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INDEPENDENT AUDITORS’ REPORT

The Honorable Member of the City Council
City of Stuitgart, Arkansas

I have audited the accompanying modified cash basis financial statements of the City of Stutigart,
Arkansas Water and Sewer Department (the Department), as of and for the years ended December 31,
2019 and 2018, and the related notes to the financial statements, as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with the modified cash basis of accounting described in Note 1(B); this includes determining
that the modified cash basis of accounting is an acceptable basis for presentation of the financial statements
in accounting the circumstances. Management is also responsible 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.

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audits. | conducted
my audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that | plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves perfoerming 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 exprassing an opinion on the effectiveness of the entity’s internal
control. Accordingly, | express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reascnableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

| believe that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my audit
opinion.

Opinion on the Department

in my opinion, the financial statements referred to above present fairly, in all material respects, the modified
cash basis financiat position of the City of Stuttgart, Arkansas Water and Sewer Department as of
December 31, 2019 and 2018, and the respective changes In maodified cash basis financial position and
cash flows thereof for the years then ended, in accordance with the modified cash basis of accounting as
described in Note 1(B). :
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Basis of Accounting -

As disclosed in Note 1(B) to the financial statements, these financial statements are prepared on a modified
cash basis of accounting, which Is a basis of accounting other than accounting principles generally accepted
in the United States of America. My opinion is not modified with respect to this matter.

Emphasis of Matter

As discussed in Note 1(A), the financial statements present only the Department and do not purport to, and
do not, present fairly the financial position balances and transactions that are directly attributable to the
changes in financial position, or cash flows of the City of Stuttgart, Arkansas. My opinion is not modified
with respect to this matter.

Other Matters

Other Information

My audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Department’s modified cash basis financial statements. The other information, as listed in the
table of contents, is presented for purpose of additional analysis and is not a required part of the financial
statements. The other information has not been subjected to the auditing procedures applied in the audit
of the maodified cash basis financial statements, and accordingly, | do not express an opinion or provide and
assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, | have also issued my report dated July 29, 2022 an
my consideration of the Department’s internal control over financial reporting and on my tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matfers,
The purpose of that report is to describe the scope of my testing of internal control over financial reporting
and compliance and the results of testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Depariment’s internal control over financial reporting
and compliance.
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Baker Firm, P.A.
Jonesboro, Arkansas
August 26, 2022
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City of Stuttgart, Arkansas
Water and Sewer Department
Statements of Net Position
Modified Cash Basis
December 31, 2019 and 2018

2019 2018
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 5,496,004 $ 4,871,635
Certificate of deposits 284,259 282,074
Total current assets 5,780,263 5,153,709
NON-CURRENT ASSETS
Restricted cash 814,365 717,757
Capital assats
Capital assets, net 21,489,804 20,285,249
Total non-current assets 22,304,169 21,003,006
TOTAL ASSETS $ 28,084,432 $ 26,156,715
LIABILITIES AND NET POSITION
CURRENT LIABILITIES
Customer deposits 187,209 183,265
Current portion of long-term debt 730,955 196,492
Total current liabilities 918,164 379,757
LONG-TERM DEBT, net of current maturities 11,437,520 10,500,975
TCTAL LIABILITIES 12,355,684 10,880,732
NET POSITION .
Net investment in capital assets 9,683,756 9,850,209
Restricted for:
Renewal and replacerment 363,668 271,001
Capital projects 1,062 1,065
Unrestricied 5,780,262 5,153,708
Totat net position 15,728,748 15,275,983
$ 26,156,715

TOTAL LIABILITIES AND NET POSITION $ 28,084,432

The accompanying notes are an inte'gfal part of these financial statements.



