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RICHARD F. PAULMANN CPA, LLC
301 MOUNT MERCY ROAD
PEWEE VALLEY, KY 40059
Ph: (502) 550-1568

e- mail: Richardpaulmann@twc.com
August 20, 2014
To the Board of Commissioners

Southern Water and Sewer District
McDowell, KY

| have audited the financial statements of the business-type-activities, each major fund ¢f Southern Water
and Sewer District (a Kentucky Special District) for the year ended December 31, 2D14. Professional
standards require that | provide you with information about my responsibilities under generally accepted
auditing standards and Government Auditing Standards and, as well as certain information related to the
planned scope and timing of my audit. | have communicated such information in my I¢tter to you dated
March 28, 2014. Professional standards also require that | communicate to you the follgwing information
related to my audit.

Significant Audit Findings

Qualitative Aspects of Accounting Procedures

Management is responsible for the selection and use of appropriate accounting polici®s. The significant
accounting policies used by Southern Water and Sewer District are described in note 1 to the financial
statements. No new accounting policies were adopted and the application of existing polices was not
changed during 2014. | noted no transactions entered into by the Association during year for which
there is a lack of authoritative guidance or consensus. All significant transactions have teen recognized in

the financial statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by ma
based on management's knowledge and experience about past and current events
about future events. Certain accounting estimates are particularly sensitive because o
to the financial statements and because of the possibility that future events affecti
significantly from those expected. The most sensitive estimate affecting the Southern
District’s financial statements was:
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Management’s estimate of the depreciable lives of fixed assets is based on est
assets. | evaluated the key factors and assumptions used to develop the estim
that it is reasonable in relation to the financial statements taken as a whole.

Management's estimate of the allowance for doubtful accounts is based on hi

revenues, historical loss levels, and an analysis of the collectability of individua

evaluated the key factors and assumptions used to develop the allowance in d¢termining that

it is reasonable to the financial statements taken as a whole.
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Certain financial statements disclosures are particularly sensitive because of their significiince to financial
statement users. The most sensitive disclosure affecting the financial statements was:

The Disclosure of debt in Note 14 to the financial statements.

Difficulties Encountered in Performing the Audit

| encountered no significant difficulties in dealing with management in performing an completing my
audit.

Corrected and Uncorrected Misstatements

Professional standards require me to accumulate all known and likely misstatements ide
audit, other than those that are trivial, and communicate them to the appropriate level
Management has already posted the following adjustment. In addition none of the folio
detected as a result of audit procedure were material, either individually or in the
opinion on the financial statements taken as a whole.

Disagreements with Management

For the purposes of this letter, professional standards define a disagreement with
financial accounting, reporting, or auditing matter, whether or not resolved to my sati
be significant to the financial statements or to the auditor’s report. | am pleased to
disagreements arose during the course of my audit.
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Management Representations

| have requested certain representations from management that are included in t
representation letter dated August 20, 2015.

management

Management Consultation with Other Independent Accountants

in some cases, management may decide to consult with other accountants about auditin
matters, similar to obtaining a “second opinion” on certain situations. If consultation inv
of an accounting principle to the association’s financial statements or a determinatio
auditor’s opinion that may be expressed on those statements, my professional stand
consulting accountant to check with me to determine that the consultant has all the rele
knowledge, there were no such consultations with other accountants.
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Other Audit Findings or Issues

| generally discuss a variety of matters, including the application of accounting princidles and auditing
standards, with management each year prior to retention as the District’s auditor] However, these
discussions occurred in the normal course of my professional relationship and our resgonses were not a
condition to my retention.

This information is interded solely for the use of the Board of Directors and manageinent of Southern

Water and Sewer District and is not intended to be and should not be used by anyone jother than these
specified parties.

Very truly yours,
Roscknid R [Burkorarco

Richard F. Paulmann, CPA, LLC




RICHARD F. PAULMANN CPA, LLC
301 MOUNT MERCY ROAD
PEWEE VALLEY, KY 40059
ph: (502)550-1568
e- mail: Richardpaulmann@twc.com

August 20, 2015
To the Board of Commissioners

Southern Water and Sewer District
McDowell, KY

In planning and performing my audit of the financial statements of Southern Water and 5e ! er District for
the year ended December 31, 2014. | considered Southern Water and Sewer District’s int€rna
determine my auditing procedures for the purpose of expressing an opinion on the finan(ial statements

and not to provide assurance on internal cantrol.

However, during my audit | became aware of several matters that are opportunities '| strengthening
internal controls and operating efficiency. This letter summarizes my comments 3G suggestions
regarding those matters. This letter does not affect my report dated August 20, 2015, fn the financial
statements of Southern Water and Sewer District.

| will review the status of these comments during my next audit engagement. | may have already discussed
some of these comments and suggestions with southern Water and Sewer District’s pers 5 nnel, and | will
be pleased to discuss them in further detail at your convenience, to perform any additio i | study of these
matters, or to assist you in implementing the recommendations. My comments are summarized as
follows:

1.) All tanks should be surrounded by barb wire, padlocked, and have written on the
foot letters private property do not enter. Trail cameras should also be ple
telemetry equipment at these sites.

2.) Customer deposit held should be maintained with information included to ve ify |

3.) The “consumption” method of inventory should be used instead of periodit
materials should be recorded initially in inventory accounts and charged to e $ €
used.

4.) 1 recommend writing off 80% of all accounts receivable over 90 days old. The
leff Reed give them the ratio number of days accounts receivable in revenue a
reduce the days to collect accounts receivable should be taken.

a. Days accounts receivable in revenue increased from 86.45 2013 to 94.29 da
b. Consider collection agency.
c. Publish list of who owes Southern Water Sewer.

5.) With testing of accounts payable and expenses | notice heavy penalties be
payment to Prestonsburg City Utility and Pikeville City Utilities. Cash flow woull
increased if these are eliminated.

6.) Alist of all reports that can be run with accounts receivable software and bro el
yearly consider if they should be printed and kept on file.
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7.) Whenever fraud is considered on an employee, www.docusearch should be at cost of 52
to search for hidden assets and accounts of suspected employee.

8.) Itwould be best for the 3 computers which are hooked to internet to have 4" forDean, Mary Beth
and Paula to open e-mails lowering exposure to internet viruses and problems.

9.) Your receivable software back up is being maintained on shelf in office and should be kept in
something fire proof.

10.)Cross training employee’s will help to detect reports not being properly run and other items that
are unusual.

This report is intended solely for the information and use of the Board of Directors, management, and
others within Southern Water and Sewer District and is not intended to be and should not be used by
anyone other than those specified parties.

Sincerely, »
Hrebard 7 Pveskmtarcen

Richard F. Paulmann CPA, LLC




