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OFFICE OF INSPECTOR GENERAL

MEMORANDUM

January 9, 2012

TO: Hon. Roger Berliner, President, County Council
Hon. Isiah Leggett, County Executive

FROM: Edward Blansitt W
Inspector General “‘“‘2 ;

SUBJECT: Final Report, Evaluation of Budget and Financial Information Provided by
Montgomery County Public Schools

This memorandum provides our final report on the financial information provided by the
Montgomery County Public Schools. The objective of our report was to determine
whether the budget documents and related financial reports provided to elected decision-
makers (the BOE, the Executive and Council) and their staffs provide sufficient
information needed to ensure oversight and assess MCPS financial resource utilization,
requirements and allocations.

Our report identifies additional information that should be provided by MCPS in periodic
financial status reports and in its budget presentations that would facilitate analysis of the
current MCPS financial requirements and its budget requests to better inform the
decisions of elected officials. None of our recommendations would require MCPS to
provide information that it does not already have available.

The MCPS Chief Operating Officer’s December 23, 2011 response to the OIG report defends
the adequacy of existing MCPS budget information and financial status reports but does not
disagree with any of the recommendations and agrees to provide additional information if it
is desired by elected officials.

We strongly urge you and other elected officials to work with MCPS to ensure such
information is consistently reported to you and your staffs.

We appreciate the courtesies and assistance provided by MCPS staff during our review.
If you have any questions, please contact me at 240-777-8241.

51 Monroe Street, Suite 802  Rockville, Maryland 20850
240 777 8240 » FAX 240777 8254 « E-mail: IG@montgomerycountymd.gov
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Appendix D:

Comparison of Monthly Financial Report (MFR) expenditure estimates to actual

expenditures and encumbrances from Budget-Funds Available (BFA) report

State Category

1Administration

2 Mid-Level Administration

3 Instructional Salaries

4 Textbooks & Instructional Supplies

5 Other Instructional Costs

6 Special Ed.

7 Student Services

8 Health Services

9 Student transportation

10 Operation of P& E

11 Maintenance of Plant

12 Fixed Charges

14 Community Services
Total

FY 2011 budget

as of
10/31/2011

38,829,924
136,214,392
806,479,191

24,398,899

12,198,213
241,941,828

10,469,052

44,852

93,632,048

85,964,500

33,332,841
424,880,396

50,000
1,908,436,136

BFA
6/30/2011

actual
Expenditures
37,758,616
132,606,756
798,380,410
20,425,494
10,093,082
233,744,132
10,211,383
16,267
92,066,003
84,619,249
32,714,926
422,737,543
50,000
1,875,423,861
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BFA
6/30/2011
actual
Encumbrance

211,686
41,039
1,635,033
1,981,601
53,704

707,292
874,871
279,755
567,948

6,352,929

BFA actual
available
Funds at
6/30/2011

859,622
3,566,597
8,098,781
2,338,372

123,528
8,143,994

257,669

28,584

858,752

470,381

338,160
1,574,905

26,659,345

MFR projected
year-end available

balance at

6/30/2011
800,000
2,800,000
3,100,000
2,300,000
900,000
5,600,000
200,000

1,300,000

17,000,000



Appendix E:

Changes in MCPS operating expenditures & staff FY 2007 —-FY 2011%°

State category

1 Administration

2 Mid-Level
Administration

3 Instructional Salaries

4 Textbook & Instructional

Supplies

5 Other Instructional Costs

6 Special Education

7 Student Services

8 Health Services

9 Student transportation
10 Operation of P& E
11 Maintenance of Plant
12 Fixed Charges

14 Community Services

Personnel
Instruction:
Teachers & staff
Special education
School administration
Student personnel &
support services

Subtotal

Special Revenue &
Business-type Activities

Position total

2007

43,163,115

118,650,653
760,940,050

36,680,260
18,687,106
227,023,151
10,264,691
44,821
81,298,925
102,598,137
30,815,334
463,825,658
1,750,520
1,895,742,421

