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BERBERICH TRAHAN ¢ CO, PA.

Certified Pablic Accountants

July 19, 2010

To the Board of Directors and Management
El Paso Water Company, Inc.
Derby, Kansas

In planning and performing our audit of the financial statements of El Paso Water Company, Inc.
(the Company) as of and for the year ended December 31, 2009, in accordance with auditing
standards generally accepted in the United States of America, we considered the Company’s
internal control over financial reporting (internal control) as a basis for designing our auditing
procedures 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 Company’s internal control.
Accordingly, we do not express an opinion on the effectiveness of the Company’s internal

control.

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 that might be
significant deficiencies or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the financial statements will not be prevented, or
detected and corrected on a timely basis.

A significant deficiency is a deficiency, or 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 following control deficiency to be a significant deficiency:

The financial statements are the responsibility of the Company’s management. During the
course of the audit, we identified significant misstatements in the trial balance that were not
initially identified by the Company’s internal control.

This communication is intended solely for the information and use of the Board of Directors and
management and is not intended to be and should not be used by anyone other than these

specified parties.
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Finally, we wish to express our appreciation to the Company’s personnel for their assistance and
cooperation during our audit, and we look forward to working with you on future engagements.

Very truly yours,

BERBERICH TRAHAN & CO., P.A.

s X fne)

Karen K. Linn
Director
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Kathleen B. Sexto
City Manager

July 19,2010

Berberich Trahan & Co., P.A.
3630 SW Burlingame Road
Topeka, Kansas 66611-2050

In connection with your audits of the balance sheets of El Paso Water Company, Inc. (the
Company) as of December 31, 2009 and 2008, and the related statements of income,
retained earnings and cash flows for the years then ended, we confirm that we are
responsible for the fair presentation of the financial statements in conformity with
accounting principles generally accepted in the United States of America.

We confirm, to the best of our knowledge and belief, as of the date of the auditors’ report,
the following representations made to you during your audits.

1. The financial statements referred to above are fairly presented in conformity with
accounting principles generally accepted in the United States of America.

2. We have made available to you all:
a. Financial records and related data.
b. Minutes of the meetings of stockholder, directors and committees of directors
or summaries of actions of recent meetings for which minutes have not yet

been prepared.

3. We have no knowledge of fraud or suspected fraud affecting the Company
involving:
a. Management,
b. Employees who have significant roles in the internal control, or

c. Others where the fraud could have a material effect on the financial
statements.

4. We acknowledge our responsibility for the design and implementation of
programs and controls to provide reasonable assurance that fraud is prevented and

detected.

City of Derby 611 N. Mulberry * Derby, Ks 67037-3533 - 316/788-3132 - Fax 316/788-6067
Cify Manager's Office Homepage: www.derbyweb.com E-mail: CityManager@derbyweb.com
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10.

We have no knowledge of any allegations of fraud or suspected fraud affecting
the Company received in communications from employees, former employees,
analysts, regulators, or others.

We have informed you of all significant deficiencies, including material
weaknesses, in the design or operation of internal controls that could adversely
affect the Company’s ability to record, process, summarize and report financial

data.

There have been no communications from regulatory agencies concerning
noncompliance with, or deficiencies in, financial reporting practices that could
have a material effect on the financial statements.

We have no plans or intentions that may materially affect the carrying value or
classification of assets or liabilities.

The following have been properly recorded and/or disclosed in the financial

statements:

a. Related party relationships, transactions and related amounts receivable or
payable including sales, purchases, loans, transfers, leasing arrangements and
guarantees, all of which have been recorded in accordance with the economic
substance of the transactions.

b. All leases and material amounts of rental obligations under long-term leases.

c. All significant estimates and material concentrations known to management
which are required to be disclosed in accordance with the Risks and
Uncertainties Topic of the FASB Accounting Standards Codification.
Significant estimates are estimates at the balance sheet date which could
change materially within the next year. Concentrations refer to volumes of
business, revenues, available sources of supply, or markets for which events
could occur which would significantly disrupt normal finances within the next
year.

d. We have evaluated the tax positions under the two-step approach for
recognition and measurement of uncertain tax positions required by the
Income Taxes Topic of the FASB Accounting Standards Codification and
determined that there are no uncertain tax positions.