City of Stuttgart, Arkansas
Water and Sewer Department
Statements of Revenues, Expenditures and Changes in Net Position
Modified Cash Basis
December 31, 2019 and 2018

2019 2018
OPERATING REVENUES .
Water service - § 2,555,007 $ 2,469,170
Sewer service 1,453,438 1,489,008
Sanitation fees collected for the City of Stuttgart 1.049,082 1,034,709
Mosquito fees collected for the City of Stuttgart 376,429 378,035
Infrastructure fee 458,298 458,444
Late fees, adjustments and service calls 158,196 173,155
Sales tax 319,157 326,482
Other income 118,854 47,746
Total operating revenue 6,488,649 6,376,749
OPERATING EXPENDITURES
Chemicals and laboratory 432,632 373,848
Depreciation 755,580 740,457
Dues & fees 118,578 23,206
Employee benefits 138,218 162,181
Insurance 1,420 76,213
Miscellaneous 5,150 8,443
Operating supplies 253,865 239,254
Payroli taxes 57,283 57,215
Professional services 17,500 38,900
Repairs and maintenance ' 731,323 664,773
Rent 29,992 65,548
Retirement plan contribution o 115,320 112,777
Sales tax 323172 326,022
Salaries and wages 754 317 750,101
Transportation 61,261 59,106
Utilities 528,028 457 578
Uniforms 9,822 10,334
Mosquito fees remitted to the City of Stuttgart 375,296 379,036
Sanitation fees remitted to the City of Stutigart 1,047,293 1,031,639
Total operating expenditures 5,757,050 5,676,631
OPERATING INCOME (LOSS) 731,599 800,118
NON-OPERATING REVENUES (EXPENDITURES)
interest income 9,099 6,949
Interest expense (287.933) (272,749)
Nonoperating revenues {expenditures) (278,834) (255,800)
INCOME BEFORE OTHER REVENUES,
EXPENDITURES, GAINS OR LOSSES 452,765 534,318
OTHER REVENUES, EXPENDITURES, GAINS OR LOSSES
INCREASE (DECREASE) IN NET POSITION 452,765 534,318
NET POSITION AT BEGINNING OF YEAR 15,275,983 14,741,665
NET POSITION AT END OF YEAR $ 15,728,748 $ 15,275,983

The accompanying notes are an inte'gfal part of these financial statements.



City of Stuttgart, Arkansas
Water and Sewer Department
Statements of Cash Flows
Modified Cash Basis
December 31, 2019 and 2018

2019 2018
Cash flows from operating activities:
Cash receipts from customers 6,488,649 3 6,376,749
Cash payments to suppliers for goods and services (4,247,153} (4,086,073)
Cash payments to employees (754,317) {720,101)
Net cash provided/(used) by operating activities 1,487,179 1,540,575
Cash flows from non-capital financing activities:
Net cash providedf{used) by non-capital financing activities - -
Cash flows from capital and related financing activities:
Principal payments on long-term debt (305,820) (322,147)
Interest payments on long-ierm debt (287,933) (272,749)
Proceeds from issuance of long term debt 1,776,828 1,050,863
Bond issuance cost
Purchases of capital assets (1,980,135) {1,045,332)

Net cash provided/{used) in financing activities (777,060) (589,365)
Cash flows from investing activities:

Customer deposits 4,229 980
Interest received 6,629 6,135

Net cash provided/(used) by investing activities 10,858 7,115
NET INCREASE {DECREASE) IN CASH AND RESTRICTED CASH 720,977 958,325
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 5,580,392 4,631,067
CASH AND CASH EQUIVALENTS - END OF YEAR 6,310,369 $ 5,580,392
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES

Operafing income (ioss) 731,599 $ 800,118
Adjustments to reconcile operating incorne (loss) to net
cash provided by operating activities:

Depreciation 755,580 740,457
NET CASH PROVIDED BY OPERATING ACTIVITIES 1,487,178 % 1,540,575
RECONCILIATION OF CASH TO STATEMENT OF NET POSITION

MODIFIED CASH BASIS

Unresfricied cash 5,496,004 $ 4,871,635
Restricted cash-nen current 814,365 717,757
6,310,365 3 5,580,392

NONCASH TRANSACTIONS

2019 2018

Amount of interest earnad on certificate of deposits and reinvested with

certificate of deposits 2,275 $ 980

The accompanying notes are an inté&r’al part of these financlal statements.
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NOTE 1: ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNT POLICIES

A. Organization

The City of Stuttgart, Arkansas Water and Sewer Department (the “Department”) provides water sales
and sewer treatment services to the citizens of the City of Stuttgart, Arkansas (the “City”) and to
commercial and industrial customers located within the service area. The City Council serves as the
governing board of the Department and approves rates for user charges.

