water and sewer system and pledge of future revenues.

5.9% Note Payable to Communities Unlimited,
due in monthly installments of $818, through 2022

Less current portion

12

$ 178,647

67,518

104,374

80,452

165,884

1,664
$ 598,539

(47,797)
$ 550,742



COTTON PLANT WATER AND SEWER DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021

NOTE C — LONG -TERM DEBT - Cont'd

At December 31, 2021 a schedule of the future payments required is as follows:

Principal Interest Total
For the years ending December 31,
2022 $ 47,797 $ 23,033 $ 70,830

2023 43,881 20,589 64,470
2024 45,038 19,432 64,470
2025 43,075 18,110 61,185
2026 31,155 16,785 47,940
For the 5 year periods ended December 31,
2031 177,794 61,906 239,700
2036 165,840 20,213 186,053
2041 15,538 4,562 20,100
2046 17,606 2,494 20,100
2051 10,815 393 11,208

$ 598,539 $ 187,517 $ 786,056

A summary of long-term debt activity is as follows:

Balance Balance
1/1/2021 Additions Reductions 12/31/2021
$ 662,572 $ - $ 64,033 $ 598,539

NOTE D — CONTINGENCIES

The Cotton Plant Water and Sewer Department is subject to governmental regulations
regarding water quality and waste disposal. Fines may result from noncompliance.
NOTE E- CONCENTRATION OF CREDIT RISKS

Cash:

The Cotton Plant Water and Sewer Department maintains cash balances at a local bank.
Deposits did not exceed FDIC insurance coverage at year-end.

Sales:
All of the Cotton Plant Water and Sewer Department revenues are earned from water and
sewer services provided to the citizens of Cotton Plant, Arkansas.

13



COTTON PLANT WATER AND SEWER DEPARTMENT
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2021

NOTE G - PROPERTY AND EQUIPMENT

A Summary of activity for property plant and equipment accounts is as follows:

Beginning Ending
Balance Additions Reductions Balance
Assets not subject to depreciation:
Land $ 19,694 $ 19,694
19,694 - - 19,694
Assets subject to depreciation
Water and Sewer System 5,437,327 10,910 5,448,237
Equipment 38,570 38,570
Building 15,346 15,346
Furniture and equipment 9,290 9,290
5,500,533 10,910 - 5,511,443
Total $ 5,520,227 $ 10,910 $ - $ 5,531,137
Accumulated Depreciaton $ 3,003,064 $ 105,726 $ - $ 3,108,790

NOTE H - SUBSEQUENT EVENTS

Management has evaluated subsequent events through the date of this report. No events were
noted which would require disclosure.

NOTE | — NET POSITION

Net position is divided into three components:

. Net investment in capital assets- consist of historical cost of capital assets less
accumulated depreciation and less any debt that remains outstanding that was used to finance
those assets plus deferred outflows of resources less deferred inflows of resources related to
those assets.

. Restricted net position — consists of assets that are restricted by creditors (for example
through debt covenants), by the state enabling legislation (through restrictions on shared
revenues), by grantors (both federal and state), and by other contributors.

. Unrestricted — all other net position is reported in this category.

14



Meyer & Ward, P.A.
Certified Public Accountants
P.O. Box 1045
Wynne, AR 72396

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

Board of Directors
Cotton Plant Water and Sewer Department
Cotton Plant, AR

We were engaged to audit, in accordance with auditing standards generally accepted in the United
States of America, and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, the financial statements
of the business type activities of the Cotton Plant Water and Sewer Department as of and for the
year ended December 31, 2021, and the related notes to the financial statements, however, we
were not able to obtain sufficient appropriate evidence to provide a basis for an audit opinion.

Internal Control Over Financial Reporting

In planning our audit of the financial statements, we considered Cotton Plant Water and Sewer
Department’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinion on
the financial statements, but not for the purpose of expressing our opinion on the effectiveness of
the Cotton Plant Water and Sewer Department internal control. Accordingly, we do not express an
opinion on the effectiveness of the City of Cotton Plant’s internal control.

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 have not been identified. However, as described in the accompanying
schedule of findings and questioned costs, we did identify certain deficiencies in internal control that
we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees in the normal course of performing their assigned functions, to prevent
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity’s financial statements will not be prevented, or detected and
corrected on a timely basis. We consider the deficiencies described in the accompanying schedule
of findings and questioned costs as item #21-04 and #21-05 to be material weaknesses.

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less
severe that a material weakness yet important enough to merit attention by those charged with
governance. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs as item #21-03.
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Compliance and other matters

As part of obtaining reasonable assurance about whether Cotton Plant Water and Sewer
Department’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, regulations, contracts and grants, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The results of our tests disclosed two
instances of noncompliance that is required to be reported under Government Auditing Standards.
These findings are described in the accompanying schedule of findings and questioned costs as
findings:

No. # 21-01 and # 21-02

The Entity’s response to the findings identified in our audit is described in the accompanying
schedule of findings. We did not audit the response and accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, and others within the

organization, and federal award agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Meyer & Wowd,

Meyer & Ward, P.A.
Certified Public Accountants
Wynne, Arkansas 72396

September 22, 2023
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COTTON PLANT WATER AND SEWER DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES
FOR THE YEAR ENDED DECEMBER 31, 2021

Summary of Audit Results -

1. The auditor's report does not express an opinion on the financial statements of Cotton Plant
Water and Sewer Department.

