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In planning and performing our audit of the basic financial statements of Anne Arundel County,
Maryland (the County) as of and for the year ended June 30, 2009, 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, we
considered the County's internal control over financial reporting (internal control) as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the financial statements, but not for
the purpose of expressing an opinion on the effectiveness of the County's internal control. Accordingly,
we do not express an opinion on the effectiveness of the County's intenlal control.
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The County's basic financial statements include the operations of the Anne Arundel County
Retirement and Pension System, the Anne Arundel County Board of Education, the Anne Arundel
Community College, the Public Library of Annapolis and Anne Arundel County, the Anne Arundel
Economic Development Corporation, Inc., the Tipton Airport Authority, and the Anne Arundel
Workforce Development Corporation. Our audit included only the operations of the Public Library of
Annapolis and Anne Arundel County. The Anne Arundel County Retirement and Pension System, Anne
Arundel County Board of Education, the Anne Arundel Community College, the Anne Arundel
Economic Development Corporation, the Tipton Airport Authority and the Anne Arundel Workforce
Development Corporation engaged other auditors. The other auditors have issued separate management
letters if conditions were noted. This report does not include any comments regarding the discretely
presented component units of the County or the Pension System.
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Our consideration of intenlal control was for the limited purpose described in the first paragraph
and would not necessarily identify all deficiencies in internal control that might be significant deficiencies
or material weaknesses. However, as discussed below, we identified certain deficiencies in internal
control that we consider to be significant deficiencies.
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A control deficiency exists when the design or operation of a control does not allow management
or employees, in the nornlal course of perfonning their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control.
A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements will not
be prevented or detected by the entity's internal control.
We did not identify any deficiencies in internal control that we consider to be material
weaknesses, as defined above. However, we consider the following deficiencies to be significant
deficiencies in internal control:
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9.1 Utility Debt Service Fund
The accounting transactions in the Utility Debt Service Fund are very complex, increasing the
risk of financial misstatement. Supporting records are maintained by the Department of Public Works
(DPW), but the Office of Finance (Finance) is responsible for booking the entries based on that data. In
prior years, we noted errors in the subsidiary records maintained by DPW. This year we found errors
both in DPW's data and in the entries booked by Finance.
DPW issues credit vouchers to developers who construct water and sewer improvements that
exceed those required by the County Code that may be applied against water and sewer capital facility
connection fees. DPW issues prenumbered vouchers and maintains the subsidiary records of their use.
Finance books the related entries based on the subsidiary records provided by DPW.
During our audit, we found that DPW did not reconcile the subsidiary records to the vouchers
redeemed per the permitting system maintained by the Department of Inspections and Pennits. Rather,
DPW provided data to Finance showing that all vouchers issued were redeemed, even though some were
not. Consequently, based on DPW's data, Finance booked an entry that overstated revenue and
understated deferred revenue by $413,000.
We also performed testwork on deferred revenue from water and sewer allocations.
We
determined that the subsidiary records maintained by DPW were accurate, but Finance made an error in
booking the related entries. Consequently, deferred revenue and noncurrent receivables were understated
by $15.3 million.
Given the complexity of the accounting in the Utility Debt Service Fund and the history of errors
in financial reporting we have noted previously and this year, we recommend that DPW and Finance
work together to ensure the accuracy of the data, the transactions, and the Utility Debt Service Fund
financial statements. Further, we recommend that DPW reconcile the subsidiary records for vouchers
redeemed for capital facility connection fees to the County's permitting system.
Management's Response:
DPW will reconcile the subsidimy records for vouchers redeemed for capital facility connection
fees to the County's permitting system. DPW and the Office of Finance worked together on the financial
statements this year, but 1vill work more closely in the future to ensure the accuracy of the data and the
financial statements.

9.2 Reforestation Special Revenue Fund
The Reforestation Fund accumulates deposits made by property owners and developers to ensure
they reforest in accordance with State and County law when they develop their properties. Fees paid in
lieu of replanting are also accumulated in this fund.

