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FINANCIAL SECTION



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEAR ENDED JUNE 30, 2011

As management of the Sequatchie Valley Planning and Development Agency (SVPDA),
we offer readers of the Agency’s financial statements this narrative overview and
analysis of the financial activities of the SVPDA for the fiscal year ended June 30,
2011. We encourage readers to consider the information presented here in conjunction
with the Agency’s financial statements.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction of the SVPDA’s
basic financial statements. The SVPDA’s basic financial statements comprise three
components: (1) government-wide financial statements, (2) fund financial statements,
and (3) notes to the basic financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

FINANCIAL HIGHLIGHTS

The SVPDA'’s governmental funds reported an increase in combined fund balance of
$8,724. This amount represents an increase of $38,013 over last year’s decrease in
fund balance of $29,289. Total governmental activities in the government-wide
statement decreased $43,281, compared to a decrease of $13,289 for the prior year

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to provide readers with a broad
overview of the SVPDA’s finances, in a manner similar to a private-sector business.
The government-wide financial statements distinguish functions of the SVPDA that are
principally supported by intergovernmental revenues (governmental activities) from
those supported by user fees (business-type activities). The SVPDA has no business-
type activities.

The government-wide financial statements can be found on pages 3 and 4 of this report.

The statement of net assets presents information on the SVPDA’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position
of the SVPDA is improving or deteriorating. At June 30, 2011, net assets was
$403,665, a decrease of $43,281 from the prior year.



Sequatchie Valley Planning and Development Agency’s Net Assets

Governmental Activities

2011 2010

Current and other assets $ 397,157 $ 349,592
Capital assets 123,732 164,089
Total assets $ 520,889 $ 513,681
Current liabilities $ 117,224 $ 66,735
Non-current liabilities - -
Total liabilities $ 117,224 $ 66,735

Net assets:
Invested in capital assets $ 123,732 $ 164,089
Unrestricted 279,933 282,857
Total net assets $ 403.665 $ 446,946

30.65% of the SVPDA’s net assets represent investment in capital assets (e.g.
buildings, kitchen equipment, office equipment, playground equipment, transportation
equipment). This amount of total assets is not available for future spending. The
remaining $279,933 in unrestricted net assets is available to the SVPDA to meet
ongoing obligations.

The statement of activities presents information showing how the SVPDA’s net assets
changed during the most recent fiscal year. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless of the timing
of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods.

Governmental activities decreased the SVPDA’s net assets by $43,281 in the current
fiscal year. Key elements of this decrease are as follows:



Sequatchie Valley Planning and Development Agency’s Changes in Net Assets

Governmental Activities

2011 2010
Revenues:
Program revenues:
Charges for services $ 87,597 $ 100,749
Operating grants and contributions 3,197,719 3,455,744
General revenues:
Miscellaneous 102 708
Total revenues 3,285,418 3,557,201
Expenses:
Child care 89,848 111,910
Child care food 182,883 205,980
Head Start 3,055,968 3,252,600
Total expenses 3,328,699 3,570,490
Decrease in net assets (43,281) (13,289)
Net assets, beginning 446,946 460,235
Net assets, ending $ 403,665 $ 446,946

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The SVPDA, like other
state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All of the funds of the SVPDA are
governmental funds.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike
the government-wide financial statements, governmental fund financial statements focus
on near-term inflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental



funds with similar information presented for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact on the government’s near-term financing decisions. Both the governmental fund
balance sheet and government fund statement of revenues, expenditures, and changes in
fund balances provide a reconciliation to facilitate this comparison between the
governmental funds and governmental activities in the government-wide financial
statements.

The focus of the SVPDA’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources. Such information is useful in
assessing the SVPDA’s financing requirements. The unreserved fund balance may
serve as a useful measure of a government’s net resources available at the end of the
fiscal year for future unforeseen emergencies.

As of the end of the current fiscal year the SVPDA’s governmental funds reported
combined ending fund balances of $353,428, an increase of $8,724 from the prior
year’s $344,704.

The SVPDA maintains three individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund
statement of revenues, expenditures, and changes in fund balances for all three funds,
which are considered to be major funds.

The basic governmental fund financial statements can be found on pages 5 to 8 of this
report.

BUDGETARY INFORMATION

The SVPDA does not have an annual appropriated budget. The grant documents, some
with different periods, serve as the financial plans and program budgets for budgetary
purposes, and are approved by the Board of Directors.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements. The notes to the
basic financial statements can be found on pages 9 to 21 of this report.

OTHER SUPPLEMENTARY INFORMATION
In addition to the basic financial statements and accompanying notes, this report also

presents certain supplementary information concerning the SVPDA. This
supplementary information can be found on pages 23 and 24 of this report.



CAPITAL ASSETS

The SVPDA’s net capital assets for its governmental activities as of June 30, 2011,
amounted to $123,732, a decrease of approximately $40,000 from the prior year, with
the net decrease consisting of additions to capital assets in the amount of $8,380, net of
a reduction of $48,591 for depreciation expense. The investment in capital assets
includes buildings, kitchen equipment, office equipment, playground equipment and
transportation equipment. Current year additions consisted of classroom equipment
purchases in the amount of $8,380.

Sequatchie Valley Planning and Development Agency’s Capital Assets

(Net of depreciation)
Governmental Activities
Buildings and improvements $ 32,601
Transportation equipment 73,822
Other equipment 17,309

$ 123,732

Additional information on the Agency’s capital assets can be found in, Note 3 to the
basic financial statements.