These financial statements include the Department and present only balances and transactions that are
directly attributable to the Water and Sewer Funds. They are not intended to present, and do not present,
the financial position and changes therein of the City or its proprietary funds. The Water and Sewer Fund
has no potential component units required to be evaluated for inclusion in its reporting entity.

B. Mecasurement Focus and Basis of Accounting

The accounts of the Department are organized on the basis of a proprietary fund type, specifically an
enterprise fund. Enterprise funds account for the activities (i) that are financed with debt that is secured
solely by a pledge of net revenues from fees and charges of the activity; (ii) that are required by laws or
regulations that the activity’s costs of providing services, including capital costs (such as depreciation or
debt service), be recovered with fees and charges, rather than with taxes or similar revenues: or (i) that
the pricing policies of the activity establish fees and charges designed to recover its costs, including
capital costs {such as depreciation or debt service).

The basis of accounting determines when transactions and economic events are reftected in financia
statements and measurement focus identifies which transactions and events should be recorded. The
measurement focus of an enterprise fund is usually an economic resources measurement focus, the
objectives which are the determination of an operating income, changes in financial position and cash
flow. Under an economic resource measurement focus, all assets, deferred inflows (outflows) of
resources and liabilities are reported. This basis of accounting and measurement focus emphasizes the
measurement of net income similar to the approach used by commercial enterprises, revenues are
recorded when eamed and expenses are recorded when incurred. However, as explained in the
paragraph that follows, certain modifications to the economic resources measurement focus result from
the basis of accounting utilized by the Department.

The Department records all transactions on the modified cash basis of accounting, which is a
comprehensive basis of accounting other than accounting principles generally accepted in the United
States of America (GAAP). Under the modified cash basis of accounting, the Department generally
recognizes assets, liabilities, deferred inflows (outflows) of resources, revenues and expenditures when
cash is received or paid. Therefore, these financial statements do not report accounts receivables and
revenues for services billed or provided, but not collected. tn addition, these financial statements do not
reflect liabilities or expenditures for goods or services received before year end for which payment has
not yet been made. The only transactions reported on these financial statements that are not directly
attributabie fo the receipts or disbursements of cash are depreciation of the Department’s capital assets
over the estimated useful lives of the assets.
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NOTE 1: ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNT POLICIES (Continued)

C. Basis of Presentation

The presentation of the Department's financial statements follows the requirements of GASB Statement
No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and Local
Governments, as amended, as applicable to enterprise funds. In accordance with the requirements of
this standard, the Department’s net position is categorized into net investment in capital assets, restricted
and unrestricted, as appiicable.

In addition, operating revenues and expenditures derived from or related directly to the usage of water
and sewer are distinguished from nonoperating revenues and expenditures for purposes of presentation
in the Department’s statements of revenues, expenditures and changes in net position—modified cash
basis. Operating revenues consist primarily of user charges and operating expenditures which inciudes
the costs of maintaining and operating the water and sewer system. Nonoperating revenues and
expenditures consist of those revenues and expenditures that are related to financing and investing type
activities. When an expenditure is incurred for purposes for which there are both restricted and
unrestricted net positions available, it is the Department's informal policy to apply the expenditure to
restricted net position to the extent such are availabie and then to unrestricted net position.

D. Cash and Cash Equivalents

For the purpose of the statements of cash flows, the Department considers all cash balance on hand,
demand deposifs, money market accounts and highly liquid investments with an original maturity of three
months or less to be cash equivalents.