Escrow Deposits
When a developer or property owner enters into a reforestation agreement, they are required to
post security to ensure they comply with the provisions of the agreement. The security may be in the
form of cash, a check, a letter of credit, or a bond. Securities in the form of cash or checks are held in
escrow by the County. The County holds the deposits for two years after the reforestation is completed as
a warranty. If the developer or property owner asks for a refund within 180 days after the warranty period
has expired, the County is required to return the funds. Otherwise, the funds are forfeited to the County.
Also, if the developer or property owner fails to comply with the reforestation agreement, the County is
required to take the security and use the funds to reforest.
The balance in the escrow account as of June 30, 2009, was approximately $4.5 million, and
approximately $925,000 has been held for more than six years. The subsidiary records show deposits
dating back to the late 1980's. We find it unlikely that many of these deposits are for active reforestation
agreements.
We recommend that management review the subsidiary records to detennine which deposits
relate to reforestation agreements for which the County may be required to return the deposit, i.e., active
agreements, agreements under warranty, and those agreements whose warranty expired less than 18
months ago. Management should recognize all other deposits as revenue in the Reforestation Fund
because the developer or property owner is no longer entitled to a refund.
Fees in Lieu of Replanting - Noncritical Areas
With respect to fees paid in lieu of reforestation in noncritical areas, the County Code and the
Annotated Code of Maryland require the County to spend the fees on reforestation within two years or
three growing seasons. If the County does not spend the funds within the specified period, then the
applicant may apply for a refund if the applicant demonstrates the retunled monies will be spent on
plantings.
Management was improperly recognizing noncritical area fees in lieu of replanting as revenue
when they were received.
Consequently, fund balance was overstated by $3 million for revenue
improperly recognized in prior years, and fiscal year 2009 revenue was overstated by $780,000. Fees in
lieu of replanting are not earned and should be recorded in deferred revenue until the County spends the
funds. If the County fails to spend the funds within the two years or three growing seasons, the County
should recognize a liability for the amount it estimates will have to be refunded to applicants and
recognize the remainder as revenue.
We recommend that management implement procedures to ensure revenue, deferred revenue, and
related payables are recognized properly in accordance with generally accepted accounting principals.
Management may also wish to seek a change in State and County laws to remove the time limitation
within which the County must spend the funds and to preclude refunds to the applicants. If management
were successful in changing the laws and regulations, the fees could be recognized as revenue when
received.
Management's Response:
The Department of Inspections and Permits will review the subsidiary records to determine the
appropriate actions to be taken regarding the escrow deposits related to reforestation agreements and
will seek guidance from the Lmv Office as deemed necessmy.

The Department of Inspection and Permits, in conjunction with the Office of Finance, 1vill
implement procedures to ensure revenue, deferred revenue, and related payables are recognized properly
in accordance with generally accepted accounting principals for fees in lieu of replanting. Additionally,
State legislation has been introduced, that ((passed, would eliminate refunds prospectively.

Other Matters
During our audit, we noted certain matters involving the internal control and other operational
matters that are presented for your consideration. Our comments and recommendations, all of which have
been discussed with appropriate members of management, are intended to improve the internal control or
result in other operating efficiencies. Our comments are summarized as follows:

9.3 Excess Expenditures Over Appropriations
Article VII, Section 715 of the County' Code prohibits departments from making expenditures in
excess of amounts appropriated. Spending funds in excess of amounts appropriated can lead to deficit
fund balances. In prior years' management letters, we noted that some departments, funds, and capital
projects made expenditures in excess of budget appropriations, and we recommended that management
carefully monitor expenditures to ensure compliance with the legal budget appropriations enacted by the
County Council.
During this year's audit, we noted that the expenditures in the Park Place Tax Increment Fund
exceeded the fund's appropriation by $56,201, and the expenditures in the Incentive Loan Program Fund
exceeded the fund's appropriation by $305.
We again recommend that the Office of the Budget, the Office of Finance, and individual
departments review their monitoring procedures to detern1ine what improvements can be made to ensure
that no department, fund, or project's expenditures exceed its legal budget appropriation. Management
should more carefully review expenditures prior to year-end to determine which departments, funds, or
projects might need additional appropriations to avoid over expenditures.
Management's

Response:

The Offices of Budget and Finance will more closely monitor the fiscal year end projections lvith
the departments to avoid a recurrence.

