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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

The Honorable County Executive and
The Honorable Members of the County Council
Anne Arundel County, Maryland

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 Anne Arundel County, Maryland (the County), as
of and for the year ended June 30, 2017, and the related notes to the financial statements, which
collectively comprise the County's basic financial statements, and have issued our report thereon dated
December 20, 2017. Our report includes a reference to other auditors who audited the financial
statements of Tipton Airport Authority and the Anne Arundel Workforce Development Corporation as
described in our report on the County's financial statements. The County’s financial statements also
include the Anne Arundel Community College, the Anne Arundel Board of Education and the Anne
Arundel Economic Development Corporation which were separately audited by us. This report does not
include the results of our and the other auditors’ testing of internal controls over financial reporting or
compliance and other matters for the Anne Arundel County Board of Education, Anne Arundel
Community College, the Anne Arundel Economic Development Corporation, Tipton Airport Authority,
and Anne Arundel Workforce Development Corporation that are reported on separately by us and the
other auditors. The Anne Arundel Community College Foundation (which is included in the financial
statements of the Anne Arundel County Community College) was 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 County'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 County’s internal control. Accordingly,
we do not express an opinion on the effectiveness of the County’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 a
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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The Honorable County Executive and
The Honorable Members of the County Council

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. Given these limitations, during our audit we did not identify any
deficiencies in internal control 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 County's financial statements are free
from 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 result of that testing, and not to provide an opinion on the effectiveness of the
County’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 County’s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.
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Baltimore, Maryland
December 20, 2017
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The Honorable County Executive ang
The Honorable Members of County Council
Anne Arunde| County, Maryland

Significant audit findings
Qualitative aspects of accounting Practices

Accounting policies
i i i i accounting policies. The significant

As describeg in Note 1 to the financia) Statements, the County implemented GASB Statement No. 74,
Financia/ Reporting for Postemployment Benefit plans other than Pension Plans, by recognizing the
appropriate financia| statement disclosures.

As described in Note 1 to the financial statements, the County implemented GASB Statement No. 77,
] i riate financia| statement disclosures.
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We noted no transactions entered into by the County during the year for which there is a lack of
authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.

Accounting estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
pased on management’s knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their
significance to the financial statements and because of the possibility that future events affecting them
may differ significantly from those expected. The most sensitive estimates affecting the financial
statements were.

« Management's estimate  of the depreciable lives of capital assets 18 based on the
implementation guides for GASB Statement No. 34 published by the Government Accounting
Standards Board. We evaluated the key factors and assumptions used to estimate the useful
lives for various asset classes in determining that it is reasonable in relation to the financial

statements taken as a whole.

« Managements estimate of the liability for landfill post-closureé costs is based on an estimate
determined by engineers from the Bureau of Solid Waste Management. The County monitors
post-closure costs on a regular basis. We evaluated the key factors and assumptions used fo
develop the liability for landfill post-closuré costs in determining that it is reasonable in relation

to the financial statements taken as awhole.

. Management's estimate of the claims liabilities, including incurred but not reported claims, is
pased on computations performed by outside specialists, including actuarial computations and
assumptions that were relied upon to establish the amounts of claims liabilities under self-
insurance programs. We evaluated the key factors and assumptions used to develop the claims

liabilities in determining that it is reasonable in relation to the financial statements taken as a
whole.

. Management's estimates of the pension and other post—employment penefits (OPEB) liability
are based on computations performed by outside specialists, including actuarial computations
and assumptions that were relied upon to determine the Required Supplementary Information,
Net Pension Liability and Net OPEB Obligation. We evaluated the key factors and assumptions

used to develop the pension and OPEB liabilities in determining that they reasonable in relation
to the financial statements taken as a whole.

o Management’s estimate of the uncollected income tax is based on @ calculation performed by
the County using historical collection data. We evaluated the key factors and assumptions used
to develop the uncollected income tax in determining that it is reasonable in relation to the

financial statements taken as a whole.

Financial statement disclosures

Certain financial statement disclosures are particularly sensitive because of their significance to
financial statement users. There were no particular\y sensitive financial statement disclosures.

The financial statement disclosures are neutral, consistent, and clear.
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Difficulties encountered in performing the audit
We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Uncorrected misstatements

Professional standards require us to accumulate all misstatements identified during the audit, other
than those that are clearly trivial, and communicate them to the appropriate level of management.
Management has corrected all such misstatements.

Corrected misstatements
The following summarizes all misstatements (material and immaterial) detected as a result of audit
procedures that were corrected by management.

e Accounts receivable and revenue were increased by $2,269,672 in the Water & Wastewater
Debt Service Fund.