E. Capital Assets

Capital assets consist of property, plant and equipment which are stated at historical cost or at estimated
cost if actual historical cost information is not available. Contributed assets are recorded at their
estimated fair vaiue at the time of contribution. The cost of additions and major replacements of retired
units of property are capitalized. The Department defines capital assets as assets with an initial,
individual cost of more than $2,500 and an estimated useful life in excess of two years. The cost and
accumulated depreciation of property sold or retired is deducted from capital assets and any profit or loss
resulting from the disposal is reported as non-operating revenues or expenditures. The cost of current
repairs, maintenance, and. minor replacemenis is charged as an expenditure when incurred. Interest
cost related to constructing property, plant and equipment is capitalized as part of the related asset when
applicable.

Depreciation of capital assets is charged as an expenditure against operations. Depreciation rates have
been applied on a straight-line basis, with estimated useful lives as follows:

Water & Sewer Systems 50 Years
Buildings ' 50 Years
Office Furniture and Equipment 10 Years

Transportation and Equipment : 5 Years
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NOTE 1: ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNT POLICIES (continued)

F. Estimates

The preparation of financiai statements in accordance with the modified cash basis of accounting requires
management to make estimates and assumptions that affect certain reporied amounts and disclosures.
Actual resuits may differ from those estimates.

G. Net Position

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 atiributable o the acquisition, construction or improvement of those assets.
Resfricted — This component of net positon 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 position consists of net assets that do not meet the definition of
“restricted” or “invested in capital assets”. -

H. Taxes

The City, and thus the Department, is exempt from federal income taxes under Code Section 115 of the
Internal Revenue Code and is also exempt from state income faxes under Arkansas law. Accordingly,
no provision for income taxes is made in the financial statements.

1. Budgets and Budgetary Accounting .

Prior to the beginning of the new fiscal year, the City Council adopts an annual budget for the Department.
The budget is adopted under a cash basis and does not include depreciation, certain capital
expenditures, and non-operating income and expense items. All annual appropriations lapse at year-
end and budgets are amended as needed.

J. Customer Deposits

Customer deposits are held until the customer’s service is terminated, at which time the deposit is appiied
to the final bill. '

NOTE 2: CASH AND CASH EQUIVALENTS

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Department’s deposits may
not be returned to the Department. In accordance with Arkansas State statutes, the Department
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NOTE 2: CASH AND CASH EQUIVALENTS (continued)

requires full collateralization of cash balances above the Federal Deposit Insurance Corporation
insurance limits.

At December 31, 2019 and 2018, the Department was fully insured by a combination of FDIC
insurance and additional collateralization of securities held by the Department’s agent in the

Department’s name.

Restricted cash:

Customer Meter Deposit Fund

Represents funds required to have a balance equal to or greater than the outstanding customer
meter/service deposit liability. _

Debt Service Reserve

Represents funds required to be maintained as stipulated by the underlying bond agreements
to ensure the Department’s ability to meet debt service obligations if revenues are insufficient to
do so during a given period. Funding of the debt service requirement is typically based on a
percentage of the maximum annual debt service requirement.

Asset Management Reserve

Represents funds required to be reserved per the debt covenant agreement with the United
States Department of Agriculture (USDA) for management of short-lived assets obtained with
USDA funding.

The following is a summary of the restricted bash and cash equivalents as of December 31, 2019
and 2018.

2019 2018
Non-current restricted cash and cash equivalents
Customer meter deposit fund $ 187,209 $ 183,265
Unspent loan proceeds 1,062 1,065
Asset management reserve funds 363,668 271,001
Debt service reserve funds 262,426 262,426
Total Restricted Cash $ 814,365 $ 717,757

NOTE 3: CERTIFICATE OF DEPOSITS

As of December 31, 2019, the Department’s cerlificate of deposits balance was $284,259, the total
amouni was unrestricted.



NOTE 3: CERTIFICATE OF DEPOSITS (continued)

As of December 31, 2018, the Depariment’s certificate of deposits balance was $282,074, the total

amount was unrestricted.