20,740

2011

36,954,635

135,139,216
824,315,364

21,939,573
11,571,972
271,395,047
10,680,737
16,267
94,135,828
113,952,839
33,013,662
636,600,510
1,608,047
2,191,323,697

20,746

Changes from
FY 2007- FY

2011

-6,208,480

16,488,563
63,375,314

-14,740,687
-7,115,134
44,371,896
416,046
-28,554
12,836,903
11,354,702
2,198,328
172,774,852
-142,473
295,581,276

6

% Change in
Change category
FY 2007 as% of

to FY total
2011 change
-14.38% -2.10%
13.90% 5.58%
8.33% 21.44%
-40.19% -4.99%
-38.08% -2.41%
19.55% 15.01%
4.05% 0.14%
-63.71% -0.01%
15.79% 4.34%
11.07% 3.84%
7.13% 0.74%
37.25% 58.45%
-8.14% -0.05%
15.59% 100.00%

-2.41%

8.92%

0.48%

-0.55%

0.09%

-2.06%

0.03%

2 source: Montgomery County Public Schools Comprehensive Annual Financial Report (for the Fiscal Year
Ended June 30, 2011) page 85.
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Appendix F:

Montgomery County Public Schools Chief Operating Officer’s Response

MCPS 5 MONTGOMERY COUNTY PUBLIC SCHOOLS

www.montgomeryschoolsmd.org MARYLAND
December 23, 2011

Mr. Edward L. Blansitt 11T
Inspector General

Office of the Inspector General
Montgomery County Government
51 Monroe Street, Suite 802
Rockville, Maryland 20850

Dear Mr. Blansitt:

Thank you for providing Montgomery County Public Schools (MCPS) staff with the opportunity
to review and comment on the Office of Inspector General Official Draft Report, Evaluation of
Budget and Financial Information Provided by Montgomery County Public Schools. Comments
and suggestions for technical changes were provided and some were incorporated into the draft
report.

The following comments are offered upon final review. Consistent with past practice, I look
forward to our comments being attached to your final report.

Summary Response

The Board of Education, superintendent of schools, and staff share the interest in providing
meaningful, clear financial information to decision makers and the public as well as complying
with all federal, state, and local reporting requirements. Over the past thirty years, MCPS has
been recognized with awards for the quality of our financial reporting, including seven years of
receiving the Certificate of Achievement for Excellence in Financial Reporting from the
Government Finance Officers Association (GFOA) and thirty consecutive years of receiving the
Certificate of Excellence in Financial Reporting from the Association of School Business
Officials (ASBO).

The Inspector General’s report, like the recently released report of the Office of Legislative
Oversight (OLO) on MCPS Category 12, otiginated from questions raised about information
provided by MCPS during review of the Board of Education’s Fiscal Year (FY) 2012 Operating
Budget Request. The OLO report focused on available data regarding employee benefits in
Category 12 and in the internal service fund and pension trust fund used by MCPS for employee
benefits administration. The data-driven suggestions in the OLO report can improve current
procedures to ensure that the Council has the information it needs to make budget decisions on
MCPS employee benefits. MCPS agreed with the suggestions and the Board of Education
committed itself to working collaboratively with the county executive, Councilmembers, and
Council staff to implement the report’s recommendations.
Office of the Chief Operating Officer
850 Hungerford Drive, Room 149 ¢ Rockville, Maryland 20850 ¢ 301-279-3626
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Mr. Edward L. Blansitt 2 December 23, 2011

The Inspector General’s report, on the other hand, includes no examination of MCPS reports in
the area of employee benefits and makes no specific suggestions for new procedures that can
improve the analysis of MCPS budget requests in this area, Instead, the report deals on a very
general level with the MCPS operating budget documents and MCPS monthly financial report.
Specifically, recommendation #4—related to findings in the area of employee benefits—
recommends only “That all relevant information...is consistently communicated,” and “That all
important communications...are well documented.” While these are valid goals, with which
MCPS fully agrees, the recommendations do not offer specific suggestions to improve current
procedures. The OLO report, in contrast, offers a practical and specific road map for improving
communications and outcomes.

