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

INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of City Council
City of Allentown, Pennsylvania

We have audited, in accordance with the 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, 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 City of Allentown, Pennsylvania (City), as of and
for the year ended December 31, 2018, and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements, and have issued our report thereon dated July 31, 2019.
Our report includes a reference to other auditors who audited the financial statements of the
Redevelopment Authority of the City of Allentown and the Allentown Parking Authority, as described in our
report on the City’s financial statements. This report does not include the results of the other auditors’
testing of internal control over financial reporting or compliance and other matters that are reported on
separately by those auditors. The financial statements of the Redevelopment Authority of the City of
Allentown and the Allentown Parking Authority were not audited in accordance with Government Auditing
Standards and, accordingly, this report does not include reporting on internal control over financial reporting
or instances of reportable noncompliance associated with the Redevelopment Authority of the City of
Allentown and the Allentown Parking Authority.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City’s internal control
over financial reporting (internal control) to determine the audit procedures that are appropriate in the
circumstances 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 City’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the City’s internal control.

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. 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.

— —_——— .
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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 material weaknesses or significant deficiencies. Given these limitations,
during our audit we did not identify any deficiencies in internal control over financial reporting that we
consider to be material weaknesses. However, material weaknesses may exist that have not been
identified.

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 disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal

control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,

this communication is not suitable for any other purpose.
Labndoke Hrickrd 1L

ZELENKOFSKE AXELROD LLC

Jamison, Pennsylvania
September 11, 2019
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REPORT ON COMPLIANCE FOR EACH FEDERAL MAJOR PROGRAM: REPORT ON
INTERNAL CONTROL OVER COMPLIANCE; AND REPORT ON SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS REQUIRED BY THE UNIFORM GUIDANCE

INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Members of City Council
City of Allentown, Pennsylvania

Report on Compliance for Each Major Federal Program

We have audited the City of Allentown, Pennsylvania’s (City) compliance with the types of compliance
requirements described in the Office of Management and Budget (OMB) Compliance Supplement that could
have a direct and material effect on each of the City's major federal programs for the year ended December
31, 2018. The City’ major federal programs are identified in the summary of auditor’s results section of the
accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and conditions
of its federal awards applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the City's major federal programs
based on our audit of the types of compliance requirements referred to above. 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 the audit requirements of Title 2 U.S Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). Those standards and the Uniform Guidance require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the City’s compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal
program. However, our audit does not provide a legal determination of the City’s compliance.

Basis for Qualified Opinion on Community Development Block Grants/Entitlement Grants

As described in the accompanying schedule of findings and questioned costs, the City did not comply with
requirements regarding the following:

_ —_—
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2018-001 14.218 Community Development Block Earmarking
Grants/Entitlement Grants

2018-002 14.218 Community Development Block Program Income
Grants/Entitlement Grants

2018-003 14.218 Community Development Block Reporting
Grants/Entittement Grants

2018-004 14.218 Community Development Block Procurement Suspension, and
Grants/Entitlement Grants Debarment

Qualified Opinion on Community Development Block Grants/Entitlement Grants

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
City complied, in all material respects, with the types of compliance requirements referred to above that
could have a direct and material effect on its Community Development Block Grants/Entitlement Grants
major program for the year ended December 31, 2018.

Other Matter

The City’'s responses to the noncompliance findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. The City’s responses were not subjected to the
auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.

Report on Internal Control Over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our
audit of compliance, we considered the City’s internal control over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control over compliance in
accordance with the Uniform Guidance, 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 City’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. A significant deficiency in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a type
of compliance requirement of a federal program that is less severe than a material weakness in internal
control over compliance, yet important enough to merit attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal control over compliance that might
be material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that have not been identified. We did identify certain deficiencies in internal control
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over compliance, described in the accompanying schedule of findings and questioned costs as Findings
2018-001, 2018-002, 2018-003, and 2018-004 that we consider to be material weaknesses.

The City’s responses to the internal control over compliance findings identified in our audit are described in
the accompanying schedule of findings and questioned costs. The City’s responses were not subjected to
the auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on the
responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing
of internal control over compliance and the results of that testing based on the requirements of the Uniform
Guidance. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance

We have audited the financial statements of the City as of and for the year ended December 31, 2018 and
have issued our report thereon dated July 31, 2019, which contained unmodified opinions on those financial
statements. We did not audit the financial statements of the Redevelopment Authority of the City of
Allentown or the Allentown Parking Authority. Our audit was conducted for the purpose of forming opinions
on the financial statements as a whole. The accompanying schedule of expenditures of federal awards is
presented for the purposes of additional analysis as required by the Uniform Guidance and is 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 addition procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the schedule of expenditures
of federal awards is fairly stated in all material respects in relation to the financial statements as a whole.

