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CITY OF CHATTANOOGA, TENNESSEE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS

June 30, 2004

Note 1.

Note 2.

Note 3.

Note 4.

Basis of Presentation

The accompanying schedule of expenditures of federal and state awards includes the
federal and state grant activity of the City and is presented on the accrual basis of
accounting. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, “Audits of States, Local Governments, and
Non-Profit Organizations.” Therefore, some amounts presented in this schedule may
differ from amounts presented in, or used in the preparation of, the basic financial
statements.

Program Income

Cash receipts for the Community Development Block Grant (CFDA 14.218) and HOME
Investment Partnerships Program (CFDA 14.239) include program income of $1,044,472
and $527,508, respectively.

Accrual Adjustment

The accompanying schedule of expenditures of federal and state awards includes
beginning accrued grant revenue of $251,606 related to Public Assistance Grants (CFDA
97.036). This amount was not included as ending accrued grant revenue on the prior
year schedule because the reimbursable expenditures were not identified until the current
year.

Subrecipients

Of the federal expenditures presented in the schedule, the City provided federal awards to
subrecipients as follows:

Federal CFDA Amount Provided
Program Title Number to Subrecipient
Community Development Block Grants/
Entitlement Grants 14.218 $3,373,814
Emergency Shelter Grants Program 14.231 123,510
Home Investment Partnerships Program 14.239 1,627,464
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CERTIFIED PUBLIC ACCOUNTANTS
AND BUSINESS ADVISORS

Report of Independent Certified Public Accountants on Compliance and on

Internal Control Over Financial Reporting Based on an Audit of

Financial Statements Performed in Accordance With Government Auditing Standards

To the Honorable Mayor
and Members of the City Council
City of Chattanooga, Tennessee

We have audited the financial statements of the City of Chattanooga, Tennessee, as of and
for the year ended June 30, 2004, and have issued our report thereon dated October 15, 2004. We
did not audit the financial statements of EPB and the Chattanooga Metropolitan Airport Authority.
Those financial statements were audited by other auditors whose reports thereon have been
furnished to us, and our opinion on those financial statements, insofar as it relates to the amounts
included for EPB and Chattanooga Metropolitan Airport Authority, was based solely on the work
of other auditors. We conducted our audit in accordance with 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.

Compliance

As part of obtaining reasonable assurance about whether the City’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards. However,
we noted certain immaterial instances of noncompliance, which we have reported to management
in a separate letter dated October 15, 2004.
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Internal Control Over Financial Reporting

In planning and performing our audit, we considered the City’s internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control over
financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financial reporting that might be
material weaknesses. A material weakness is a condition in which the design or operation of one
or more of the internal control components does not reduce to a relatively low level the risk that
misstatements in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. We noted no matters involving the internal control over
financial reporting and its operation that we consider to be material weaknesses. However, we
noted other matters involving the internal control over financial reporting that we have reported to
management in a separate letter dated October 15, 2004.

This report is intended solely for the information and use of the Mayor, the City Council,
the City of Chattanooga, Tennessee's management, federal and state awarding agencies and

pass-through entities, and is not intended to be and should not be used by anyone other than these
specified parties.

Z/Q?M) Brca € {0ty HLC.

Chattanooga, Tennessee
October 15, 2004
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CERTIFIED PUBLIC ACCOUNTANTS
AND BUSINESS ADVISORS

Report of Independent Certified Public Accountants on Compliance

With Requirements Applicable to Each Major Federal Program and Internal

Control Over Compliance in Accordance With OMB Circular A-133

To the Honorable Mayor
and Members of the City Council
City of Chattanooga, Tennessee

Compliance

We have audited the compliance of the City of Chattanooga, Tennessee, with the types
of compliance requirements described in the U.S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that are applicable to each of its major federal programs
for the year ended June 30, 2004. We did not audit the compliance of the Chattanooga
Metropolitan Airport Authority whose federal and state financial assistance is $4,049,255. The
report of the other auditors on compliance with the requirements applicable to major programs has
been furnished to us, and our opinion on compliance with those requirements, insofar as it relates
to the amounts included for the Chattanooga Metropolitan Airport Authority was based solely on
the report of the other auditors. The City’s major federal programs are identified in the summary
of auditor’s results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of
its major federal programs is the responsibility of the City’s management. Our responsibility is to
express an opinion on the City’s compliance based on our audit.

We conducted our audit of compliance 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 and Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about the City’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit and the report of the other auditors provide a reasonable
basis for our opinion. Our audit does not provide a legal determination on the City’s compliance
with those requirements.
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In our opinion, the City of Chattanooga, Tennessee complied, in all material respects, with
requirements referred to above that are applicable to each of its major federal programs for the
year ended June 30, 2004.

Internal Control Over Compliance

The management of the City of Chattanooga, Tennessee, is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations,
contracts and grants applicable to federal programs. In planning and performing our audit, we
considered the City’s internal control over compliance with requirements that could have a direct
and material effect on a major federal program in order to determine our auditing procedures for
the purpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does
not reduce to a relatively low level the risk that noncompliance with applicable requirements of
laws, regulations, contracts and grants that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters and the report of other
auditors did not disclose any matters involving the internal control over compliance and its
operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Mayor, the City Council,
the City of Chattanooga, Tennessee's management, federal and state awarding agencies and pass-
through entities, and is not intended to be and should not be used by anyone other than these
specified parties.

Rttt Zwris ¢ Bate L

Chattanooga, Tennessee
October 15, 2004
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CITY OF CHATTANOOGA, TENNESSEE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2004

SECTION I - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report issued: Unqualified
Internal control over financial reporting:
e Material weaknesses identified? yes X no

e Reportable conditions identified that are not

considered to be material weaknesses? yes X none reported
Noncompliance material to financial statements noted? yes X no
Federal Awards
Internal control over major programs:
e Material weaknesses identified? yes X no
e Reportable conditions identified that are not
considered to be material weaknesses? yes X none reported
Type of auditor’s report issued on compliance for
major programs: Unqualified
Any audit findings disclosed that are required
to be reported in accordance with section 510(a)
of Circular A-133? yes X _no
Identification of major programs:
CFDA Numbers Name of Federal Program or Cluster
U.S. Department of Housing and Urban Development:
14.218 Community Development Block Grants/Entitlement Grants
14.239 Home Investment Partnerships Program
U.S. Department of Justice:
16.710 Public Safety Partnership and Community Policing Grants (COPS)
U.S. Department of Transportation:
20.106 Airport Improvement Program
20.205 Highway Planning and Construction
20.507 Federal Transit - Formula Grants
U.S. Department of Health and Human Services:
93.568 Low-Income Home Energy Assistance (LIHEAP)
93.600 Head Start
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CITY OF CHATTANOOGA, TENNESSEE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Year Ended June 30, 2004

Dollar threshold used to distinguish between type A
and type B programs: $904,739

Auditee qualified as low-risk auditee? X yes no
SECTION II - FINANCIAL STATEMENT FINDINGS
None

SECTION HI - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

None
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CITY OF CHATTANOOGA, TENNESSEE

SCHEDULE OF PRIOR AUDIT FINDINGS
Year Ended June 30, 2004

None
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