
 

 

 
 
 
Board of Directors and Management 
Kentucky Municipal Energy Agency 
Louisville, Kentucky 
 
 
As part of our audit of the financial statements of Kentucky Municipal Energy Agency (the “Agency”) as 
of and for the year ended June 30, 2020, we wish to communicate the following to you. 
 
AUDIT SCOPE AND RESULTS 
 
Auditor’s Responsibility Under Auditing Standards Generally Accepted in the United States of 
America 

An audit performed in accordance with auditing standards generally accepted in the United States of 
America is designed to obtain reasonable, rather than absolute, assurance about the financial statements.  
In performing auditing procedures, we establish scopes of audit tests in relation to the financial statements 
taken as a whole.  Our engagement does not include a detailed audit of every transaction.  Our 
engagement letter more specifically describes our responsibilities. 
 
These standards require communication of significant matters related to the financial statement audit that 
are relevant to the responsibilities of those charged with governance in overseeing the financial reporting 
process.  Such matters are communicated in the remainder of this letter or have previously been 
communicated during other phases of the audit.  The standards do not require the auditor to design 
procedures for the purpose of identifying other matters to be communicated with those charged with 
governance. 
 
An audit of the financial statements does not relieve management or those charged with governance of 
their responsibilities.  Our engagement letter more specifically describes your responsibilities. 
 
Qualitative Aspects of Significant Accounting Policies and Practices 
 
Significant Accounting Policies 
 
The Agency’s significant accounting policies are described in Note 1 of the audited financial statements. 
 
Alternative Accounting Treatments 
 
We had discussions with management regarding alternative accounting treatments within accounting 
principles generally accepted in the United States of America for policies and practices for material items, 
including recognition, measurement and disclosure considerations related to the accounting for specific 
transactions as well as general accounting policies, as follows: 
 

 Proper accounting treatment in accordance with the regulated operations provisions of 
Governmental Accounting Standards Board (GASB) Statement No. 62 
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Management Judgments and Accounting Estimates 
 
Accounting estimates are an integral part of financial statement preparation by management, based on its 
judgments.  The following areas involve significant estimates for which we are prepared to discuss 
management’s estimation process and our procedures for testing the reasonableness of those estimates: 
 

 Derivative instruments 
 
Financial Statement Disclosures 
 
The following areas involve particularly sensitive financial statement disclosures for which we are 
prepared to discuss the issues involved and related judgments made in formulating those disclosures: 
 

 Commitments 
 Derivative instruments  

 
Audit Adjustments 
 
During the course of any audit, an auditor may propose adjustments to financial statement amounts.  
Management evaluates our proposals and records those adjustments which, in its judgment, are required 
to prevent the financial statements from being materially misstated.  A misstatement is a difference 
between the amount, classification, presentation or disclosure of a reported financial statement item and 
that which is required for the item to be presented fairly in accordance with the applicable financial 
reporting framework. No audit adjustments were proposed as a result of the fiscal year 2020 audit 
engagement. 
 
Auditor’s Judgments About the Quality of the Entity’s Accounting Principles 
 
During the course of the audit, we made the following observations regarding the Agency’s application of 
accounting principles. The Agency implemented the following Governmental Accounting Standards 
Board (GASB) Statements for its fiscal year ended June 30, 2020: 
 

 GASB Statement No. 84, Fiduciary Activities 
 GASB Statement No. 97, Certain Component Unit Criteria, and Accounting and Financial 

Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans 
  
Other Material Communication 
 
Listed below is another material communication between management and us related to the audit: 
 

 Management representation letter (attached) 
 
 
INTERNAL CONTROL OVER FINANCIAL REPORTING 
 
In planning and performing our audit of the financial statements of Kentucky Municipal Energy Agency 
(the “Agency”) as of and for the year ended June 30, 2020, in accordance with auditing standards 
generally accepted in the United States of America, we considered the Agency’s internal control over 
financial reporting (internal control) as a basis for designing our audit procedures for the purpose of 
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expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on 
the effectiveness of the Agency’s internal control.  Accordingly, we do not express an opinion on the 
effectiveness of the Agency’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 material weaknesses or 
significant deficiencies and, therefore, material weaknesses or significant deficiencies may exist that were 
not 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 a combination of deficiencies, in internal control, such that there 
is a reasonable possibility that a material misstatement of the Agency’s 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 observed the following matter that we consider to be a deficiency. 

 

Deficiency 
 
Segregation of Duties 
 
We noted the Vice President of Finance and Accounting/CFO has incompatible duties within the cash 
outflows transaction cycle. Proper internal control would have the preparation of checks, authorization of 
wire transfers, and reconciliation of accounting records performed by different individuals, with these 
abilities being limited for any individuals with review and approval responsibilities.  With the limited 
number of staff employed by the Agency, complete segregation of duties is challenging, however the 
Agency does employ mitigating controls to address some of these segregation of duties issues. We 
acknowledge that the Agency is currently in the process of hiring an accountant/financial analyst to 
further segregate duties. 
 
 
OTHER MATTERS 
 
Although not considered material weaknesses, significant deficiencies or deficiencies in internal control 
over financial reporting, we observed the following matters and offer these comments and suggestions 
with respect to matters which came to our attention during the course of the audit of the financial 
statements.  Our audit procedures are designed primarily to enable us to form an opinion on the financial 
statements and, therefore, may not bring to light all weaknesses in policies and procedures that may exist.  
However, these matters are offered as constructive suggestions for the consideration of management as 
part of the ongoing process of modifying and improving financial and administrative practices and 
procedures.  We can discuss these matters further at your convenience and may provide implementation 
assistance for changes or improvements. 
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New Accounting Standards 
 
Governmental Accounting Standards Board Statement No. 87 
 
The Governmental Accounting Standards Board has issued Statement No. 87, Leases (GASB 87). GASB 
87 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 statement will be effective for the Agency’s fiscal year ending June 30, 2022. 
 
Governmental Accounting Standards Board Statement No. 89 
 
The Governmental Accounting Standards Board has issued Statement No. 89, Accounting for Interest 
Cost Incurred before the End of a Construction Period (GASB 89). GASB 89 requires that interest costs 
incurred before the end of a construction period be recognized as expenses in the period in which the 
costs are incurred. As a result, the interest cost incurred before the end of a construction period will not be 
included in the historical cost of a capital asset reported on the Balance Sheet. 
 
This statement will be effective for the Agency’s fiscal year ending June 30, 2022. 
 
Governmental Accounting Standards Board Statement No. 96 
 
The Governmental Accounting Standards Board has issued Statement No. 96, Subscription-Based 
Information Technology Arrangements (GASB 96). GASB 96 provides guidance on the accounting and 
financial reporting for subscription-based information technology arrangements (SBITAs) for government 
end users. This Statement (1) defines a SBITA; (2) establishes that a SBITA results in a right-to-use 
subscription asset – an intangible asset – and a corresponding subscription liability; (3) provides the 
capitalization criteria for outlays other than subscription payments, including implementation costs of a 
SBITA; and (4) requires not disclosures regarding a SBITA. 
 
This statement will be effective for the Agency’s fiscal year ending June 30, 2023. 
 

***** 
 
This communication is intended solely for the information and use of management, the Board of 
Directors, others within the organization and is not intended to be and should not be used by anyone other 
than these specified parties. 
 

 
 
September 11, 2020 














