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Certified Public Accountants & Consultants

Independent Auditor's Report

City Council
City of Perryville Water and Sewer Department

Report on the Financial Statements

We have audited the accompanying financial statements of the City of Perryville Water and Sewer Department
(“the Department”) (a proprietary fund of the City of Perryville, Arkansas), as of and for the years ended
December 31,2018 and 2017, and the related notes to the financial statements, which collectively comprise the
Department’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The Department’s 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 of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

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

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

Basis for Qualified Opinion

Because of the inadequacy of accounting records, we were unable to form an opinion regarding the amounts at
which property, plant and equipment ($8,600,463 of the total $11,949,768 in 2018 and $8,597,769 of the total
$11,852,467 in 2017) and accumulated depreciation ($4,723,603 of the total $5,324,339 in 2018 and
$4,519,211 of the total $5,000,586 in 2017) are recorded in the accompanying Statement of Net Position at
December 31, 2018 and 2017, or the amount of depreciation expense for the years then ended ($203,966 of the
total $323,753 in 2018 and $203,899 of the total $314,111 in 2017).
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Qualified Opinion
In our opinion, except for the possible effects of the matter discussed in the Basis for Qualified Opinion
paragraph, the financial statements referred to in the first paragraph present fairly, in all material respects,
the respective financial position of the Department, as of December 31, 2018 and 2017, and the changes in
financial position and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1, the financial statements of the Department, are intended to present the financial
position, and the changes in financial position and cash flows, where applicable, of only that portion of the
government activities, the business-type activities, each major fund, and aggregate remaining fund
information of the City of Perryville that is attributable to the transactions of the Department. They do not
purport to, and do not, present fairly the financial position of the City of Perryville as of December 31, 2018
and 2017, and the changes in its financial position and its cash flows, where applicable, for the years then
ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters

Accounting principles generally accepted in the United States of America require that the budgetary
comparison schedule and information for cost-sharing employer plans on pages 19 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.

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

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated January 20, 2020, on
our consideration of the Department’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and other matters. The purpose of that report
is to describe the scope of our testing of internal control over financial reporting and compliance and the results
of that testing, and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Governmment Auditing Standards in
considering the Department’s internal control over financial reporting and compliance.

CATNG

January 20, 2020 Certified Public Accountants & Consultants
North Little Rock, Arkansas




Statement of Net Position
December 31,2018 and 2017
(See independent auditor's report.)

Certifisd Public Accountanls & Gonsultants

Assets

Current Assets
Unrestricted cash
Cash, restricted
Certificates of deposit
Accounts receivable
Inventory
Prepaid expenses

Total Current Assets

Property, Plant and Equipment
Equipment
Water and sewer system
Lake and dam
Land

Less accumulated depreciation
Property, Plant and Equipment
Net of Accumulated Depreciation

Deferred Outflows of Resources
Deferred outflows related to pensions

Total Assets and Deferred Outflows of Resources

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

City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)

2018 2017

$ 927,864 793,278
95,061 92,935
261,944 261,781
100,979 98,624
70,209 62,295

23,371 23,371
1,479,428 1,332,284
372,061 348,592
11,241,807 11,167,975
225,852 225,852
110,048 110,048
11,949,768 11,852,467
(5,324,339) (5,000,586)
6,625,429 6,851,881
94,185 157,313

$ 8,199,042 8,341,478
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Liabilities and Net Position

Current Liabilities

Accounts payable

Accrued payroll and taxes

Accrued sales tax

Accrued compensated absences

Current maturities of long-term debt

Current maturities of revenue bonds payable
Total Current Liabilities

Non-Current Liabilities
Long-term debt, net of current maturities
Revenue bonds payable, net of current maturities
Meter deposit payable
Pension liability

Total Non-Current Liabilities

Total Liabilities

Deferred Inflows of Resources
Deferred inflows related to pensions

Total Liabilities and Deferred Inflows of Resources

Net Position
Net investment in capital assets
Restricted net position
Unrestricted net position

Total Net Position

Total Liabilities, Deferred Inflows, and Net Position

2018 2017
22,718 46,291
7,241 7,593
7,000 5,227
6,524 2,544
13,586 13,205
29,395 28,523
86,464 103,383
307,697 313,885
911,438 956,178
92,297 87,511
413,972 482,525
1,725,404 1,840,099
1,811,868 1,043,482
40,686 9,851
1,852,554 1,953,333
5,363,313 5,540,090
95,061 92,935
888,114 755,120
6,346,488 6,388,145
8,199,042 8,341,478




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Statement of Revenues, Expenses and Changes in Net Position
Years ended December 31, 2018 and 2017

(See independent auditor's report.)

