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Report of Independent Auditor on Compliance for Each Major Federal Program and on
Internal Control over Compliance Required by the Uniform Guidance

Honorable Mayor and Members of City Council
City of Hampton, Virginia

Report on Compliance for Each Major Federal Program

We have audited the City of Hampton, Virginia's (the “City") compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material effect on
each of the City's major federal programs for the year ended June 30, 2017. The City's major federal programs
are identified in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs.

Management’s Responsibility
Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
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.

Opinion on Each Major Federal Program

In our opinion, the City of Hampton, Virginia, complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs identified in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs for the year ended June 30, 2017.

Other Matters

The results of our auditing procedures disclosed an instance of noncompliance, which is required to be reported
in accordance with the Uniform Guidance and which is described in the accompanying schedule of findings and
questioned costs as Item 2017-002. Our opinion on each major federal program is not modified with respect to
this matter.

The City’s response to the noncompliance finding identified in our audit is described in the accompanying

schedule of findings and questioned costs. The City's response was not subject to the auditing procedures
applied in the audit of compliance and, accordingly, we express no opinion on the response.
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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, honcompliance 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 a combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that a 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, 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 first
paragraph of this section 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 were not identified. We did not identify any deficiencies in internal control over
compliance that we considered to be material weaknesses. We did identify a certain deficiency in internal
control over compliance, as described in the accompanying schedule of findings and questioned costs as item
2017-002, which we consider to be a significant deficiency.

The City's response in the internal control over compliance finding identified in our audit is described in the
accompanying schedule of findings and questioned costs. The City's response was not subjected to the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

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.

QVLMLLJ_ Rekoods [P

Virginia Beach, Virginia
November 30, 2017
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Report of Independent Auditor 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 City Council
City of Hampton, Virginia

We have audited, in accordance with the 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 Specifications for Audits of Counties, Cities and Towns, issued
by the Auditor of Public Accounts of the Commonwealth of Virginia, 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 Hampton, Virginia (the “City"), as of and for the year
ended June 30, 2017, and the related notes to the financial statements, which collectively comprise the City's
basic financial statements, and have issued our report thereon dated November 30, 2017. That report included
an emphasis paragraph indicating that the net position of the Governmental Activities, aggregate discretely
presented component units and Economic Development Authority as of June 30, 2016 has been restated. Our
report includes a reference to other auditors who audited the financial statements of the Downtown Hampton
Development Partnership, Inc. 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 separately by those auditors.
The financial statements of the Downtown Hampton Development Partnership, Inc. were not audited in
accordance with Government Auditing Standards.

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
contral 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.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section
and was not designed to identify all deficiencies in internal control that might be material weaknesses or,
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not
identified. We did identify a certain deficiency in internal control, described at 2017-001 in the accompanying
schedule of findings and questioned costs, which we consider to be a material weakness.

185



Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financial statements are free from material
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, non-compliance 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 and two
instances of noncompliance that are required to be reported under the Specifications for Audits of Counties, Cities
and Towns, which are described in the accompanying schedule of findings and questioned costs as item 2017-003
and 2017-004.

City of Hampton, Virginia’s Response to Findings

The City's responses to the 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 the financial statements and, accordingly, we express no opinion on the responses.

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.

Virginia Beach, Virginia
November 30, 2017
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City of Hampton, Virginia
Schedule of Findings and Questioned Costs

Year Ended June 30, 2017
A. Summary of Auditor’s Results
Financial Statements:
Type of auditor's report issued on the financial statements: Unmodified
Internal control over financial reporting:
Material weaknesses identified: Yes, Finding 2017-001
Significant deficiencies identified: None reported
Noncompliance material to the financial statements noted? No

Federal Awards:
Type of auditor's report issued on compliance for major programs: Unmodified
Internal control over financial reporting:
Material weaknesses identified: No
Significant deficiencies identified: Yes, Finding 2017-002

Any audit findings disclosed that are required to be reported in
accordance with 2 CFR 200.516(a)? Yes

Identification of major federal programs:

Program Description CFDA #
U.S. Department of Education
Twenty-First Century Community Learning Centers 84.287

Department of Health and Human Services Administration for
Children and Families

Temporary Assistance for Needy Families 93.558
Medicaid Cluster 93.778
Title IV-E Foster Care Title IV-E 93.658

Department of Housing and Urban Development Office of
Community Planning and Redevelopment
Community Development Block Grant Program, Entitlement Grant  14.218
U.S. Department of Transportation

Highway Planning and Construction Cluster 20.205
U.S. Department of Agriculture
Child Nutrition Cluster 10.553/10.5655/10.5666/10.559
Dollar threshold to distinguish between Types A and B Programs: $1,489,515
The City of Hampton was qualified as a low risk auditee? No
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B. Findings — Financial Audit

2017-001 Material Weakness — Internal Control over Financial Reporting — Correction of Errors

Criteria:
Annual external reporting of the City's financial activities should be performed in accordance with the
requirements of GAAP.

Statement of Condition:

In FY17, the Finance department included an additional step in the reconciliation process where they
balanced the Economic Development Authority (EDA) land accounts to both the Assessor’s records and the
EDA's records; not just the current year transactions. With this additional step in the reconciliation, the
Finance department discovered that certain land transactions between the City and EDA had not been
properly recorded.

