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KPMG LLP

Suite 1300

221 N. Kansas Street
PO Box 622551

El Paso, TX 79999-0010

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 and
the State of Texas Uniform Grant Management Standards

The Honorable Mayor and Members of the City Council
City of El Paso, Texas:

We have audited the financial statements of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City of El Paso, Texas (the City) as of and for the year ended August 31, 2004, which collectively
comprise the City’s basic financial statements, and have issued our report thereon dated January 14, 2005,
which included references to the reports of other auditors. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States, and the State of Texas Uniform Grant Management Standards, issued by the Governor’s
Office of Budget and Planning. The financial statements of the City Employees’ Pension Fund and
Firemen and Policemen’s Pension Fund (FPPF) were not audited in accordance with Government Auditing
Standards and the State of Texas Uniform Grant Management Standards.

Internal Control over Financial Reporting

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

We noted certain matters that we reported to management of the City in a separate letter dated January 14,
2005.

KPMG LLPF, a U.S. limited liability partnership, is the U.5.
member firm of KPMG International, a Swiss cooperative.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts,
and 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 and the report of other auditors disclosed no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards or the State of Texas
Uniform Grant Management Standards.

This report is intended solely for the information and use of the Mayor, City Council members and
management of the City, the federal and state cognizant agencies, other 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.

KPMe LEP

January 14, 2005
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CITY OF EL PASO, TEXAS

Notes to the Schedule of Expenditures of Federal and State Awards
August 31, 2004

General
Overview of the City of El Paso, Texas’ Fiscal 2004 Annual Audit

The City of El Paso, Texas (the City) is the recipient of various federal and state awards. The grant
programs are administered by various departments within the City. The activities of these organizations are
monitored by City staff to ensure compliance with the requirements of the underlying grants.

The accompanying schedule of expenditures of federal and state awards presents activity of all federal and
state financial assistance programs of the City for the year ended August 31, 2004. The City’s reporting
entity is defined in note 1(A) to the City’s basic financial statements. Federal and state awards received
directly from federal and state agencies, as well as federal and state financial assistance passed through
other entities, are included on the schedule of expenditures of federal and state awards.

Basis of Accounting

The accompanying schedule of expenditures of federal and state awards is presented using the cash basis
of accounting except for the FAA Airport Improvement grant and the FTA Capital and Planning grants,
which use the full accrual basis of accounting.

Revolving Loan Programs

The City administers federal loan programs. These programs are initiated with a grant of federal funds and
are sustained after the original money is disbursed in loans by using principal payments for subsequent
loans to qualified borrowers. The interest received is considered to be program income and is used to pay
administrative costs associated with the programs as well as for subsequent loans. As of August 31, 2004,
outstanding principal balances of these loans were as follows:

Federal Loans receivable

Federal grantor/program title CFDA No. principal
Department of Commerce:

Economic Development Administration 11.305 $ 4,321,579
Department of Housing and Urban Development:

Community Development Block Grant and

Urban Development Assistance Grant 14.218 14,906,661
Lomalinda 14.218 21,972
Home Investment Partnerships 14.239 19,413,606
Total revolving loans $ 38,663,818

15 (Continued)
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CITY OF EL PASO, TEXAS

Notes to the Schedule of Expenditures of Federal and State Awards
August 31, 2004

Commodities

The Texas Department of Human Services — Health Department provided vaccines to the El Paso City —
County Health Department. All vaccines are funded by the Center for Disease Control in the amount of
$1,150,701 as shown in the schedule of expenditures of federal and state awards.

Federal Loan

During fiscal year ended August 31, 1992, the City received a $3,000,000 federal loan for construction
work on the International Zaragosa Bridge. The balance of the loan at August 31, 2004 is $1,750,000.

There are no significant continuing compliance requirements.

Adjustments to Revenue and Expenditures

The accompanying schedule reflects certain adjustments resulting from final adjustments to closed grants
and transfers between grants. As a result, certain grants show negative expenditures.

Relationship to Financial Statements

Federal and state financial assistance programs are reported in the City’s financial statements primarily in
the Community Development Block Grants and Other Governmental Funds. Certain programs are included
in the enterprise funds, of which certain grants are reported as capital contributions in the Income (Loss)
Before Capital Contributions and Transfers section of the Statement of Revenue, Expenses, and Changes in
Fund Net Assets (Deficit) Proprietary Funds.

Relationship to Federal and State Financial Reports

Amounts reported in the accompanying schedule of expenditures of federal and state awards may not agree
with the amounts reported in the related federal and state financial reports filed with grantor agencies
because of accruals which would be included in the subsequent reports filed with the agencies.



KPMG LLP

Suite 1300

221 N. Kansas Street
PO Box 5225561

El Paso, TX 79999-0010

Independent Auditors’ Report on Compliance with Requirements
Applicable to Each Major Federal and State Program, on Internal
Control over Compliance in Accordance with OMB Circular A-133 and
the State of Texas Uniform Grant Management Standards, and Report
on the Schedule of Expenditures of Federal and State Awards

The Honorable Mayor and Members of the City Council
City of El Paso, Texas:

Compliance

We have audited the compliance of the City of El Paso, Texas (the City) with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement and the State of Texas Uniform Grant Management Standards that are applicable to each of its
major federal and state programs for the year ended August 31, 2004. The City’s major federal and state
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 and state programs is the responsibility of the City’s management.
Our responsibility is to express an opinion on the City’s compliance based on our audit.