Operating Revenues
Water revenue
Sewer revenue
Connection and service installation fees
Plumbing inspection fees
Total Operating Revenues

Operating Expenses
Depreciation and amortization
Other operating expenses

Total Operating Expenses

Operating Income (Loss)
Non-Operating Revenues (Expenses)
Sales tax revenue
Other income (expense)
Interest income
Interest expense
Total Non-Operating Revenues (Expenses)
Net Income (Loss)

Net Position of assets obtained from
Cherry Hill Public Facilities Board

Net Position, Beginning of Year

Net Position, End of Year

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

2018 2017

$ 1,031,629 946,324
95,028 96,341

4,850 21,483

1,855 1,120
1,133,362 1,065,268
323,753 314,111
963,380 866,272
1,287,133 1,180,383
(153,771) (115,115)
133,104 127,759
18,788 39,950

7,356 5,675
(47,134) (45,349)
112,114 128,035
(41,657) 12,920

. 1,119,708

6,388,145 5,255,517

$ 6,346,488 6,388,145




City of Perryville Water and Sewer Department

(A Proprietary Fund of the City of Perryville, Arkansas)

Statement of Cash Flows
Years Ended December 31, 2018 and 2017
(See independent auditor's report.)

Cash Flows from Operating Activities:
Cash received from customers $
Cash payments to suppliers for goods and services
Cash payments to employees

Net Cash Provided by Operating Activities

Cash Flow from Noncapital Financing Activities:
Sales tax revenue

Net Cash Provided by Noncapital Financing Activities

Cash Flow from Capital and Related Financing Activities:
Principal payments on revenue bonds
Interest payments on revenue bonds
Repayments of long-term debt
Borrowings of long-term debt
Acquisition and construction of capital assets
Other receipts ’

Net Cash Provided (Required) by Capital and
Related Financing Activities

Cash Flows from Investing Activities:
Maturities of certificates of deposit

Net Cash Provided by Investing Activities

Increase (Decrease) in Cash and Cash Equivalents

Cash and cash equivalents - beginning of year

Cash and Cash Equivalents - End of Year $

2018 2017
1,135,793 1,054,718
(208,824) (179,285)
(755,232) (736,815)
171,737 138,618
133,104 127,759
133,104 127,759
(43,868) (40,086)
(47,134) (45,349)
(5,807) (7,992)
- 58,724
(97,301) (70,681)
18,788 122,305
(175,322) 16,921
7,193 3,904
7,193 3,004
136,712 287,202
886,213 599,011
1,022,925 886,213




Reconciliation of Operating Income (Loss) to Net Cash
Provided by Operating Activities:
Operating income (loss) $ (153,771) (115,115)
Adjustments to reconcile operating income (loss) to net cash
provided (required) by operating activities:

Depreciation 323,753 314,111
Net change in pension liability 25,410 12,414
(Increase) decrease in assets:
Accounts receivable (2,355) (17,262)
Inventory (7,914) (17,964)

Deferred outflows
Increase (decrease) in liabilities:

Accounts payable (23,573) (44,098)

Payroll and other accruals 5,401 (180)

Meter deposit payable 4,786 6,712
Net Cash Provided by Operating Activities $ 171,737 138,618

Supplemental Disclosure of Noncash Transactions
and Investing Activities:

Reinvested interest on certificates of deposit $ 7,356 5,685

Net book value of property, plant and equipment from
Cherry Hill Public Facilities Board $ - 1,579,230

Long-term debt from Cherry Hill Public Facilities Board $ - 541,876

Reconciliation of Cash and Cash Equivalents

Unrestricted cash $ 927,864 793,278
Cash, restricted 95,061 92,935
$ 1,022,925 886,213




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31, 2018 and 2017

Summary of Significant Accounting Policies

Nature of Operations

City of Perryville Water and Sewer Department (the “Department”) (a proprietary fund of the City of
Perryville, Arkansas) extends water service from the City of Perryville into an area of Perry County
bordered by the towns of Houston on the east, Thornburg on the south, Cherry Hill on the west, and
Harris Brake and Wye Mountain on the southwest. The Department derives its revenues primarily from
fees charged for providing water service to residents in this service area and with wholesale contracts to
the surrounding area.

The financial statements present only the City of Perryville Water and Sewer Deparment and do not
purport to, and do not, present fairly the financial position of the City of Perryville, Arkansas, as of
December 31, 2018 and 2017, the changes in its financial position, or, where applicable, its cash flows for
the years then ended in accordance with accounting principles generally accepted in the United States of
America.

The Department has adopted Government Accounting Standards Board (“GASB™) Statement No. 62,
Codification of Accounting and Financial Reporting Guidance Contained in Pre-November 30, 1989
FASB and AICPA Pronouncements, which incorporates Financial Accounting Standards Board (“FASB”)
pronouncements and Accounting Principles Board (“APB”) opinions issued on or before November 30,
1989, unless those pronouncements conflict with or contradict GASB pronouncements, in which case,
GASB prevails. Preparation of financial statements in accordance with accounting principles generally
accepted in the United States of America requires the use of management’s estimates. Actual results may
differ from estimates.

Operating Revenues and Expenses

The Department recognizes revenue and expenses using the economic resources measurement and the
accrual method of accounting. The Department distinguishes operating revenues and expenses from non-
operating items. Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with a proprietary fund's principal ongoing operations. Operating
expenses for the proprietary funds include the cost of personnel, supplies, and depreciation on capital
assets. All revenues and expenses not meeting this definition are reported as non-operating revenues and
expenses.