9.4 Grading Deposits
The County also collects deposits from developers and property owners to ensure they complete
the required grading with their development. Generally grading pennits expire three years after the date
of issuance. If the developer or property owner does not complete the grading within the time specified,
the deposit is forfeited to the County, and the County must use the funds to restore the site. If the cost
exceeds the deposit, the County is required to place a lien on the property. If the cost is less than the
deposit, the County must retun1 the excess funds to the developer or property owner.
In the fiscal year 2002 management letter, we noted that management held many deposits more
than three years old, and that management should detennine whether the County should return the funds
to the owners or recognize the funds as County revenue. Since then, management has made minimal
progress in resolving this issue.

As of June 30, 2009, we noted 339 grading permits totaling $1,386,000 that were more than three
years old. While some may have obtained extensions, it is unlikely that most of these pennits are still
valid. We again recommend that management research these deposits and (1) return the funds to the
permittees who complied with their grading requirements, or (2) take the funds into County revenue and
use them to restore the affected sites, if appropriate. Only deposits for active grading permits should
remam m escrow.
Mallagemellt's Respollse:
The Department of Inspections and Permits will review the grading deposits and determine the
appropriate actions to be taken and will seek guidancefi'om the Law Office as deemed necessary. Once
the review is completed, only active permit deposits will remain in escrow.

9.5 Streetlight Special Revenue Fund
The Streetlight Fund is used to account for revenue and expenditures related to the installation of
streetlights. The County installs streetlights for new developments, but the developers are required to
cover the cost of installation. Theoretically, the revenue from the developers should equal the amounts
expended by the County for streetlights already installed plus the amounts encumbered by the County for
streetlights to be installed. For this reason, there should be no unreserved fund balance. However, as of
June 30, 2009, the unreserved fund balance was $740,983.
DPW charges the developer based on the estimated cost of installation, including 20% for
inflation and overhead. However, DPW does not adjust the final amount to reflect the actual cost of
installation.
Further, DPW has never used the streetlight fund to pay for the staff time spent
administering the related expenditures, even though they have included a 20% inflation and overhead
factor in the amounts that the developers are required to pay. Consequently, developers may have paid
more or less than the actual cost of installation, and all related costs have not been charged to the account.
DPW advised us that they could not determine the amounts the developers paid for overhead that
were not charged to the fund, or the surpluses or deficits created by developers paying more or less than
the actual cost of installation. Further, the developers that paid into the fund may no longer be in
business, so the County would be unable to refund any excess payments or seek additional payments from
those who paid less than the actual cost. Finally, if DPW released a developer from its Public Works
Agreements because DPW determined the developer had complied with all the provisions of the
agreement, it would be difficult to collect additional funds from the developer.
We recommend that management determine how much of the fund balance is attributable to
revenue received from developers for which the related purchase orders and encumbrances have not been
approved. The remaining unreserved fund balance after accounting for pending encumbrances should be
transferred to the General Fund. Prospectively management should implement procedures to ensure the
developers pay the actual cost of their streetlight installation. Excess amounts should be returned to the
developers, and if the actual cost is more than the amount paid by the developer, management should seek
to recover the additional cost before releasing the developer from a Public Works Agreement.

