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Management Letter in Accordance with the Rules of the
Auditor General of the State of Florida

To the Governing Board of the
South Florida Water Management District

We have audited the financial statements of the South Florida Water Management
District (the District), as of and for the year ended September 30, 2007, and have issued
our report thereon dated March 14, 2008.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. We have issued our Independent Auditor's Report on Compliance and
Internal Control over financial reporting, Independent Auditor's Report on Compliance
and Internal Control over Compliance Applicable to each Major Federal Program and
State Project, and Schedule of Findings and Questioned Costs. Disclosures in those
reports and schedule, which are dated March 14, 2008, should be considered in
conjunction with this management letter.

Additionally, our audit was conducted in accordance with the provisions of Chapter
10.550, Rules of the Auditor General, which govern the conduct of local governmental
entity audits performed in the State of Florida and, unless otherwise required to be
reported in the report on compliance and internal controls or schedule of findings and
questioned costs, this letter is required to include the following information.

» Section 10.554(1)(i)1., Rules of the Auditor General, requires that we determine
whether or not corrective actions have been taken to address significant findings
and recommendations made in the preceding annual financial audit report. The
recommendations made in the preceding management letter have been
addressed in the Section, “Status of Prior Year's Management Comments.”

> Section 10.554(1)(i)2., Rules of the Auditor General, requires our audit to include
a review of the provisions of Section 218.415, Florida Statutes, regarding the
investment of public funds. In connection with our audit, we determined that the
District complied with Section 218.415, Florida Statutes.



» Section 10.554(1)(i)3., Rules of the Auditor General, requires that we address in
the management letter any recommendations to improve financial management,
accounting procedures, and internal controls. Current year comments and
recommendations have been addressed in the section, “Status of Prior Year's
Management Comments.”

> Section 10.554(1)(i)4., Rules of the Auditor General, requires that we address
violations of provisions of contracts and grant agreements or abuse that have an
effect on the financial statements that is less than material but more than
inconsequential. In connection with our audit, we did not have any such findings.

» Section 10.554(1)(i)5., Rules of the Auditor General, requires, based on
professional judgment, the reporting of the following matters that are
inconsequential to the financial statements, considering both quantitative and
qualitative factors: (1) violations of laws, rules, regulations, and contractual
provisions or abuse that have occurred, or were likely to have occurred, and
would have an immaterial effect on the financial statements; (2) improper
expenditures or illegal acts that would have an immaterial effect on the financial
statements; and (3) control deficiencies that are not significant deficiencies,
including, but not limited to; (a) improper or inadequate accounting procedures
(e.g., the omission of required disclosures from the financial statements); (b)
failures to properly record financial transactions; and (c) other inaccuracies,
shortages, defalcations, and instances of fraud discovered by, or that come to
the attention of, the auditor. In connection with our audit, we did not have any
such findings

> Section 10.554(1)(i)6., Rules of the Auditor General, requires that the name or
official title and legal authority for the primary government and each component
unit of the reporting entity be disclosed in this management letter, unless
disclosed in the notes to the financial statements. The District has no component
units. Disclosure is made in Note 1 to the District’s basic financial statements.

> Section 10.554(1)(i)7.a., Rules of the Auditor General, requires a statement be
included as to whether or not the local governmental entity has met one or more
of the conditions described in Section 218.503(1), Florida Statutes, and
identification of the specific condition(s) met. In connection with our audit, we
determined that the District did not meet any of the conditions described in
Section 218.503(1), Florida Statutes.

» Section 10.554(1)(i)7.b., Rules of the Auditor General, requires that we
determine whether the annual financial report for the District for the fiscal year
ended September 30, 2007, filed with the Florida Department of Financial
Services pursuant to Section 218.32(1)(a), Florida Statutes, is in agreement with
the annual financial audit report for the fiscal year ended September 30, 2007. In
connection with our audit, we determined that these two reports were in
agreement.
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» Sections 10.554(1)(i)7.c. and 10.556(7), Rules of the Auditor General, require
that we apply financial condition assessment procedures. In connection with our
audit, we applied financial condition assessment procedures. It is management's
responsibility to monitor the entity’s financial condition, and our financial condition
assessment was based in part on representations made by management and the
review of financial information provided by same. We noted no indications of
deteriorating financial conditions as a result of these procedures.