CURRENTLY KNOWN CONDITIONS IMPACTING FUTURE YEARS

There are no currently known issues that have the potential for material future impact
on the Sequatchie Valley Planning and Development Agency.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the SVPDA’s
finances for all those with an interest in the Agency’s finances. Questions concerning
any of the information provided in this report or requests for additional financial
information may be addressed to Sequatchie Valley Planning and Development Agency,
P.O. Box 769, South Pittsburg, TN 37380.



JOHNSON HICKEY MURCHISON

CERTIFIED PUBLIC ACCOUNTANTS =« SINCE 1977

INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Sequatchie Valley Planning and Development Agency:

We have audited the accompanying financial statements of the governmental activities and each
major fund of the Sequatchie Valley Planning and Development Agency, as of and for the year ended
June 30, 2011, which collectively comprise the Agency’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Agency’s management. Our
responsibility is to express opinions on these financial statements based on our audit.

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. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities and each major fund of the Sequatchie
Valley Planning and Development Agency, as of June 30, 2011, and the respective changes in financial
position for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
December 13, 2011, on our consideration of the Agency's internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.

423 756 0052 t
423 267 5945 f

651 East Fourth Street jhmcpa.com

37403

Suite 200 Chattanooga, Tennessee



Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with
management’s responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statements. We do not express an opinion or provide any assurance
on the information because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Agency’s financial statements as a whole. The other supplementary information
is presented for purposes of additional analysis and is not a required part of the basic financial statements.
The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by the U.S. Office of Management and Budget Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, and is also not a required part of the financial
statements. The other supplementary information and schedule of expenditures of federal awards are the
responsibility of management and were derived from and relate directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used
to prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
our opinion, the information is fairly stated in all material respects, in relation to the financial statements
as a whole.

7¢/ww, Wlewihoy o [Pl nicdarry /7 .
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY

STATEMENT OF NET ASSETS
JUNE 30, 2011

Governmental
Activities
ASSETS

Cash $ 357,743
Due from grantor 39,414

Other capital assets, net of
accumulated depreciation 123,732
Total assets $ 520,889

LIABILITIES AND NET ASSETS
LIABILITIES:
Accounts payable $ 1,537
Compensated absences 53,598
Net post employment healthcare plan obligation 19,897
Deferred revenue 37,731
Other accrued liabilities 4,461
Total liabilities 117,224
NET ASSETS:

Invested In capital assets, net of related debt 123,732
Unrestricted 279,933
Total net assets 403,665
Total liabilities and net assets $ 520,889

(The accompanying notes are an integral part of these statements.)
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2011

Net (Expense) Revenue and

Program Revenues Changes in Net Assets
Operating
Charges Grants and Governmental
Functions/Programs Expenses for Service Contributions Activities Total
PRIMARY GOVERNMENT:
Child Care $ 89,848 $ 87,597 $ 3,000 $ 749 % 749
Child Care Food Program 182,883 - 190,756 7,873 7,873
Head Start 3,055,968 - 3,003,963 (52,005) (52,005)
Total primary government $ 3,328,699 $ 87,597 $ 3,197,719 (43,383) (43,383)
GENERAL REVENUES:
Miscel laneous 102 102
Total general revenues 102 102
Change in net assets (43,281) (43,281)
NET ASSETS:
Beginning 446,946 446,946
Ending $ 403,665 $ 403,665

(The accompanying notes are an integral part of these statements. )



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2011

Total
Child Child Care Head Governmental
Care Food Program Start Funds
ASSETS:
Cash $ 318,257 $ 39,486 $ - $ 357,743
Due from grantors 1,683 - 37,731 39,414
Total assets $ 319,940 $ 39,486 $ 37,731 $ 397,157
LIABILITIES AND FUND BALANCES:
Liabilities:
Accounts payable $ 1,537 % - $ - $ 1,537
Other accrued liabilities 4,322 139 - 4,461
Deferred revenue - - 37,731 37,731
Total liabilities 5,859 139 37,731 43,729
Fund balances:
Fund balances, unassigned 314,081 39,347 - 353,428
Total fund balances 314,081 39,347 - 353,428
Total liabilities
and fund balances $ 319,940 $ 39,486 $ 37,731 % 397,157

(The accompanying notes are an integral part of these statements.)
5



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS

JUNE 30, 2011

Differences i1n amounts reported for governmental
in the statement of net assets on page 3:

Fund balances — total governmental funds

Amounts reported for governmental activities 1iIn
the statement of net assets are different
because:

Capital assets used In governmental activities
are not financial resources and therefore are
not reported in the funds.

Long-term, liabilities, such as net post
employment healthcare plan obligation, are
not due in the current period and, therefore,
are not reported iIn the funds.

Long-term liabilities, such as compensated
absences, are not due iIn the current period
and, therefore, are not reported 1iIn the
funds.