Management's Re~ponse:
DPTfI will pel:form an analysis of the revenue collected and determine the dollar assignment to
projects currently active in the Public Works Agreement System. Upon completion of the analysis, fimds
that are deemed to be excess will be transferred to the General Fund.
The Street Light Fund charges to developers are based on cost estimates at the time of Public
Tflorks Agreement effective date, which could be several years before installation. Therefore, in order to
./idly protect the ./imd from unanticipated rate increases, each project includes an h?flation factor. The
ability to know actual charges is impossible to assess in advance of project construction. In order to
achieve this degree of spec~ficity requires a level of manpower and record keeping ability which is not
available to this General Fund activity at this time. H01vever, since this requirement is governed by the
Design Manual, DPFV will mod~fy the language to reflect the practice of estimating costs. DPTfl1vill
annually revie1v thefund to determine whether funds are eligible to be transferred to the General Fund.

9.6 Donated Assets
Developers enter into utility agreements and public works agreements to construct infrastructure
for their developments. When construction is complete, the County inspects the infrastructure, and if it is
satisfactory, the developer donates the infrastructure to the County. The infrastructure becomes a County
capital asset, and the County maintains it. The Department of Inspections and Pem1its is responsible for
maintaining the subsidiary records for utility and public works agreements.
In prior years, we determined that the Oracle database used by Inspections and Pennits could not
be relied upon as an inventory of the utility and public works agreements and their status. Consequently,
management began maintaining subsidiary records of all executed agreements and their status (active,
released for service, or cancelled) from manual records using Excel spreadsheets.
During our testing, we again noted that the subsidiary records (the Excel spreadsheets) were
incomplete and inaccurate. We noted (1) four agreements listed as executed that were not; (2) one
agreement listed as "cancelled" that was executed and active; (3) three agreements listed as executed and
active that were released for service in prior years; (4) seven agreements released in fiscal year 2009 that
were not listed; and (5) one executed agreement was not listed.
Because the Oracle database cannot be relied upon, we recommend that management implement
procedures to ensure the Excel spreadsheets used as subsidiary records are accurate and complete.
Beginning with the ending records as of June 30, 2009, the Department of Inspections and Permits should
review the spreadsheets to ensure all agreements carried forward to the fiscal year 2010 listings are
executed and active, that agreements executed in fiscal year 2010 are added to the list, that agreements
released for service during fiscal year 2010 are identified as released with the date, and that any
agreements cancelled are noted as such. Agreements that have not yet been executed should not be listed
on the spreadsheets. This may require the department to review individual files since the information in
the Oracle database is not reliable.
Management's Response:
The Department of Inspections and Permits and the Office of Finance will review the subsidiary
records and implement procedures to ensure the records are accurate and complete, tracking
agreementsfi'om when the projects are pending, canceled, or active and completed, at which time the
assets are donated to the County
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9.7 Collateralization of Cash Accounts
To protect the County in the event of a bank default, the Annotated Code of Maryland requires
local governments to collateralize cash accounts on deposit with financial institutions when the account
balances exceed the $250,000 FDIC insurance limit. During our audit, we noted one account whose
balance was $496,000 greater than the FDIC limit, and management did not ensure the account was
appropriately collateralized.
We also noted that the County's contract with Bank of Alnerica calls for the bank to "sweep"
deposits oven1ight into repurchase agreements, consistent with State law that allows sweep accounts to be
invested in repurchase agreements consisting of U.S. treasuries. In practice, the County holds a position
in repurchase agreements held in Bank of America's name, and the repurchase agreements are
collateralized at 100%.
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We recommend that management properly collateralize ,all, cash balances greater than the FDIC
insurance limit as required by State law. Further, we recommend that management require the bank to
collateralize the repurchase agreements into which the County's deposits are swept at 102% to protect the
County in the event of default. Finally, we recommend that management ensure that holding a position in
repurchase agreement held in the name of the bank, not the County, complies with the provisions of State
law.
Management's

Response:

The Office of Finance has taken action to establish a Tri-Party col1ateral agreement with Bank of
America and Bank of Ne1v York. This l'vil1al10w col1ateral supporting the referenced account to be held
at Bank of New York on beha(f of the County.
The Office of Finance is also discussing options with Bank of America to ensure that the end of
day fimds are either col1ateralized as deposits or s1vept into a repurchase account in the County's name
and col1ateralized at 102%.

9.8 Approved Pay Rates
During our payroll testing, we detennined that the pay rates for four out of 60 employees selected
for testing were not authorized by their appointing authorities as required by the County Code. All were
hourly-rate, temporary employees hired by the Department of Recreation and Parks. According to the
Office of Personnel, these temporary employees were hired for one temporary position and subsequently
moved to a different temporary position without written authorization for a change in pay.
To ensure compliance with the provisions of the County Code governing hourly-rate, temporary
employees, and to ensure employees are paid at the rates authorized by their appointing authorities, we
recommend that the Office of Personnel change pay rates in the human resources system only when
authorized in writing by the appointing authority. We also recommend the Office of Personnel detennine
whether there are any other hourly rate employees being paid at hourly rates that differ from those
authorized and take corrective action as necessary.

Management's Response:
The Department of Recreation and Parks has had a long standing practice of hiring tempormy
employees to fulfill multiple assignments at different rates of pay. A temporary employee may be hired to
work as a hfeguard at one rate, but may also fill in as a pool operator, aquatic instructor, or private swim
instructor all at d(fJerent rates of pay. Timekeepers in the department are the only timekeepers that have
the ability to enter different rates of pay for different individual sh~ftsfor these employees. The changes in
pay rate are done at the department level and not by the Office of Personnel. The pay rate for which the
individual was hired remains constant in the human resources information systel1'l. The qffice of
Personnel has requested a listing of all employees who work at multiple pay rates and the job titles
associated with those pay rates.
The qffice of Personnel agrees that there should be documentation for any changes in pay and
that those changes in pay rates should be authorized by the appointing authority. The Office of Personnel
will work with the department to develop a solution that will allow the department the flexibility to have
tempormy employees work in d~fJerent positions' while adhering' to the County Code and payroll best
practices.

9.9 Internal Controls over Payroll Data Entry
The Office of Personnel does not require any supervisory review of payroll hours entered into the
eTime system. For 39 of the 60 employees selected for payroll testing, we noted that one person in the
affected departments both entered and approved the hours posted with no supervisory review.
Internal controls over payroll processing could be improved by having a timekeeper enter the
hours and a supervisor review and approve the hours entered. While at times this may be difficult to do in
very small departments that have only two employees, it should not be difficult to do in other
departments.
We recommend that management require two levels of approval within a department for payroll
hours posted to the eTime system. A timekeeper should enter the hours, and a supervisor should review
and approve the timekeeper's data entry.
Management's Response:
The qIJice of Personnel will work to ident~fY those departments that have one person both
entering and approving payroll entries with no second level of approval and implement the appropriate
reviews and controls.

9.10 Accounts Payable
During our testing, we noted approximately $757,000 of accounts payable that were more than
one year old. The amount represents payables greater than $1,000 entered into the EnterpriseOne prior to
June 30, 2008. Management believes that some of these amounts may relate to "received, not vouchered"
payables established by departments where the department may have already paid the liability through
another payment mechanism without releasing the liability from the accounts payable listing.

We recommend that the Office of Finance investigate old accounts payable balances and
determine whether they are valid payables. We also recommend that management establish a process to
review outstanding payables more timely to ensure accuracy of the listing.
Management's Response:
The Office of Finance will investigate all accounts payable balances one year and older to ensure
they represent valid payables. The Office will implement a recurring process to revie1v payables and
"received, not vouchered" items throughout the year to ensure their propriety.