Labinksgode Aakrd L

ZELENKOFSKE AXELROD LLC
Jamison, Pennsylvania
September 11, 2019
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CITY OF ALLENTOWN
SINGLE AUDIT REPORT
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED DECEMBER 31, 2018

BASIS OF ACCOUNTING

The accompanying schedule of expenditures of federal awards (Schedule) presents the
expenditures of all federal awards programs of the City of Allentown, Pennsylvania (City) using the
modified accrual basis of accounting.

RELATIONSHIP TO BASIC FINANCIAL STATEMENTS

The information in this Schedule is presented in accordance with the requirements of Title 2 U.S.
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards (Uniform Guidance). Therefore, some amounts presented
in this schedule may differ from amounts presented in, or used in the preparation of, the City’s basic
financial statements.

Such expenditures are recognized following the cost principles contained in the Uniform Guidance,
wherein certain types of expenditures are not allowable or are limited as to reimbursement.

The City has elected not to use the 10-percent de minimis indirect cost rate allowed under the
Uniform Guidance.



CITY OF ALLENTOWN
SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2018

Summary of Audit Results

1.

2.

Type of auditor’s report issued: Unmodified
Internal control over financial reporting:
Material weakness(es) identified? Yes _X_No

Significant deficiency(ies) identified that are not considered to be material weakness(es)?
Yes _X_ None reported

Noncompliance material to financial statements noted? Yes _ X No
Internal control over major programs:
Material weakness(es) identified? _X Yes No

Significant deficiency(ies) identified that are not considered to be material weakness(es)?

' Yes _X None reported

. Type of auditor’s report issued on compliance for major programs: Qualified

Any audit findings disclosed that are required to be reported in accordance with Uniform
Guidance? _X Yes No

Major Programs:

CFDA Numbers Name of Federal Proagram

14.218 Community Development Block Grants/Entitlement Grants
Dollar threshold used to distinguish between type A and type B programs: $750,000

Auditee qualified as low-risk auditee? Yes _X No
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CITY OF ALLENTOWN
SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2018

Findings related to the financial statements which are required to be reported in accordance with
Government Auditing Standards.

None noted
Findings and questioned costs for federal awards.

Finding 2018-001 Earmarking
Repeat Finding — See Finding 2017-002

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Condition: The City did not expend at least 70% of the grant award for grant B-14-MC-42-002 in
three years; as of December 31, 2018 the City has spent 52.85% of the grant award.

Criteria: Pursuant to 24 CFR sections 570.200(a)(3) and 570.208(a), not less than 70% of the grant
funds must be used over a period of up to three years, as specified by the grantee in its certification,
for activities that benefit low- and moderate-income persons.

Cause: There were inadequate procedures in place to ensure that the allotted earmarking
percentages were met.

Effect: The City is not in compliance with earmarking requirements. Failure to comply with grant
award requirements could jeopardize future funding.

Questioned Costs: This finding does not result in questioned costs.

Recommendation: We recommend that the City implement procedures to periodically evaluate the
amounts expended for each grant award to ensure that at least 70% of the grant award is expended
within three years.

Management’s Response: The City will take this recommendation and establish protocols to
ensure all timeliness requirements are met. These protocols will include monthly expenditure
meetings and more frequent reprogramming of funds for projects which have been completed with
funds remaining and/or stalled projects.

Finding 2018-002 Program Income
Repeat Finding — See Finding 2017-003

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Condition: The City did not properly account for program income in their general ledger.

Criteria: Pursuant to 24 CFR the grantee must accurately account for any program income
generated from the use of CDBG funds.

Cause: There were not adequate procedures in place to ensure that program income was recorded
accurately.

Effect: The City is not in compliance with program income requirements.

Questioned Costs: This finding does not result in questioned costs.
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CITY OF ALLENTOWN
SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2018

Recommendation: We recommend that the City implement procedures to periodically evaluate the
accurate recording of program income in the general ledger.

Management's Response: The City will take this recommendation and establish protocols to
ensure program income is properly recorded. These protocols will include reconciling the general
ledger to PR 26 reports submitted to Department of Housing and Urban Development.

Finding 2018-003 Reporting

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Condition: The City did not accurately report amounts on the Form SF-425 for the year ended
December 31, 2018. The City did not provide a reconciliation to the general ledger for the CO4PR26
— CDBG Financial Summary for the year.

Criteria: Pursuant to 24 CFR the grantee must accurately report amounts to U.S. Department of
Housing and Urban Development.

Cause: The City does not have procedures in place to ensure that SF-425 and the CO4PR26
reconcile to the general ledger in accordance with federal reporting requirements.

Effect: The City did not accurately report amounts on the SF-425 and the C04PR26 for the year
ended December 31, 2018.

Questioned Costs: This finding does not result in questioned costs.

Recommendation: We recommend that the City implement procedures to ensure that all required
reports are reconciled to the general ledger.

Management’s Response: The City will take this recommendation and review current procedures
and implement revised procedures based on the reporting requirements.

