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CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors’ 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 Honorable Mayor and Members of Council
The Metropolitan Government of Nashville and Davidson County, Tennessee

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the Metropolitan Government of Nashville and
Davidson County, Tennessee (the “Government”) as of and for the year ended June 30, 2012,
which collectively comprise the Government’s basic financial statements. We have also audited
the financial statements of the Sports Authority and the Industrial Development Board, which
are discretely presented component units of the Government, and the financial statements of
each of the Government’s nonmajor governmental, nonmajor enterprise, internal service and
fiduciary funds, and have issued our report thereon dated October 31, 2012. Our report includes
a reference to other auditors. We have also audited and reported on separately the financial
statements of the following discretely presented component units: the General Hospital and
Bordeaux Long-Term Care and Knowles Home Funds of the Hospital Authority, the
Metropolitan Transit Authority, and the Metropolitan Nashville Airport Authority. 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. Other auditors
audited the financial statements of the following discretely presented component units: the
Nashville District Management Corporation, the Gulch Business Improvement District, Inc., the
Metropolitan Development and Housing Agency, the Electric Power Board, the Emergency
Communications District and the Convention Center Authority. This report does not include the
results of testing of internal control over financial reporting or compliance and other matters that
are reported on separately by us or other auditors.

Internal Control Over Financial Reporting

Management of the Government is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered
the Government’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 Government’s internal control
over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
Government’s internal control over financial reporting.
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To the Honorable Mayor and Members of Council
The Metropolitan Government of Nashville and Davidson County, Tennessee

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses,
and therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as described in the accompanying schedule of
findings and questioned costs, we identified certain deficiencies in internal control over
financial reporting that we consider to be material weaknesses and other deficiencies that we
consider to be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the deficiencies described in Section Il
of the accompanying schedule of findings and questioned costs, Item IC-12-1, to be material
weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that
is less severe than a material weakness, yet important enough to merit attention by those
charged with governance. We consider the deficiencies described in Section Il of the
accompanying schedule of findings and questioned costs, Item IC-12-2, to be a significant
deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Government’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.

We noted certain matters that we reported to management of the Government in a separate letter
dated October 31, 2012.

The Government’s responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the Government’s
responses and, accordingly, we express no opinion on them.

This report is intended solely for the information and use of management, audit committee, and
others within the Government, and 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.

Nashville, Tennessee
October 31, 2012
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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 and on the
Schedules of Expenditures of Federal and State Awards

To the Honorable Mayor and Members of Council
The Metropolitan Government of Nashville and Davidson County, Tennessee

Compliance

We have audited Metropolitan Government of Nashville and Davidson County, Tennessee’s
(the “Government”) compliance with the types of compliance requirements described in the
U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that
could have a direct and material effect on each of the Government’s major federal programs for
the year ended June 30, 2012. The Government’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 programs is the responsibility of the Government’s management.
Our responsibility is to express an opinion on the Government’s compliance based on our audit.

The Government’s basic financial statements include the operations of the following component
units: the Nashville District Management Corporation, the Gulch Business Improvement
District, Inc., the Metropolitan Development and Housing Agency, the Electric Power Board,
the Metropolitan Transit Authority, the Metropolitan Nashville Airport Authority, the
Emergency Communications District and the Convention Center Authority, which expended
$147,382,115 in federal awards which are not included in the accompanying Schedule of
Expenditures of Federal Awards during the year ended June 30, 2012. Our audit, described
below, did not include the operations of the Metropolitan Transit Authority and the
Metropolitan Nashville Airport Authority, because we audited and reported on those component
units’ compliance in accordance with OMB Circular A-133 separately. Our audit, described
below, also did not include the operations of the Nashville District Management Corporation,
Gulch Business Improvement District Inc., the Metropolitan Development and Housing Agency,
the Electric Power Board, the Emergency Communications District, and the Convention Center
Authority because those component units engaged other auditors to perform audits and report
separately.
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To the Honorable Mayor and Members of Council
The Metropolitan Government of Nashville and Davidson County, Tennessee

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 Government’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 of the Government’s compliance with
those requirements.

In our opinion, the Government complied, in all material respects, with the compliance
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, 2012.

Internal Control Over Compliance

Management of the Government is responsible for establishing and maintaining effective
internal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered the
Government’s internal control over compliance with requirements that could have a direct and
material effect on a major federal program to determine the 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 Government’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.