NOTE 4: CAPITAL ASSETS

A summary of changes in capital asset balances that occurred during the years ended December 3,

2019 and 2018 follows:

Non-depreciabie:
Land
Construction in progress

Depreciable:
System Plant, Wells & Lines
Equipment and Vehicles

Less accumulated depreciation

Capital assets, net

Non-depreciable:
Land
Construetion in progress

Depreciable: .
System Plant, Wells & Lines
Equipment and Vehicles

Less accumulated depreciation

Capital assets, net

Balance Balance

11172018 Additions Deletions Reclassification 12/3112019

$ 215281 $ - $ - $ - $ 215281
3,059,198 1,776,828 - 4,836,026
3,274,459 1,776,828 - - 5,051,287
35,021,536 - - - 35,021,536

2 470,609 183,307 - - 2,853,916
37,482,145 183,307 - - 37 675,452
g {20,481,355) {755,580) - - (21,236,935)
17,010,780 {572,273) - - 16,438,517

$ 20,285,249 $1,204,555 § - $ - $ 21,489,804

Balance Balance

1/1/2018 Additions Deletions Reclassification 12/31/2018

$ 215281 3 - % - 3 - $ 215261
2,013,866 1,045,332 - 3,059,198
2,220127 1,045,332 - - 3,274,459
35,021,536 - - - 35,021,536
2,470,609 - - - 2,470,609
37,492 145 - - - 37,492,145
(19,740,898) {740,457) - - {20,481,355)
17,751,247 (740,457) - - 17,010,790
$19,980374 § 304875 § - $ - $ 20,285,249




NOTE 4: CAPITAL ASSETS (continued)
Construction in Progress
The Department was obligated for the following contracts with respect to unfinished capital

projects at December 31, 2019 and 2018:

Project Name Contract Type December 31, 2019

Water and Waste Disposal
System for Rural Communities :
Phase IV and Phase il Construction $ 787,788

Project Name Contract Type December 31, 2018

Water and Waste Disposal
System for Rural Communities
Phase IV Construction $ 1,171,480

NOTE 5: RETIREMENT PLAN

Plan Description:

All Department employees participate in the Arkansas Public Employee’ Retirement Plan (the “Flan”},
which is a cost-sharing, multiple-employer, defined benefit 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 eamings..

The Plan meet the criteria set forth in GASB Statement No. 88, Accounting and Financial Reporting for
Pensions - An Amendment of GASB Statement No. 27, as amended (GASB Ng. 88). Although reporting
the liability and certain disclosures reiated to actuarial calculations for determining the total pension
liability are not relevant to modified cash basis financial statements, required disclosures related to the
description of the plan, types of benefits provided, funding policy, contribution requirements and rates,
and actual cash contribution are applicable to the modified cash basis of accounting and are provided in
the paragraphs that foilow. o

The general administration and responsibility for the proper operation of the Sysiem 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 Plan issues a publicly available financial report that includes the financial statements and
supplementary information for the Plan, which is available on the APERS website, www.apers.org. The
report may also be obtained by writing to APERS, 124 West Capitol, Suite 400, Little Rock, Arkansas
72201-1015.
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NOTE 5: RETIREMENT PLAN (continued)
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, ' 2.03%
but prior to 7/1/2007

Contributory on or after 7/1/2018 2.00%
Non-Contributory 1.72%

Members are eligible to retire with a full benefit under the following conditions:
s at age 65 with 5 years of service,
+ at any age with 28 years actual service,
¢ at age 60 with 20 years of actual service if under the old contributory plan (prior to July
1, 2005), or
+ 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.

Contributions:

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

The Department was required to contribute at an actuarially determined rate which was 15.32% for the
period July 1, 2018 to December 31, 2019 and 14.75% for the period July 1, 2017 to June 30, 2018. For
December 31, 2019 and 2018, the Department’s contribution to APERS were $115,320 and $112,777,
respectively. The Department’s contributions equaled the required contributions for each year.