9.11 Password Complexity
We reviewed the password complexity settings for users on the County's network and noted that
password complexity policies are not enforced usi,ng the network security system.
We recommend that management complete its cunent project to implement a single sign-on for
all users through GroupWise and Novell eDirectory and to ensure that eDirectory is configured to require
passwords that meet the minimum requirements specified in the Information Technology Security Policy.
Management's Response:
OfT lvill work 1vith each department to restructure password complexity in order to reconcile this
with Security Policies.
Target completion date for this action is September 2010. Due to cost
considerations, Single Sign-On technology will be acquired after FY2012 as funding permits.
The following table reflects management's progress in addressing those recommendations from the fiscal
years 2008, 2007, 2006, and 2004 management letters that have not been described above or previously
implemented.
Xshould
X
Notshould
InOrigination
Implemented
Progress
use review
an objective
Management
A second Implemented
person
implement
procedures
both
the
ensure
allocations
receivable
are
sent
toto
3. Access
4.
fund
for
post-employment
benefits.
EnterpriseOne
be
restricted
orfor
closely
to
prepare
the
Schedule
of
Federal
Awards
intax
5.
to the
the
production
datasets
methodology
toimpact
determine
an investment
rate
calculation
ofother
fees
and
the
data
entry
2.
Management
should
implement
procedures

2008Year
2008

of

X Budget should
Xreconcile
X**
X*
Not
InOrigination
Progress
The OfficeImplemented
of Implemented
the
its
intended.
entries.
9.
control
twelve
manual,
formal
months,
procedures
information
focusing
whichever
are
initially
functioning
technology
occurs
on
the
first.
as
incident
most
10.
system.
for
closure
DPW
an
preparing
should
accurate
and
postclosure
exercise
and
reading.
reviewing
greater
landfill
the
care
costs,
estimates
in
and
the
of
misappropriation
for
duties
all
portable
of
its
employees
of
water
funds.
meter
so
that
customers,
no
one
can
and
are
ensure
inventory
valued,
subsidiary
items
associated
records
with
are
DPW
technology
security
policy
whenever
there
management
should
require
the
customers
records
estimates
schedule
tobefore
prior
the
Office
to
closing
recording
of
Finance's
budgeted
the
year-end
revenue
closing
15.
7.
Management
should
should
develop
develop
and
an
accounting
implement
a is
14.
perform
verifications
to
11.
8.
13.
12.Management
Theproperly
Liquor
Board
should
suspend,
implement
obtain
segregate
meter
not
procedures
delete,
readings
the
user

2004
2007Year of
2008
2006
20082007
2008
2007

* Items # 6, 7, and 12: These issues were remediated in fiscal year 2010, but they remain open as of June
30, 2009.

** Item #13: This comment was shown as "in progress" in the fiscal year 2008 management letter
because DPW implemented a policy to require all customers to bring in their meters for reading and
testing at least once a year, but management had no way to enforce the policy. Management said they
planned to request legislation to require annual permits, charge late fees, and/or issue citations to enforce
the policy. However, they have not yet sought any legislation. Therefore, we have left the status of this
finding as "in progress."
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Mallagemellt's Re~pollse:
3. The actuarial.lirm is pel:forming their bi-annual review of OPEB 1vhich lvill serve as the basis for the
actuarial reports for fiscal years 2010 and 2011. The assumed rate of return on investments is a
component of this evaluation and will be discussed with the actuGlY. The County plans to put the
accumulated reserves in an irrevocable trust once the current economic problems subside. As part of this
process, the County lvill explore changing its ben~fit structure. This 1vill include a car~fit! review of
alternative legal options and trust funds used by otherjurisdictions.
4. T¥hile a review was pel:formed, it was not documented. Accordingly, in the .litture the review will be
documented.
15. The qffice of Finance has developed and documented certain procedures and will continue to develop
the manual as time permits.
The County's written response to the significant deficiencies identified in our audit has not been subjected
to the auditing procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on it.
This report is intended solely for the information and use of the County Council, the County Executive,
and management. However, this report is a matter of public record, and its distribution is not limited.
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We thank the personnel of Anne Arundel County for their courteous cooperation.
to meet with you at your convenience to discuss these recommendations.
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Hunt Valley, Maryland
December 29, 2009
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Annapolis, Maryland
December 29, 2009

We would be pleased