To the Honorable Mayor and Members of Council
The Metropolitan Government of Nashville and Davidson County, Tennessee

Schedules of Expenditures of Federal and State Awards

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the Government as of and for the year ended June 30,
2012, and have issued our report thereon dated October 31, 2012, which contained an
unqualified opinion on those financial statements. Our report includes a reference to the reports
of other auditors on the financial statements of the Nashville District Management Corporation,
the Gulch Business Improvement District, Inc., the Metropolitan Development and Housing
Agency, the Electric Power Board, the Emergency Communications District and the Convention
Center Authority. We have also audited the financial statements of each of the Government’s
nonmajor governmental, nonmajor enterprise, internal service and fiduciary funds, as well as the
financial statements of the Sports Authority Fund, and the Industrial Development Board Fund
as of and for the year ended June 30, 2012, and have issued our report thereon dated October 31,
2012, which contained an unqualified opinion on those financial statements. Our audit was
performed for the purpose of forming opinions on the financial statements that collectively
comprise the Government’s financial statements. The accompanying Schedules of Expenditures
of Federal and State Awards are presented for purposes of additional analysis as required by
OMB Circular A-133 and the State of Tennessee, and are not a required part of the financial
statements. Such information is the responsibility of management and was derived from and
relates 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 Schedules of Expenditures of Federal and State Awards are fairly stated in all
material respects in relation to the financial statements as a whole.

This report is intended solely for the information and use of the management, audit committee,
and others within the Government, and 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.

Nashville, Tennessee

October 31, 2012, except for Compliance
and Internal Control Over Compliance, as
to which the date is February 12, 2013
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS
YEAR ENDED JUNE 30, 2012

BASIS OF PRESENTATION

Reporting Entity

The basic financial statements of The Metropolitan Government of Nashville and
Davidson County, Tennessee (the Government), as of and for the year ended June 30,
2012, include the operations of the following component units: the Nashville District
Management Corporation, the Gulch Business Improvement District, Inc., the General
Hospital and Bordeaux Long Term Care and Knowles Home Funds of the Hospital
Authority, the Metropolitan Development and Housing Agency, the Electric Power
Board, the Metropolitan Transit Authority, the Metropolitan Nashville Airport
Authority, the Emergency Communications District and the Convention Center
Authority. The expenditures of federal awards of these component units totaled
$147,382,115 and are not included in the Government’s Schedule of Expenditures of
Federal Awards for the year ended June 30, 2012. These component units are separately
audited and reported on in accordance with OMB Circular A-133, where applicable, and
their expenditures are not included in the accompanying schedules of expenditures of
federal and state awards of the Government for the year ended June 30, 2012.

Noncash Federal Programs

The Government is the recipient of federal awards that do not result in cash receipts or
disbursements, including distribution of U.S. Department of Agriculture (USDA) Food
Commodities (CFDA No. 10.565), which are valued based on a USDA price list
obtained from the Tennessee Department of Health. Distributions under such programs
are included in the accompanying schedules of expenditures of federal and state awards.

Federal Financial Assistance Without CFDA Numbers

Federal awards which have no assigned CFDA number have been included in the last
section of each appropriate federal agency section.

Pass-Through Awards

Funds received by the Government and redistributed to a component unit of the
Government or received directly by the component unit in the Government’s name are
reported in the component unit’s financial statements and are not included in the
Government’s schedules of expenditures of federal and state awards.

Funds received by an agency of the Government and redistributed to another agency of
the Government are reported in the receiving department’s accounts to avoid duplication
of the aggregate level of federal awards expended by the Government. Accordingly,
pass-through funds are included once.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS
YEAR ENDED JUNE 30, 2012

BASIS OF PRESENTATION - Continued

Program Clusters

OMB Circular A-133 defines a cluster of programs as a grouping of closely related
programs that share common compliance requirements. According to this definition,
similar programs deemed to be a cluster of programs are tested accordingly.

Schedule of Expenditures of State Awards

In compliance with Tennessee state law, the accompanying schedule of expenditures of
state awards is included with this report. Such schedule presents all state funded
financial awards, as defined by the State Comptroller of the Treasury’s Office, and is
prepared and presented in a manner consistent with the schedule of expenditures of
federal awards.

BASIS OF ACCOUNTING

The expenditures presented in the accompanying schedules of expenditures of federal
and state awards were developed from agency records and federal and state financial
reports which have been reconciled to the central accounting records of the Government.
Governmental funds are reported using a modified accrual basis of accounting.
Proprietary funds are reported using the accrual basis of accounting. These central
records serve as the primary source of information in the preparation of the
Government’s basic financial statements.

Federal and state revenues and expenditures are included in the general fund, special

revenue funds, capital projects funds, and enterprise funds in the Government’s basic
financial statements.

MATCHING COST

The State of Tennessee’s portion of joint programs with the Government are included in
the accompanying schedule of expenditures of state awards, except in those cases where
the state’s portion is combined with the federal portion and cannot be separately
identified. In such cases, the state’s portion is included in the accompanying schedule of
expenditures of federal awards. The Government’s portion of such joint awards is not
included.
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D.

METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE

NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AND STATE AWARDS

YEAR ENDED JUNE 30, 2012

INDIRECT COSTS

Included in the Government’s Cost Allocation Plan are all central service costs
allowable under OMB Circular A-87, which may be “allocated” among all programs of
the Government in a consistent manner.

The amount presented in the Cost Allocation Plan as “allocated” to each department is
not actually charged as expenditure to that department, but is accounted for in the central
service area’s budget. The amount is used to calculate indirect costs associated with
programs funded by external sources that allow the inclusion of indirect costs (certain
grants, user fees, etc.).

Many of the Government’s federal and state funded programs allow indirect costs to be
charged and include them as a line item in the grant budget. However, if the grant
budget does not specifically provide for indirect costs to be charged, none of the indirect
costs are reported as costs to the grantor nor are the costs included or presented in the
schedules of expenditures of federal and state awards.

CONTINGENCIES

The federal and state grants received by the Government are subject to audit and
adjustment. If any expenditures are disallowed by the grantor agencies as a result of
such an audit, the grantor agencies could make claim for reimbursement, which would
become a liability of the Government.

During May 2010, Nashville and Davidson County experienced significant flooding and
was declared a federal disaster area by President Barack Obama. The federal disaster
declaration enables the reimbursement of certain flood-related costs to the Government
through the Federal Emergency Management Agency (FEMA) of the U.S. Department
of Homeland Security. Flood-related costs incurred during fiscal year 2012, which
management believes will be reimbursed by FEMA, totaled $8,862,088. These
expenditures have been included in the accompanying schedule of federal expenditures
under CFDA 97.036. Such flood-related costs are subject to review, approval and
adjustment by FEMA. As of the issuance of this report, the Government is working with
FEMA on various appeals and adjustments to the FEMA project worksheets and the
related grant agreements.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION I - SUMMARY OF INDEPENDENT AUDITORS’” RESULTS

Financial Statements

Type of auditors’ report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? X _Yyes__ no
Significant deficiency(ies) identified not considered to
be material weaknesses? X_Yyes___ none reported
Noncompliance material to financial statements noted? __yes_X no

Federal Awards

Internal control over major programs:

Material weakness(es) identified? __yes_X no
Significant deficiency(ies) identified not considered to
be material weaknesses? ___yes__ X __none reported

Type of auditors’ 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? __Yyes_X nho
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION I - SUMMARY OF INDEPENDENT AUDITORS’ RESULTS - Continued

Federal Awards - Continued

Identification of major programs:

CFEDA Number Name of Federal Program
Child Nutrition Cluster:
10.553 National School Breakfast Program
10.555 National School Lunch Program
10.559 Summer Food Service Program

Justice Assistance Grant (JAG) Cluster:

16.738 Edward Byrne Memorial JAG Program
16.803 ARRA - Byrne JAG Program Grants to States
16.804 ARRA - Byrne JAG Program Grants to Local Governments
Title I, Part A Cluster:
84.010 Title | Grants to Local Educational Agencies
84.389 ARRA - Title I Grants to Local Educational Agencies
Other Programs:
16.710 ARRA - Public Safety Partnership and Community Policing Grants
81.128 ARRA - Energy Efficiency and Conservation Block Grant Program
(EECBG)
84.165 Magnet Schools Assistance
84.367 Title 1l Part A - Improving Teacher Quality State Grants
84.395 ARRA - State Fiscal Stabilization Fund (SFSF) - Race to the Top
Incentive Grants
93.724 ARRA - Communities Putting Prevention to Work
93.914 HIV Emergency Relief Project Grants
97.039 Hazard Mitigation Grant
97.044 Assistance to Firefighters Grant
Dollar threshold used to distinguish between Type A and Type B programs: $3,000,000

Auditee qualified as low-risk auditee? __yes _x no
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS

MATERIAL WEAKNESSES:

1IC-12-1

CLERK AND MASTER, COUNTY REGISTER, AND CIRCUIT COURT
Lack of Segregation of Duties with Financial Transactions
Observation

During our audit procedures over cash receipts and cash disbursements at these offices, we
noted either one or several clerks are responsible for multiple duties which involve financial
transactions, such as handling incoming cash receipts, processing these cash receipts, making
physical deposits to the bank, maintaining check stock, processing cash disbursements, signing
checks, including checks written to themselves for deputy clerk fees, and posting transactions to
the Access database. There was no documentation that these functions were reviewed by
another employee. These incompatible accounting functions constitute deficiencies in internal
control which could lead to undetected misappropriation of funds as well as undetected material
misstatements of the offices’ financial information.

Recommendation

We recommend that management design and implement procedures that would more effectively
segregate certain duties between employees that handle cash and those that record cash
transactions. The following are suggestions for improving controls and segregation of duties:

(1) An employee independent of posting transactions to the accounting records should be
responsible for opening the mail/receiving cash and checks over the counter and making
copies of checks received. This person should also prepare a daily cash receipts log
indicating the dollar amount, nature of cash receipt, and court case. This person should
also prepare and make the daily deposit to the bank.