This management letter is intended solely for the information of the South Florida Water
Management District and management, and the State of Florida Office of the Auditor
General, and is not intended to be and should not be used by anyone other than these
specified parties.

%/»@/mfﬁﬁ//

March 14, 2008

o
Sharpton, Brunson & Company, P.A. ‘1



SOUTH FLORIDA WATER MANAGEMENT DISTRICT
COMMENTS AND RECOMMENDATIONS ON INTERNAL CONTROL
SEPTEMBER 30, 2007

2006-1

2006-2

2005 -1

2004 -2

Prior Year Comments

New Enterprise Resource Project
System Implementation Issues

Review of Inventory General Ledger
Account

Timeliness of Billing Reimbursable
Grant/Contract Expenses

Self Insurance Fund Charges and
Reserves/Retained Earnings

Commentls
Still Relevant

Comment
Addressed or No
Longer Relevant




SOUTH FLORIDA WATER MANAGEMENT DISTRICT
COMMENTS AND RECOMMENDATIONS ON INTERNAL CONTROL
SEPTEMBER 30, 2007

Status of Prior Year’s Management Comments

2006-1 New Enterprise Resource Program System Implementation Issues
Observation

On June 1, 2006, the District implemented a new Enterprise Resource Program (ERP)
system. Accounting staff's lack of experience with the new system combined with
issues common to new system implementations resulted in the following observations:

e Fiscal year 2007 general ledger postings were required approximately four
months (January 2008) after September 30, 2007.

e District personnel were not able to generate certain financial reports and
schedules from the new general ledger system as they are in the process of
determining how the new system can generate such reports and schedules.

Effect

The above observations resulted in delays in completing the Comprehensive Annual
Financial Report and our audit of such.

Recommendation

We recommend that the District conduct an evaluation of the existing ERP system and
an analysis of projected needs for the future. This evaluation should focus on ensuring
that there are sufficient resources to operate and maintain the system currently in place
while taking into consideration resource demands on future system enhancements and
upgrades. Also, additional training on the new ERP for District accounting staff should
be required as well as the development of reports that provide information to
management and other interested parties. Further, we suggest that efforts be made to
document the flow of transactions in the Treasury and Fixed Asset modules. This
documentation should detail how Treasury and Fixed Asset transactions post to the
general ledger and how those accounts are presented in the CAFR. Finally, eliminate
accounts not required under governmental accounting standards.

Current Year’s Status and Management’s Response

Since the implementation of the new ERP system in June 2006 we have gained a much
better understanding of the system including integration between the various modules
such as general ledger, budget, cost accounting, materials management, plant
management, grants management, asset management, treasury management, and HR
modules. Further, Accounting has realigned its resources and created a Fixed
Asset/Project Systems Unit. Part of that unit's responsibility will be to document fixed
asset and project transactional flows.



SOUTH FLORIDA WATER MANAGEMENT DISTRICT
COMMENTS AND RECOMMENDATIONS ON INTERNAL CONTROL
SEPTEMBER 30, 2007

Status of Prior Year’s Management Comments (cont'd)

2006-2 Review of Inventory General Ledger Account
Observation

As of September 30, 2006, the District had consumable inventory of approximately $ 3.7
million. Consumable inventory consists of fuel, chemicals and supplies held for
consumption. We noted that a physical inventory of consumable supplies was
performed by the operations and maintenance department personnel of the District.
With the implementation of the new Enterprise Resource Program (ERP) system the
operations and maintenance department personnel is responsible for initiating the
purchase and reconciling the year end physical inventory observation to the inventory
general ledger account.

Effect

Increase risk of misappropriation or error by not having someone independent of the
operations and maintenance department perform the reconciliation and determining
whether inventory items are properly capitalized as of the end of the year and whether
obsolete items should be written off.

