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Montgomery County Public Schools

GUIDING TENETS

CORE VALUES

* MCPS is committed to doing whatever it takes to ensure that every child, regardless of race, ethnicity, gen-

der, socioeconomic status, language proficiency, or disability, learns and succeeds.

Student outcomes shall not be predictable by race or ethnicity.

MCPS has high expectations for all students, believing that all children can learn at high levels.

Every student is a unique learner and MCPS will tailor instruction to meet the learning needs of each student.

A comprehensive early years’ program is critical for students to acquire the knowledge and skills to be successful

in reading, writing, and mathematics.

* The pursuit of excellence for all students requires providing our neediest students with the extra support necessary
to attain rigorous targets.

* MCPS demonstrates commitment to continuous improvement by reviewing, evaluating and improving our work
and monitoring student performance data.

* MCPS is committed to a culture of respect that includes fair treatment, honesty, openness, and integrity.

Revised June 2009

MISSION

To provide a high-quality, world-class education that ensures success for every student through excellence in teaching
and learning.

VISION

A high-quality education is the fundamental right of every child. All children will receive the respect, encourage-
ment, and opportunities they need to,build the knowledge, skills, and attitudes to be successful, contributing
members of a global society.

SYSTEM GOALS

Ensure success for every student

Provide an effective instructional program

Strengthen productive partnerships for education

Create a positive work environment in a self—renewing organization

Provide high-quality business services that are essential to the educational success of students

BOARD OF EDUCATION ACADEMIC PRIORITIES*

* Organize and optimize resources for improved academic results

* Align rigorous curriculum, delivery of instruction, and assessment for continuous improvement of student
achievement

* Develop, expand, and deliver literacy-based initiatives from prekindergarten through Grade 12

* Develop, pilot, and expand improvements in secondary content, instruction, and programs that support students’
active engagement in learning ,

 Use student, staff, school, and system performance data to monitor and improve student achievement

e Foster and sustain systems that support and improve employee effectiveness, in partnership with MCPS employee
organizations

* Strengthen family-school relationships and continue to expand civic, business, and community partnerships that
support improved student achievement

*Revised July 17, 2007

CRITICAL QUESTIONS
‘What do students need to know and be able to do?

How will we know they have learned it?
What will we do when they haven’t?
What will we do when they already know it?
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Members of the Board of Education:

Maryland State law requires that local education agencies publish at the close of each year a complete set
of financial statements presented in conformity with generally accepted accounting principles (GAAP) and
audited in accordance with generally accepted auditing standards by a firm of licensed certified public
accountants. In compliance with that requirement, we hereby submit the Comprehensive Annual Financial
Report (CAFR) of the Montgomery County Public Schools (MCPS) for the fiscal year ended June 30, 2009.

This report has been prepared pursuant to Education Article Section 5-109 of the Annotated Code of
Maryland. The report consists of management’s representations concerning the finances of MCPS.
Management assumes full responsibility for the completeness and reliability of all the information presented
in this report. Management has established a comprehensive internal control framework. Internal
accounting controls are designed to provide reasonable assurance that assets are properly safeguarded
and accounted for, and to ensure the reliability of accounting information for preparing financial statements
in conformity with GAAP. The concept of reasonable assurance recognizes that the cost of a control should
not exceed the benefits likely to be derived, and the valuation of costs and benefits requires estimates and
judgments by management. As management, we assert that, to the best of our knowledge and belief, this
financial report is complete and reliable in all material respects.

MCPS financial statements have been audited by Clifton Gunderson LLP, an independent firm of certified
public accountants. The independent auditor’s report is presented as the first component of the financial
section of this report. MCPS also is required to undergo a federally mandated “Single Audit” designed to
meet the special needs of federal grantor agencies. In addition to reporting on the fair presentation of the
financial statements, the single audit places special emphasis on internal controls and legal requirements
involved in the administration of federal awards. These reports are available in MCPS’ separately issued
Single Audit Report.

Overview of the Report

The CAFR is divided into three sections: introductory, financial, and statistical. The introductory section
includes this transmittal letter, copies of awards for excellence in financial reporting, a listing of officials, and
the organization chart. :

The financial section includes the report of independent auditors, Management’s Discussion and Analysis
(MD&A), the basic financial statements, the combining and individual fund financial statements, and
supplementary data. GAAP requires that management provide a narrative introduction, overview, and
analysis to accompany the basic financial statements in the form of MD&A. This letter of transmittal is
designed as a complement and should be read in conjunction with MD&A. The MD&A can be found
immediately following the report of the independent auditors.

The statistical section includes selected financial, demographic, and operating information, generally
presented on a multi-year basis.