(2) The employee responsible for preparing the daily cash receipts log and making the daily
deposit should submit the daily cash receipts log, bank deposit slip and copies of the
checks to an independent employee for timely posting the daily cash receipts to the
accounting records.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS - Continued

1C-12-1 - Continued

(3) An employee independent of posting transactions to the accounting records and with no
check signing authority should maintain the physical check stock for all bank accounts.
In addition, this employee should maintain a check log for issuing check stock to the
employee responsible for processing cash disbursements. This check log should list the
sequence of checks issued, the number of checks issued and be signed and dated by both
the employee maintaining the check stock and the employee requesting and receiving
issued checks. Any unused or voided checks should be logged back into the check log.

(4) An employee independent of the duties described in (1)-(3) above should be responsible
for posting daily cash receipts and cash disbursement transactions as well as preparing
the checks for cash disbursements.

Management’s Response

Clerk and Master

This recommendation was addressed in January 2012 and noted previously in Management’s
Response to the June 2011 audit. The Office hired an additional bookkeeper increasing the
bookkeeping staff from two to three. Management continues to consult with Metro Finance,
EBS and other departments to develop processes that will improve controls and segregate
duties. The following processes have been implemented:

1. An employee independent of posting transactions to the accounting records opens all the
mail and makes copies of all checks. A daily mail check log is kept and reviewed against
daily deposits by an employee independent of posting transactions to the accounting
records. The daily deposit is also made by an employee independent of posting
transactions to the accounting records.

2. A sign has been posted at the accounting desk stating, ““If you fail to receive a receipt
ask to speak to the Clerk and Master.”

3. Employees with check writing authority no longer are signatory on checks made to
themselves for special officer fees. This practice ceased prior to receipt of the June
2011 audit.

4. An employee independent of posting transactions to the accounting records and who is
without check signing authority maintains the physical check stock and a check log for
issuing checks for cash disbursements.

As previously stated, Management will continue to explore and implement options to address
noted concerns.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION Il - FINANCIAL STATEMENT FINDINGS - Continued

1C-12-1- Continued

County Register

1.

2.

At this time the Register of Deeds Office does not have ample staff to accomplish this
process. Furthermore, it does seem that we would be duplicating to some degree the
process we are currently using.

We agree that an independent employee should timely post the daily cash receipts to the
accounting records. We do have an independent employee performing this process.

Steve Moore, Chief Deputy of Information Technology, maintains all check stock.
Checks are locked in the safe in the Information Technology department. Steve
maintains a spreadsheet for each checking account that includes the date, check
numbers, signature of employee requesting check and signature of employee releasing
checks.

Currently, Charles Snyder, Chief Deputy of Finance, is responsible for posting daily
cash receipts and cash disbursement transactions as well as preparing checks for cash
disbursement. He will continue to do so. He has no involvement in opening and
dispersing mail. Also, a second employee verifies bank deposits on the bank statement
against daily accounting reports from our document recording/retrieval system.

Circuit Court

Management is in agreement with the recommendation made regarding the receipting and
disbursement of Minor Trust Funds. We will start implementing the change where the Chief
Clerk or Team Leaders will receipt the funds from the savings accounts for minors. The
Internal Auditor will follow up on the checks that are issued for these Minor Trust Accounts to
verify the information is correct as it was Court Ordered.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012
SECTION Il - FINANCIAL STATEMENT FINDINGS - Continued
SIGNIFICANT DEFICIENCY:
IC-12-2
CIRCUIT COURT
Bank Reconciliations - Cancelled Checks
Observation
During our audit procedures over bank reconciliations at this office, we noted that cancelled
checks returned by the bank with bank statements are not inspected as part of the bank
reconciliation process. As a result, any improper changes made after printing and signing the

checks may not be identified timely.

Recommendation

We recommend that the preparers and reviewers of bank reconciliations inspect cancelled
checks to identify improper changes made after printing and signing the checks, including
comparing all information on the checks to the information in the accounting system.

Management’s Response

Since we no longer receive the canceled checks with our bank statements, the Internal Auditor
will do a random sampling of checks being processed in particular Checks issued for Minor
Trust Accounts, Judgments, Tender and Attorney Fees to compare to the canceled check images
on Bank of America Online system to verify no changes have been made.
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METROPOLITAN GOVERNMENT OF NASHVILLE
AND DAVIDSON COUNTY, TENNESSEE
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2012

SECTION |11 - FINDINGS AND QUESTIONED COSTS FOR FEDERAL AWARDS

None Reported

SECTION IV - SUMMARY OF PRIOR AUDIT FINDINGS
Prior year item 1C-11-2 has been repeated in the current year as item 1C-12-1.

All other prior year findings have been resolved.
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