We are responsible for making the accounting estimates included in the financial
statements. Those estimates reflect our judgment based on our knowledge and
experience about past and current events and our assumptions about conditions
we expect to exist and courses of action we expect to take.
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11. There are no:

13.

14.

a.

b.

T

S

Material transactions that have not been properly recorded in the accounting
records underlying the financial statements.

Violations or possible violations of laws or regulations whose effects should
be considered for disclosure in the financial statements or as a basis for
recording a loss contingency. In that regard, we specifically represent that we
have not been designated as, or alleged to be, a “potentially responsible party”
by the Environmental Protection Agency in connection with any
environmental contamination.

Other material liabilities or gain or loss contingencies that are required to be
accrued or disclosed by the Contingencies Topic of the FASB Accounting
Standards Codification.

Guarantees, whether written or oral, under which the Company is contingently
liable.

Arrangements with financial institutions involving compensating balances or
other arrangements involving restrictions on cash balances.

Lines of credit or similar arrangements.

Agreements to repurchase assets previously sold.

Security agreements in effect under the Uniform Commercial Code.

Liens or encumbrances on assets or other pledges of assets.

Amounts of contractual obligations for construction and/or purchase of real
property, equipment, other assets and intangibles.

Investments in debt and equity securities.

Liabilities which are subordinated to any other actual or possible liabilities of
the Company.

Capital stock repurchase options or agreements or capital stock reserved for
options, warrants, conversions or other requirements.

Derivative financial instruments.

Assets or liabilities measured at fair value in accordance with the Fair Value
Measurements and Disclosures Topic of the FASB Accounting Standards

Codification.

. We are not aware of any pending or threatened litigation, claims or assessments or

unasserted claims or assessments that are required to be accrued or disclosed in
the financial statements in accordance with the Contingencies Topic of the FASB
Accounting Standards Codification, and we have not consulted a lawyer
concerning litigation, claims or assessments.

The Company has satisfactory title to all owned assets.

We have complied with all aspects of contractual agreements that would have a
material effect on the financial statements in the event of noncompliance.
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15. We are responsible for determining that significant events or transactions that
have occurred since the balance sheet date and through the date of management’s
evaluation as disclosed in the financial statements have been recognized or
disclosed in the financial statements. No events or transactions have occurred
subsequent to the balance sheet date and through the date of management’s
evaluation as disclosed in the financial statements that would require recognition
or disclosure in the financial statements. We further represent that as of the date
of management’s evaluation as disclosed in the financial statements, the financial
statements were complete in a form and format that complied with accounting
principles generally accepted in the United States of America, and all approvals
necessary for issuance of the financial statements had been obtained.

16. During the course of your audit, you may have accumulated records containing
data which should be reflected in our books and records. All such data have been
so reflected. Accordingly, copies of such records in your possession are no longer

needed by us.

17. We agree with the adjusting journal entries as proposed in the attachment.
Furthermore, we intend to record these entries into our trial balance as of

December 31, 2009,

Very truly yours,
EL PASO WATER COMPANY, INC.

Kathleen B. Sexton, President/CEO

Date VI' ’Q' /O




Year End: December 31, 2009
El Paso Water Company
Adjusting Journal Entries
Date: 1/1/2009 To 12/31/2009

0207

Number  Date Name Account No Reference Annotation Debit Credit
1 12/31/2009 FRANCHISE FEE RECEIVABLE 142 7510 6,524.00
1 12/31/2009 SEWER ACCOUNTS RECEIVABLE 145 7510 115,588.00
1 12/31/2009 RETAINED EARNINGS 202 7510 183,001.00
1 12/31/2009 DIVIDENDS 203 7510 131,730.00
1 12/31/2008 ACCOUNTS PAYABLE 223 7510 338,491.00
1 12/31/2009 ACCRUED FRANCHISE FEE 236 7510 16.823.00
1 12/31/2009 ACCRUED SEWER CHARGE 255 7510 222,088.00
1 12/31/2008 ACCRUED SEWER PENALTY 256 7510 5,069.00
1 12/31/2009 Due to City of Derby 257 7510 311.955.00
1 12/31/2009 WATER SALES 301 7510 10,383.00
1 12/31/2009 SEWER BILLING CHARGE . 322 7510 5,238.00
1 12/31/2009 WICHITA WATER PURCHASE 400 7510 177,569.00
1 12/31/2008 CONTRACT LABOR 401 7510 39,537.00
1 12/31/2009 WELLS, PUMP & EQUIP-MAINT. 415 7510 2,695.00
1 12/31/2009 TOOLS & EQUIP - MAINTENANCE 418 7510 4,582.00
1 12/31/2009 MISCELLANEOUS 439 7510 1,185.00
1 12/31/2009 MISCELLANEOUS 439 7510 19,340.00
1 12/31/2009 DEPRECIATION 450 7510 13,547.00
1 12/31/2008 MISCELLANEQUS INCOME 460 7510 39,537.00