During the discussion of the FY 2012 MCPS Operating Budget, issues arose on the amount of
appropriation for Category 12, Fixed Charges, related to the cost of employee benefits,
particularly health and life insurance. The report states that MCPS had requested an increase of
$18 million for this purpose, an amount generally sufficient to spark further questions and
request for detailed support. Neither Councilmembers nor Council staff asked for supplementary
information or asked any specific questions on the status of the Employee Benefits Plan internal
service fund, even though they received information from the County government indicating
similar surpluses in its health plan fund. MCPS and the County government use similar
procedures to manage their health care plans, with which the Council staff is familiar. The
Government Operations and Fiscal Policy Committee, with jurisdiction over compensation for
all county agencies, did not request any supplementary information on the internal service fund
and asked no questions on the status of the fund or the assumptions behind the MCPS request. In
past years, such major issues typically were resolved only after extensive staff review and public
discussion.

The stated objective of the Inspector General’s review was to “determine whether the budget
documents and related financial reports provided to decision makers (the Superintendent, the
BOE [Board of Education], the Executive, and Council) and their staffs provide sufficient
information needed to ensure oversight and assess MCPS financial resource utilization,
requirement and allocations.”

The report and findings reflect a limited understanding of the differences and requirements
between the three critical processes of budgeting, financial oversight, and financial reporting.
While the three processes are clearly interrelated, they each have separate timelines, objectives,
and requirements. To meet these objectives, appropriate reports and data are critical. Due to the
different timelines, the data will appear different based on the information available at the time
and the objective of the report.

The school system’s monthly financial report has been an invaluable tool in helping us manage
our complex operating budget expenditures; however, Maryland State law does not envision that
a monthly financial report is a proper tool for analysis of budget requests. Maryland State law
provides specific direction for the information to be included in the Board of Education budget
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Mr. Edward L. Blansitt 3 December 23, 2011

request submitted to the county executive and County Council. The Board of Education
Operating Budget Request and the accompanying Program Budget provide detail by state
category, organizational unit, program, and object of expenditure, which are used to evaluate the
budget request.

Finding #1

Monthly Financial Reports provided by MCPS to the Board of Education, county executive, and
County Council display differences between amounts budgeted and estimates of revenues and
expenditures but do not present revenue or expenditure data sufficient for analysis.

A. Most amounts presented in the Monthly Financial Reports are estimates of revenues and
expenditures rather than actual financial data.
B. Available detailed data is not contained in Monthly Financial Reports.

MCPS Response

Monthly Financial Reports are intended to provide information to the parties regarding the
financial position of MCPS for the fiscal year relating to the annual budget. Maryland State law
and the Maryland State Department of Education (MSDE) financial manual do not provide a
standard format for monthly financial reports. Each local school district uses its own approach
and provides information in a format and scope developed to be most useful to the Board of
Education, other elected officials, and residents.

MCPS has used the same basic format for financial reports for at least 15 years. Over that
period, the reports have been regularly reviewed by the members of the Board of Education,
including through scheduled public discussions at monthly meetings. The County Council
Education Committee has received each report and reviewed them regularly at committee
meetings. The Board of Education and the committee have asked questions and requested
additional information based on issues that arose from the discussions, but no changes have been
requested in the format. Specifically, there have been no questions regarding the amount of
actual expenditures. Most questions have concentrated on the level of available funds and the
end-of-year projections.

Since neither revenues nor expenses occur in a linear fashion, projections are much more critical
to forecasting whether spending for the entire year is on track. The MCPS monthly financial
report combines year-to-date actual expenditures and encumbrances to show current
commitments. MCPS can distinguish actual expenses to date on the report, but it is not clear that
the information would be useful in forecasting the overall financial position since the majority of
MCPS expenditures do not occur evenly throughout the year. MCPS can provide actuals and
encumbrances if desired by elected officials.
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Mr. Edward L. Blansitt 4 December 23, 2011