Budgets and Budgetary Accounting
Budgeted revenues and expenses are also prepared using the economic resources measurement focus and

the accrual basis of accounting. The original budgets adopted by the Department were not amended
during the years ended December 31, 2018 and 2017.

Cash and Cash Equivalents
For purposes of the statement of cash flows, the Department considers certificates of deposit and all
highly liquid cash investments with a maturity of three months or less to be cash equivalents.

Inventory
Inventory consists of materials and supplies valued at the lower of cost or market, using the first-in, first-

out method.




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31, 2018 and 2017

Summary of Significant Accounting Policies (continued)

Accounts Receivable

Sales of water and sewer services are made on open account to customers located in Perryville,
Arkansas and the surrounding area and are collateralized to the extent of each customer’s meter
deposit. The Department utilizes the allowance method of accounting for uncollectible accounts
receivable. The Department reviews its customer accounts on a periodic basis and records a reserve
for specific amounts that management determines may not be collected. In addition, the Department
evaluates the need to establish a general reserve for potential uncollectible accounts based on historical
bad debts. Amounts are written off at the point when collection attempts have been exhausted, which
is usually 120 days after the account is past due. Management uses significant judgment in estimating
uncollectible amounts. In estimating uncollectible amounts, management considers factors such as
current overall economic conditions, industry-specific economic conditions, historical customer
performance and anticipated customer performance. While management believes the Department’s
processes effectively address its exposure to doubtful accounts, changes in economic, industry or
specific customer conditions may require adjustment to the allowance recorded by the Department. At
December 31, 2018 and 2017, no allowance was deemed necessary by management.

Property, Plant and Equipment

All property, plant and equipment is valued at cost. Maintenance and repair costs are charged to expense
as incurred. Depreciation is computed on the straight line method for financial reporting purposes, based
on the estimated useful lives of the assets which range from 5 to 40 years. Interest costs are capitalized
when incurred on debt where proceeds were used to finance the construction of assets. The Department
capitalizes all purchases over $1,000. Costs of repairs and maintenance that do not improve or extend the
asset lives are expensed as incurred. '

Compensated Absences

The Department’s policies permit employees to earn time off benefits. The expense and related liability
are recognized and accrued regardless of whether the employee is expected to realize the benefit.
Compensated absences are computed using the regular pay rates in effect at December 31, 2018 and 2017.

Deferred Outflows/Inflows of Resources

Deferred outflows and inflows of resources are financial statement elements distinct from assets and
liabilities and represent a consumption or production of net position that applies to future period and so
will not be recognized as an outflow or inflow of resources until then. The Department’s deferred
outflows and inflows of resources consist of deferred outflows/inflows of resources related to the
Department’s pension plan activities, as further discussed in Note 6.

Restricted Assets
The Department restricts certain assets for the payment of debt service, capital improvements, and repairs
and maintenance of the Department.




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31, 2018 and 2017

Summary of Significant Accounting Policies (continued)

Net Position
Net positon comprises the various net earnings from operating income, non-operating revenues and
expenses, and capital contributions. Net position is classified in the following three components:

Net investment in capital assets

This component of net position consists of capital assets net of accumulated depreciation and reduced by
the outstanding balances of any bonds, mortgages, notes or other borrowings that are attributable to the
acquisition, construction or improvement of those assets. If there are significant unspent related debt
proceeds at year-end, the portion of the debt attributable to the unspent proceeds is not included in the
calculation of net investment in capital assets. Rather, that portion of the debt is included in the same net
position component as the unspent proceeds.

Restricted net position

This component of net position consists of constraints imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments or constraints imposed by
law through constitutional provisions or enabling legislation.

Unrestricted
This component of net positon consists of net assets that do not meet the definition of ‘net investment in
capital assets™ or “restricted.”

When an expense is incurred for purposes for which there are both restricted and unrestricted net position
available, it is the Department’s policy to apply those expenses to restricted net position to the extent such
are available and then to unrestricted net position.

Long-Lived Assets

The Department reviews long-lived assets and certain identifiable intangibles held and used by the
Department for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. For the years ended December 31, 2018 and 2017, this review
has not materially affected the Department’s reported earnings, financial position or results of operations.

Recently Adopted Accounting Standards

GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other than
Pensions, addresses accounting and financial reporting by state and local governments that provide
postemployment benefits other than pensions (OPEB) to their employees and for state and local
governments that finance OPEB for employees of other governments. This statement supersedes the
requirements in GASB Statement No. 45, Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pension Plans, and GASB Statement No. 57 OPEB, Measurements
by Agent Employers and Agent Multiple-Employer Plans. This statement requires state and local
governments to report a liability on the face of the financial statements for the OPEB as well as related
deferred outflows of resources, deferred inflows of resources, and expense/expenditures. GASB
Statement No. 75 had no impact on the Department’s financial statements.
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City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31, 2018 and 2017

Summary of Significant Accounting Policies (continued)

GASB Statement No. 82, Pension Issues — an amendment of GASB Statements No. 67, No. 68, and No.
73, addresses certain issues that have been raised with respect to Statements No. 67, Financial Reporting
Jor Pension Plans, No. 68, Accounting and Financial Reporting for Pensions, and No. 73, Accounting
and Financial Reporting for Pensions and Related Assets That Are Not Within the Scope of GASB
Statement 68, and Amendments to Certain Provisions of GASB Statements 67 and 68. The statement
addresses issues regarding (1) the presentation of payroll-related measures in required supplementary
information, (2) the selection of assumptions and the treatment of deviations from the guidance in an
Actuarial Standard for Practice for financial reporting purposes and (3) the classification of payments
made by employees to satisfy employee (plan member) contribution requirements. GASB Statement No.
82 had no impact on the Department’s financial statements. Note disclosures and required supplementary
information were incorporated to comply with Statement No. 82.