To record prior audit adjustments

and set-up beginning balances.
2 12/31/2009 UNBILLED RECEIVABLES 147 7.484.00
2 12/31/2008 WATER SALES 301 7,484.00

To reverse prior year unbilled

receivables and to record current year unbilled receivables.
4 12/31/2009 FRANCHISE FEE RECEIVABLE 142 2010 6,585.00
4 12/31/2008 SEWER ACCOUNTS RECEIVABLE 145 2010 10,305.00
4 12/31/2009 ACCRUED FRANCHISE FEE 236 2010 7,311.00
4 12/31/2009 ACCRUED SEWER CHARGE 255 2010 8,280.00
4 12/31/2009 ACCRUED SEWER PENALTY 256 2010 3,027.00
4 12/31/2008 Due to City of Derby 257 2010 220.00
4 12/31/2009 MISCELLANEOUS 439 2010 14,622.00

To adjust sewer and franchise

receivables and payables
5 12/31/2009 CONTRACT LABOR 401 8250 4,710.00
5 12/31/2009 MISCELLANEOUS 439 8250 4,710.00

To adjust contractual labor to

actual.
6 12/31/2009 TOOLS AND EQUIPMENT 112 4015 5,528.00
6 12/31/2009 TOOLS AND EQUIPMENT 112 4015 787.00
[ 12/31/2009 TOOLS & EQUIP - MAINTENANCE 418 4015 5,528.00
6 12/31/2008 OFFICE EQUIPMENT MAINTENANCE 430 4015 787.00

To reclass from expense to fixed

asset
7 12/31/2009 ACCUMULATED DEPRECIATION 103 12.00
7 12/31/2009 ACCUMULATED DEPRECIATION 108 494.00
7 12/31/2009 ACCUMILATED DEPRECIATION 107 404.00
7 12/31/2009 ACCUMILATED DEPRECIATION 109 16,136.00
7 12/31/2009 ACCUMULATED DEPRECIATION 113 581.00
7 12/31/2009 ACCUMULATED DEPRECIATION 115 3,824.00
411512010

Page 1

3:25PM



0207-1

Year End: December 31, 2009
El Paso Water Company
Adjusting Journal Entries
Date: 1/1/2009 To 12/31/2009

Number  Date Name Account No Reference Annotation Debit Credit
7 12/31/2009 ACCUMULATED DEPRECIATION 118 121.00
7 12/31/2009 ACCUMULATED DEPRECIATION 121 1.00
7 12/31/2009 DEPRECIATION 450 20,763.00
To adjust depreciation expense to
actual.
8 12/31/2009 WELLS PUMPHOUSES & EQUIPMENT 102 4010 2,658.00
8 12/31/2009 WELLS, PUMP & EQUIP-MAINT. 415 4010 2,658.00
To adjust fixed assets to actual.
889,961.00 889,961.00
Net Income (Loss) 532,612.00
4/15/2010
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Year End: December 31, 2008
Reclassifying Journal Entries
Date: 1/1/2009 To 12/31/2009

0208

Number  Date Name Account No Reference Annotation Debit Credit
3 12/31/2009 SEWER ACCOUNTS RECEIVABLE 145 2010 132,576.00
3 12/31/2009 ACCOUNTS PAYABLE 223 2010 72,361.00
3 12/31/2009 ACCOUNTS PAYABLE 223 2010 132,576.00
3 12/31/2009 Due to City of Derby 257 2010 72,361.00
To reclass payables between Due to
City and Accounts Payable
204,937.00 204,937.00
Net Income {Loss) 532,612.00
4/15/2010
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