Recommendation

We suggest that District accounting staff review the new inventory processes that
resulted from the implementation of the new ERP to identify and mitigate any internal
control weaknesses.

Current Year’s Status and Management’s Response

A new process has been established to strengthen internal controls over inventory by
creating a greater segregation of duties. The Storekeeper maintains physical control
over the inventory and staff from the Operations and Maintenance Finance Unit
supervises the inventory count. During the current year, Operations and Maintenance
Finance Unit staff did physical inventory counts and adjusted inventory levels as
appropriate. In the future, inventory write-offs will be performed by accounting staff.



SOUTH FLORIDA WATER MANAGEMENT DISTRICT
COMMENTS AND RECOMMENDATIONS ON INTERNAL CONTROL
SEPTEMBER 30, 2007

Status of Prior Year’'s Management Comments (cont'd)

2005-1. Timeliness of Billing Reimbursable Grant/Contract Expenses

Observation

We observed several grantor agencies reimbursable costs that were not submitted in a
timely manner (vendor invoices submitted more than ninety days after the costs were
incurred).

Effect

This condition may result in lost revenue that could be earned on reimbursed expenses
if not billed and collected in a timely manner and/or additional costs could be incurred
on funds borrowed to finance projects due to reimbursed costs not being billed and
collected in a timely manner.

Recommendation

We suggest that procedures be established to monitor the billing and collection efforts
of reimbursable grant/contract expenses. Additionally, we suggest that management
evaluate the resources needed to bill and collect reimbursable grant/contract expenses.

Current Year’s Status and Management’s Response

We are still experiencing delays in billing grantors for grant reimbursement. The primary
reason for this is a lack of reports available from our relatively new ERP system that
provide us with the appropriate information. Also contributing to the delay in grant billing
is a lack of adequate documentation from sub-grantees.

Before the implementation of our new ERP system in June 2006, grant data was kept in
a variety of places including the legacy financial system, spreadsheets, and databases.
As a result, much of this historical data was not transferred in the grants module of our
new ERP system. While all new grant transactions are being entered into the system
much of the historical data must be tracked, converted, and combined with the new data
to get a complete picture of a grant. In addition certain business processes were re-
designed that resulted in Accounting not getting certain documentation that is required
to bill a grantor.

Currently, we are revisiting these processes and continuing to load historical data into
our new system. We are also in the process of developing a grant compliance
database. This database will contain all open grants, the dates when grant billings are
due, the name of the person responsible is for reviewing grant related expenses, and
the date when invoices are actually sent.



SOUTH FLORIDA WATER MANAGEMENT DISTRICT
COMMENTS AND RECOMMENDATIONS ON INTERNAL CONTROL
SEPTEMBER 30, 2007

Status of Prior Year’s Management Comments (cont'd)

2004-2. Self Insurance Fund Charges and Reserves/ Retained Earnings

Observation

The District's self-insurance fund appears to be financially sound. It appears, however, that
given the District's recent past history of claims paid and settled, and given the most recent
actuarial report, the estimated liability of approximately $6.6 million seems very conservative.
More of a concem is that the fund has about $2.5 million in excess of this liability in retained
earmnings (fund balance once it is consolidated in the General Fund).

Effect

Improper insurance costs incurred by funds or the erroneous allocation of insurance costs
among funds.

Recommendation

The self insurance funds are established to recover cost from the various funds and should not
have additional reserves/retained earnings or profits. We suggest that management assess
the reasonableness of self insurance fund charges and establish a policy of additional reserves
if warranted.

Management’s Response

Management concurs with this comment. Due to its extensive geographic area and large
number of assets, the District is subject to many risks. Management believes it is prudent to
have self insurance reserves in excess of the established actuarial reserves to meet
unanticipated claims. Management will assess the reasonableness of such reserves and
establish a principal of sound financial management setting adequate and reasonable levels for
self insurance reserves.

Current Year’s Status and Management Response

Management continues to believe that reserves up to $10 million are appropriate for an entity
of our size and risk potential. Review of a policy statement on self-insurance reserves is on-

going.