NOTE 5: RETIREMENT PLAN (continued)

Net Pension Liability:

The Department’s proportionate share of the collective net pension at June 30, 2019 and June 30, 2018
{actuarial valuation date and measurement date) was $3,347,489 and $3,00,266, respectively. Because
of the use of a modified cash basis of accounting framework in the preparation of the financial statements,
this proportionate share of APERS net pension liability is not reported in the Department’s financial
statements as a liability. In accordance with the modified cash basis of accounting, pension expenditures

are only reported when contributions are paid by the Department.

NOTE 6: LONG-TERM DEBT

The Department's long-term debt at December 31, 2019 and 2018 consists of the following:

Amount Debt Maturities
Date of Final  Rate of Authorized Outstanding To
Date of Issue Maturity Interest and lssued December 31, 2018  December 31, 2019
212412012 2127/2032 3% § 1,000,000 % 702722 % 297,278
5/16/2012 5/6/2052 2.75% 7,079,000 6,227,230 851,770
6/22/2016 6/22/2056 2.25% 4,416,382 3,805,335 511,047
8/22/2016 8/22/2056 2.25% 954,000 888,183 65,817
10/15/2019 10/15/2020 3.95% 445,005 445,005 -
$13.804387 & 12168475 1,725,912
Amaount Debt Maturities
Date of Final Rate of Authorized . Cutstanding To
Date of Issue Maturity Interest and lssued - December 31, 2018 December 31, 2018
212412012 212712032 3% - § 1,000000 % 749,990 3 250,010
5/16/2012 5/6/2052 2.75% 7,079,000 6,350,612 728,388
712112015 772112019 3.169% 12,050 1,854 10,196
8/22/20186 6/22/2058 2.25% 3,086,103 2,692,243 393,860
6/22/2016 8/22/2058 2.25% 952 457 902,768 49 689
$12,129610 % 10697467 % 1,432,143
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NOTE 6: LONG-TERM DEBT (continued)

Changes in long-term debt for the years ended December 31, 2019 and 2018, were as follows:

December 31, 2019 |

Beginning Ending Due Within
Balance Additions Reducticns Balance One Year

Bonds Payable $ 10,695,613 $ 1,331,823 $ 303,966 $ 11,723,470 $ 285,950
Direct Borrowings-

MNotes Payabie 1,854 445 005 1,854 445,005 445 005
$ 10,697,467 $ 1,776,828 $ 305,820 $ 12,168,475 $ 730,955
| December 31, 2018 ]
Beginning Ending Due Within
Balance Additions Reductions Balance One Year

Bonds Payable $ 9,963,797 % 1,050,863 $ 319,047 $ 10,695,613 $ 194,638
Direct Borrowings-
Notes Payable 4,954 3,100 1,854 1,854

$ 9,968,751 $ 1,050,863 $ 322,147 $ 10,697,467 $ 196,492

Debt Service Reserve

The bond indentures requires deposits to be made into certain restricted funds and
requires certain balances to be maintained in these funds. At December 30, 2019 and
2018, the Department had $262,426 and $262,426 in reserve funds restncted for debt
service, respectively.

Pledged Revenue

The Department has pledged future customer revenues, net of specified operating
expenditures, to repay bonds. The bonds were issued for various water and sewer capital
projects.

For year ending December 31, 2019, the total principal and interest remaining on the
bonds was $16,983,205. Principal and interest paid for the current year and total
customer revenue pledged for debt service was $303,966 and $287,718, respectively.
The percentage of customer revenue pledged for the current year for principal and
interest payments was 14.76%.

