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Agenda #5
May 12, 2008

Worksession
MEMORANDUM
May 8, 2008
TO: County Council
D
FROM: Susan D. John, Legislative Analyst 5

SUBJECT: Worksession: FY09 Operating Budget
Office of the Inspector General
Those expected for this worksession:

Thomas J. Dagley, Inspector General
Helen Vallone, Office of Management and Budget

Summary of Management and Fiscal Policy Committee Recommendations

The MFP Committee held a worksession on the Office of the Inspector General (O1G) budget on
April 28, 2008. The Committee recommends a net change of -$31,634 to the recommended
$732,350.

Item: Dollar: Page:
Abolish Public Administration Intern -$56,634 3
Add Consulting Services $25,000 3

The budget recommendation for the Office of the Inspector General (OIG) is attached at ©1-2.
Overview

For FY(09, the Executive recommends total expenditures of $732,350 for the OIG, a 9.7%
increase from the FY08 approved budget.
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FYO07 FY08 FY0% CE % Change
Actual Approved Recommended FY08-FY09
Expenditures:
General Fund 534,475 667,480 732,350 9.7%
Grant Fund
TOTAL Expenditures 534,475 667,480 732,350 9.7%
Positions:
Full-time 4 6 0.0%
Part-time 2 1 -
TOTAL Positions 6 6 -14%
WORKYEARS 4.9 5.8 6.0 3.4%

The budget recommendation includes a reduction of one full-time position, and changing one
part-time position to a full-time position.

Full-time Part-time Comments
New positions for FY09 0 0
Positions created during FY08 2 0
Abolished positions for FY09 0 1
Positions abolished during FY08 1 0
Net Change 1 -1

The FY09 CE recommendation is an increase of $64,870, which comes from the following
identified same services adjustments.

Identified Same Services Adjustments:
Increase Cost: Annualization of FY08 Op. Ex. 3 62,320
Increase Cost: General Wage and Service Increment Adj. $ 29,030
Increase Cost: Retirement Adjustment $ 9,180
Increase Cost: Annualization of Capital Outlay 3 4,000
Increase Cost:. Group Insurance Adjustment $ 2,850
increase Cost: Printing and Mail Adjustments $ 400
Total Increases:| $ 107,750
Decrease Cost; Elimination of One-Time Hems Approved in FY08 $ (3,760)
Decrease Cost: Annualization of FY08 Personnel Costs $ {39,120)
Total Reductions:| § (42,880)
NET SAME SERVICES ADJUSTMENT TOTAL | § 64,870

The Inspector General conducts independent audits, reviews, and investigations; receives and
investigates credible complaints, reports violations of the law to the State’s Attorney or other
appropriate offices; notifies the County Council and Executive of serious problems in programs;
reviews legislation and regulations to strengthen controls and increase accountability; and
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submits reports with recommendations to the Council and Executive. The Inspector General
conducts projects jointly with other government agencies and contractors.

FY09 Expenditure Issues
Personnel Costs

Personnel costs comprise 84% of the budget for six full-time positions, for six workyears. Net
expenditures for personnel costs increase by $5,650 in FY(09, or a 1.1% increase over the FY0S8
approved budget. Annual personnel adjustments such as general wage and service increments,
retirement, and group insurance account for increased expenditures of $41,030.

The recommended budget also contains two personnel changes: abolishing one vacant
Legislative Analyst III position and increasing a Public Administration Intern position from part-
time to full-time, with a net savings of $39,120 and 0.2 additional workyears.

Public Administration Intern Position

This Public Administration Intern position currently is the beginning level of work in fraud,
waste, and abuse, as well as audits. Due to current County budget constraints and the Inspector
General’s expected FY09 workplan that requires hiring outside expertise on a contractual basis,
the Inspector General recommends the abolishment of this position.

The Committee recommends abolishing the position, for a savings of $56,634 and 1.0
workyear.

Operating Expenses

Operating expenditures are $112,950 in FY(09, an increase of $58,960 or 109.2% over the
approved FYO08 budgeted amount. The recommended FY09 budget includes $60,000 for
consulting services to assist with FY09 audit priorities. OIG advises that the types of audit
expertise required are not available from current staff or resources. OIG advises that an
additional $25,000 for consulting services is needed to obtain the type of expertise required for
the projects planned in FY09. The Committee recommends adding $25,000 to the operating
budget for additional consulting services. Other operating expenses include printing and mail
adjustments, other professional services, and a reduction taken for the elimination of one-time
items approved in FYO08.



Four-Year Workplan and Budget

The Inspector General was appointed to a four-year term beginning July 1, 2005 and ending June
30, 2009. County Code §2-151 requires the Inspector General to submit a four-year budget (©3-
6) to the Council and Executive within four months after being appointed and to develop and
adopt a four-year workplan within six months (©7-17). Key elements of the workplan include:
(1) the major challenges facing the County; (2) plan development; (3) an OIG strategy matrix;
(4) challenges impacting OIG success; and (5) key factors and action plans. The workplan is
linked to the level of resources anticipated in the four-year budget.

The four-year budget was submitted in October 2005 and covers fiscal years 2006-2009. The
recommended FY09 budget differs significantly from the four-year budget. The four-year
budget projected a 4.2% increase between FY08 and FY09, much lower than the actual 9.7%
increase shown in the recommended FY09 budget. Council staff notes that if the Council
approves the recommended FY09 budget, the workyears for OIG would be identical to OIG’s
projection of 6.0 in FY09.

Under Code §2-151(f), the Council “must specify in any later budget resolution, how the office
budget for that later fiscal year differs from the projected budget the Council previously
approved.” The approach in FY08 was to assume a 4.2% increase for FY08 and 4.2% for each
of the outyears, which is consistent with the four-year budget. The recommended FY09 budget
for OIG is $7,624 more than the amount specified for FY09 in the Council’s FY08 budget
resolution. Based on the four-year workplan, the Committee suggests that a possible
projection would be a 4.2% increase for FY10 and each of the outyears. This does not
prevent OIG from requesting larger increases in future years or the Council from approving
them. '

Committee Recommendation

The Committee recommends approval of OIG’s budget as submitted, with the following
changes: (1) abolishment of the Public Administration Intern position; and (2) the addition of
$25,000 for consulting services. The Committee also suggests that the FY09 budget resolution
specify that the expenditures for OIG for FY10 through FY12 will be a 4.2% increase for each of
those years.

This packet contains: ©

Recommended FYQ9 Operating Budget 1- 2
FY06-FY09 Projected Four-Year Budget 3- 6
FY06-FY09 Four-Year Workplan 7-17
2007 Annual Report 18-37
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MISSION STATEMENT

The mission of the Office of Inspector General is to promote the effectiveness and efficiency of programs and operations of County
government and independent County agencies; prevent and detect fraud, waste, and abuse in government activities; and propose
ways to increase the legal, fiscal, and ethical accountability of County government and County-funded agencies.

BUDGET OVERVIEW

The total recommended FY09 Operating Budget for the Office of Inspector General is $732,350, an increase of $64,870 or 9.7
percent from the FY08 Approved Budget of $667,480. Personnel Costs comprise 84.0 percent of the budget for six full-time
positions for six workyears. Operating Expenses and Capital Outlay account for the remaining 16.0 percent of the FY09 budget.

LINKAGE TO COUNTY RESULT AREAS

While this program area supports all eight of the County Result Areas, the following are emphasized:
< A Responsive, Accounm‘ble County Government

« Sirong ond Vibrant Economy

& Vital Living for All of Our Residents

PERFORMANCE MEASURES

This table presents what the department estimates and projects will be the FY0B through FY10 data for its performance measures if
there are no changes in funding.

Actual Actual Estimated  Projected Projected
FY07 FY0B FY09 Y10 |

Audits/reviews reported o Council/Execulive management 4 4 3 5
Credible complaints closed 24 53 45 45 60
Cradible complaints opened 53 54 60 60 75
Joint investigations with prosecutors 3 2 2 2 5
Formal responses to fraud, woste, and abuse matters reported to management by
the Office of Inspector General : 14 10 10 15 25
Questioned costs or potential savings {$000) 182 1,100 9,500 500 1,000
County/taxpayer funds recovered or put to different use as the result of audit
findings and investigations ($000) 14,000 3,076 500 3,000 7,000

Percentage of oudit recommendations accepted - 67 67 &7 67 &7

ACCOMPLISHMENTS AND INITIATIVES

& Following o bid protest and a joint OIG/State investigation, a hearing officer reversed a $500,000 contract oward
to replace lights ot @ County athletic complex. Findings included the use of false financial data by the awardee. A
decision to rebid the work is pending.