Finding 2018-004 Procurement Suspension, and Debarment

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Condition: The City did not have the required language for Uniform Guidance procurement
standards in their contracts or contract policies.

Criteria: Pursuant to 24 CFR contracts must contain the applicable provisions described in
Appendix Il to Part 200-Contract Provisions for non-Federal Entity Contracts under Federal Awards.

Cause: The City does not have procedures in place to ensure the required provisions are in place
for contracts to be in compliance with procurement requirements.

Effect: The City did not have appropriate provisions and policies in place for contracts for the year
ended December 31, 2018.

Questioned Costs: This finding does not result in questioned costs.

Recommendation: We recommend that the City implement procedures to ensure that all required
provisions are included in contracts and contract policies.
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CITY OF ALLENTOWN
SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2018

Management’s Response: The City will take this recommendation and review current procedures
and implement revised procedures based on the procurement requirements.
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CITY OF ALLENTOWN, PENNSYLVANIA
SINGLE AUDIT REPORT
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED DECEMBER 31, 2018

Finding 2017-001: Schedule of Expenditures of Federal Awards

Condition: The City was unable to provide an accurate schedule of expenditures of federal awards
for the year ended December 31, 2017. The amount reported as federal expenditures for the
Department of Housing and Urban Development was understated by $736,746 and the amount
reported as passed through to subrecipients for the Department of Housing and Urban
Development was understated by $2,968,844.

Current Status: This finding was resolved in 2018.

Finding 2017-002: Earmarking (CFDA #14.218)
Repeat Finding 2018-001

Condition: The City did not expend at least 70% of the grant award for grant B-14-MC-42-002 in
three years; as of December 31, 2017 the City had spent 49.58% of the grant award.

Current Status: See current year finding 2018-001

Finding 2017-003: Program Income (CFDA #14.218)

Condition: The City did not properly account for program income in their general ledger.

Current Status: See current year finding 2018-002.

Finding 2017-004: Reporting (CFDA #14.218)

Condition: The City did not accurately report amounts on the SF-425 for the year ended December
31, 2017. The City did not provide a reconciliation to the general ledger for the CO4PR26 — CDBG
Financial Summary for the year.

Current Status: See current year finding 2018-003.

Finding 2017-005: Subsequent Monitoring (CFDA #14.218)

Condition: Two of the five vendors or contractors selected for testing under the CDBG program
did not have proper language in the contract to verify they were neither suspended nor debarred.

Furthermore, the City did not verify they were neither suspended nor debarred.

Current Status: This finding was resolved in 2018.
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Luisa E Follweiler

Treasury & Accounting Manager
Treasury Department

435 Hamilton St, Room 110
Allentown PA 18101-1699
610.437.7621
Luisa.Follweiler@AllentownPA.gov
www.AllentownPA.gov

September 11, 2019
CORRECTIVE ACTION PLAN

U.S. Department of Housing and Urban Development

The City of Allentown respectfully submits the following corrective action plan for the year ended
December 31, 2018.

As audited by:
Zelenkofske Axelrod LLC
2370 York Road, Suite A-5
Jamison, PA 18929

Audit Period: January 1, 2018 thru December 31, 2018.

The findings from the December 31, 2018 schedule of findings and questioned costs are discussed
below. The findings are numbered consistently with the numbers assigned in the schedule.

Finding 2018-001 Earmarking

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Recommendation: We recommend that the City implement procedures to periodically evaluate the
amounts expended for each grant award to ensure that at least 70% of the grant award is expended
within three years.

Corrective Action: The City will take this recommendation and establish protocols to ensure all
timeliness requirements are met. These protocols will include monthly expenditure meetings and
more frequent re-programming of funds for projects which have been completed with funds
remaining and/or stalled projects.

Finding 2018-002 Program Income

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Recommendation: We recommend that the City implement procedures to periodically evaluate the
accurate recording of program income in the general ledger.
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Corrective Action: The City will take this recommendation and establish protocols to ensure
program income is properly recorded. These protocols will include reconciling the general ledger
to PR 26 reports submitted to Department of Housing and Urban Development.

Finding 2018-003 Reporting

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Recommendation: We recommend that the City implement procedures to ensure that all required
reports are reconciled to the general ledger.

Corrective Action: The City will take this recommendation and review current procedures and
implement revised procedures based on the reporting requirements.

Finding 2017-008 Procurement Suspension, and Debarment

U.S. Department of Housing and Urban Development — Community Development Block
Grants/Entitlement Grants (CFDA #14.218).

Recommendation: We recommend that the City implement procedures to ensure that all required
provisions are included in contracts and contract policies.

Corrective Action: The City will amend contract language moving forward to include all necessary
requirements.

If HUD has any questions regarding this plan, please contact me at 610-437-7621.

Sincerely,

:%;géaua lor

Luisa Follweiler
Treasury & Accounting Manager
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