Recently Issued Accounting Standards

GASB Statement No. 87, Leases, provides a new framework for accounting for leases under the principle
that leases are financings. No longer will leases be classified between capital and operating. Lessees will
recognize an intangible asset and a corresponding liability. The liability will be based on the payments
expected to be paid over the lease term, which includes an evaluation of the likelihood of exercising
renewal or termination options in the lease. Lessors will recognize a lease receivable and related deferred
inflow of resources. Lessors will not derecognize the underlying asset. An exception to the general model
is provided for short-term leases that cannot last more than 12 months. Contracts that contain lease and
nonlease components will need to be separated so each component is accounted for accordingly. This
standard becomes effective for the Department in fiscal year 2020. Management of the Department has
not yet determined the impact that adoption of this statement will have on the Department’s financial
statements or related disclosures.

GASB Statement No. 88, Certain Disclosures Related to Debt, including Direct Borrowings and Direct
Placements, provides guidance on debt information that is to be disclosed in the notes to governmental
financial statements. The statement clarifies which liabilities are to be included in the disclosures and
requires additional information to be disclosed. In addition, the statement requires information about debt
incurred through direct borrowings or direct placements to be disclosed separately from other debt. The
standard becomes effective for the Department in fiscal year 2019. Management of the Department has
not yet determined the impact that adoption of the statement will have on the Department’s financial
statements or related disclosures.

GASB Statement No. 89, Accounting for Interest Cost Incurred before the End of a Construction Period,
established accounting requirements for interest cost incurred before the end of a construction period. The
statement requires such interest cost be recognized as an expense in the period in which the cost is
incurred in financial statements prepared using the economic resources measurement focus. Currently,
GASB Statement No. 62 requires some interest costs to be included in the historical cost of a capital asset
reported in an enterprise fund or business-type activity. When effective, this statement will no longer
require interest cost to be included in historical cost. This standard becomes effective for the Department
in fiscal year 2020. Management of the Department has not yet determined the impact that adoption of
this statement will have on the Department’s financial statements or related disclosures.




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31, 2018 and 2017

1. Summary of Significant Accounting Policies (continued)

Reclassification of Prior Year Presentation

10

Certain prior year amounts have been reclassified for consistency with the current year presentation. These

reclassifications had no effect on the reported results of operations.

2. Cash and Certificates of Deposit

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an
investment. In accordance with its investment policy, the Department manages its exposure to declines in
fair values by limiting investments to securities with a maturity of not more than five years from the date of

purchase.

Custodial credit risk is the risk that in the event of a bank failure deposits may not be returned to the
Department. At December 31, 2018 and 2017, the Department’s deposits with financial institutions were
fully insured and collateralized by securities with a fair market value totaling $1,785,712 and $1,305,872,

respectively.

3. Property, Plant and Equipment

Property, plant and equipment consists of the following as of December 31:

2017 Additions Transfers Disposals 2018
Equipment $§ 348,592 23,469 - - 372,061
Water and sewer system 11,167,975 73,832 - - 11,241,807
Lake and dam 225,852 - - - 225,852
Land 110,048 - - - 110,048
11,852,467 97,301 - - 11,949,768
Less accumulated depreciation  (5,000,586) (323,753) - - (5,324,339)
$ 6,851,881 (226,452) - - 6,625,429
Property, plant and equipment consists of the following as of December 31:
2016 Additions Transfers Disposals 2017
Equipment $ 325,094 23,498 - - 348,592
Water and sewer system 8,635,472 2,512,845 19,658 - 11,167,975
Construction in progress 19,658 - (19,658) - -
Lake and dam 225,852 - - - 225,852
Land 110,048 - - - 110,048
9,316,124 2,536,343 - - 11,852,467
Less accumulated depreciation ~ (3,800,042)  (1,200,544) - - (5,000,586)
$ 5,516,082 1,335,799 - - 6,851,881

(&P
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City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31,2018 and 2017

3. Property, Plant and Equipment (continued)

The cost and related accumulated depreciation for assets received from the Cherry Hill Public Facilities
Board were $2,465,662 and $886,433 respectively, and are included in the prior year additions for the
water and sewer system.

Bonds Payable

The Thornburg Rural Development Bond was issued July 25, 2005 by the United States Department of
Agriculture in the amount of $609,970 for the purpose of funding the acquisition of the Thornburg Water
System by the City of Perryville Water and Sewer Department. The bond is payable solely from net
revenues of the Thornburg Water System in monthly payments of $2,825, including interest at 4.125%, for
thirty-three years, maturing in 2038. The balances owed at December 31, 2018 and 2017 totaled $453,758
and $467,439, respectively.