2. Three control deficiencies were disclosed during the audit of the financial statements.

3. Two instances of noncompliance material to the financial statements of Cotton Plant Water and
Sewer Department was disclosed during the audit.

Compliance Finding # 21-01

FAILURE TO MAINTAIN ADEQUATE BALANCE IN RESERVE ACCOUNT

Condition: The Cotton Plant Water and Sewer Department is required to transfer funds monthly
to a reserve account to fund future repairs, replacements, and debt payments. The USDA debt
service reserve account balance was $ 16,772. The balance should have been $ 43,896. We
also noted that no separate depreciation reserve had been established for the Arkansas
Natural Resource Commission loan as required by the note agreement.

Criteria: Internal control procedures should be in place to ensure that funds are transferred on
a monthly basis in amounts sufficient to comply with reserve requirements.

Effect: Failure to maintain required amounts in restricted accounts is non-compliance with the
terms of the loan agreement.

Recommendation: Management should review monthly financial statements and records to
ensure that required transfers are made.

Response:

We concur with the auditor’'s recommendation; funds will be transferred monthly in accordance
with requirements as funds are available.

17



COTTON PLANT WATER AND SEWER DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES —cont'd
FOR THE YEAR ENDED DECEMBER 31, 2021

Compliance Finding # 21-02
PAYROLL TAXES

Criteria — The Entity is required to file payroll tax reports and make payroll tax deposits on a
timely basis.

Condition: No supporting documentation was available to verify payroll tax reports were filed
timely, or deposits were made timely. Additionally, no payroll check detail was available to
determine what amounts were withheld, and appropriate amounts were deposited.

Effect: Failure to pay penalties and failure to file penalties result from noncompliance.

Recommendation: Future payroll tax deposits and reports should be done by the required
due dates, and supporting documents maintained.

Response: Future reports will be filed timely, and payments made by due dates. Appropriate
supporting documentation will be maintained.

# 21-03 — Internal Control — Segregation of duties

Condition: The Entity does not have enough employees to provide for appropriate segregation
of duties necessary for effective internal controls.

Criteria: Segregation of duties provides for independent review and approval of all transactions
at various stages of the transaction process. Adequate segregation of duties is an essential part
of effective internal control structure.

Effect: Inadequate segregation of duties reduces the Entity’s control over financial reporting,
processing of transactions and safeguarding of assets.

Recommendation: The Mayor and Council should review all transactions, and accounting
records, in order to compensate for the limited number of employees.

Response: Additional employees for the purpose of improving internal controls would not be cost

beneficial. Currently, management supervises all employees, and the council reviews all financial
records.
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COTTON PLANT WATER AND SEWER DEPARTMENT
SCHEDULE OF FINDINGS AND RESPONSES —cont'd
FOR THE YEAR ENDED DECEMBER 31, 2021

#21- 04 — Internal Controls Bank Account Reconciliations

CONDITION — Bank Accounts were not properly reconciled. Differences noted are not
properly investigated and corrected on a timely basis.

CRITERIA - Bank reconciliations should be prepared monthly for all significant bank
accounts. Properly prepared bank reconciliations help ensure that all cash receipts and
disbursements are posted, and help identify transactions posted that did not actually occur.

RECOMMENDATION - All significant accounts should be reconciled monthly by a person
who is not otherwise involved in authorizing, initiating, executing, or recording cash
transactions. The reconciliation should be reviewed and approved by a member of
management.

RESPONSE: Management will improve the reconciliation process through the
implementation of these procedures.

#21-05 —Cash disbursements

CONDITION — Supporting documentation was not maintained for payroll and payroll tax
and disbursements.

CRITERIA — Supporting documents for all cash disbursements should be maintained.
Documents should provide evidence that cash is disbursed for valid purposes, and all
disbursements are properly authorized and recorded.

RECOMMENDATION — No disbursement should be made without appropriate supporting
documentation. A filing system should be designed so that all information can be located
quickly and easily.

RESPONSE: Management will maintain appropriate documentation for all future
disbursements.
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COTTON PLANT WATER AND SEWER DEPARTMENT
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED DECEMBER 31, 2021

Actual BUDGET VARIANCE
OPERATING REVENUES
Water fees $ 120,626 $ 215000 $ (94,374)
Sewer fees 58,779 58,779
Other revenues - 36,000 (36,000)
Total Operating Revenue 179,405 251,000 (71,595)
OPERATING EXPENSES:
Depreciation 105,726 (105,726)
Insurance 2,500 2,500
Lab fees 4,420 18,000 13,580
Office supplies 1,741 2,800 1,059
Operating supplies and maintenance 12,289 12,000 (289)
Salaries 127,407 120,000 (7,407)
Truck expense 2,221 (2,221)
Taxes, licenses, dues and fees 740 700 (40)
Utilities 29,170 23,700 (5,470)
Total Operating Expenses 283,714 179,700 (104,014)
Income (Loss) from Operations (104,309) 71,300 (175,609)
OTHER INCOME AND (EXPENSES)
Interest expense (25,681) (25,681)
Note payments - (60,000) 60,000
Interest income 24 - 24
Net Other Income (and Expense) (25,657) (60,000) 34,343
CHANGE IN NET POSITION, INCREASE (DECREASE) $ (129,966) $ 11,300 $ (141,266)
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