The report states on page 14 that the major purpose of the monthly financial report, as described
by state law, is to alert the county governing body that a school board may be committed to
spend more during the fiscal year than was appropriated for any state category of expenditure.
This sensible direction allows either the school board or the County Council to take necessary
actions either to correct the problem or offset the deficit by savings in other state categories. It
should be noted that the monthly financial report format as described by the report (page 4)
shows that the monthly financial report is organized by state category, that it focuses on year-end
projections, and that it deals with commitments for spending by combining actual expenditures
with formal encumbrances (commitments). In this respect, the existing format complies with the
intent of Maryland State law. The financial report does not discuss the status of internal service
funds, fiduciary funds, or enterprise funds because the status of these funds does not affect the
surplus or deficit in a category. The report notes, moreover, that year-end categorical transfer
requests submitted by the Board of Education included specific detail on transfers made to the
internal service fund to increase its reserve.

Finding #2

The detailed audited financial information contained in the Comprehensive Annual Financial
Report (CAFR) does not match the data presented as “actual” in the operating budget.

MCPS Response

The report states that the differences between actual expenditures for the previous fiscal year as
presented in the CAFR and the operating budget are small and that MCPS is able to reconcile the
amount of differences. MCPS provided and explained the reconciliation to the Inspector
General. Each August, as part of the budget development process, the MCPS Department of
Management, Budget, and Planning completes a reconciliation of actual expenditures for the
previous fiscal year between the General Ledger and the distinct Budget Management
Application that is used to prepare and print the operating budget. The purpose of this process is
to provide data to account managers to assist in the preparation of budget submissions for the
next fiscal year. Because final audited numbers are not complete for the CAFR at that time,
small differences are possible between the General Ledger extract used in August and the final
audited CAFR,

The budget reconciliation includes a variety of adjustments based on the differences between the
General Ledger and the operating budget. Adjustments include expenses such as non-cash
depreciation and inventory adjustments that are not included in the budget, accounts with
expenditures not expected to be included in the subsequent year’s budget, new accounts not yet
included in the budget system mapping table, and accounts with expenditures that do not have a
one-to-one relationship with an operating budget account. Many of the expenditures subject to
reconciliation are one-time or non-recurring expenditures. Based on the reconciliation,
adjustments are made to be able to print actual expenditures in the budget. Control systems
ensure that the reconciliation provides a presentation of actual expenditures in the budget that is
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Mr. Edward L. Blansitt 5 December 23, 2011

consistent with the General Ledger, but which does not necessarily match the CAFR for each
state category of expenditure. A subsequent download using final CAFR amounts can be
performed, if necessary, but because actual expenditures in the budget would still differ slightly
from the CAFR by state category, the budget would have to include a reconciliation, which can
be shown in the budget as a control tool, as recommended by the report.

Finding #3

MCPS budget requests do not provide information necessary to evaluate the appropriate request
by state category.

A. The Education Article requires that all jurisdictions report budget and expenditure data in
consistent state categories.

B. The budget documents do not clearly link the state categories to the operating or program
budget data provided elsewhere in the documents.

C. The BOE request does not explain changes compared to the superintendent’s
recommendation.

MCPS Response

MCPS’ budget presentation has been expanded over many years to provide meaningful
information to readers in the community as well as decision makers. The state categories are at
an extremely high level and do not provide the level of detail decision makers have required.
The MCPS budget presentations include information by instructional level as well as
identification of initiatives and special programs.

The recommended operating budget provides detailed information by state category. County
Council staff has requested and received detailed explanations for increases or decreases in the
request for categories. Providing categorical detail for each organizational unit is not of
significant value. A review of other school system budgets that include such information shows
that it is not helpful without detailed explanatory information.

The superintendent’s recommended budget provides detailed explanations for all budget
changes. The Budget in Brief summarizes budgetary changes for the general public. A summary
of category changes is included.

‘When the Board of Education amends the superintendent’s recommendation as part of its requested
operating budget, a detailed explanation of the changes by state category is published in the budget
request. In FY 2011 and FY 2012, the Board did not amend the superintendent’s recommendation.
The FY 2010 Operating Budget included a schedule that showed Board amendments. The FY 2012
changes in Category 12, Fixed Charges were explained in detail in the superintendent’s
recommended budget, with an accompanying chart of the detail organized by the major
components of Fixed Charges. It does not make sense that the county executive or the County
Council would approve such major increases without a detailed explanation.
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Mr. Edward L. Blansitt 6 December 23, 2011

MCPS continues to be willing to provide any requested additional supplementary information
needed by elected officials.