& Conducted an audit of selected Capital Improvements Program projects involving $11 million in Clarksburg
Development District funding recommended improvements in the County’s administrafion of related road
construction projects. Council action on this District is pending.

PROGRAM CONTACTS

Contact Thomas J. Dagley of the Office of Inspector Genera) at 240.777.8240 or Helen Vallone of the Office of Management anc
Budget at 240-777-2755 for more information regarding this department's operating budget.

Inspector Generol @ General Governmeni 18-,



PROGRAM DESCRIPTIONS

Inspector General .
The Inspector General conducts independent audits, reviews, and investigations; receives and investigates credible complaints:
reports violations of the law to the State's Attorney for Montgomery County or other appropriate office; notifies the County Cour

and Executive of serious problems in programs; reviews legislation and regulations to strengthen controls and increa.
accountability; and submits reports with recommendations to the Council and Executive. The Inspector General conducts projects
jointly with other government agencies and contractors.

BUDGET SUMMARY
Actual Budget Estimated Recommended % Chg
FY07 FYO8 FYOB FYD9 Bud/Rec
COUNTY GENERAL FUND
EXPENDITURES
Salaries and Woges i 422,929 500,280 501,790 505,930 1.1%
Employee Benefits 80,471 113,210 76,580 109,470 -3.3%
County General Fund Personnel Costs 503,400 613,490 578,370 615,400 0.3%
Operating Expenses 27,360 53,990 53,950 112,950 109.2%
Capital Qutlay 3,715 0 0 4,000 —_—
County General Fund Expenditures 534,475 667,480 632,320 732,350 9.7%
PERSONNEL
Full-Time 4 -] ] -] —
Part-Time 2 1 1 0 —
Workyears 4.9 58 5.8 6.0 3.4%

FY09 RECOMMENDED CHANGES

Expenditures

COUNTY GENERAL FUND

FY08 ORIGINAL APPROPRIATION 667,480 5.8

Other Adjustments (with no service impacts)
Increase Cost: Annualization of FY08 Operaling Expenses 62,320 0.0
Increase Cost: Genaral Wage and Service Increment Adjustments 29,030 0.0
Increase Cost: Retirement Adjustment 2,150 0.0
Increase Cost: Annualization of Capital Qutlay . 4,000 0.0
Increase Cost: Group Insurance Adjustment 2,850 0.0
Increase Cost: Printing and Mail Adjustments 400 : 0.0
Decrease Cost: Elimination of One-Time ltems Approved in FYOB : -3,760 0.0
Decrease Cost: Annualization of FYDB Personnel Costs -32,120 0.2

FY09 RECOMMENDED: o 732,350 6.0

FUTURE FISCAL IMPACTS

- CE REC. - (5000's) .
Title FY09 FY10 FY11 FY12 FY13 FY14

This table is intended to present significant future fiscal impacts of the department’s pregrams.
COUNTY GENERAL FUND
Expenditures
FY09 Recommended 732 732 732 732 732 732
Mo inflaticn or compensation change is included in outyear projections.
Elimination of One-Time Hems Recommended in FY0$ 0 -4 ~4 -4 -4 -4
ltems approved for one-tima funding in FY09, including purchasing of printers, will be eliminated from the base in the outyears,
Labor Contracts 0 32 a5 35 35 35
These figures represent the estimated cost of general wage adjusiments, service increments, and associated benefits, |
Subtotal Expenditures 732 760 763 763 763 763 |

18-2 General Government @ FY09 Operating Budget and Public Services Program FY09-14
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Projected Four-Year Budget

Office of Inspector General

Fiscal Years 2006-2009

Octobér 2005

Office of Inspector General
‘Montgomery‘County, Maryland....- .




Linking Strategic Work Plan with Budgets

A key 1o operational success is linking the strategic four-year work plan issued in August
2005 with the OIG budget request. To help establish this link, the estimated direct (audit
and investigative) and support work years needed to accomplish the short and longer-
term action plans were included on page 8 of the work plan. Those figures do not include
any contractor resources needed to perform certain audit work in fiscal years 2007-2009.

This four-year budget projection includes a request for increased resources. In Apnl to
July 2005, the Inspector General sent approxirately 75 letters to stakeholders and
conducted more than 50 interviews to obtain and consider input for the four-year work
plan. Many stakeholders expressed the view that additional OIG resources are needed to
adequately address the responsibilities set forth in Montgomery County Code §2-151. In
order to address the audit, inspection, and investigative work identified in the work plan,
the projected resources needed are summarized below:

Office of Inspector General
Projected Four-Year Budget

Increase
Total Work . . over
Fiscal Year Years Pcrsonnell Operating Total | Prior
- FY
2006 Approved 4.9 $468,110 $15,620 $483,7302-’ N/A
2007 5.4% $500,224 $76.400% $576.624 | 192%
2008 6.0 $535,185 $80,220 $615.405 | 6.7%
2009 6.0 $557,236 $84,231 $641,467 | 42%
L

Y Authorized full-time positions as of October 15, 2005 Inspector General, Deputy Inspector General,
Assistant inspector General, and Office Manager. The Deputy position was filled in September 2005. The
Assistant position was approved in August 2003 — it wall be filled in November 2005, 1n addition, a part-
time Assistant position is authorized and filled. A pantime intern position is vacant.
YThe OIG budgel is approximately .01 (one one-hundredth) percent of the County’s $3.6 billion fiscal year
2006 operating budgel. '

¥ The additional work years requested for fiscai

| years 2007-2009 address an anticipated increase in work if

an OIG-operated County fraud-referral system is impiémented. The County is considering more than one
opu'cm at this time; therefore, costs associated with any additional work are oot included in this document.
# Operating expenses for fiscal years 2007-2009 include $50,000 each year for the retention of contraciors
to perform cenain audit work in the four-year work plan__..

Office of Inspector General Projected Fout
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October 2005

Benchmarkine/Performance Measures

Seven years ago, the OIG began the practice of benchmarking using comparative data
from the National Association of Local Government Auditors (NALGA). NALGA is
made up of local government audit professionals throughout the United States and
Canada. While NALGA remains a valuable resource and pantner for the OIG in the areas
of benchmarking and best practices for certain audit and inspection measures, the four-
year work plan for fiscal years 2006-2009 places added emphasts on our investigative
responsibilities. As a result, OIG performance measures to be included in the fiscal year
2007 budget request to the Office of Management and Budget (OMB) in December 2005
will include several revisions. In this regard, the OIG proposes to use the following
performance measures to report results beginning with fiscal year 2006.
- Proposed OIG Performance Measures |
Outcomes:
e Percentage of audit recommendations accepted
« Potential savings (3)
« Number of formal responses by sentor
management to investigations involving fraud,
waste, and abuse
+ Number of formal referrals of criminal
) investigations to a prosecutor
Service Quality:
Percentage of stakeholders surveyed who rate OIG
___service as effective
Lifficiency:
__ = Savings per audit dollar expended (3)
Workload/Outputs: '
+ Complaints received
+ Complaints closed .
* Audits/inspections begun
__* Auditsfinspections completed
Inputs:

+ Expenditures ($)

s Audit and investigation workyears

By including these revised performance measures in our projected four-year budget
document, the OIG invites the County Council, Executive, and other key stakehoiders to
provide comments (ig@montgomervcountvmd.eov) no later than November 30, 2005,

®
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October 2005

Selected Fiscal Year 2006 Performance through October 15. 2005

The OIG received 28 new complaints involving fraud, waste, and abuse in County-related
activities. Approximately 50 percent of available professional staff resources was
dedicated to these complaints. In addition, the OIG closed 36 complaints including
complaints received before july 1, 2005.

Three performance audits listed on page 7 of the four-year work plan are in progress.
The audits address: the reliability of selected fiscal year 2005 County financial reports
and program performance results; assessing the County’s workers’ compensation
program; and determining if certain types of accidents, injuries, and ilinesses are targeted
for reduction of incidents and costs through prevention initiatives. In addition, the OIG
completed field work to determine whether adequate internal controls are in place for the
County's purchasing card program.

The OIG received six formal responses by senior management to investigations involving
fraud, waste, and abuse. In addition, the OIG formally referred one criminal
investigation to a prosecutor.

The Inspector General is working with Council members and other leaders on a project
involving fraud risk management. The project includes determining whether employees
of the County and County-funded agencies, contractors, and citizens have the opportunity
to report to an independent oversight agency suspected fraud, waste, and abuse without
fear of retribution. This project includes identifying the best course of action to help the

County comply with anticipated new legal requirements and governance guidelines for
public sector organizations.