On Febroary 7, 2017, the Cherry Hill Public Facilities Board (“Cherry Hill”) was merged into the
Department. As a result the Department assumed debt totalling of $541,876, between three bonds with the
United States Department of Agriculture. These bonds were to fund various water system projects.

The Cherry Hill Bond 91-06 was issued by the United States Department of Agriculture and had a loan
transfer amount of $120,988. The bond is payable in monthly installments of $2,259, including interest at
5%, maturing in 2031. The balances owed at December 31, 2018 and 2017 totaled $80,620 and $103,085,
respectively. :

The Cherry Hill Bond 91-07 was issued by the United States Department of Agriculture and had a loan
transfer amount of $112,306. The bond is payable in monthly installments of $614, including interest at
4.5%, maturing in 2043. The balances owed at December 31, 2018 and 2017 totaled $107,874 and
$110,144, respectively.

The Cherry Hill Bond 91-08 was issued by the United States Department of Agriculture and had a loan
transfer amount of $308,582. The bond is payable in monthly installments of $1,276, including interest at
3.25%, maturing in 2050. The balances owed at December 31, 2018 and 2017 totaled $298,573 and
$304,033, respectively.

The Department has fixed and has covenanted and agreed to maintain rates for the services of the system
sufficient to produce net revenues at least sufficient to provide the required deposits into the operations,
depreciation fund and the debt service reserves; deposit all water and sewer revenues into a single bank
account and pay all expenses from that same account; operate the water system separately from any
other facility the Department may be operating; conduct annual audits by an independent certified public
accountant for the lives of the bond and loan agreements and submit management reports with annual
audit; purchase property, liability, workmen’s compensation and fidelity bond coverage insurance for
the lives of the bond and loan agreements.




City of Perryville Water and Sewer Department

(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31,2018 and 2017

4. Bonds Payable (continued)

Aggregate maturities of these bonds are as follows:

The following is a summary of the bonds payable activity for the years ending December 31:

Thornburg rural development bond
Cherry Hill USDA loan 91-06
Cherry Hill USDA loan 91-07
Cherry Hill USDA loan 91-08

Thornburg rural development bond
Cherry Hill USDA loan 91-06
Cherry Hill USDA loan 91-07
Cherry Hill USDA loan 91-08

5. Restricted Cash

12

Total Principal
Principal Interest and Interest
2019 $ 29,395 37,583 66,978
2020 30,642 36,335 66,977
2021 31,943 35,034 66,977
2022 33,300 33,677 66,977
2023 34,717 32,261 66,978
2024-2028 197,069 137,817 334,886
2029-2033 198,090 93,014 291,104
2034-2038 215,421 50,293 265,714
2039-2043 85,048 21,335 106,383
2044-2048 67,644 8,568 76,212
2049-2052 17,564 356 17,920
$ 940,833 486,273 1,427,106
2017 Payments Advances 2018
§ 467,439 (13,673) - 453,766
103,085 (22,465) - 80,620
110,144 (2,270) - 107,874
304,033 (5,460) - 298,573
$ 984,701 (43,868) - 940,833
2016 Payments Advances 2017
$ 482911 (15,472) - 467,439
- (17,903) 120,988 103,085
- (2,162) 112,306 110,144
- (4,549) 308,582 304,033
$ 482911 (40,086) 541,876 984,701

At December 31, 2018 and 2017, the Department had cash restricted for debt service requirements

totaling $95,061 and $92,935.
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Arkansas Public Employees Retirement System (APERS)

Plan Description

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.

The state of Arkansas issues an annual report that includes financial statements and required
supplementary information for APERS. That report may be obtained by writing to Arkansas Public
Employees Retirement System, One Union National Plaza, 124 West Capitol, Suite 400, Little Rock,
Arkansas 72201 or from their website www.apers.org,

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 2.07%
Contributory, on or after 7/1/2005, but prior to 7/1/2007  2.03%
Contributory, on or after 7/1/2007 2.00%
Non-Contributory 1.72%

Members are eligible to retire with a full benefit under benefit under the following conditions:
e at age 65 with 5 years of service,
e at any age with 28 years actual service,
e at age 60 with 20 years of actual service if under the old contributor plan (prior to July 1, 2005), or
e at age 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.
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Arkansas Public Emplovees Retirement System (APERS) (continued)

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. 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. The Enterprise and Service Funds contributed 14.75% and 14.50% of
applicable compensation for the fiscal year ended June 30, 2018 and 2017, respectively. In some cases, an
additional 2.5% of member and employer contributions are required for elected officials. Contributions to
the plan for the year ended December 31, 2018 and 2017, were $51,186 and $48,412.