The City’s financial statements include operations of the Public Service Board — City of El Paso (EI Paso
Water Utilities), a discretely presented component unit of the City that received $4,889,902 in federal
awards in its fiscal year ended February 28, 2004, which are not included in the schedule of expenditures
of federal and state awards for the year ended August 31, 2004. Our audit, described below, did not include
the operations of the El Paso Water Utilities because the component unit engaged other auditors to perform
an audit in accordance with OMB Circular A-133.

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; OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations; and the State of Texas Uniform Grant Management
Standards. 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 or state program occurred. An audit
includes examining, on a test basis, evidence about the City’s compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion. Our audit does not provide a legal determination on the
City’s compliance with those requirements.
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In our opinion, the City complied, in all material respects, with the requirements referred to above that are
applicable to each of its major federal and state programs for the year ended August 31, 2004. However,
the results of our auditing procedures disclosed instances of noncompliance with those requirements, which
are required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as items 04-1 and 04-2, and in accordance with
the State of Texas Uniform Grant Management Standards and which is described in the accompanying
schedule of findings and questioned costs as items 04-3.

Internal Control over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal and state
programs. In planning and performing our audit, we considered the City’s internal control over compliance
with requirements that could have a direct and material effect on a major federal or state 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 and the State of
Texas Uniform Grant Management Standards.

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

Schedule of Expenditures of Federal and State Awards

We have audited the financial statements of the governmental activities, the business activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City as of and for the year ended August 31, 2004 and have issued our report thereon dated January 14,
2005, which included references to the reports of other auditors. Our audit was performed for the purpose
of forming an opinion on the financial statements that collectively comprise the City’s basic financial
statements. The accompanying schedule of expenditures of federal and state awards for the year ended
August 31, 2004 is presented for purposes of additional analysis as required by U.S. Office of Management
and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the
State of Texas Uniform Grant Management Standards, and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the basic
financial statements taken as a whole.

This report is intended solely for the information and use of the Mayor, City Council members and
management of the City, the federal and state cognizant agencies, other 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.

KPMe LLP

January 14, 2005
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CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

SECTION I - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: Unqualified

Internal control over financial reporting:

* Material weakness(es) identified? ___yes X no
»  Reportable condition(s) identified that are
not considered to be material weaknesses? _yes X none reported
Noncompliance material to financial statements noted: _yes X _ no
Federal Awards
Internal control over major programs:
« Material weakness(es) identified? yes X _no
» Reportable condition(s) identified that are
not considered to be material weakness(es)? __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: X _ yes ____ no
State Awards
Internal control over major programs:
« Material weakness(es) identified? ___yes X _no
« Reportable condition(s) identified that are
not considered to be material weakness(es)? __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 State of Texas UGM Standards: X yes ____no

19 (Continued)



CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

Identification of major programs:

an[:]l::::‘;s[ Name of Federal Program or Cluster
07.000 High Intensity Drug Trafficking Area
14218 Community Development Block Grants/Entitlement Program
16.592 Local Law Enforcement Block Grant
16.710 Community Oriented Policing Services Grants
20.106 Federal Aviation Grant
20.507 Federal Transit Grant
93.116 CDC Nonmonetary Assistance — Immunizations
93.283 Lab Bio Terrorism / Public Health Preparedness

Name of State Program or Cluster

TDH Tuberculosis
TDH Local Public Health Service Program
Air Quality

Automobile Theft Prevention Authority

Dollar threshold used to distinguish

between type A and type B programs: Federal $ 1,436,000
State $ 300,000

yes X no

Auditee qualified as low-risk auditee for federal and state programs?

20 (Continued)



CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

SECTION II - FINDINGS RELATING TO THE FINANCIAL STATEMENTS REPORTED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

No such findings noted for the fiscal year ended August 31, 2004.

21 (Continued)



CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

SECTION III — FINDINGS AND QUESTIONED COSTS
FEDERAL AWARDS

Finding 04-1: Real Property Acquisition and Relocation Assistance

Program/Grant: Community Development Block Grant

CFDA No.: 14.218

Federal Agency: U.S. Department of Housing and Urban Development

Grant Number: C7128CD0078

Pass-through Entity: None

Type of Finding: Noncompliance

Questioned Cost: None

Condition: In accordance with the U.S. Department of Transportation’s single

government-wide rule at 49 CFR, Part 24, Uniform Relocation Assistance
and Real Property Acquisition Regulations for Federal and
Federally-Assisted Program, property acquired must be appraised by
qualified independent appraisers.

Effect: We noted that the required appraisal was not obtained for the property
located at 3323 Alameda.