Disagreements with management

For purposes of this letter, a disagreement with management is a financial accounting, reporting, or
auditing matter, whether or not resolved to our satisfaction, that could be significant to the financial
statements or the auditors’ report. No such disagreements arose during our audit.

Management representations
We have requested certain representations from management that are included in the attached
management representation letter dated December 20, 2017.

Management consultations with other independent accountants

In some cases, management may decide to consult with other accountants about auditing and
accounting matters, similar to obtaining a “second opinion” on certain situations. If a consultation
involves application of an accounting principle to the County’s financial statements or a determination of
the type of auditors’ opinion that may be expressed on those statements, our professional standards
require the consulting accountant to check with us to determine that the consultant has all the relevant
facts. To our knowledge, there were no such consultations with other accountants.

Significant issues discussed with management prior to engagement

We generally discuss a variety of matters, including the application of accounting principles and
auditing standards, with management each year prior to engagement as the County's auditors.
However, these discussions occurred in the normal course of our professional relationship and our
responses were not a condition to our engagement.

Other audit findings or issues
We have provided a separate letter to you dated December 20, 2017, communicating internal control
related matters identified during the audit.

Audits of group financial statements
We noted no matters related to the group audit that we consider to be significant to the responsibilities
of those charged with governance of the group.
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Quality of component auditor’s work

There were no instances in which our evaluation of the work of a component auditor gave rise to a
concern about the quality of that auditor’'s work.

Limitations on the group audit

There were no restrictions on our access to information of components or other limitations on the group
audit.

Other information in documents containing audited financial statements

With respect to the required supplementary information (RSI) accompanying the financial statements,
we made certain inquiries of management about the methods of preparing the RSI, including whether
the RSI has been measured and presented in accordance with prescribed guidelines, whether the
methods of measurement and preparation have been changed from the prior period and the reasons
for any such changes, and whether there were any significant assumptions or interpretations underlying
the measurement or presentation of the RSI. We compared the RSI for consistency with management’s
responses to the foregoing inquiries, the basic financial statements, and other knowledge obtained
during the audit of the basic financial statements. Because these limited procedures do not provide
sufficient evidence, we did not express an opinion or provide any assurance on the RSI.

With respect to the combining fund statements, budgetary statements, and other supporting schedules
(collectively, the supplementary information) accompanying the financial statements, on which we were
engaged to report in relation to the financial statements as a whole, we made certain inquiries of
management and evaluated the form, content, and methods of preparing the information to determine
that the information complies with accounting principles generally accepted in the United States of
America, the method of preparing it has not changed from the prior period or the reasons for such
changes, and the information is appropriate and complete in relation to our audit of the financial
statements. We compared and reconciled the supplementary information to the underlying accounting
records used to prepare the financial statements or to the financial statements themselves. We have
issued our report thereon dated December 20, 2017.

The introductory and statistical sections accompanying the financial statements, which are the
responsibility of management, were prepared for purposes of additional analysis and are not a required
part of the financial statements. Such information was not subjected to the auditing procedures applied
in the audit of the financial statements, and, accordingly, we did not express an opinion or provide any
assurance on it.

Other information is being included in documents containing the audited financial statements and the
auditors’ report thereon. Our responsibility for such other information does not extend beyond the
financial information identified in our auditors’ report. We have no responsibility for determining whether
such other information is properly stated and do not have an obligation to perform any procedures to
corroborate other information contained in such documents. As required by professional standards, we
read the introductory and statistical sections (the other information) in order to identify material
inconsistencies between the audited financial statements and the other information. We did not identify
any material inconsistencies between the other information and the audited financial statements.

Qur auditors’ opinion, the audited financial statements, and the notes to financial statements should
only be used in their entirety. Inclusion of the audited financial statements in a document you prepare,
such as an annual report, should be done only with our prior approval and review of the document.

* % %
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This communication is intended solely for the information and use of the Honorable County Executive,
Honorable Members of County Council and management of Anne Arundel County, Maryland and is not
intended to be, and should not be, used by anyone other than these specified parties.
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CliftonLarsonAllen LLP

Baltimore, Maryland
December 20, 2017



December 20, 2017

CliftonLarsonAllen LLP
1966 Greenspring Drive, Suite 300
Timonium, MD 21093

This representation letter is provided in connection with your audit of the financial statements of Anne Arundel
County, Maryland (the County), which comprise the respective financial position of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund, the
budgetary comparison for the General Fund and the aggregate remaining fund information as of June 30, 2017,
and the respective changes in financial position and, where applicable, cash flows for the year then ended, and
the related notes to the financial statements, for the purpose of expressing opinions on whether the financial
statements are presented fairly, in all material respects, in accordance with accounting principles generally
accepted in the United States of America (U.S. GAAP).