(The accompanying notes are an integral part of these statements.)

activities

$ 353,428

123,732

(19,897)

(53,598)

$ 403,665




SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
FOR THE YEAR ENDED JUNE 30, 2011

Total
Child Child Care Head Governmental
Care Food Program Start Funds
REVENUES:
Grantor contributions - Federal $ - % 190,756 $ 3,003,963 $ 3,194,719
Program fees - Child Care 87,597 - - 87,597
State and local contributions 3,000 - - 3,000
Miscel laneous 102 - - 102
Total revenues 90,699 190,756 3,003,963 3,285,418
EXPENDITURES:
Current -
Salaries 49,014 25,114 1,800,693 1,874,821
Payroll taxes 3,617 1,762 132,803 138,182
Group insurance 5,594 6,487 162,113 174,194
Other employee/fringe benefits 518 - 6,574 7,092
Workmen®s compensation 529 396 14,744 15,669
Unemployment insurance 911 674 22,995 24,580
Retirement 3,478 1,801 122,289 127,568
Travel - - 23,332 23,332
Communications 922 - 31,009 31,931
Utilities 1,616 - 88,014 89,630
Contracted services - - 47,301 47,301
Supplies 1,777 20,229 31,864 53,870
Program supplies and expense 2,664 - 82,122 84,786
Parent activities and supplies - - 2,882 2,882
Technology expense - - 13,712 13,712
Facility maintenance and repairs 1,802 - 64,574 66,376
Vehicle maintenance and repairs - - 33,320 33,320
Food - 115,833 9,573 125,406
Workshops and training 220 - 27,922 28,142
Occupancy 11,075 - 104,596 115,671
Insurance 329 - 10,805 11,134
Testing - - 900 900
Indirect costs - administrative 5,212 9,897 161,446 176,555
Miscel laneous 570 690 - 1,260
Equipment and renovations - - 8,380 8,380
Total expenditures 89,848 182,883 3,003,963 3,276,694
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES 851 7,873 - 8,724
FUND BALANCES:
Beginning 313,230 31,474 - 344,704
Ending $ 314,081 $ 39,347 $ - $ 353,428

(The accompanying notes are an integral part of these statements.)
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
JUNE 30, 2011

Differences in amounts reported for governmental activities
in the statement of activities on page 4:

Net change in fund balances — total governmental
funds $ 8,724

Amounts reported for governmental activities in
the statement of activities are different
because:

Capital outlay reported as expenditures in the
governmental funds are shown as capital
assets in the statement of activities. 8,380

Depreciation expense on governmental capital
assets are included in the statement of
activities. (48,591)

Some items reported iIn the statement of
activities do not require the use of current
financial resources and, therefore, are not
reported as expenditures 1in the governmental
funds. These activities consist of:

Increase iIn net post employment healthcare plan

obligation (10,513)
Increase in compensated absences (1,281)
$ (43,281)

(The accompanying notes are an integral part of these statements.)



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Organization -

The Sequatchie Valley Planning and Development Agency
(““Agency”) 1s a quasi-governmental entity which provides
services primarily iIn the area of childcare and nutrition.
Primary fTunding for these services 1is received from the
U.S. Department of Health and Human Services.

The financial statements of the Agency have been prepared in
conformity with generally accepted accounting principles
(GAAP) as prescribed by the Governmental Accounting
Standards Board (GASB), the accepted standard-setting body
for establishing governmental accounting and Tfinancial
reporting principles. The more significant policies of the
Agency are summarized below.

Reporting entity -

For purposes of these Tfinancial statements, management has
considered the existence of any potential component units.
When applying the criteria set forth by generally accepted
accounting principles, no separately administered
organizations are considered to be component units for
financial reporting purposes. The criteria considered were
financial interdependency, selection of governing authority,
designation of management, the ability to significantly
influence operations, accountability for fiscal matters, and
the existence of special financing relationships.

Basis of presentation —

Under current governmental accounting standards, governments
are required to report government-wide as well as fund
level financial statements. At the fund level, major funds
are presented separately while non-major funds are combined
into a single column. Major funds are determined based on
their percentage of assets, liabilities, revenues or
expenditures compared to the total of the same for all
governmental funds, and on their percentage of the same for
the total of all governmental and proprietary funds, as

applicable. The Agency has no non-major funds or
proprietary funds, and the following major governmental
funds:



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Basis of presentation (continued) —
Child Care -
The Child Care Fund is used to account for the Child Care
operations of the Agency.
Child Care Food —
The Child Care Food Fund is used to account for the
U.S.D.A Child Care Food Program.
Head Start -
The Head Start Fund is used to account for the Head Start
grant program.

The government-wide statement of activities reflects both the
gross and net cost of functional categories which are
otherwise supported by general government revenues. The
statement of activities reduces gross expenses (including
depreciation) by related program revenues, operating
grants, and contributions. Program revenues are those
directly associated with the function and include revenues
from fees and charges paid by recipients for goods or
services offered by the programs, grants and contributions
that are restricted to meeting the operational or capital
requirements of a particular program. Operating and capital
grants and contributions are limited to the funding of a
specific operating expense or capital acquisition.

This government-wide focus i1s designed to view the Agency as
a complete entity and the change iIn aggregate financial
position resulting from the activities of the fiscal
period.

Basis of accounting —

The government-wide financial statements, consisting of the
statement of net assets and the statement of changes iIn net
assets are prepared using the economic resources
measurement focus and the accrual basis of accounting.
Under this method, revenues are recorded when earned and
expenses are recorded when the liability 1s 1incurred,
regardless of the timing of related cash flows. Grants and
similar items are recognized as revenue as soon as all
eligibility requirements imposed by the provider have been
met.