Cause: We noted that the property was previously owned by the City of El Paso (the
City). As the property was previously owned by the City, the City elected to
use the assessed property value rather than obtaining a current appraisal. We
noted that the assessed value of approximately $79,000 exceeded the
purchase price of $41,661. The assessed value was obtained from Juan
Sandoval, Property Tax Director in the Tax Department.

Recommendation: We recommend more effective control and monitoring procedures over real
property acquisition requirements be communicated to staff who are in
charge of real property acquisition.

Management’s Response and Corrective Action Plan

The property was acquired by an agency that did not have the power of eminent domain and according to
49CFR24.101, 5(a)(2), an appraisal was not required. This was explained to the auditor, who at the time
seemed to understand. The Department has since changed its policy and now requires an appraisal for
acquisitions of this type.
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CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

Auditors’ Response to Management’s Response

Our understanding of the acquisition of this property is that the City initially acquired the property with
federal grant funds and then transferred ownership to an affiliated non-profit entity. Since the City acquired
the property and the City has eminent domain, we believe an independent appraisal was required.

23 (Continued)



CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

Finding 04-2: Special Tests and Provisions — Control, Accountability, and Safeguarding of Vaccine

Program/Grant:
CFDA No.:

Federal Agency:
Grant Number:
Pass-through Entity:
Type of Finding:
Questioned Cost:

Condition:

Effect:

Cause:

Recommendation:

Nonmonetary Assistance Grant
93.116

Center for Disease Control
N/A

Texas Department of Health
Noncompliance

None

Per review of the grant agreement, the City is required to comply with
written policies and procedures provided by TDH in managing state-supplied
vaccines, including guidelines for proper storage and handling of vaccines.
Effective control and accountability must be maintained for all vaccines.
Vaccines must be adequately safeguarded and used solely for authorized
purposes.

We selected two clinics, Ysleta and Henderson, that have the highest
administration figures for the year. We performed inventory observations,
vouching a sample of five vaccine types, by lot number, to the inventories on
hand, rolling back our counts to the most recent monthly inventory reports
submitted to the Texas Department of Health. Rollbacks were performed
using the daily tally sheets for each of the nurses. We noted that three out of
five vaccines selected for our testwork at Ysleta did not agree to the actual
number on hand based on our physical inventory observation and rollback.
From procedures performed, it was noted that Ysleta’s total vaccine
inventories had been overstated by 20 doses at August 31, 2004. This
represents a 2.5% error relative to the 795 doses that the clinic’s records
indicated were on hand at year-end.

Per our discussion with a nurse supervisor, we noted that the differences
were due to either the prior month’s miscount or lost/wasted doses. Based on
our discussions, most wastes were due to blood aspiration, inaccurate
drawing from a multi-dose vial, and/or mishandling of vaccines.

We recommend that the City’s Health District implement more frequent
inventory counts at each of its clinics (at least weekly), reconcile physical
counts to the vaccine administration records and research variances noted in
a timely fashion. In addition, proper recordkeeping regarding wastes is
recommended.
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CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

Management’s Response and Corrective Action Plan
sponse and an

Based on the above narrative, we were unable to ascertain the quantitative or qualitative nature of the
“potential” finding even though it is identified as “noncompliance.” Procedures for vaccine inventory
counts, vaccine reconciliation counts, vaccine waste recordkeeping, and researching vaccine variances
were reviewed and discussed by clinic management and we have implemented proactive procedures at the
Northeast Clinic, Ysleta Clinic, Henderson Clinic, and Immunization Outreach sites.
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CITY OF EL PASO, TEXAS
Schedule of Findings and Questioned Costs
August 31, 2004

STATE OF TEXAS AWARDS

Finding 04-3: Special Test — Professional Education

Program/Grant:
State Grant No.:
State Agency:
Pass-through Entity:
Type of Finding:
Questioned Cost:

Criteria:

Condition:

Effect:

Cause:

Recommendation:

TDH Tuberculosis

G410307 and G410407

Texas Department of Health (TDH)
None

Noncompliance

None

The tuberculosis grant requires that employees paid under the grant complete
a specified level of professional education related to tuberculosis or to their
job responsibilities during the grant period. New employees are required to
have 40 hours and existing employees are required to have 16 hours.

Out of a population of 13 employees, we selected 13 (100%) individuals paid
with TDH funds. We noted that three existing lab employees did not achieve
the required 16 hours of professional education during the grant period.

Failure to comply with the training requirements of the grant could result in
the loss of future funding to the City or this program.

Compliance requirements were not fully understood by the staff supervisor.

Supervisors should have an adequate understanding of the compliance
requirements, including which training sessions qualify as professional
education under the grant requirements. Responsibility for the periodic
monitoring of individual achievement of TDH minimum professional
education requirements should be assigned to a specific individual within the
Health District.

Management’s Response and Corrective Action Plan

It should be noted that the employees in question charge their actual time worked to the TB grant, and
report to the Laboratory Director. Compliance with the educational requirements was previously delegated
by management to the Laboratory Department. In addition, management has implemented procedures
wherein the Laboratory Director will submit copies of the education and professional training
documentation to the TB Manager. Managers will obtain full understanding of the compliance
requirements, especially as to understanding which training sessions qualify as professional education

under this grant.
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