For year ending December 31, 2018, the total principal and interest remaining on the
bonds was $19,295.745. Principal and interest paid for the current year and total
customer revenue pledged for debt service was $319,047 and $272,637, respectively.
The perceniage of customer revenue pledged for the current year for principal and
interest payments was 14.95%.
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NOTE 6: LONG-TERM DEBT (continued)

Maturities of fong-term debt at December 31, 2019 are as follows:

Notes from Direct Borrowing Bonds
YearEnded  Principal Interest Principal Interest Total

2020 445,005 17,578 285,950 305,734 $ 1,054,267
2021 293,605.00 298,079.00 591,684
2022 301,469.00 290,215.00 591,684
2023 309,546.00 282,138.00 591,684
2024 317.844.00 273,840.00 501,684
2025-2029 1,721,824.00 1,238,596.00 2,858 420
2023-2034 1,761,598.00 1,000,806.00 12,762,404
2035-2039 1,839,519.00 773,361.00 2,612,820
2040-2044 2,003,201.00 519,619.00 2,612,820
2045-2049 1,926,485.00 241,836.00 2,168,321
2050-2054 851,726.00 37.418.00 889,144
2055 20,703.00 153.45 20,856

$ 445005 17,678 § 11723470 § 5259735 $ 17,445,788

NOTE 7: OPERATING LEASE

a. On May 1, 2018, the Department entered into an operating lease for a tractor. The arangements
stipulated annual payments of $14,996 for a period of two years.

b. On October 1, 2019, the Department entered into an operating lease for a tractor. The
arrangements stiputated annual payments of $14,996 for a period of two years.

1. Future minimum rental payments (aggregate} at December 31, 2019: $29,902
2. Future minimum rental payments for the succeeding years:

Year Ending Amount
December 31, =
2020 S 29,892

NOTE 7: RISK MANAGEMENT AND LITIGATION

The Department is exposed to various risks of joss to torts; thefts of, damage to, and destruction of
assets; errors and omissions; injuries to employees; and natural disasters. Expenditures and claims are
recognized only when the claim is paid. In determining claims, events that might create claims, but for
which nonhe have been reported, are considered. There has been no significant reduction in the
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NOTE 7: RISK MANAGEMENT AND LITIGATION (continued)

Department’s coverage during the years ended December 31, 2019 and 2018. in addition, there have
been no settlements in excess of the Department’s coverage in any of the prior three years,
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OTHER INFORMATION




. City of Stuttgart Water and Sewer

Other Information

Schedule of Water and Sewer Rates

December 31, 2019

Water Usage Rates

Rates Per 100 Cubic Feet
First 300 cubic feet $ 13.80 minimum
Next 500 cubic feet 3.70
Next 500 cubic feet 2.90
Next 148,700 cubic feet 2.40
All over 150,000 cubic feet per month 2.20

Sewer Usage Raies

Rates Per 100 Cubic Feet
First 300 cubic feet $ 13.20 minimum
Next 500 cubic feet 3.05
Next 500 cubic feet 2.70
Next 6,700 cubic feet 2.30
All over 8,000 cubic feet per month 2.10
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OTHER REQUIRED REPORT




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

The Honorable Member of the City Council
City of Stuttgart, Arkansas

| 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 business-type activities
of the City of Stuttgart, Arkansas, Water and Sewer Department (the Department) as of and for
the years ended December 31, 2019 and 2018 and the related notes to the financial statements,
which coliectively comprise the Depariment's basic financial statements and have issued
my report thereon dated August 26, 2022.

Internal Control over Financial Reporting

In planning and performing my audit of the financial statements, | 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 my opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Department’s internal control. Accordingly, ! do not express an opinion on the effectiveness of the
Department’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not be prevented,
or detected and corrected on a timely basis. A significant deficiency is a deficiency, or a
combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

My 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 that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that were not identified. Given these limitations, during our audit | did not
identify any deficiencies in internal control that | consider to be material weaknesses. However,
material weaknesses may exist that have not been identified. : -

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department’s financial statements
are free from material misstatement, | 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
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opinion on compliance with those provisions was not an objective of my audit, and accordingly, |
do not express such an opinion. The results of my test disclosed no instances of noncompliance
or other matters that are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of my testing of internal control and
compliance and the resuits 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.

=

Baker Firm, P.A.
Joneshoro, Arkansas
August 26, 20622