Finding #4

County Council staff had no information regarding lower-than-originally projected health benefit
costs at the time the final Council decision on the MCPS appropriation was made.

A. The BOE relies on Monthly Financial Reports for financial information.

B. The BOE acknowledges that information regarding the revised costs estimates was
not in the Monthly Financial Reports.

C. County Council staff was not advised of revised health benefits cost estimates.

MCPS Response

During the winter of 2011, as MCPS began to identify the savings on benefits, its consultants
continued to question whether this was indeed the start of a change of a multiyear trend of cost
increases or an anomaly. It was only during the last few months of the year that staff was more
confident that the beginning trend would indeed continue through the end of the fiscal year.
Once staff had confirmed that this was a trend, the cost savings was reported. The county
executive has stated that he was informed of this revised cost estimate. The president of the
Board of Education has stated that the information was provided to the County Council
president. County executive and County Council staff analysts have agreed that MCPS is
responsive to inquiries regarding financial information.

MCPS will continue to provide financial information as requested by elected officials.
Recommendation 1

That the superintendent of schools work closely with the Board of Education, county executive,
and County Council to ensure that they and the public receive meaningful financial status
reports.

MCPS Response

It has long been the goal of MCPS to provide meaningful financial reports. To that end, staff has
met many times with the public and the staff of elected officials to ensure that information is
understandable and clear and has provided other information as a result. The program budget
was developed as a tool to make the complex MCPS budget more readable for the public. Staff
will continue to work to provide meaningful financial status reports.
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Mr. Edward L. Blansitt 7 December 23, 2011

Recommendation 2

That the superintendent of schools works closely with the Board of Education, county executive,
and County Council to ensure that they have the information needed to provide adequate
oversight.

MCPS Response

MCPS has received many acknowledgements from staff in the offices of the County Council and
county executive for the quality of the information provided. MCPS staff will continue to work
to provide information required by elected officials and will work with the staff in the offices of
the County Council and county executive to meet their needs for information.

The Inspector General recommends “An exhibit in the operating budget reconciling the actual
revenues and expenditures reported in the CAFR on a budgetary basis to tables appearing in the
Operating Budget submission to the BOE and the BOE Request.” Although this exhibit can be
added to the future budgets, this information provides limited value to the decision makers or
their staff in reviewing and approving the budget request. The Inspector General also has
recommended, “Interim financial information at mid-fiscal-year presenting the Statements of
Revenues, Expenses, and Changes in Fund Net Assets as of December 31, for the enterprise
funds and internal service fund.” This recommendation is similar to a recommendation made in
the Office of Legislative Oversight report referred to on page 1 of this letter, and we already have
agreed to this suggestion.

Recommendation 3

That the superintendent of schools works closely with the Board of Education, county executive,
and County Council to ensure that they agree on budget narratives and exhibits to accompany the
BOE budget request.

MCPS Response

MCPS staff has been acknowledged as extremely responsive and willing to provide data and
financial information. Staff will continue to work to provide information required by elected
officials and will work with fiscal analysts in the offices of the county executive and County
Council to provide needed information.

Recommendation 4

That the superintendent of schools works closely with the Board of Education, county executive,
and County Council to ensure that all important communications, formal or informal, are
documented.
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Mr, Edward L. Blansitt 8 December 23, 2011

MCPS Response

MCPS staff regularly communicates and works with the fiscal staff in the county executive and
County Council offices.  Staff will continue to communicate and document those
communications as appropriate.

If you have any additional questions, please contact me at 301-279-3626 or Mrs. Susanne G.
DeGraba, chief financial officer, at 301-279-7265.

Sincerely,

%/fm

Larry A. Bowers
Chief Operating Officer

LAB:mcs

Copy to:
Dr. Starr
Mr. Edwards
Mrs. DeGraba
Mr. Doody
Dr. Spatz

38