©
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A Message from the Inspector General

The Montgomery County Office of Inspector General (OIG) four-year work plan for
fiscal years 2006—2009 focuses on the fundamental mission to increase the efficiency and
effectiveness of County programs and operations, while preventing and detecting fraud,
waste, and abuse, and increasing ethical, fiscal, and legal accountability.

This work plan meets the requirements of Montgomery County Code §2-151 and
conforms to criteria of the Association of Inspectors General and other oversight
organizations for the inspector general community. In addition, this plan supports
requirements of §2~151 regarding submission to the County Council and Executive of a
projected four-year budget for the OIG. To develop work plans, we rely on the partici-
pation of stakeholders, including County govemment leaders and other employees,
employee and community organizations, and individual residents. We balance competing
demands by effectively addressing the requirements of our stakeholders.

The goals and strategies in this plan concentrate on improvement in substantive areas. We
ensure that our short and longer-term action plans are challenging and support these goals
and strategies. As we gauge our baseline resuits for fiscal year 2006, we will fine-tune
our strategies and action plans. We will also develop new performance measures for
fiscal year 2007 that are reflective of the value we add to County operations. At the end
of each fiscal year, we will issue an annual performance report to the County Council and
Executive.

Throughout the four-year period, we will provide timely, useful, and accurate information
to help the County achieve greater efficiency and operate effectively. We will strive to
strengthen professional relationships with our stakeholders and coordinate our efforts
with the law enforcement and audit communities. We acknowledge the invaluable
assistance of the County’s departments and offices with whom we work to bring about
meaningful results through our audits, inspections, and investigations.

The success of this plan depends upon the commitment of the OIG staff and our stake-
holders to our strategies and action plans. I am confident that we will meet the challenges
that face us.

/4,.40»94—7
@
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Mission, Vision, and Goals

The OIG’s mission is to conduct objective and independent audits, reviews, and
investigations relating to County government and independent County agencies to:

promote economy, efficiency, and effectiveness,

prevent and detect fraud, waste, and abuse,

promote ethical, fiscal, and legal accountability,

strengthen professional relationships; and

inform stakeholders of problems and corresponding corrective actions.

We strive to be a respected, independent audit and investigative organization that is:

valued by all County employees, citizens, and other stakeholders,

organized and aligned with the County’s leadership system,

supportive of a dedicated professional County workforce; and

guided by state-of-the-art management and professional standards and practices.

e The OIG provides timely, accurate, and useful information
that contributes to the efficiency and effectiveness of
Montgomery County government and independent County
agencies, as measured by satisfaction and dissatisfaction
data collected from stakeholders.

e The OIG maximizes resources and leverages technology i
support of our mission, as measured by outputs and
outcomes specific to the audits and investigations we
conduct.

e The OIG obtains and develops the human resources
needed in support of our mission, as measured by staff
preparation for changes in the work environment,

teamwork, on-the-job performance improvements, and
credentialing.

Office of Inspector General Four-Year Work Plan ' Page
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Statutory Responsibilities

The OIG was established by the Montgomery County Council in 1997. The OIG is an
independent office — its responsibilities as prescribed by Montgomery County Code §2-151 are:

1. review the effectiveness and efficiency of programs and operations of County
government and independent County agencies;

2. prevent and detect fraud, waste, and abuse in government activities; and

3. propose ways to increase the legal, fiscal, and ethical accountability of County
government and County-funded agenciesy.

To carry out our responsibilities, we:

¢ maintain an independent and objective organization to conduct and supervise audits,
inspections, and investigations,

» take appropriate actions to prevent and detect fraud, waste, and abuse,

e receive and investigate credible complaints from any person or entity,

 report violations of law to the State’s Attorney for Montgomery County or other
appropriate agency,

¢ notify the County Council and Executive of serious problems in County programs,

e review existing and proposed legislation and regulations to strengthen controls and
increase accountability; and

e submit reports with recommendations to the County Council and Executive.

For each audit, inspection, and investigation, the OIG complies with applicable generally
accepted auditing standards. In addition, we consider standards published by the Institute
of Internal Auditors, the President’s Council on Integrity and Efficiency, and the
Association of Inspectors General.

Audits provide a formal standards-based approach to review economy, efficiency, and
programmatic issues. Audits may include examining revenue enhancement initiatives,
collection procedures, and expenditures made under contracts and other agreements.

Inspections are an alternative method to traditional audits and investigations to assess
County programs and activities. Inspections may include work that results in
recommendations to decision makers to streamline operations, reduce unnecessary
regulations, improve customer service, or minimize inefficient and ineffective procedures.

Investigations are a tool to investigate alleged violations of fraud, abuse, and misconduct,
and laws and regulations that govern County employees, grantees, and contractors. Cases
are typically developed for presentation to management for administrative action and/or a
prosecutor for consideration.

V The County-funded agencies include the Montgomery County Public Schools, the Maryland-Nationial Capital
Park and Planning Commission, the Washington Suburban Sanitary Commission, Montgomery College, the
Housing Opportunities Commission, the Revenue Authority, and any other governmental agency (except a
municipal government or a State-created taxing district) for which the County Council appropriates or approves
funding, sets tax rates, or approves programs or budgets.

Office of Inspector General Four-Year Work Plan Page
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The Planning Process

Major Challenges Facing Montgomery County
The County continues to face the challenge of using a balanced budget to provide
affordable and reliable services. Major challenges for tax supported funds are to
contain ongoing costs, preserve essential services, and make needed improvements in
education, transportation, health and human services, public safety, and homeland
security. Programs and other initiatives highlighted during the FY 2006 budget
process include: support for public schools and Montgomery College, maintenance of
facilities and roads, police and fire protection for families and homes, health care to
the uninsured, medical services to victims of abuse, in-home aide to seniors,
affordable housing and revitalization of older neighborhoods, and investing in County
parks. Cost containment challenges include rising compensation and benefit costs
such as medical costs which impact both the employee and retiree health insurance
contributions and workers' compensation costs.

In addition, leaders face the challenge of using in future budget deliberations the
performance measures developed and results reported in the FY 2006 operating
budget and public services plan for County programs.

Plan Development
We are designing an OIG to concentrate on key provisions of the County’s
governance system — accountability for management actions; fiscal accountability;
transparency in operations; and independence in internal and external audits. Our
planning process comprises four main steps: (1) identifying a universe of County
programs and activities, (2) determining a project universe, (3) conducting risk
assessment, and (4) developing a plan to conduct appropriate audits, inspections, and
investigations. Our universe includes programs and activities in the approved FY
2006 operating and capital budgets, and amendments to the FY 2005-2010 capital
improvements program. Our project universe was identified using input from:

e Council and Office of Legislative '

s  complaints to Inspector General
Oversight . internal and external auditors
e Chief Administrative Officer and s  technology changes
department directors e legislative actions
¢ independent agency leaders e  emerging trends

¢ community organizations

To determine which projects to include in this plan, we used standardized and in
some cases function-specific risk factors to determine those projects having a higher
risk. Standard risk factors include materiality, impact on operations, visibility and
public sensitivity, public interest, prior audit/investigative results, and loss potential,
including fraud and other vulnerabilities.

Office of Inspector General Four-Year Work Plan Page -
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OIG Strategy Matrix

CGENERAILSTR

Goals And 1. The OIG provides timely, accurate, and usefu! information that contributes to the
Strategies efficiency and effectiveness of Montgomery County government and independent
County agencies.
Strategies:
» Identify major management challenges facing Montgomery County
e Strengthen professional relationships
Conduct
» Briefings to increase awareness of OIG
e Audits that result in County-wide improvements
o Audits that provide timely and valuable feedback to departments on sensitive
and high risk activities and operations
o  Audits that result in reports that maximize value and relevance to the County
 Investigations that focus on high-impact, value-added cases
o Investigations that are performed efficiently and timely
2. The OIG maximizes resources and leverages technology in support of our mission.
Strategies:
e Manage the efficient use of limited OIG resources
» Leverage cutting-edge technology resources and efficiently analyze data
3. The OIG obtains and develops the human resources needed in support of our mission.
Strategies:
e Maintain an organization that attracts, develops, and retains a talented and
diverse workforce :
« Implement quality assessment and peer review recommendations within
established timeframes
e Maintain compliance with educational /professional training requirements per
O1G community standards
Key County citizens
Stakeholders ¢ | County Council, directors, and staff

County Executive, Chief Administrative Officer, department directors, and
division chiefs

Senior leaders and staff of each independent County agency

County employees

Employee and community organization leaders

¥ gakeholders are defined as those individuals or groups that are or might be affected by the OIGs actions and
effectiveness. In April - July 2005, the Inspector General sent approximately 75 letters to individuals and
conducted more than 50 interviews to obtain and consider input for this work plan.