Cause:
The transaction was not properly accounted for in prior years and the City discovered the error during its
year-end procedures.

Effect or Potential Effect:
An adjustment was made to the Govemnmental Activities, EDA and aggregate discreetly presented
component units' net position related to land contributed by the City to the EDA in a prior fiscal year.

Recommendation:
We recommend the Finance department continue to reconcile balances for the EDA land accounts to both
the Assessor's records and the finance department's records; not just the current year transactions.

Views of Responsible Officials:

¢ Contact Person: Karl Daughtrey, Director of Finance
e Corrective Action and Anticipated Completion Date:

An adjustment was made to the Governmental Activities and Economic Development Authority net position
related to land contributed by the City to the EDA in a prior fiscal year.

Land transactions are presented to City Council (City transactions) and EDA Board (EDA transactions) for
proper approval. Once approved by each, the finance department records transfer of land based on the
support of the Council resolution, EDA Board minutes, and applicable contracts. To balance to the City
Assessor’s records at year-end, Finance obtains a list of current year land transactions from the Assessor
and reconciles the information to the Finance Department's records,

In FY17, the Finance department included an additional step in the reconciliation process where they
balanced the EDA land accounts to both the Assessor’s records and the EDA's records; not just the current
year transactions. With this additional step in the reconciliation, the Finance department discovered that
land certain land transactions between the City and EDA had not been properly recorded. Parcel
#13001177 was transferred on January 13, 2005 with an assessment value at the time of transfer of
$4,403,200 and Parcel #13002046 was transferred on July 19, 2007 with an assessment value at the time
of transfer of $1,264,300.

This information has been disclosed in our fiscal year 2017 CAFR in footnote number 16.
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Findings and Questioned Costs - Major Federal Awards

2017-002 Non Material, Non Compliance and Significant Deficiency — Subrecipient Monitoring
(Repeat Finding)

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

Criteria:
In accordance with 2 CFR Sections 200.330, .331, and .501(h), grantees must monitor subgrant supported
activities to assure compliance with applicable Federal requirements and that performance goals are being
achieved.

Statement of Condition:
During fiscal year 2017, the City demonstrated some but not all required monitoring activities over the sub-
recipient agreement

Perspective Information:

Based on testing perform, review of support, and discussions with the staff responsible for subrecipient
monitoring, we noted there were no specific guidelines or standards set by the City to monitor the
subrecipient’s compliance the reporting requirements.

Cause:
Due to personnel turnover and change in staff, the required subrecipient monitoring was not properly
implemented and executed.

Effect or Potential Effect:
The subrecipient could potentially be noncompliant.

Questioned Costs:
No questioned costs were identified as a result of this finding.

Recommendation:
We recommend the City obtain an updated agreement between the City and subrecipient and the
agreement list out specific details that describes the subrecipient’s responsibility.

Views of Responsible Officials:

e Contact Person: Terry O'Neill

« Corrective Action and Anticipated Completion Date: The updated agreement between the City
and subrecipient was delayed due to discrepancies with obtaining a release of funds. These issues
were resolved per technical assistance received from HUD during a field office visit in October 2017. As
of November 28, 2017, all applicable City staff has approved the agreement and the agreement has
been forwarded to HRHA for approval. The City Manager will sign the agreement after HRHA's
approval.
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D. Findings and Questioned Costs - Commonwealth of Virginia Compliance
2017-003 Nonmaterial Noncompliance — Public Depositories

Criteria:

In accordance with Section 2.2-4407 of the Code of Virginia, All public deposits must be made into a
qualified public depository in accordance with the Virginia Security for Public Deposits Act (Section 2.2-4407
of the Code of Virginia). Treasurers must ensure the qualified depository identifies the account(s) as public
deposits. Public deposits include all moneys of the Commonwealth, local governments, or constitutional
officers of local governments, including any canteen and inmate trust funds held by the sheriff.

Statement of Condition:
The City held bank accounts that were not properly identified as public deposits.

Perspective Information:
There was one (1) bank account that was not properly identified as public deposits.

Cause:
The Hampton Coliseum Cash Order checking account was not reported as a public deposit for the second
and third quarters of 2017.

Effect or Potential Effect:
The City held bank accounts that were not properly identified as public deposits.

Questioned Costs:
Non-financial finding.

Recommendation:
We recommend the City ensure all bank accounts held by the City as public deposits are properly reported
to the bank.

Views of Responsible Officials:

« Contact Person: Karl Daughtery, Director of Finance

e Corrective Action and Anticipated Completion Date: The Hampton Coliseum Cash Order
checking account was reported as a public deposit to the State's Treasury Department by Old Point
National Bank (bank) for the first quarter of 2017; however, the bank inadvertently did not report the
checking account as a public deposit for the second and third quarters of 2017. The bank's staff
contacted the Treasury Department to determine if there was a process to correct the reporting for those
quarters and was informed that there was no process for correcting past quarters. The bank has
ensured us that this checking account will be correctly reported to the Treasury Department for all future
quarters. In addition, the bank has agreed to provide us with a quarterly report so that we can review
this information for accuracy.
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