Certain representations in this letter are described as being limited to matters that are material. ltems are
considered material, regardless of size, if they involve an omission or misstatement of accounting information
that, in light of surrounding circumstances, makes it probable that the judgment of a reasonable person relying
on the information would be changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of December 20, 2017, the following representations
made to you during your audit.

Financial Statements
1. We have fulfilled our responsibilities, as set out in the terms of the audit engagement letter dated May
15, 2017, for the preparation and fair presentation of the financial statements in accordance with U.S.
GAAP. The financial statements include all properly classified funds and other financial information of
the primary government and all component units required by generally accepted accounting principles
to be included in the financial reporting entity.

2. We acknowledge and have fulfilled our responsibility for the design, implementation, and maintenance
of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

3. We acknowledge our responsibility for the design, implementation, and maintenance of internal control
to prevent and detect fraud.

4. Significant assumptions used by us in making accounting estimates, including those measured at fair
value, are reasonable.
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5.

10.

11.

12,

13:

14.

15;

16.

17

18.

Significant estimates have been appropriately accounted for and disclosed in accordance with the
requirements of U.S. GAAP. Significant estimates are estimates at the financial statement date that
could change materially within the next year.

Related party relationships and transactions, including, but not limited to, revenues,
expenditures/expenses, loans, transfers, leasing arrangements, and guarantees, and amounts receivable
from or payable to related parties have been appropriately accounted for and disclosed in accordance
with the requirements of U.S. GAAP.

All events occurring subsequent to the date of the financial statements and for which U.S. GAAP
requires adjustment or disclosure have been adjusted or disclosed.

We have not identified or been notified of any uncorrected financial statement misstatements.

The effects of all known actual or possible litigation, claims, and assessments have been accounted for
and disclosed in accordance with U.S. GAAP.

Guarantees, whether written or oral, under which the County is contingently liable, if any, have been
properly recorded or disclosed in accordance with U.S. GAAP.

Arrangements with financial institutions involving repurchase, reverse repurchase, or securities lending
agreements, compensating balances, or other arrangements involving restrictions on cash balances and
line-of-credit or similar arrangements, have been properly recorded or disclosed in the financial

statements.

The fact that the amount of “uncollateralized” deposits or “uninsured, unregistered securities held by

the counterparty, or by its trust department or agent but not in the County’s name” during the period

significantly exceeded the amounts in those categories as of the financial statement date was properly
disclosed in the financial statements.

Receivables recorded in the financial statements represent valid claims against debtors for transactions
arising on or before the financial statement date and have been reduced to their estimated net

realizable value.

The methods and significant assumptions used to determine fair values of financial instruments are as
follows: The fair values of financial instruments are based on quoted market prices of the underlying
investments. The methods and significant assumptions used result in a measure of fair value appropriate
for financial statement measurement and disclosure purposes.

We have no plans or intentions that may materially affect the carrying value or classification of assets,
liabilities, or equity.

Capital assets have been evaluated for impairment as a result of significant and unexpected decline in
service utility. Impairment loss and insurance recoveries have been properly recorded.

We believe that the actuarial assumptions and methods used to measure pension and other
postemployment benefits (OPEB) liabilities and costs for financial accounting purposes are appropriate

in the circumstances.

We do not plan to make frequent amendments to our pension or other postretirement benefit plans.
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19.

20.

21

We believe that the effects of the implementation of GASB Statement No. 73, Accounting and Financial
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68, have been properly reflected in the
financial statements.

We believe that the effects of the implementation of GASB Statement No. 74, Financial Reporting for
Postemployment Benefits Plans Other Than Pension Plans, have been properly reflected in the financial
statements.

We believe that the effects of the implementation of GASB Statement No. 77, Tax Abatement
Disclosures, have been properly reflected in the financial statements.

Information Provided

1.

We have provided you with:

a. Access to all information, of which we are aware, that is relevant to the preparation and fair
presentation of the financial statements such as records, documentation, and other matters.

b. Additional information that you have requested from us for the purpose of the audit.

. Unrestricted access to persons within the County from whom you determined it necessary to
obtain audit evidence.

d. Complete minutes of the meetings of the governing board and related committees, or
summaries of actions of recent meetings for which minutes have not yet been prepared.

e. Access to all audit or relevant monitoring reports, if any, received from funding sources.

All material transactions have been recorded in the accounting records and are reflected in the financial
statements.

We have disclosed to you the results of our assessment of the risk that the financial statements may be
materially misstated as a result of fraud.

We have no knowledge of any fraud or suspected fraud that affects the County and involves:
a. Management;
b. Employees who have significant roles in internal control; or
c. Others when the fraud could have a material effect on the financial statements.

We have no knowledge of any allegations of fraud, or suspected fraud, affecting the County's financial
statements communicated by employees, former employees, grantors, regulators, or others.