Office of Inspector General Four-Year Work Plan Page




Challenges Impacting OIG Success
After identifying projects having a higher risk for adverse consequences and considering the
probability of occurrence, we identified and considered a number of strategic challenges that
may affect our ability to address OIG goals or individual projects. These challenges include:

1. balancing work priorities with available resources and ensuring productivity that
addresses the breadth of County operations, including concerns expressed in the
form of complaints to the OIG,

2. working with County leadership to be able to routinely access accurate and reliable
revenue, expenditure, personnel, and other operational data,

3. obtaining the skills base needed to examine highly technical or complex areas of
County operations; and

4. balancing our reporting requirements with the need to obtain and protect sensitive
and confidential data.

With these challenges in mind, we identified projects and created our audit/inspection plan
for the short-term (FY 2006) and the longer-term (FY's 2007-2009). Much of our work plan
cuts across County programs and operations. It is difficult to identify specific action plans
beyond FY 2006 — especially to the level of citing specific objectives for audits and
inspections that will begin in FY 2007 and later.

Our audit and inspection action plans are categorized according to efficiency and
effectiveness, or ethical, fiscal, and legal accountability. Our investigative plans involving.
the prevention and detection of fraud, waste, and abuse are also included. Table 1 on pages -
6-7 categorizes our planned work.

While the work in this plan focuses on our core statutory requirements, it must remain
dynamic. We will maintain the flexibility and discretion to redirect resources — when and
where needed — to be a timely, relevant, and effective member of County operations. The
OIG must be able to respond to major challenges facing Montgomery County agencies, and
develop work priorities to assist County leadership in addressing these challenges. The OIG
process must ensure a focus on results using the best business practices of the inspector
general community.

Office of Inspector General Four-Year Work Plan Page
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Summary of Open Complaints on July 1, 2005

Contractor conduct 4
Spending practices 6
Revenue collection 3
practices

Internal control 3
practices

Other 11
Total 45

Linking Strategic Work Plans With Budgets

Montgomery County Code §2-151 requires the Inspector General to submit to the County
Council and Executive, within four months of confirmation, a projected budget for the
OIG. While the OIG plans to issue a separate report to comply with this requirement,
some budget information is included in this work plan.

A key to operational success is linking the strategic work plan with the OIG budget. To
address this issue, the estimated direct (audit and investigative) and support work years
needed to accomplish the short and longer-term action plans in Table 1 are described
below. These figures do not include any operating funds needed for consulting services.

FY 2006 6 1.6 8 1.0 4.0
FY2007 1.4 1.6 1.4 1.0 54
FY 2008 1.7 1.6 1.7 1.0 6.0
FY2009 1.7 1.6 1.7 1.0 6.0
Office of Inspector General Four-Year Work Plan Page
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Ideas Worth Exploring

The role of the OIG is not only to fight fraud, waste, and abuse but also to promote
economy, efficiency, and effectiveness in County programs and operations. Therefore,
researching initiatives is within the OIG’s area of responsibility. Ideas are presented here
that may reduce costs, improve efficiencies, or introduce new ways of doing business.
Throughout the period covered by this work plan, the OIG plans to work with Council
and Executive staff to determine the feasibility of various ideas, including the three items
cited below:

OIG Fraud, Waste, and Abuse Hotline

Consideration should be given to establishing and promoting a formal fraud-referral
system (including a hotline) operated by the Office of Inspector General as a mechanism
for employees, contractors, and citizens to report suspected fraud, waste, and abuse in
County government and County-funded agencies. Respondents to a 2004 survey by the
Association of Certified Fraud Examiners (ACFE) revealed that various forms of fraud
are detected 40 percent of the time by tips, which make an independent hotline the
leading method for detecting fraud. Currently, there are fraud-referral processes in use in
the County; however, none appear to operate in a manner consistent with all standards
recommended by the ACFE or the Government Finance Officers Association.
Employees, contractors, suppliers, and citizens should be encouraged and given the
means to communicate, anonymously if desired, concerns without fear of retribution.

OIG support to Occupational Safety and Health Program, Department of Finance
Consideration should be given to establishing an injury compensation working group that
includes the OIG to identify and help control increasing costs associated with workers’
compensation claims. Such a group could explore audit and investigative initiatives to
identify and address provider and claimant fraud as potential contributing factors to nsing
costs. The audit and investigative expertise of OIGs in several federal, state, or local
government organizations has significantly contributed to managing workers’
compensation costs in recent years.

OIG investigation of allegations that include criminal conduct

County personnel regulations state that potentially illegal or improper acts in government
should be reported to an appropriate official to investigate or take corrective action.
However, investigative responsibility for allegations of serious misconduct that include
criminality is not specified. Consideration should be given to establishing a working
group that includes the OIG to clarify investigative responsibilities for all allegations that
include criminality. This clarification will help ensure such allegations are independently
and thoroughly investigated and, when appropriate, presented to the State’s Attorney for
consideration. The responsibilities of the OIG as defined in Montgomery County Code
§2-151 should be considered to ensure accountability in this area.

Office of Inspector General Four-Year Work Plan Page
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A Message from the Inspector General

In fiscal year 2007, the Office of Inspector General (O1G) focused on key factors set forth in
Montgomery County Code §2-151 - increase efficiency and effectiveness of programs and
activities funded by the Council; prevent and detect fraud, waste, and abuse; and increase legal,
fiscal, and ethical accountability.

Highlights of this annual report include summaries of audit work that examined Montgomery
County Government overtime compensation and selected capital improvements program projects
with development district funding. We also summarize our reviews of the Planning Board’s
draft Development Review Manual and the Child Welfare Service’s gift card program. Selected
fraud, waste and abuse investigations are also reported, including two criminal prosecutions and
a hearing officer’s decision that resulted in the reversal of a contract award. OIG performance in
these areas contributed to the County’s governance system and leadership’s priority for a
responsive, accountable County Government.

Another highlight is the implementation of an OIG Fraud Hotline in December 2006, providing
all individuals in the MCG workforce the opportunity to report, anonymously if desired, illegal
or improper activity. The Hotline generated more than 40 reports of fraud, waste, or abuse in the
first six months of operation. The success of the Hotline in its first year of operation provides a
solid foundation to explore in fiscal year 2008 the benefits of extending the model to other
County-funded agencies to further protect taxpayer dollars.

The Four-Year Work Plan issued in August 2005 continues to serve as the OIG strategic plan.
The goals, strategies, and action items focus on improving performance in substantive areas.

Some action items and performance measures have been modified to ensure our work reflects the
needs of today’s stakeholders.

We acknowledge the invaluable assistance by the leaders and staff of County Government and
independent County agencies with whom we work to bring about meaningful results. We look
forward to working with the Council and Executive in fiscal year 2008.

ﬂmaﬁ—o@
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Mission, Vision, and Goals

The OIG’s mission is to conduct objective and independent audits, inspections, and

investigations relating to Montgomery County Government (MCQG) programs, operations, and
independent County agencies to:

promote economy, efficiency, and effectiveness;

prevent and detect frand, waste, and abuse;

promote legal, fiscal, and ethical accountability;

strengthen professional relationships; and

inform stakeholders of problems and corresponding corrective actions.

Statutory Responsibilities

The OIG was established by the Montgomery County Council in 1997. The OIG is an
independent office — its responsibilities as prescribed by Montgomery County Code §2-151 are:

1. review the effectiveness and efficiency of programs and operations of County
Government and independent County agencies;

2. prevent and detect fraud, waste, and abuse in government activities; and

3. propose ways to increase the legal, fiscal, and ethical accountability of County
Government and County-funded agencies’.

To carry out our responsibilities, we:

e maintain an independent objective organization to conduct audits, reviews, and
investigations. We comply with generally accepted government auditing standards
published by the Comptrolier General of the United States. In addition, we rely on
standards published by the Institute of Internal Auditors, the President’s Council on
Integrity and Efficiency, and the Association of Inspectors General;

o take appropriate action to prevent and detect fraud, waste, and abuse;

s receive and investigate credible complaints from any person or entity;

¢ report violations of law to the State’s Attorney for Montgomery County or another
appropriate agency;

* notify the County Council and Executive of serious problems in County programs;

e review existing and proposed legislation and regulations to strengthen controls and
increase accountability; and

« submit reports with recommendations, as appropriate, to the County Council and
Executive.

! The County-funded agencies include the Montgomery County Public Schools, the Maryland-National Capital Park and
Planning Commission, the Washington Suburban Sanitary Commission, Montgomery College, the Housing
Opportunities Commission, the Revenue Authority, and any other governmental agency (except 2 municipal government
or a State-created taxing district) for which the County Council appropriates or approves funding, sets tax rates, or
approves programs or budgets.

Office of Inspector General Annual Report — FY 2007 October 2007 Page



Challenges

Referral of Fraud, Waste, and Abuse Information

In our 2006 annual report, we reported the challenge of effectively implementing an independent
Fraud Hotline to ensure County employees, contractors, suppliers, and residents have the
opportunity to communicate, anonymously if desired, concerns about fraud, waste, and abuse.
We reported that through fiscal year 2006, the vast majority of individuals who contacted the
OIG were residents and that while it is important for this flow of information to continue,
employees and those doing business with County-funded agencies needed to be encouraged and
given the means to confidentially report concerns.

In fiscal year 2007, considerable progress was made with the implementation of an OIG Fraud
Hotline for Montgomery County Government (MCG), beginning with a press conference on
December 14, 2006 by the new County Executive and Inspector General. An important
challenge we continue to face at year-end is effectively communicating the Hotline’s existence to
all employees, contractors, and suppliers of MCG. It appears we were successful reaching out to
all MCG employees with active email accounts as of December 2006, as well as all new
employees who attended the mandatory orientation sessions beginning January 2007 sponsored
by the Office of Human Resources. However, approximately 2,000 MCG employees without
active email accounts may not have received the same detailed hotline information. In fiscal
year 2008, we will continue working with Executive staff to address this challenge, as well as
provide MCG contractors and suppliers with hotline information.

Regarding other County-funded agencies, only MCG was part of the Fraud Hotline’s first year of
operation. We will work with the Council, Executive, and other leaders in fiscal year 2008 to
explore expanding the hotline to other County-funded agencies to prevent and detect fraud,
waste, and abuse.

Whistleblower Protection

Another unresolved challenge reported a year ago that is related to the effectiveness of the OIG
Fraud Hotline involves Montgomery County Code §33-10 (the County’s whistleblower law).
This law was enacted prior to the Council’s creation of an OIG. In this regard, Section 33-10
states, in part, employees should first report illegal or improper actions to the individual
responsible for corrective action. The law and related County personnel regulations state that the
individual may be anyone from the employee’s immediate supervisor up to and including the
County Executive, or for legislative branch employees, the County Council. The law also states
in unusual circumstances, or if a retaliatory action or coercion has taken place, the employee may
file a report directly with either the Merit System Protection Board or the Ethics Commussion. In
our 2006 annual repott, we reported that several employees advised the OIG that they were
discouraged or prohibited from reporting concerns to the OIG. We recommended the County
Code be updated to include the specific role of the OIG as an oversight office, and clearly state
each employee’s responsibility to report fraud, waste, and abuse.

While no specific action was taken to update Section 33-10 or related County personnel

regulations in fiscal year 2007, the new County Attorney demonstrated his commitment to
preventing fraud, waste, and abuse and prohibiting retaliation against employees who disclose

Office of Inspector General Annual Report —FY 2007 October 2007 Page
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such conduct. In his article “Protecting County Government from Fraud and Abuse” in the
August 2007 edition of Legal Views newsletter, he includes the statement “The hotline enables
County employees and/or contractors to confidentially provide information to the Office of
Inspector General about potential fraud, waste, and abuse.”

We look forward to working with the County Attorney and other MCG offices in fiscal year
2008 to encourage all employees to report concerns to the OIG and ensure they are protected
when doing so. We recommended that all County managers be trained on the rights of County
employees under Whistleblower Protection laws and the role and utilization of the Fraud Hotline.

Work Plan

This annual report addresses OIG activities in fiscal year 2007 (July 1, 2006 through June 30,
2007), including some audits and investigations that were completed during this period and
reported in early fiscal year 2008. Similar to activities reported a year ago, our fiscal year 2007
work addressed various action plans described in our Four-Year Work Plan published in August
2005. Although some of this year’s work represents a modification to one or more action plans,
the modifications were not deemed significant enough to publish a revised work plan.

Our planning process for fiscal year 2007 comprised four main steps: (1) identify a universe of
Council-funded programs and activities; (2) determine a list of potential O1G projects from this
universe; (3) conduct risk assessment; and (4) develop a plan to conduct audits, reviews, and
investigations consistent with our legislative mandate. In fiscal year 2007, we had the
opportunity to focus on several key components of the County’s governance system, including
the adequacy of controls to ensure accountability for management actions, independence of
internal audits, and transparency of operations.

Office of Inspector General Annual Report - FY 2007 October 2007 Page
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Fiscal Year 2007 Results

The table below summarizes key OlG performance measures and results.

Table 1: Fiscal Year 2007 Performance Measures and Results

Outcomes/Results: :

s Percentage of audit recommendations accepted” o o 67

e County funds recovered or put to different use as the - . $3,065,000°
result of audit ﬁndings or investigations L ' :

¢ Questioned costs or potential savings IR - $1,100,000

¢ Formal responses to fraud, waste, and abuse- matters o 10
reported to management by the Office of Inspector General

Workload/Outputs: _ , ‘ ,

o Joint investigations with prosecutors o 2

» Complaints opened ' : - 54

e Complaints closed (includes those recelved prior to FY 2007) : _ 53

e Pending complamts {(June 30, 2007) ‘ . . o 37

o Audits/reviews/inspections begun®* . . . -4

. Audlts/rcvwws/mspcctlons reported e e T4

Inputs: o ' R

e Expenditures - ' S e 8534614

e Workyears ' _ . S i 49

Fiscal Year 2007 Results: Increase Efficiency and Effectiveness

Overtime Compensation - Interim Audit Report

In April 2007, we issued an interim audit report on a review of Montgomery County Government
(MCG) overtime compensation policies and procedures as well as documents used to budget and
compensate employees for overtime in selected departments. The review includes evaluating
internal controls used to safeguard against the potential for abuse. Our work through June 30,
2007 included the two largest users of overtime compensation - the Fire and Rescue Service

(FRS) and Police Department — as well as the Board of Elections, one of the smallest users of
overtime.

Qur report identified strengths in the approach used to manage overtime as well as conditions
that required immediate corrective action. The audit disclosed no reportable findings for the
Police Department or Board of Elections. We found generally that the Police Department

? Based on audit reports regarding MCG Overtime Compensation and Selected CIP Projects with Development District
Funding

3 $3,000,000 in budget reductions by Counci! as a result of the overtime audit; $65,000 from a court-ordered restitution
as a result of a recovery agent scheme investigation
* Does not include management responses pending on June 30, 2007

3 MCG Overtime Compensation; Planning Board Development Review Manual; HHS Gift Cards; Selected CIP Projects
with Development District Funding

Office of Inspector General Annual Report —FY 2007 October 2007 ' Page-
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implemented effective overtime policies and procedures including internal controls to protect
against overtime abuse. In addition, the Department implemented a management information
system capable of documenting and providing management with the tools needed to monitor
overtime use. For the Board of Elections, although there were no findings in our interim report,
we provided the Director with suggestions to strengthen internal controls for overtime in a
separate memorandum.

The interim report includes six findings and recommendations that address deficiencies in the
design or operation of internal controls as it relates to the payment of overtime compensation in
FRS. Our findings and recommendations identified corrective actions needed by FRS, the
Department of Finance, and the Office of Management and Budget (OMBY):

Finding 1 - FRS overtime policies and procedures have not been updated since 1993 even
though significant changes in the management of overtime have taken place. We
recommended FRS update or re-write its policies and procedures and disseminate them to
all FRS personnel to ensure all significant changes in the use and management of
overtime are clear. We also recommended that a component of the FRS overtime policy
include periodic self-assessments by management to ensure compliance.

Finding 2 - FRS internal controls and management oversight were not sufficient to ensure
the accuracy of timesheets used to pay overtime and protect against abuse. We
recommended that FRS, in consultation with the Department of Finance, develop and
implement sufficient internal controls to ensure the accuracy and completeness of FRS
timesheets and protect against abuse. We recommended that the internal controls address
the need for a specific separation of duties between individual employees, SuUpervisors,
and management. _

Finding 3 - FRS did not have a comprehensive management system for collecting,
analyzing, and reporting available overtime data needed to measure the efficiency and
effectiveness of overtime compensation and develop budgetary requirements. We
recommended that FRS identify the operational and funding requirements for a
comprechensive FRS management system, capable of tracking and analyzing the use of
overtime. As part of the process, we recommended FRS conduct research to identify and
evaluate other County systems, including the Police Department system, and fire
departments in other jurisdictions for use as a benchmark and to save development timne
and costs.

Finding 4 - The use of FRS overtime compensation from fiscal years 2004 to 2007 was
not linked to efficiency or other key performance measures and results developed by FRS
and approved by OMB. We recommended that FRS, in consuitation with OMB, develop
and implement appropriate measures for the Administrative Services, Community Risk
Reduction Services, Operations, and Wellness, Safety, and Training programs that help
ensure the use of overtime compensation by employees is linked to the FRS performance
management system and the County’s budget decision-making process.

Finding 5 - Formal County-wide responsibility for oversight of timekeeping procedures
used to record and approve overtime compensation has not been established. We
recommended the Department of Finance establish formal responsibility for oversight of
MCG timekeeping procedures used to record and approve overtime compensation. We
also recommended the oversight include conducting, on a risk assessment basis, periodic
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internal audits of procedures and business processes used to record, approve, and justify
overtime compensation at selected County departments/offices. '

¢ Finding 6 - Unrealistic FRS overtime budgets used during the fiscal years 2004 to 2008
budget process did not provide FRS management, the Executive, and Council with
accurate and meaningful cost data. We recommended that FRS, in consultation with
OMB and Finance, develop an effective and efficient overtime budget process by
collecting accurate and timely overtime information on employee timesheets, and using
this information to: analyze overtime trends by project; target areas of high overtime use;
prepare staffing requests; and develop realistic overtime budgets.

Incident to the audit, we identified approximately $1.1 million in questionable FRS overtime
compensation payments for calendar year 2006, based on documentation available to us during
the audit. In addition, incident to the approval of the fiscal year 2008 operating budget for FRS,
the Council reduced the Executive’s recommended FRS overtime budget by $3 million. These
figures are reflected in Table 1 of this annual report. A final report for this audit will be issued in
fiscal year 2008.

Management’s response and our assessment of corrective action to date for these findings and
recommendations are summarized in the Appendix. '

Fiscal Year 2007 Results: Prevent and Detect Fraud, Waste, and Abuse

The OIG opened 54 new fraud, waste, and abuse complaints in fiscal year 2007. Complaints
were handled in a variety of ways. For example, after preliminary investigation, some
complaints were closed because we were unable to validate the allegation(s). For other
investigations in which the allegation was validated, our results were reported to management
and/or a prosecutor for a decision. Further, information not of a confidential nature from certain
complaints was referred to management for attention after determining an independent OIG
investigation was not the best way to address the concern. As reported in Table 1, 10 formal
responses were received by the OIG as the result of reporting fraud, waste, and abuse matters to
management.

Land Development
As a continuation of OIG priorities in fiscal year 2006, we investigated several land development

complaints in fiscal year 2007. Our priorities included not only investigating allegations of fraud
and abuse but also whether County policies and procedures allow management to effectively
prevent and detect illegal or improper conduct in the application, development review, and
decision-making processes. While our work continued to address concerns related to the
Clarksburg Town Center and other up-County development, we also focused on the integrity of
data/information submitted by applicants for other development projects and the effectiveness of
internal controls to prevent abuse in areas regulated by forest conservation, flood plain, and other
environmental laws. During fiscal year 2007, the OIG coordinated its investigations, as
appropriate, with various County and State of Maryland agencies with oversight responsibilities.

Office of Inspector General Annual Report —FY 2007 October 2007 Page



Joint Investigations with Prosecutors

In fiscal year 2007, we continued to pursue matters that were jointly investigated with
prosecutors. These cases included allegations involving contract fraud, a recovery agent scheme,
and land development. In addition, we initiated new cases based on information reported to us
by employees, contractors, and residents. One such case that remained open at year-end involves
allegations that complaints to County officials of illegal solid waste dumping were not properly
handled. Another new case was initiated when the OIG received allegations of an illegal
pyramid scheme operated by a County employee.

For all joint investigations, the violation of any criminal statute(s) is determined by a prosecutor,
with OIG responsibilities focusing on providing investigative support and determining whether
any County policy or procedural deficiencies may have been a contributing factor. When

deficiencies are identified, they are reported to senior management with recommendations for
corrective action.

A summary of three cases jointly investigated in fiscal yéar 2007 follows:

e Contract Investigation
In 2005, the OIG received allegations of contract fraud involving the installation of lights at a
baseball field in Olney Manor Recreational Park. A contractor reportedly did not perform to
the specifications of a contract awarded by the Maryland-National Capital Park and Planning
Commission (MNCPPC) by failing to upgrade wiring and conduits and not completing work
required under the contract. Although no criminal charges have been filed, an investigation
revealed substantial evidence of non-performance. On April 3, 2007, incident to a bid protest
involving an electrical/lighting contract for other ball ficlds at this park, a MNCPPC hearing
officer declared this contractor a non-responsibie bidder and reversed the contract award. At
year-end, the decision had been appealed to Montgomery County Circuit Court.

In August 2007, we learned that the decision of the MNCPPC hearing officer may not have
been communicated to all procurement officers of other County-funded agencies and,
therefore, this information was not available to decision-makers responsible for contract
awards involving other County-funded capital projects. We learned that another County-
funded agency may have awarded an electrical/lighting contract in July 2007 to the same
contractor without knowing about the April 2007 MNCPPC decision. The OIG plans to
work with the Council and management in fiscal year 2008 to improve the dissemination of
this type of publicly available information to all procurement officers in a timely manner.
Without this information, County-funded agencies are limited in their ability to prevent fraud
and abuse.

» Recovery Agent Scheme
Beginning in fiscal year 2006, we conducted a joint investigation with the State’s Attorney’s
Office, which resulted in a North Carolina man pleading guilty to a felony theft scheme
involving County funds. The investigation revealed the individual defrauded the County by
posing as a recovery agent for unclaimed funds. He presented letters and powers of attorney

claiming to represent companies rightfully due the unclaimed funds. Based on his assertions,
the County issued checks to him through a business account he created. He deposited those
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checks into his business account and used the funds for personal expenses. The dollar loss to
the County exceeded $65,000. In June 2007, the violator pled guilty in Montgomery County
Circuit Court to one count of felony theft scheme. In August 2007, he was sentenced to a
period of five years incarceration (all suspended) and five years probation. Full restitution to
the County was ordered as a condition of probation.

¢ Pyramid Promotional Scheme

We conducted a joint investigation with the State’s Attommey’s Office concerning a MCG
Department of Public Works and Transportation employee who reportedly used the County
email system to engage in a pyramid scheme that included the participation of other County
employees. In May 2007, the employee was indicted by a Montgomery County Grand Jury
for one count of felony theft scheme and one misdemeanor count of operating a pyramid
promotional scheme. An investigative report was issued to management for an
administrative decision. In August 2007, the employee pled guilty. Sentencing is pending.

Fraud Hotline Implementation ‘

In the Four-Year Work Plan, we recommended consideration be given to establishing and
promoting a formal fraud-referral system (including a hotline) operated by the OIG as a tool for
employees, contractors, suppliers, and residents to report fraud, waste, and abuse. In June 2006,
we issued a special report summarizing the benefits of an independent hotline, noting that such a
hotline is consistent with a trend among government agencies to use hotlines as a deterrent and to
send a positive message about leadership’s commitment to protect public resources. In
December 2006, the OIG Fraud Hotline was activated for MCG employees and contractors with
the support and patticipation of the County Council and Executive at a “kickoff” press
conference. The Hotline is designed to ensure that all members of the MCG workforce have the
opportunity to report, anonymously if desired, any illegal or improper activity, including specific
actions that may have resulted in the loss of County taxpayer dollars.

The OIG Fraud Hotline is operated by a third-party partner who provides a customized toll-free
number (1-800-971-6059). The company, who provides similar services to more than 1,000
clients, makes the Hotline available on a 24-hour basis, seven days a week and has the capacity
to receive complaints in more than 150 languages.

‘Through June 2007, more than 40 reports of fraud, waste, and abuse were sent to the OIG via the
Fraud Hotline. Approximately 55 percent of the reports were anonymous. Thirteen categories of
reports were used by the contractor to communicate information to the OIG. The most active
categories were: Policy Issues, Fraud, Theft of Time, and Theft of Goods/Services. The other
categories were Wage/Hour Issues, Theft of Cash, Substance Abuse, Safety Issues and
Sanitation, Retaliation of Whistleblowers, Fraudulent Insurance Claims, Falsification of Records,
Employee Relations, and Discrimination.

While the total number of fraud, waste, and abuse reports to the OIG through June 2007 is
comparable to prior fiscal years (when the Fraud Hotline was not available), the quality of
information received appears to be higher. In addition, unlike reports received prior to
December 2006, it appears most Hotline information is reported by employees, contractors, and
suppliers rather than strictly County residents.
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It is also worth noting that although implementation of the OIG Fraud Hotline on a pilot basis
focused on MCG, some of the reports addressed concerns for programs or activities for other
County-funded agencies, including Montgomery County Public Schools (MCPS) and Maryland-
National Capital Park and Planning Commission. We noted in the Challenges section of this
report that extending the Fraud Hotline to other County-funded agencies is worthy of
consideration to further protect all taxpayer dollars.

Quick Response Reviews/Investigations

In fiscal year 2006, we began implementing a quick response approach to help ensure certain
OIG reviews and investigations provided management with timely information for specific
issues brought to our attention. We found that the quick response approach is a useful tool,
especially for audits or investigations with precise objectives, or where a streamlined reporting
process increases the likelihood of providing management with the information needed to take
corrective action in a timely manner. Other conditions for using a quick response approach
include: the audit or investigation is requested by management; the problems or suspected
problems are known; the program or activity needing review has a previous audit history; a
clearly defined deadline or target date exists for completing the review; or, there is strong
support from management for a quick response.

- In fiscal year 2007, we relied on the quick response approach to investigate and report a number

of credible complaints received via the OIG Fraud Hotline and other sources. The following are
examples: '

¢ Gift Cards, Child Welfare Services, Department of Health and Human Services
In response to an OIG Fraud Hotline report, we conducted a quick response investigation in
May and June 2007 which disclosed that although corrective action was initiated regarding
certain internal controls weaknesses identified by a Maryland Department of Human
Resources audit, a lack of management oversight and other deficiencies remained. We
discussed the results of our review and recommendations for corrective action with

management and reported the following to the Director in 2 memorandum dated August 1,
2007:

« Individual gift cards are not tracked from the time of purchase through disbursement

» Independent physical counts of the gift card inventories should be performed
periodically by a supervisor/manager or designee

» There have not been any summary reports for management on gift card expenditures
and there have not been any measurements developed to determine the effectiveness
of the program

¢ Dollar values of the gift cards in inventory ranged from $5 to $25. A review of the
gift card denominations should be conducted to determine if the dollar values of gift
cards could be increased in order to reduce the number of cards in inventory

o The gift card inventory included returned gift cards with minimal value. A review of
the policies and procedures for returning gift cards with minmimal value should be
performed to determine the benefits of maintaining them in inventory
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« Policies and procedures for using the Food and Clothing Voucher Tracking Form
should be evaluated due to non-compliance with the existing policy

» The combination on the safe where the gift cards are stored should be changed
annually

DHHS management agreed with our assessment and recommendations, stating corrective action
would be taken.

e Theft of Time Allegation

The OIG received an anonymous complaint alleging a County employee was paid for work hours
that were not accurately reported on timesheets approved by the employee’s supervisor. The
complaint alleged the employee often left work early to attend college classes but recorded work
hours on timesheets as though a full day was worked. A preliminary investigation indicated that
although the employee was given supervisory approval to work a compressed schedule and
adjust work schedules in order to attend classes, the adjustments were not reflected on the
employee’s approved timesheets. The investigation remained open at year-end.

Fiscal Year 2007 Results: Increase Legal, Fiscal and Ethical Accountability

Planning Board’s Development Review Manual

Incident to our investigation of numerous land development concerns reported to the OIG,
Planning Board, and others in fiscal years 2006 and 2007, we reviewed and made
recommendations to improve the Planning Board’s March 1, 2007 draft Manual of Development
Review Procedures. Our recommendations focused on improving the effectiveness of the
Board’s internal controls and ensuring accountability for management actions, including
enforcement actions, when possible fraud or abuse is detected by staff or residents. We made
recommendations to revise existing language or address procedural gaps in the draft Manual in a
March 23, 2007 memorandum to the Chairman. The recommendations are summarized below:

e Recommendation ! - Develop and implement procedures to substantiate the integrity and
reliability of information on land development applications. The procedures should
assign accountability for this verification to a specific staff member, such as the lead
reviewer, and clearly itemize what action the assigned individual will take to verify key
information. The procedures should document the steps to be taken to report the results
in the staff report.

¢ Recommendation 2 - Develop and implement policies and procedures for staff to report
alleged inaccurate, misleading, or false information to the appropriate official. This will
allow staff to consistently and objectively report these concerns and allow management to
track allegations and results in a meaningful way. Suitable administrative penalties for
the submission of inaccurate, misleading, or false information on applications should be
published in the Manual, up to and including referring potential criminal matters to an
independent investigative or law enforcement agency.

* Recommendation 3 - Establish procedures to verify the professional certifications of
applicants and their representatives with the appropriate regulatory board. If potential
violations are discovered, the respective board should be promptly notified in writing.
This notification, the regulative board’s response, and the Planning Board’s handling of
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any violations should become a permanent record and considered in all future work by
the Board and staff.

¢ Recommendation 4 - The Certificate of Compliance and Statement of Justification

- requirements included in the draft Manual should require applicants to certify
conformance to all federal, state, and local laws and regulations. The Certificate should
be used to oblige applicants to reveal existing easements or other restrictions which
govern the use of the subject property and to certify the accuracy of data contained in the
application. : _

¢ Recommendation 5 - All forms submitted to MNCPPC should have standard legal

language for the applicant and/or representative to attest to the accuracy of the
information provided.

A final draft of the Development Review Manual was issued in June 2007, As reported in our
March 23 memorandum, we believe an independent performance audit of the Planning Board’s
controls and capacity to prevent and detect fraud or abuse in land development matters is needed
to help strengthen the governance system for the County’s land development matters.

Audit of Selected Capital Improvements Program Projects with Development District Funding
In fiscal year 2007, we completed the field work for an audit of selected Capital Improvements
Program (CIP) projects identified as receiving funding from the Clarksburg Town Center
Development District (CTCDD) created in March 2003 with the Council’s passage of Resolution
15-87. The Resolution provided $17 million for infrastructure improvements. The projects we
examined - Stringtown Road Extended and CTCDD: Roads - account for approximately $1.6
million and $9.5 million, respectively.

Although our audit results were reported in early fiscal year 2008, a summary of the findings and
recommendations appears below. For the Stringtown Road Extended project, there were no
reportable findings. For the CTCDD: Roads project, we found that improvements are needed in
the administration of management processes used to implement the development district and to
coordinate infrastructure road construction projects.

» Finding 1 - The absence over the past four years of a designated administrator and written
procedures resulted in weaknesses in the coordination of key management processes used
to implement the CTCDD: Roads CIP project. We recommended the Chief
Administrative Officer (CAQ) take appropriate action to ensure a comprehensive
approach is developed to implement the CTCDD and all other development districts
created by the Council. We recommended that an administrator be formally designated
for each development district, including the CTCDD. This individual should be
responsible for preparing a detailed business process that ensures all key budget, finance,
public works, procurement, and legal requirements are addressed. We also recommended
that the CAO ensure sufficient policies and procedures are in place to ensure the
availability and reliability of all official records prepared by Executive staff throughout
the implementation of each development district. '

¢ Finding 2 - The County may not be complying with Section 14-16 of the County’s
development district law regarding competitive bidding for road projects, including two
substantially completed by the developer. Also, action should be taken to document the
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business processes that have been and will be used to justify disbursement of
development district funds for infrastructure road improvement projects in the CTCDD:
Roads CIP project. We recommended that the CAO take the necessary action to clarify
and document specific business processes used to justify disbursement of development
district funds authorized for CTCDD infrastructure road improvements. We also
recommended that the CAO obtain a formal opinion from the County Attorney as to
whether the County’s approach to date to construct the CTCDD infrastructure road
improvements complies with Chapter 14 and related County laws.

¢ Finding 3 - As of July 2007, key cost data, expenditure/funding schedules, and
descriptions included in the CTCDD: Roads CIP project description form did not
accurately account for certain development district funds authorized in 2003. We
recommended that the CAO take the action necessary to ensure all key cost data,
expenditure/funding schedules, and project descriptions included in the CIP budget for
the CTCDD: Roads project accurately reflect the development district funds authorized
for infrastructure road improvement projects. We also recommended that, to the extent
necessary, the CAO formally request clarification from the Council regarding the
maximum amount of development district funds to be disbursed for all infrastructure road
improvement projects included in Resolution 15-87, including those in Exhibits C and D.

Management’s response and our assessment of corrective action to date for these findings and
recommendations are summarized in the Appendix.