The fund-level financial statements of the governmental funds
are prepared on the modified accrual basis of accounting.
Under the modified accrual basis of accounting, revenues are
not recognized until they are both measurable and available.

10



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Basis of accounting (continued) —
Available refers to revenues being collectible within the
current period or soon enough thereafter to be used to pay

liabilities of the current period. The Agency considers
revenues as available 1T it i1s collected within 60 days after
year-end.

Expenditures are recognized when the liability is incurred, if
measurable, except for compensated absences, which 1is
recorded only when payment i1s due. General capital asset
acquisitions are reported as expenditures iIn governmental
funds. Proceeds of general long-term debt and acquisitions
under capital leases are reported as other financing sources.

Since the governmental fund statements are presented on a
different measurement focus and basis of accounting than the
governmental activities column In the government-wide
financial statements, reconciliation is presented on the page
following the applicable statement which reconciles the
adjustments necessary to convert the fund Ffinancial
statements to the governmental activities column of the
government-wide presentation.

When both restricted and unrestricted resources are available
to use, it iIs the Agency’s policy to use restricted resources
first, then unrestricted resources as needed.

As a general rule, the effect of interfund activity has been
eliminated from the government-wide financial statements.

Budgetary control -
The Agency does not have an annual appropriated budget for its
governmental funds. The grant documents serve as the
financial plans for budgetary purposes.

Estimates -

The Agency uses estimates and assumptions iIn preparing these
financial statements i1n accordance with generally accepted
accounting principles. Those estimates and assumptions
affect the reported amounts of assets, liabilities, revenues
and expenditures/expenses. Actual results could vary from
the estimates that were used.

Indirect costs —

Indirect costs are allocated to governmental activities each
month based on year-to-date costs.

11



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Cash equivalents -

For purposes of these fTinancial statements, the Agency
considers all highly liquid debt instruments and certificates
of deposit purchased with a maturity of three months or less
to be cash equivalents.

Cash and investments —
The Agency reports i1ts cash and other investments under current
governmental accounting standards, which are designed to
improve financial reporting of deposit and investment risks.

Custodial Credit Risk — The Agency’s policies limit deposits
and i1nvestments to those instruments allowed by applicable
state laws. State statutes require that all deposits with
financial institutions must be collateralized by securities
whose market value is equal to 105% of the value of the
uninsured deposits. The deposits must be covered by federal
deposit iInsurance or the Tennessee Bank Collateral Pool, by
collateral held by the Agency’s agent in the Agency’s name,
or by Federal Reserve Banks acting as third party agents.
State statutes also authorize the types of iInvestments iIn
which the Agency may participate.

Credit Risk — The Agency’s policies are designed to maximize
its earnings, while protecting the security and providing
maximum Bliquidity, In accordance with all applicable state
laws.

The Agency is authorized to invest in the following types of
securities and 1indebtedness, 1In accordance with governing
statutes:

Bonds, notes, treasury bills or similar types of indebtedness
to the United States.

Nonconvertible debt of the following -
Federal Home Loan Bank;
Federal National Mortgage Association;
Federal Farm Credit Bank; and
Student Loan Marketing Association.

Other obligations not specified above which provide
guaranteed principal and interest by the United States or
any of 1ts agencies including State Treasurer’s investment
pool.

12



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Cash and investments (continued) -
Certificates of deposit or other evidence of deposits at
State or Federal chartered banks and/or savings and loans.

Repurchase agreements, which 1i1nvolve obligations of the
United States or 1ts agencies, provided the term of the
repurchase agreement does not extend beyond the maturity
date of the obligation and the market value of the security
exceeds the cost of the security.

Money market funds investing in any of the aforementioned
securities.

At June 30, 2011, the Agency had no investments.

Prepaid expenses -

Prepaid expenses consist of certain payments which reflect
costs applicable to future periods. In governmental funds,
these types of costs are recorded as expenditures when the
cost is incurred.

Capital assets -

Capital assets, which include property, plant and equipment,
are reported in the applicable governmental activities column
in the government-wide financial statements. Such assets are
recorded at historical cost 1f purchased or constructed.
Donated capital assets are recorded at estimated Tfair
market value at the date of donation. The cost of normal
maintenance and repairs that does not add value to the
asset or materially extend its life is not capitalized.

Property, plant and equipment are depreciated using the
straight-line method over the following estimated useful

lives:

Asset Class Years
Buildings 40
Kitchen equipment 3-7
Office equipment 3-7

Playground equipment
Transportation equipment
Lawn care equipment

o1 o1~
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
Donated services —
The Agency depends upon the service donated by the Board
Members to carry out many of 1its internal operations.
However, the services donated do not meet the criteria which
would require recognition of their value iIn the fTinancial
statements.

Interfund transactions —

Transactions that constitute reimbursements to a fund for
expenditures/expenses initially made from i1t that are
properly applicable to another fund, are recorded as
expenditures/expenses iIn the reimbursing fund and as
reductions of expenditures/expenses iIn the fTund that 1is
reimbursed.

Interfund transactions, except reimbursements, as applicable,
are not eliminated but reported as transfers.

Advances between funds are not eliminated but accounted for in
the appropriate interfund receivable and payable accounts
classified as due from other funds or due to other funds on
the balance sheet i1n governmental funds.