We have no knowledge of any instances of noncompliance or suspected noncompliance with laws and
regulations and provisions of contracts and grant agreements, or abuse whose effects should be
considered when preparing financial statements.
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10.

11.

12,

13.

14.

15,

16.

17.

18.

19,

20.

We have disclosed to you all known actual or possible litigation, claims, and assessments whose effects
should be considered when preparing the financial statements.

There are no other material liabilities or gain or loss contingencies that are required to be accrued or
disclosed in accordance with U.S. GAAP.

We have disclosed to you the identity of the County's related parties and all the related party
relationships and transactions of which we are aware.

The County has satisfactory title to all owned assets, and there are no liens or encumbrances on such
assets, nor has any asset been pledged as collateral, except as made known to you and disclosed in the

financial statements.

We have taken timely and appropriate steps to remedy fraud, violations of laws, regulations, contracts,
or grant agreements, or abuse that you have reported to us.

We have a process to track the status of audit findings and recommendations.

We have identified to you any previous audits, attestation engagements, and other studies related to
the audit objectives and whether related recommendations have been implemented.

We have provided our views on reported findings, conclusions, and recommendations, as well as our
planned corrective actions, for the report.

We are responsible for compliance with the laws, regulations, and provisions of contracts and grant
agreements applicable to the County, including tax or debt limits and debt contracts; and we have
identified and disclosed to you all laws, regulations, and provisions of contracts and grant agreements
that we believe have a direct and material effect on the determination of financial statement amounts
or other financial data significant to the audit objectives, including legal and contractual provisions for
reporting specific activities in separate funds.

There are no violations or possible violations of budget ordinances, laws and regulations (including those
pertaining to adopting, approving, and amending budgets), provisions of contracts and grant
agreements, tax or debt limits, and any related debt covenants whose effects should be considered for
disclosure in the financial statements, or as a basis for recording a loss contingency, or for reporting on

noncompliance.

The County has complied with all aspects of contractual or grant agreements that would have a material
effect on the financial statements in the event of noncompliance.

We have followed all applicable laws and regulations in adopting, approving, and amending budgets.

The financial statements include all component units as well as joint ventures with an equity interest,
and properly disclose all other joint ventures, jointly governed organizations, and other related
organizations.

The financial statements properly classify all funds and activities.
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21.

22.

23.

24,

25;

26.

27

28.

29.

30.

31.

32

All funds that meet the guantitative criteria in GASB Statement Nos. 34 and 37 for presentation as major
are identified and presented as such and all other funds that are presented as major are particularly
important to financial statement users.

Components of net position (net investment in capital assets; restricted; and unrestricted) and equity
amounts are properly classified and, if applicable, approved.

Investments, derivative instruments, and land and other real estate held by endowments are properly
valued.

Provisions for uncollectible receivables have been properly identified and recorded.

Expenses have been appropriately classified in or allocated to functions and programs in the statement
of activities, and allocations have been made on a reasonable basis.

Revenues are appropriately classified in the statement of activities within program revenues, general
revenues, contributions to term or permanent endowments, or contributions to permanent fund
principal.

Interfund, internal, and intra-entity activity and balances have been appropriately classified and
reported.

Deposits and investment securities and derivative instruments are properly classified as to risk and are
properly valued and disclosed.

Capital assets, including infrastructure and intangible assets, are properly capitalized, reported, and, if
applicable, depreciated.

We have appropriately disclosed the County’s policy regarding whether to first apply restricted or
unrestricted resources when an expense is incurred for purposes for which both restricted and
unrestricted net position is available and have determined that net position is properly recognized under
the policy.

We acknowledge our responsibility for the required supplementary information (RSI). The RS! is
measured and presented within prescribed guidelines and the methods of measurement and
presentation have not changed from those used in the prior period. We have disclosed to you any
significant assumptions and interpretations underlying the measurement and presentation of the RSI.

We acknowledge our responsibility for presenting the combining and individual fund financial
statements and schedules (the supplementary information) in accordance with U.S. GAAP, and we
believe the supplementary information, including its form and content, is fairly presented in accordance
with U.S. GAAP. The methods of measurement and presentation of the supplementary information have
not changed from those used in the prior period, and we have disclosed to you any significant
assumptions or interpretations underlying the measurement and presentation of the supplementary
information. If the supplementary information is not presented with the audited financial statements,
we will make the audited financial statements readily available to the intended users of the
supplementary information no later than the date we issue the supplementary information and the
auditors’ report thereon.
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Signature: 7\/O~)U-U /'Y\ SAAAAA_ Title: Controller

Karin McQuade

Signature: % /~ *“/f Title: Chief Administrative Officer

Mark Hartzell

>/ Ly ~_ Title: County Executive

Steven R. Schuh

Signature:







