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I. Introduction
Internal Audit (IA) conducted this attestation examination in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform the
examination to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our examination objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our examination
objectives.
This report is intended to provide information to management; however, it is also a matter of
public record, and with the exception of any applicable disclosure exemptions, distribution
should not be limited. Information extracted from this report may also serve as a method to
disseminate information to the public as a reporting tool to help citizens assess government
operations. Management responsible for the functional area reviews the report, and their formal
written responses are incorporated into the final report per IIAA policy and generally accepted
government auditing standards.
It is management’s responsibility to design and implement an adequate system of internal
control, and it is the Internal Audit Division’s responsibility to determine if management's
system of internal control is functioning properly in relation to the audit objectives. It is also
management’s responsibility to decide if action should be taken in response to any reported
recommendations, taking into consideration related costs and benefits. Management, therefore,
assumes the risk of making the decision not to implement any reported recommendations.

II. Background
The Hotel Rental Tax was established as a result of the Frederick County Government’s
Ordinance No. 04-11-355. The ordinance was approved and adopted on July 15, 2004, with an
effective date of August 2, 2004. This tax was enacted to provide a source of funding to the
Tourism Council of Frederick County, Inc. (Tourism Council). Prior to the tax, the Tourism
Council was largely funded directly from Frederick County’s General Fund. Specifically, the
ordinance states that the Hotel Rental Tax revenue will first be used to pay for administrative
costs incurred by the County in collecting the tax. The balance is then to be paid to the Tourism
Council, with a portion of the balance to be used for a visitor center.
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Prior to the establishment of Ordinance No. 04-11-355, the Tourism Council entered into a
Memorandum of Understanding (MOU) with the Board of County Commissioners (BoCC),
dated June 15, 2004. This MOU provided guidelines that the Tourism Council would be
required to follow, if a Hotel Rental Tax were to be established. One such requirement was that
5% of the net tax collections for fiscal years 2005 and 2006 would be designated for the Tourism
Council’s new visitor center. This requirement increased to 10% of the net tax collections for all
subsequent fiscal years.
The MOU also stipulated that the Tourism Council would be required to create a program by
which non-profit organizations within Frederick County may apply for funding from the Hotel
Rental Tax in order to help promote tourism. The Tourism Council established the Tourism
Resources Invested in Promotion and Product (TRIPP) program, whereby organizations can
apply for such funding on an annual basis. The Tourism Council Board approves the annual
amount to be used for the TRIPP program and the percentage of allocated funds used for
advertising and development. The Tourism Council entered into another MOU with the BoCC on
June 28, 2007. This MOU outlined the amount of debt service for the construction of the new
visitor center and stated the County will deduct an amount equal to one-twelfth of the annual
debt service each month from the Hotel Rental Tax collections.
On a monthly basis, hotels within the County are required to pay the Treasurer of Frederick
County their balance of the Hotel Rental Tax collected from patrons. Once the revenue is
received, the Accounting Department records the revenue and calculates the administrative fee to
be retained by the County. Administrative fees are estimated at the beginning of the fiscal year.
At the end of each fiscal year, beginning with FY09, actual administrative costs are calculated
and any adjustments are made to the next fiscal year collections. For the period of this
examination, the administrative fee rate was 2.46% of gross collections which totaled $2,214,299
($1,112,564 for FY08 and $1,101,735 for FY09). From the net collections, Accounting records
the visitor center allocation, the debt service allocation, and the balance of Hotel Rental Tax
revenue to be paid to the Tourism Council in the County’s PeopleSoft financial system. A check
along with a spreadsheet explaining how the monthly amount was derived is sent to the Tourism
Council for their share of the monthly receipts.
In addition to expenditures resulting from the construction and renovation of the new visitor
center, as well as everyday operations, the Tourism Council uses the revenue generated from the
Hotel Rental Tax to fund its TRIPP program. Non-profit organizations may apply for two types
of awards provided by this program: advertising and development. The applicant must submit a
complete application by the deadline, as well as a marketing plan for the project that they want to
fund through the TRIPP program. The Tourism Council’s selection committee chooses
applicants that are most deserving and meet the overall guidelines of promoting tourism within
Frederick County. Once funding is approved for an organization, the type of award stipulates
how the funding is distributed. The organization must contribute a match of funds in order to
receive an award from the Tourism Council, as stipulated by their award agreement.

Frederick County Internal Audit

2

Frederick County Hotel Rental Tax Examination for the Period July 1, 2007 through June 30, 2009

III. Objective, Scope, and Methodology
The objective of this examination was to issue a conclusion on the Tourism Council’s
compliance with all laws, regulations, agreements and procedures related to Hotel Rental Tax
revenues and expenditures. This examination was focused on areas specifically mentioned either
by the June 15, 2004 Memorandum of Understanding, namely the TRIPP program and visitor
center funds, or by Ordinance No. 04-11-355.
Specifically we determined:
Whether Hotel Rental Tax revenues were recorded properly.
If operating and TRIPP expenses were properly approved, appropriate, and allowable in
accordance with applicable laws and/or regulations, agreements, and Tourism Council
procedures.
If the appropriate amounts of Hotel Rental Tax revenue were being set aside for the
visitor center and related expenditures were approved, appropriate, and allowable in
accordance with applicable laws and/or regulations, agreements, and Tourism Council
procedures.
The scope of this examination covers Hotel Rental Tax revenues, the Tourism Council’s
operating, TRIPP, and Visitor Center expenditures for the period July 1, 2007 through June 30,
2009.
During the planning phase of this examination, we analyzed Hotel Rental Tax revenues,
associated fees, and allocations for fiscal years 2006, 2007, 2008, and 2009. The results showed
an increase between fiscal years 2006 and 2007 as the economy was still thriving. After that,
each year revenues gradually declined due to a downturn in economic events.
Our methodology also included:
Verifying that tax collections from individual hotels as reported on County summary reports
agreed with amounts used to calculate payments due to the Tourism Council.
Verifying that the amounts paid by the County to the Tourism Council agreed with the
amounts recorded in PeopleSoft and were accurately deposited in their bank account.
Recalculating each month’s withholding of the administrative fees and visitor center
allocations.
Verifying that the Tourism Council set aside the proper amount for the visitor center.
Testing a sample of 30 operating expenses, 15 TRIPP expenses (including both advertising
and program development expenses), and 5 visitor center construction expenses to ensure
that the expenses were properly approved, appropriate and allowable. Additionally, for the
TRIPP expenditure sample, we verified that the appropriate amount of awardees’ match was
received and that the funding amount did not exceed the fiscal year’s maximum allowable
amount.
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IV. Audit Results
Based on our examination of Hotel Rental Tax revenues and expenditures for fiscal years 2008
and 2009, we conclude that the Hotel Rental Tax revenues are being recorded properly. Also,
our testing showed that expenditures of the Hotel Rental Tax revenues for operating, TRIPP
program, and visitor center purposes were approved, appropriate and allowable in accordance
with applicable laws and/or regulations, agreements, and Tourism Council procedures. Our
testing also showed that the Tourism Council set aside appropriate amounts of Hotel Rental Tax
revenue for the visitor center. Our sample testing yielded no exceptions.
However, in reviewing the Tourism Council’s policies and procedures, we found that their
document retention policy is not sufficient to meet Hotel Tax examination requirements.
Although all documents were available for the examination period, should the Tourism Council
follow their current document retention policy and procedures (Policy Section 2d), adequate
supporting documentation may not be available to conduct the required Hotel Rental Tax
examination. The examination is required every two years, and the Tourism Council’s policies
allow for the destruction of some documents, such as bank statements, after one year.
We recommend that the Tourism Council research recommended document retention procedures
and consult with their accounting firm to review the policy/procedures. We also recommend the
Tourism Council change the current policy/procedures to coincide with recommended practices
and maintain records long enough to meet examination requirements.

V. Summary of Response
On May 18, 2010, the Tourism Council’s Executive Director provided a written response (see
attached) to our May 10, 2010 draft report. He agreed with our recommendation to review and
revise the data retention policy and procedures and informed us that the Tourism Council’s
Board of Directors has already taken action. A new policy was adopted on May 14, 2010 to
ensure that records continue to be maintained long enough to meet examination requirements.
Specifically, accounting documentation now has to be retained for four years. This action is
responsive to our recommendation. No further action is needed.
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