OIG Effectiveness

Our plan to survey key stakeholders in July-August 2007 regarding the effectiveness of OIG
services was postponed to give taxpayers, elected officials, executive leaders, managers,
employees, and civic organization leaders the opportunity to review this annual report prior to
rating the OIG as “effective”, “not effective”, or “neutral”. While such a survey was conducted
for the first time in July-August 2006 (with the results published in last year’s annual report), we
believe the use of a survey to assess performance can be more meaningful by surveying
stakeholders after they have had the opportunity to read this annual report and consider a full
year of activity related to the new OIG Fraud Hotline. The survey results will be published on
our website in 2008 and in our fiscal year 2008 annual report. We plan to include stakeholder
survey results as a key measure of OIG performance in the Executive’s performance budgeting
results initiative for fiscal year 2009.

Administrative Issues

In addition to performing financial and performance audits, evaluating fraud, waste, and abuse
allegations, and conducting investigations, the OIG is committed to several key administrative
issues in support of the inspector general concept.

Professional Development and Performance Excellence

As in preceding years, OIG team members were well qualified in fiscal year 2007 to pursue our
statutory responsibilities and actions plans included in the Four-Year Work Plan. Asan
independent office, we ensured: objectivity was maintained in all phases of our work;
professional judgment was used to plan and perform our work and report results; and, work was
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performed by employees who were professionally competent. Over the past two year period,
OIG staff have relied on MCG-sponsored training, Association of Government Accountants,
USDA Graduate School, Association of Certified Fraud Examiners, and American Institute of
Certified Public Accountants for continuing professional education in the areas of performance
management, financial and performance auditing, fraud investigations, and ethics. In addition,

one member of the OIG team is pursuing a Masters in Business Administration at the University
of Maryland.

The OIG also made contributions to performance excellence programs at the county, state, and
national levels. For example, the Inspector General served as an Examiner in 2007 for the
Baldrige National Quality Program, based in the U.S. Department of Commerce, Gaithersburg,
Maryland. He also served as a trainer and member of the Executive Guidance Board for the
Maryland Performance Excellence Awards process sponsored by the University of Maryland.

Audit and Investigative Standards

The Comptroller General’s government auditing standards were revised during fiscal year 2007,
with new requirements taking effect January 2008. The standards require audit organizations to
ensure an independent peer review is periodically performed resulting in an opinion as to
whether an organization’s system of quality control is designed and being complied with to
provide reasonable assurance of conforming to professional standards. In this regard, the last
OIG peer review was conducted in 2004 with policy and procedure updates taking effect in
October 2004. The peer review found the OIG to be in compliance with applicable professional
standards. In last year’s annual report, we reported that the next peer review was to take place in
late fiscal year 2007. However, it is now scheduled for fiscal year 2008 which represents the
third year of the current Inspector General’s four-year appointment. Prior to the peer review,
OIG policies and procedures will be updated in accordance with the revised auditing standards
issued by the Comptroller General. Our investigative standards continue to be those published in
May 2004 by the Association of Inspectors General (AIG).

To help comply with professional standards appropriate for inspector general offices at the
county government level, the OIG is a member of the AIG, with the current Inspector General
receiving certification in 2001. In fiscal year 2008, other OIG staff will have the opportunity to
receive AIG certification training.

Professional Relationships

The OIG meets periodically with Council members, the Executive, Chief Administrative Officer
and senior staff, the County’s extemal auditor, and managers from the Office of Legislative
Oversight, Montgomery County Public Schools, Maryland-National Capital Parks and Planning
Commission, Montgomery College, and the Washington Suburban Sanitary Commission. In
addition, we meet periodically with state and federal auditors and prosecutors, and other
inspectors general. During these meetings, standards applicable to the inspector general
community are discussed along with other matters of mutual interest. As in prior years, fiscal

year 2007 meetings helped ensure OIG audits and investigations did not duplicate or conflict
with other efforts.
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During fiscal year 2007, the Inspector General and staff made several presentations to County
employees and residents to communicate the unique role of the CIG in County government, and
to solicit ideas as to how our performance could be improved. For example, a presentation was
made in October 2006 to Montgomery County Taxpayers League members and an article was
published in the League's County Taxpayer newsletter regarding the establishment of the OIG
Fraud Hotline. As another example, a presentation was made in March 2007 to the local chapter
of the Association of Government Accountants at its monthly meeting.

IG Staffing and Project Time

During fiscal year 2007, authorized workyears totaled 4.9, consisting of an Inspector General,
Deputy Inspector General, Assistant Inspectors General (1 full-time and 1 part-time), Office
Manager, and an intern. We experienced short-term vacancies in the Deputy Inspector General
and Assistant Inspector General positions. More than 60 percent of our direct time (hours
dedicated to audit, review, and investigations focused on four areas: land development, capital
improvements program (CIP) projects, MCG overtime compensation, and implementation of an
independent OIG Fraud Hotline. Other areas receiving priority attention included: workers’
compensation fraud allegations, the handling of certain employee misconduct complaints, and
joint investigations with prosecutors regarding allegations of fraud or theft.

As a result of several Fraud Hotline complaints received in fiscal year 2007, the OIG made some
adjustments to its work plan for fiscal year 2008. For example, we postponed plans to conduct
additional capital project audit work involving facility construction for MCPS and Montgomery
College projects; instead, we will review the adequacy of management control, policies, and
procedures for certain programs and activities in the Department of Health and Human Services.
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APPENDIX

OIG Report Findings and Recommendations - Status of Corrective Action
A key OIG responsibility is to propose ways to increase legal, fiscal, and ethical accountability. This includes
using standards issued by the Comptroller General and the Association of Inspectors General to review
management’s response to audit findings and recommendations and track the corrective action planned or
taken. The table below describes the status (as of September 2007) of corrective action for two audit reports
included in this annual report. Formal follow-up audit attention has not been performed.

. Interim Audit Report, MCG Overtime Compensatlon, April 2007

F mdmg 1- Ma.nagement s response concurred with our assessment, indicating the 1993 policy is being re-written. 'I'he
response indicated that after the new policy is drafted, it must be reviewed to determine any obligation to bargain over the
changes. In a September 2007 update, FRS advised the policy remains in the revision stage. The update also reported bi-
weekly FRS audits have been used to ensure corrective action.

Finding 2 - Management’s response concurred with our assessment, stating existing FRS policy was not followed and
acknowledging the potential for overtime abuse. The response stated the draft revised policy will be reviewed by Finance
and OHR to ensure adequate internal controls and separation of duties. In a September 2007 update, FRS advised the

development of an updated index code system has improved the tracking of expenses, and that the changes have provided
management with a valuable improvement tool.

Finding 3 - Management’s response concurred with our assessment, stating the process to reorganize index codes began
several months earlier. FRS plans to implement the use of project codes for all overtime by July 1, 2007. A September
2007 update stated FRS was moved to the forefront of the MCTime (electronic timesheets) project to help address this
finding, with an 18-24 month estimate for implementation.

Finding 4 - Management’s response concurred with our assessment, indicating there is a renewed emphasis on data
management and validating existing performance measures. The response stated performance measures will include a
focus on assessing the use of overtime versus the use of full-time positions. In a September update, FRS advised a part of
the new Executive Performance Plan will include performance requirements to address this finding in more detail.

Finding 5 - While management’s response concurred with our assessment, it was not clear whether corrective action
planned includes establishing formal responsibility for oversight of MCG timekeeping procedures used to record and
approve overtime compensation, or conducting periodic internal audits of procedures used to record, approve, and justify

overtime compensation at selected County departments/offices, as recommended. An update will be included in our final
audit report.

Finding 6 - Management’s response concurred with our assessment, indicating that OMB is working with FRS to develop
a realistic budget for overtime that will be ready for the approved FY 2008 budget. In a September update, FRS reported
that the Council reduced FY 2008 overtime fundmg $3 million and that this change is being closely monitored.

Audit Report, Review of Selected CIP Projects with Development Dnstnct Funding, August 2007°

Finding 1 — Management's response concuired there needs to be a comprehensive approach to implementing
development districts, and stated consideration will be given to designating a development district administrator,
Management did not agree that there have been weaknesses in the coordination of key management processes used to
implement the CTCDD: Roads CIP project.

Finding 2 - Management's response indicated disagreement with this finding. The County Attorney issued a legal
opinion on these issues on September 7, 2007, after the audit report was released. It-also appears there is disagreement
with the recommendation that management clarify and document specific business processes that have been and will be
used to justify disbursement of development district funds authorized for CTCDD infrastructure road improvements.

Finding 3 — Management’s response indicated disagreement with this finding regarding the accuracy of cost data,
expenditure/ funding schedules, and narrative descriptions in the CIP for certain development district funds authorized by
the Council in 2003,

6 Management issued its formal response to our findings and recommendations in August 2007,
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