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

At December 31, 2018 and 2017, the Department fund reported a liability of $413,972 and $482,525,
respectively. The net pension liability was measured as of June 30, 2018 and 2017, and the total pension
liability used to calculate the Net Pension Liability was determined by an actual valuation as of that date.
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. The
Enterprise and Service Funds proportion was 0.019% at June 30, 2018 and 2017. Deferred outflows of
resources and deferred inflows of resources related to pensions for the Enterprise and Service Funds are
as follows:

2018 2017
Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of
Resources  Resources Resources  Resources
Differences between expected and
actual experience $ 6,588 (4,348) 9,354 (9,489)
Changes of assumptions 47,132 (25,618) 77,637 -
Changes in proportionate share
of contributions 12,832 (238) 24,231 (362)
Contributions since actuarial calculation 27,633 - 25,872 -
Net difference between projected and
actual earnings on plan investments - (10,482) 20,219 -
Total $ 94,185 (40,686) 157,313 (9,851)

The amount reported as deferred outflows of resources related to contributions since the actuarial
calculation will be recognized as a reduction of the net pension liability for the years ending December
31,2018 and 2017, respectively.
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T L b bes
cAkimsas Public mployees Retirement System (APERS) (continued)

Amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions
will be recognized in pension expense in the financial statements as follows for the year ended June 30:

2019 39,715
2020 15,732
2021 (20,471)
2022 9,110)
2023 -
Thereafter -

Actuarial Assumptions

The total pension liability in the June 30, 2018, actual valuation was determined using the following
actuarial assumptions, applied to all periods included in the measurement:

Actuarial Cost Method Entry Age Normal

Amortization Method Level of Percent of Payroll, Closed

Remaining Amortization Period 25 years

Asset Valuation Method 4-year smoothed market, 25% corridor
Investment Rate of Return 7.15%

Inflation 3.25% wage inflation, 2.50% price inflation

Salary Increases 3.25 — 9.85% including inflation

Retirement Age Experience-based table. o-f fa'tes that are specific to the type

of eligibility condition
Based on RP-2000 Combined Health mortality table,
Mortality Table projected to 2020 using Projection Scale BB, set-forward 2
years for males and 1 year for females

Average Service Life of All Members 41233
Discount Rate

A single discount rate of 7.15% was used to measure the total pension liability at June 30, 2018 and 2017.
This single discount rate was based on the expected rate of return on pension plan investments of 7.15%
at June 30, 2018 and 2017. 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.
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City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Notes to Financial Statements
December 31,2018 and 2017

=
(ATRAfiYAS Publie EiiijiloVees Retirement System (APERS) (continued)

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 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 Department’s target asset
allocation are summarized in the table below:

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:

Sensitivity of Discount Rate

1% Lower Discount Rate 1% Higher
6.15% 7.15% 8.15%
$676,823 $413,972 $197,140

Other Post Employment Benefits

Department employees may patticipate in an OPEB (other post employee benefit) plan (the “OPEB Plan™)
resulting from Arkansas statutes which provide that any municipal official or employee vested in any
retirement plan that has 20 years of service and attains 55 years of age may continue to participate in the
Department’s healthcare plan after retirement provided that they pay 100% of the group premium. Stand
alone financial statements are not issued for the OPEB Plan.

For the years ended December 31, 2018 and 2017, the Department had no former employees or history of
former employees participating in the OPEB Plan. Therefore, there is no annual required contribution or
net OPEB obligation. Therefore, there is no annual required contribution or OPEB obligation under
GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other than
Pensions.

Related Party

The General Fund of the City of Perryville paid the Department $133,104 and $127,759 of city sales tax
revenues for the years ended December 31, 2018 and 2017, respectively.

The Department paid the General Fund of the City of Perryville $36,000 and $24,000 for rent on a month-
to-month basis for each of the years ended December 31, 2018 and 2017, respectively.

711 W. Commerce . P.O. Box 906 . Bryant . AR . 72089 . 501.847.1568 Fax 501.847.2491 . www.egpcpas.com
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December 31, 2018 and 2017

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 and natural disasters. The Department considers it to be more economically
feasible to participate in a public entity risk pool as opposed to purchasing commercial insurance for
workers’ compensation, vehicle and legal defense insurance. As such, they participate in the Arkansas
Municipal League Risk Management Pool “AML”, which is a public entity risk pool consisting of
member political subdivisions of the State of Arkansas. The Enterprise and Service Funds pay an
annual premium to the AML pool for its workers’ compensation, vehicle and legal defense insurance.
The AML Risk Management Pool for workers’ compensation, vehicle and legal defense insurance is
totally self-insured and each political subdivision that has participated in the AML pool is not subject
to assessment if the funds it paid as premiums are insufficient to meet the obligations of the AML pool.

The Department continues to carry commercial insurance for all other risk of loss. Settled claims resulting
from these risks have not exceeded commercial insurance coverage in any of the past three fiscal years

and there have been no significant reductions in coverage provided.

Water and Sewer Rates

Water and sewer rates are established by city ordinance. The current Ordinance #2007-04 effective
January 1, 2008 established rates for the 2008 year. Further, Ordinance #2008-06 provides for an
annual adjustment in the water rates of 2% for the first 1,000 gallons utilized and 3% for each 1,000
gallons thereafter, and an annual adjustment in the sewer rates of 3%.

Water and sewer rates in effect at December 31, 2018, are as follows:

Water Rates
Residential and Commercial
Gallons Perryville Thornburg Harris Brake Cherry Hill
First 1,000 18.71 18.11 18.71 2431
Each 1,000 after 2.93 8.14 2.93 4.17
Sewer Rates
Residential and Commercial
Gallons Perryville Thornburg Harris Brake Harris Brake
First 1,000 7.86 Sewer service Sewer service Sewer service
Next 3,000 1.78 not provided not provided not provided

Over 4,000 1.56
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Long-Term Debt
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The Department modified their line of credit used for the replacement of old sewer lines to an unsecured

installment note with a financial institution on June 20, 2017.

Long-term debt consists of the following at December 31:

2018 2017
Note payable to a financial institution, unsecured, due in
monthly installments of $1,892, including interest at
a rate of 2.85%, maturing in June of 2020 $ 321,283 327,090
Less current maturities (13,586) (13,205)
$ 307,697 313,885
Future maturities of long-term debt at December 31, 2018 are as follows:
2019 13,586
2020 307,697
2021 -
2022 -
2023 -
Thereafter -
321,283




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Statement of Revenues, Expenses and Changes in Net Position
Budgetary Comparison Schedule
For the Year Ended December 31, 2018
(See independent auditor's report.)

Operating Revenue
Water and sewer revenue
Connection, service installation
and miscellaneous fees
Total Operating Revenues

Operating Expenses
Salaries
Depreciation and amortization
System maintenance, parts and service
Administrative expense
Utilities
Chemicals
Rent
Payroll expenses
Insurance

Total Operating Expenses

Operating Income

Non-Operating Income (Expense)
Sales tax revenue
Other income (expense)
Interest income
Interest expense
Total Non-Operating Income (Expense)

Change in Net Position
Net position - beginning of year

Net Position - End of Year

19

Favorable/
Original and (Unfavorable)
2018 Actual Final Budget Variance
$ 1,126,657 1,210,800 (84,143)
6,705 7,000 (295)
1,133,362 1,217,800 (84,438)
460,517 457,000 (3,517)
323,753 144,000 (179,753)
135,967 271,000 135,033
114,481 172,000 57,519
88,848 83,000 (5,848)
74,901 67,000 (7,901)
36,000 28,000 (8,000)
27,842 53,000 25,158
24,824 36,000 11,176
1,287,133 1,311,000 23,867
(153,771) (93,200) (60,571)
133,104 24,000 109,104
18,788 12,000 6,788
7,356 3,300 4,056
(47,134) - (47,134)
112,114 39,300 72,814
(41,657) (53,900) 12,243
6,388,145 6,388,145 -
$6,346,488 6,334,245 12,243




City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Required Supplementary Information for Cost-Sharing Employer Plans
For the Year Ended December 31, 2018

(See independent auditor's report.)

Schedule of Proportionate Share of the Net Pension Liability and Related Ratios
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Proportionate
Share of Net Plan Fiduciary Net
Pension Liability Position as a
Proportionate as a Percentage of  Percentage of the
June  Proportion of Net Share of Net Covered - its Covered- Total Pension

30: Pension Liability =~ Pension Liability = Employee Payroll Employee Payroll Liability
2018 0.01877% § 413,972 347,027 119.29% 79.59%
2017 0.01867% 482,525 333,879 144.52% 75.65%
2016 0.02072% 495,379 371,879 133.21% 75.50%
2015 0.01978% 364,235 345,767 105.34% 80.39%
2014 0.01763% 250,149 309,763 80.76% 84.15%

Schedule of Required Contributions Last Fiscal Year
Contributions in
Relation to the Contributions as a
Contractually Contractually Contribution Organization's Percentage of

June Required Required Deficiency Covered- Covered-
30: Contribution Contribution (Excess) Employee Payroll  Employee Payroll
2018  $ 51,186 (51,186) - 347,027 14.75%
2017 48,412 (48,412) - 333,879 14.50%
2016 54,889 (54,889) - 371,879 14.76%
2015 50,136 (50,136) - 345,767 14.50%
2014 45,721 (45,721) - 309,763 14.76%

Note: Only the five fiscal years are presented because 10-year-data is not yet available.




Cerlifiad Public Accountanls & Consultants

Independent Auditor’s Report on Internal Control Over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the City Council
City of Perryville Water and Sewer Department

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the City of Perryville
Water and Sewer Department (the “Department™) (a proprietary fund of the City of Perryville, Arkansas),
as of and for the years ended December 31, 2018 and 2017, and have issued our report thereon dated
January 20, 2020,

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the 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 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 over financial reporting.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control over financial reporting 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 questioned costs, we identified certain deficiencies in internal control that we consider to be
material weaknesses and significant deficiencies.

A deficiency in internal conirol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs as
items 2018-1, 2018-2 and 2018-4 to be material weaknesses.

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. We consider the deficiencies described in the accompanying schedule of findings and
questioned costs as item 2018-3 to be a significant deficiency.
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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
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that is required to be reported under
Government Auditing Standards.

The Department’s Response to Findings

The Department’s response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. The Department’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly, we express no opinion to it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,

this communication is not suitable for any other purpose.
eSAe

January 20, 2020 Certified Public Accountants and Consultants
. North Little Rock, Arkansas
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(A Proprietary Fund of the City of Perryville, Arkansas)
Schedule of Findings and Questioned Costs
For the Year Ended December 31,2018

Summary of Auditor's Results

The auditor's report expresses a qualified opinion on the financial statements of City of Perryville Water and
Sewer Department (the “Department”) (a proprietary fund of the City of Perryville, Arkansas).

Significant deficiencies and material weaknesses in internal control were disclosed by the audit of the
financial statements and are reported in the 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.

Findings and Questioned Costs Required to be Reported by Government Auditing Standards

2018-1 (Prior year finding # 2017-1)
In the auditor’s report for the year ending December 31, 2017, dated March 25, 2019, it was noted that the

Department did not have proper segregation of duties. This condition is repeated as current year finding
#2017-1.

Criteria: Management is responsible for establishing and maintaining effective
internal control over financial reporting.

Condition: We noted several instances where the Department does not have proper
segregation of duties.

Context: While obtaining an understanding of internal control over financial
reporting, it was noted that the same person has the ability to initiate,
record, process and report financial data.

Effect: Potentially material misstatements in the financial statements or material
misappropriations of assets due to error or fraud could occur and not be
prevented or detected in a timely manner.

Cause: The Department has a limited number of employees and has not
adequately segregated duties or implemented monitoring or other
compensating controls.

Recommendation: We recommend that management consider hiring additional staff or make
alternative efforts to segregate certain functions related to initiating,
recording, processing and reporting financial data.

Management’s Response: The Department believes the costs of hiring additional accounting
personnel would outweigh the benefits derived.
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2018-2 (Prior year finding # 2017-2)

In the auditor’s report for the year ending December 31, 2017, dated March 25, 2019, it was noted that the
Department expenses all of its fixed asset additions and debt payments and does not maintain an adequate
listing of capital assets. This condition is repeated as current year finding #2018-2.

Criteria: Management is responsible for ensuring that the financial statements are in
accordance with accounting principles generally accepted in the United
States of America.

Condition: The Department had misstated property, plant and equipment and revenue

bonds payable in its internal financial statements.

Context: During the testing of the fixed assets and debt, it was determined that the
client expensed all additions to property, plant and equipment and had
reflected payments on its revenue bonds as an expense rather than reducing
the balance of the revenue bond payable.

Effect: Property, plant and equipment and revenue bonds payable were misstated
in the Department’s internal financial statements.

Cause: The Department accounts for its additions to property, plant and
equipment and payments related to its revenue bonds on the cash basis.

Recommendation: We recommend that management capitalize their property, plant and
equipment according to the Department’s capitalization policy and
properly allocate revenue bond payments between interest expense and its
corresponding liability accounts.

Management’s Response: The Department and City Council prefer to operate on the cash basis of
accounting and deem the cost of the change in this method to outweigh the
benefit.




25
City of Perryville Water and Sewer Department
(A Proprietary Fund of the City of Perryville, Arkansas)
Schedule of Findings and Questioned Costs
For the Year Ended December 31,2018

2018-3 (Prior year finding # 2017-3)

In the auditor’s report for the year ending December 31, 2017, dated March 25, 2019, it was noted that the
Department does not write-off old accounts from the billing system. This condition is repeated as current
year finding #2018-3.

Criteria: Management is responsible for ensuring that the financial statements are in
accordance with accounting principles generally accepted in the United
States of America.

Condition: The Department had misstated accounts receivable in its internal financial
statements.

Context: The Department has past due amounts in the billing system over 10 years

old which are uncollectible. There is no system in place for writing off
these old accounts. As noted in finding 2017-4, the billing system and the
general ledger are not integrated; therefore management must make
significant manual adjustments to properly state accounts receivable.

Effect: There are numerous old accounts that have not been written-off from the
billing system and accounts receivable were misstated in the Department’s
internal financial statements.

Cause: The Department does not write off uncollectible accounts receivable.

Recommendation: We recommend that management write-off all old accounts that are
deemed uncollectible.

Management’s Response: The Department intends to remove uncollectible accounts receivable from

the billing software and adjust the remaining amounts to bad debts.
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2018-4 (Prior year finding # 2017-4)

In the auditor’s report for the year ending December 31, 2017, dated March 25, it was noted that the
Department does not reconcile the billing system to the general ledger. This condition is repeated as current
year finding #2018-4.

Criteria: Management is responsible for ensuring that the financial statements are in
accordance with accounting principles generally accepted in the United
States of America.

Condition: The Department should review and reconcile total sales, accounts

receivable, collections and account adjustments from the billing system to
the general ledger on a recurring, frequent basis.

Context: In the billing cycle, management does not adequately reconcile the billing
system to the general ledger.

Effect: Potentially material misstatements in the financial statements or material
misappropriations of assets due to error or fraud could occur and not be
prevented or detected in a timely manner.

Cause: The Department does not adequately review and reconcile the amounts in
the billing system to the general ledger.

Recommendation: We recommend that management begin reviewing and reconciling total
sales, accounts receivable, collections and account adjustments from the
billing system to the general ledger.

Management’s Response: The Department reviews the reasonableness of all amounts and determines

them to be reasonable and properly stated.

All matters reported under Governmental Auditing Standards for the year ended December 31, 2017, are
reported as current year findings.