(2) DUE FROM GRANTORS:

Due from grantor represents amounts receivable from grantor
agencies for which qualified expenditures had been made, but
for which cash reimbursements were not received as of June
30, 2011. The following amounts were due from grantors —

Child Care $ 1,683
Head Start 37,731
$ 39,414

14



SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(3) CAPITAL ASSETS:
Following i1s a summary of changes in capital assets and
accumulated depreciation for governmental activities —

Dispositions
and Reclass-
Beginning Additions ifications Ending
Capital assets:
Buildings $ 158,071 $ - $ - $ 158,071
Kitchen equipment 4,494 - - 4,494
Lawn care equipment 2,004 - - 2,004
Office equipment 82,309 8,380 (14,508) 76,181
Playground equipment 168,503 - - 168,503
Transportation equipment 862,179 - (12,855) 849,324
1,277,560 8,380 (27,363) 1,258,577
Less accumulated
depreciation:
Buildings 115,860 9,610 - 125,470
Kitchen equipment 4,494 - - 4,494
Lawn care equipment 1,804 200 - 2,004
Office equipment 79,687 2,553 (14,508) 67,732
Playground equipment 155,994 3,649 - 159,643
Transportation equipment 755,778 32,579 (12,855) 775,502
1,113,617 48,591 (27,363) 1,134,845
Capital assets, net $ 163,943 $ (40,211) $ - $ 123,732
Depreciation expense is charged to functions as follows —
Head Start $ 48,591
(4) FUNDING:
The Agency receives a major portion of its funds from the U.S.
Department of Health and Human Services for operations. A

major reduction of funds by the grantor could have a
significant effect on future operations.

(5) OPERATING LEASES:

During the year ended June 30, 2011, the Agency leased several
locations for the operation of its child care centers and its
administrative offices. All of these locations are leased on a
month-to-month basis. The total amount of rent expense for
these locations totaled $115,671.
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(6) COMPENSATED ABSENCES:
The Agency has a policy of compensated annual leave from 12 to
21 days based upon years of service. The leave is cumulative

and vesting to a maximum of 240 hours. The Hliability for
compensated absences of the governmental funds is recorded in
the government-wide Tinancial statements. None of the

liability is recorded in the governmental funds, because any
payments, even those which would be paid in the next twelve
months, IFf susceptible to a reasonable estimate, are expected
to be liquidated with future resources.

(7) PENSION PLAN:
Plan description -

Employees of the Agency are members of the Political
Subdivision Pension Plan (PSPP), an agent multiple-employer
defined benefit pension plan administered by the Tennessee
Consolidated Retirement System (TCRS). TCRS provides
retirement benefits as well as death and disability benefits.
Benefits are determined by a formula using the member®s high
five-year average salary and years of service. Members become
eligible to retire at the age of 60 with five years of
service or at any age with 30 years of service. A reduced
retirement benefit is available to vested members at the age
of 55. Disability benefits are available to active members
with five years of service who become disabled and cannot
engage in gainful employment. There 1s no service
requirement for disability that i1s the result of an accident
or injury occurring while the member was in the performance
of duty. Members joining the system after July 1, 1979
become vested after fTive years of service and members joining
prior to July 1, 1979 were vested after four years of
service. Benefit provisions are established iIn state statute
found iIn Title 8, Chapter 34-37 of the Tennessee Code
Annotated (TCA). State statutes are amended by the Tennessee
General Assembly. Political subdivisions such as the Agency
participate in the TCRS as individual entities and are liable
for all costs associated with the operation and
administration of their plan. Benefit improvements are not
applicable to a political subdivision unless approved by the
chief governing body.
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(7) PENSION PLAN (Continued):
Plan description (continued) -

The TCRS 1issues a publicly available financial report that
includes financial statements and required supplementary
information for the PSPP. That report may be obtained by
writing to Tennessee Treasury Department, Consolidated
Retirement System, 10th Floor Andrew Jackson Building,
Nashville, TN  37243-0230, or can be accessed at
http://www.tn_gov/treasury/tcrs/PS/.

Funding policy —

The Agency requires employees to contribute 5% of earnable
compensation. The Agency is required to contribute at an
actuarially determined rate; the rate for the fiscal year
ending June 30, 2011, was 7.17% of annual covered payroll.
The contribution requirement of plan members is set by state
statute. The contribution requirement for The Agency 1is
established and may be amended by the TCRS Board of Trustees.

Annual pension cost —

For the year ending June 30, 2011, the Agency’s annual
pension cost of $134,944 to TCRS was equal to its required
and actual contributions. The required contribution was
determined as part of the July 1, 2009 actuarial valuation
using the frozen entry age actuarial cost method.
Significant actuarial assumptions used in the valuation
include (a) rate of return on investment of present and
future assets of 7.5 percent a year compounded annually, (b)
projected 3.0 percent annual rate of inflation, (c) projected
salary 1increases of 4.75 percent (graded) annual rate (no
explicit assumption is made regarding the portion
attributable to the effects of inflation on salaries), (d)
projected 3.5 percent annual increase in the Social Security
wage base, and (e) projected post retirement increases of 2.5
percent annually. The actuarial value of assets was
determined using techniques that smooth the effect of short-
term volatility in the market value of total iInvestments over
a Tive-year period. The Agency’s unfunded actuarial accrued
liability i1s being amortized as a level dollar amount on a
closed basis. The remaining amortization period at July 1,
2009, was 9 years. An actuarial valuation was performed as
of July 1, 2009, which established contribution rates
effective July 1, 2010.
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS

JUNE 30, 2011
(7) PENSION PLAN (Continued):
Trend information —
Fiscal Annual Percentage Net
Year Pension of APC Pension
Ending Cost (APO) Contributed Obligation
6/30/2011 $134,944 100.00% $ 0.00
6/30/2010 $175,260 100.00% $ 0.00
6/30/2009 $147,166 100.00% $ 0.00

Funded status and funding progress —

As of July 1, 2009, the most recent actuarial valuation date,
the plan was 87.25% percent funded. The actuarial accrued
liability for benefits was $3.0 million, and the actuarial
value of assets was $2.6 million, resulting in an unfunded
actuarial accrued liability (UAAL) of $0.4 million. The
covered payroll (annual payroll of active employees covered
by the plan) was $1.66 million, and the ratio of the UAAL to
the covered payroll was 23.01% percent.

The schedule of funding progress, presented below, present
multiyear trend information about whether the actuarial
values of plan assets are increasing or decreasing over time
relative to the ALLs for benefits.

The annual required contribution (ARC) was calculated using
the aggregate actuarial cost method. Since the aggregate
actuarial cost method does not 1i1dentify or separately
amortize unfunded actuarial liabilities, information about
funded status and funding progress has been prepared using
the entry age actuarial cost method for that purpose, and
this information is intended to serve as a surrogate for the
funded status and funding progress of the plan.

(Dollar amounts in thousands)

UAAL as a
Actuarial Actuarial Percentage
Value Accrued Unfunded of
Actuarial of Liability AAL Funded Covered Covered
Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
Date (C)) (b) d-C) (a/b) © ((b-a)/c)
7/01/2009 $2,607 $2,988 $381 87.25% $1,656 23.01%
7/01/2007 $2,150 $2,543 $393 84.55% $1,691 23.24%
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(8) RISK MANAGEMENT:

The Agency is exposed to various risk of loss related to torts,
errors and omissions, damages to assets, and iInjuries to
employees. It is the policy of the Agency to obtain
insurance, 1including general liability, property, casualty,
and workers” compensation, to manage these risks. The Agency
has joined the Tennessee Municipal League Risk Management
Pool (TML), whose membership allows the Agency to share

liability, motor vehicle, and employee injury risks. Other
risks are managed through the purchase of commercial
Insurance.

The TML Risk Management Pool is a governmental entity organized
by Tennessee governmental entities as a not-for-profit
corporation to provide liability and workers®™ compensation
coverage to Tennessee governmental entities. Emphasis is on
risk management and controlling Hlosses, as all costs are
shared by the Pool member governmental entities. An
extensive program of loss prevention, employee training and
legal counsel supplements experience claims processing for
member governmental entities.

The Agency has not compiled a record of the claims paid up to the
applicable deductible for the prior or current fiscal year.
The Agency is not aware of any claims, for which it is liable
(up to the applicable deductible) which were outstanding and
unpaid at June 30, 2011. No provision has been made i1n the
financial statements for the year ended June 30, 2011, for any
estimate of potential unpaid claims.

(9) LITIGATION AND CLAIMS:
Agency management is not aware of any litigation or claims that

would be material to the Agency’s combined financial
statements.

(10) POSTEMPLOYMENT HEALTHCARE PLAN:

Plan description -

The Agency participates 1iIn the state-administered Local
Government Group Insurance Plan for healthcare benefits. For
accounting purposes, the plans are agent multiple-employer
defined benefit OPEB plans. Benefits are established and
amended by an iInsurance committee created by Tennessee Code
Annotated (TCA) 8-27-207. In previous years, prior to
reaching the age of 65, all members had the option of
choosing a preferred provider organization (PPO), point of
service (POS), or health maintenance organization (HMO) plan
for healthcare benefits. However, as of January 1, 2010,
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(10) POSTEMPLOYMENT HEALTHCARE PLAN (Continued):
Plan description (continued) -
the i1nsurance plan structure was changed and as a result all
members now have the option of choosing between the standard
or partnership preferred provider organization (PPO) plan for
healthcare benefits. Subsequent to age 65, members who are
also In the state’s retirement system may participate In a
state-administered Medicare supplement plan that does not

include pharmacy. The plans are reported in the State of
Tennessee Comprehensive Annual Financial Report (CAFR). The
CAFR is available on the state’s website at

http://Tennessee.gov/finance/act/cafr._html.

Funding policy -

The premium requirements of plan members are established and may
be amended by the insurance committee. The plans are self-
insured and financed on a pay-as-you-go basis with the risk
shared equally among the participants. Claims liabilities of
the plan are periodically computed using actuarial and
statistical techniques to establish premium rates. The
employers in each plan develop their own contribution policy in
terms of subsidizing active employees or retired employees”
premiums since the committee is not prescriptive on that issue.

The state does not provide a subsidy for local government
participants.

Annual OPEB Cost and Net OPEB Obligation -
Annual required contribution (ARC) $ 14,000
Interest in the NPO -
Adjustment to the ARC -

Annual OPEB cost 14,000
Amount of contribution 3,487
Increase in NPO 10,513

Net OPEB obligation — beginning of year 9,384

Net OPEB obligation — end of year $ 19,897

Percentage of Net OPEB

Annual Annual OPEB Cost Obligation

Year End Plan OPEB Cost Contributed at Year End
6/30/2011 Local Govt. $ 14,000 25% $ 19,897
6/30/2010 Local Govt. $ 13,000 28% $ 9,384
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2011

(10) POSTEMPLOYMENT HEALTHCARE PLAN (Continued):
Funded Status and Funding Progress -

The funded status of the plan as of June 30, 2011, was as

follows:

Actuarial UAAL as a

Actuarial Accrued Unfunded % of

Actuarial Value of Liability AAL Funded Covered Covered
Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
Date Plan (@) (b) (b-a) (a/b) (©) ((b-a)/c)
7/1/10 Local Govt. $ - $ 97,000 $ 97,000 $ - $785,000 12.00%
7/1/09 Local Govt. $ - $ 87,000 $ 87,000 $ - $817,000 10.65%

Actuarial valuations involve estimates of the value of reported

amounts and assumptions about the probability of events far
into the future, and actuarially determined amounts are subject
to continual revision as actual results are compared to past
expectations and new estimates are made about the future. The
schedule of funding progress, presents multiyear trend
information about whether the actuarial value of plan assets is
Increasing or decreasing over time relative to the actuarial
accrued liability for benefits.

Actuarial Methods and Assumptions -

Calculations are based on types of benefits provided under the

terms of the substantive plan at the time of each valuation and
on the pattern of sharing costs between the employer and plan
members to that point. Actuarial calculations reflect a long-
term perspective. Consistent with that perspective, actuarial
methods and assumptions used include techniques that are
designed to reduce short-term volatility iIn actuarial accrued
liabilities and the actuarial value of assets.

In the July 1, 2010, actuarial valuation, the Projected Unit

Credit actuarial cost method was used. The actuarial
assumptions included a 4.5 percent investment rate of return
(net of administrative expenses) and an annual healthcare cost
trend rate of 10 percent for fiscal year 2011. The trend will
decrease to 9.5 percent in fiscal year 2012 and then will be
reduced by decrements to an ultimate rate of 5 percent by
fiscal year 2021. Both rates include a 3 percent inflation
assumption. The unfunded actuarial accrued liability i1s being
amortized as a level percentage of payroll on a closed basis
over a 30 year period beginning with June 30, 2008.

(11) SUBSEQUENT EVENTS:
Management has evaluated subsequent events through December 13,

2011, the date which these financial statements were available
for issue.
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
SCHEDULE OF HEAD START REVENUES AND EXPENDITURES BY SUB-PROGRAM
GRANT PERIODS ENDED DECEMBER 31, 2010 AND JUNE 30, 2011

Head Start PA 20 T.T.A. ARRA Playspace Total
2010 2011 2010 2011 2010/2011 201072011 Head Start
July-December January-June July-December January-June July - June July - June June 30, 2010
REVENUES:
Grantor contributions - Federal $ 1,625,644 $ 1,308,894 $ 22,112  $ 14,842 3$ 23,493 $ 8,978 $ 3,003,963
Total revenues $ 1,625,644 $ 1,308,894 $ 22,112 % 14,842 $ 23,493 $ 8,978 $ 3,003,963
EXPENDITURES:

Salaries $ 993,085 $ 806,864 $ - $ - 744 - $ 1,800,693
Payroll taxes 73,214 59,401 - - 188 - 132,803
Group insurance 83,529 78,584 - - - - 162,113
Other employee/fringe benefits 4,783 991 - - 800 - 6,574
Workmen®s compensation (400) 15,144 - - - - 14,744
Unemployment insurance 3,811 19,184 - - - - 22,995
Retirement 66,760 55,163 - - 366 - 122,289
Travel 6,400 5,278 2,420 9,234 - - 23,332
Communications 17,732 13,277 - - - - 31,009
Utilities 50,922 37,092 - - - - 88,014
Contracted services 29,333 17,968 - - - - 47,301
Supplies 20,371 11,612 (119) - - - 31,864
Program supplies 43,820 21,858 - - 16,444 - 82,122
Parent activities and supplies 1,804 1,078 - - - - 2,882
Technology expense 205 13,507 - - - - 13,712
Facility maintenance and repairs 35,051 16,107 - - 4,438 8,978 64,574
Vehicle maintenance and repairs 19,157 14,163 - - - - 33,320
Food 5,631 3,942 - - - - 9,573
Workshops and training 3,799 - 19,393 4,730 - - 27,922
Occupancy 57,781 46,815 - - - - 104,596
Insurance 10,805 - - - - - 10,805
Testing 570 330 - - - - 900
Indirect costs - administrative 89,101 70,536 418 878 513 - 161,446
Equipment and renovations 8,380 - - - - - 8,380
Total expenditures $ 1,625,644 $ 1,308,894 $ 22,112  $ 14,842 3$ 23,493 $ 8,978 $ 3,003,963
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
SCHEDULE OF INDIRECT COSTS - ADMINISTRATIVE
FOR THE YEAR ENDED JUNE 30, 2011

INDIRECT COST POOL - ADMINISTRATIVE COSTS:

Personnel $ 102,868
Fringe benefits 22,157
Communications and utilities 2,400
Supplies 9,350
Maintenance 6,536
Contract services 20,757
Insurance 2,156
Occupancy 4,960
Training 4,783
Miscel laneous 588

Total indirect cost pool $ 176,555

INDIRECT COST ALLOCATION:

Child Care $ 5,212
Child Care Food Program 9,897
Head Start 161,446
Total indirect cost pool 176,555
Total indirect costs allocated (176,555)
Over (under) allocation of indirect costs $ -
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Beginning Ending
Grantor/Pass-Through CFDA Contract Accrued Cash Accrued
Grantor No. No. (Deferred) Receipts Expenditures (Deferred)
Federal Awards -
U.S. Department of Health and
Human Services
Direct Programs:
Head Start 93.600 04CH0227/26 $ - 3 1,647,756 $ 1,647,756 $ -
Head Start 93.600 04CHO0227/27 - 1,286,005 1,323,736 37,731
Head Start 93.600 BOO8 - 4,954 4,954 -
Head Start 93.600 B324 - 4,024 4,024 -
Head Start - ARRA 93.708 04SE0227/01 - 23,493 23,493 -
Total U.S. Department of Health
and Human Services - 2,966,232 3,003,963 37,731
U.S. Department of Agriculture
Passed through Tennessee
Department of Human Services:
Child Care Food Program 10.558 03-47-55922-00-5 - 148,417 148,417 -
Child Care Food Program 10.558 03-47-55922-00-5 - 42,339 42,339 -
Total U.S. Department of
Agriculture - 190,756 190,756 -
Total Federal Awards $ - $ 3,156,988 $ 3,194,719 $ 37,731
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
JUNE 30, 2011

(1) BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards
includes the federal grant activity of the Sequatchie Valley
Planning and Development Agency and is presented on the
modified accrual basis of accounting. The information iIn this
schedule 1is presented in accordance with the requirements of
OMB Circular A-133, Audits of States, Local Governments, and

Non-Profit Organizations.

(2) SUBRECIPIENTS:
Of the federal expenditures presented in the schedule, the
Sequatchie Valley Planning and Development Agency did not
provide federal awards to subrecipients.
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JOHNSON HICKEY MURCHISON

CERTIFIED PUBLIC ACCOUNTANTS « SINCE 1977

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN
AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of the
Sequatchie Valley Planning and Development Agency:

We have audited the financial statements of the governmental activities and each major fund of the
Sequatchie Valley Planning and Development Agency as of and for the year ended June 30, 2011, which
collectively comprise the Agency’s basic financial statements and have issued our report thereon dated
December 13, 2011. 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.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Agency’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Agency’s internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control over financial reporting.

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 entity’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal control
over financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Agency’s financial statements are free
of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, 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 or other matters that are
required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board of Directors, management,
others within the Agency, and federal awarding agencies and pass-through entities, and the Comptroller of
the Treasury of the State of Tennessee, and is not intended to be and should not be used by anyone other
than these specified parties.

(o, ikey ¢ S, S

December 13, 2011
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JOHNSON HICKEY MURCHISON

CERTIFIED PUBLIC ACCOUNTANTS « SINCE 1977

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT
ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Directors of

Sequatchie Valley Planning and Development Agency:

Compliance

We have audited the compliance of the Sequatchie Valley Planning and Development Agency
with the types of compliance requirements described in the OMB Circular A-133 Compliance Supplement
that could have a direct and material effect on each of the Agency’s major federal programs for the year
ended June 30, 2011. The Agency’s major federal programs are identified in the summary of auditors'
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 program is
the responsibility of the Agency's management. Our responsibility is to express an opinion on the
Agency'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, 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 Agency's compliance with those requirements and performing such other procedures as
we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for
our opinion. Our audit does not provide a legal determination on the Agency's compliance with those
requirements.

In our opinion, the Sequatchie Valley Planning and Development Agency complied, in all material
respects, with the requirements referred to above that could have a direct and material effect on each of
its major federal programs for the year ended June 30, 2011.
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Internal Control Over Compliance

The management of the Sequatchie Valley Planning and Development Agency 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 Agency'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, but not for the purpose of expressing an opinion on
the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the Agency’s internal control over compliance.

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

Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not identify
any deficiencies in internal control over compliance that we consider to be material weaknesses, as defined
above.

This report is intended solely for the information and use of the Board of Directors, management,
others within the Agency, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

/f/wm, Wlectoy o [P, /7 .

December 13, 2011
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SEQUATCHIE VALLEY PLANNING AND DEVELOPMENT AGENCY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2011

SUMMARY OF AUDITORS’ RESULTS:

The auditors' report expresses an unqualified opinion on the financial statements of the Sequatchie
Valley Planning and Development Agency.

No significant deficiencies or material weaknesses were disclosed during the audit of the financial
statements.

No material noncompliance was disclosed.
No deficiencies in internal control over compliance over major programs were disclosed.
No findings under OMB Circular A-133 Section .510(a) were disclosed.
Major Programs:
U.S. Department of Health and Human Services
Head Start Program — CFDA #93.600
Head Start Program — CFDA #93.708
Dollar threshold level between Type A and Type B programs was $300,000.

The Sequatchie Valley Planning and Development Agency qualified as a low-risk auditee under OMB
Circular A-133 Section .530.

FINDINGS RELATING TO THE FINANCIAL STATEMENTS WHICH ARE REQUIRED TO
BE REPORTED IN ACCORDANCE WITH GENERALLY ACCEPTED GOVERNMENT
AUDITING STANDARDS

None

FINDINGS AND QUESTIONED COSTS RELATED TO FEDERAL AWARDS
None
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