MCPS Profile
The Board of Education of Montgomery County is the elected body, corporate and politic, established under

Maryland law to provide public education in kindergarten through twelfth grade to children residing within the

Office of the Superintendent of Schools

850 Hungerford Drive, Room 122 ¢ Rockville, Maryland 20850 ¢ 301-279-3381
1




Members of the Board of Education

borders of Montgomery County, Maryland. The Board is composed of five district members, two at-large
members, and employs a superintendent of schools to administer the school system. Primary funding is
provided by Montgomery County from its general revenues. Funds also are received from state and federal
sources for general school aid and specific purpose grants. The budget is approved by the Montgomery
County Council. The Board of Education has no power to levy and collect taxes or increase the budget.
Because of the relationship with Montgomery County, MCPS is considered a component unit of the county
government, as defined by GAAP for governmental entities.

The general purpose financial statements and supplementary data in this report include all funds
administered by MCPS in conjunction with its mission of providing elementary and secondary public
education. The reporting entity also includes a component unit of MCPS, the MCPS Educational
Foundation, Inc. The Educational Foundation is legally separate from MCPS but included in the MCPS
reporting entity because of the significance of its financial relationship with MCPS and because MCPS is
considered financially accountable for the Foundation.

Relevant Financial Policies

MCPS financial policies endorsed by Board of Education policies and regulations remain unchanged:
organize and optimize resources for improved academic results; deliver high academic results at a low
student cost; evaluate the use of resources for applicability to goals of the Board of Education’s strategic
plan; provide financial accountability and transparency to the citizens of Montgomery County; obtain a fair
share of State aid; and carefully manage indebtedness and debt service.

MCPS uses zero-based budgeting as a tool to manage its exposure to rising costs and to assure spending
is efficient. Innovative approaches to continuous improvement are employed to streamline processes and
eliminate waste, and to measure process performance in meeting the goals of the Board of Education’s
strategic plan.

Factors Affecting Financial Condition

Local economy. MCPS receives approximately 71 percent of its operating budget from Montgomery
County. The economic condition and outlook of the county, therefore, play substantial roles in the economic
condition of MCPS.

For the Washington Metropolitan Statistical Area (MSA), leading economic indicators have continued to
decline as a result of the national recession. According to the Center for Regional Analysis, the region’s
economy is expected to grow very slowly during 2009. The region lost approximately 42,000 jobs over the
past year, mainly in construction and retail trades. The most recent unemployment rate was 6.2 percent,
well below national levels, but significantly higher than recent years for the metropolitan area. The
Washington MSA Coincident Index, a measure of the current state of the metropolitan economy, decreased
by 8.9 percent during FY 2009. The Washington MSA Leading Index decreased by 2.2 percent in FY 2009,
suggesting continued sluggish growth in the region’s economic expansion in the next six to eight months.
Both the region’s and the county’s economies are expected to outperform the nation’s economy due to the
large presence of the federal government in the area. The federal government comprises approximately 30
percent of the county’s economy. Consumer prices in the region increased 0.4 percent in the past year,
above the national average, and lower than the previous year’s regional inflation rate of 4.4 percent.

Montgomery County’s economy has experienced weak economic performance during the last year. The
primary reasons for the county’s weak performance were declining employment, weak residential
construction, a continued decline in housing sales, and weak consumer spending despite low inflation.
Resident employment declined by 3.0 percent. Payroll employment declined by 0.3 percent. However, the
county’s unemployment rate of 5.7 percent remains one of the lowest in the state, a full percentage point
below the state average. Construction activity experienced poor results, with new projects down 36.0
percent in value. The value of new residential construction has decreased 45.6 percent this year, and the
number of residential building permits issued decreased by 57.5 percent. The number of residential sales
increased during the year by 4.6 percent and housing inventories declined. However, average home prices
in the county have decreased by 19.6 percent this year. While revenue from property taxes continues to
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increase, revenue from real estate transfer and recordation taxes has sharply decreased in FY 2009.
Purchases of goods and services were down by 8.3 percent.

Long-term financial planning. Six-year budget projections are updated each year, used as a starting point
for discussion and planning, and revised each year to reflect trends and factors affecting enroliment.
Preliminary projections for FY 2011 through FY 2015 indicate an annual increase for major known
commitments of $99.4 million for FY 2011, $81.6 million for FY 2012, not including the effects of the loss of
temporary federal stimulus aid, and similar projected increases for known commitments for FY 2013 through
FY 2015, not including the cost of future negotiated agreements. Each 1 percent salary increase will add
$16.0 million in FY 2011. These projections do not include funds to address the initiatives planned in the
MCPS strategic plan, Our Call to Action: Pursuit of Excellence, to raise the bar and close the achievement
gap between racial and ethnic groups.

Negotiated agreements. Although the Board of Education and the three employee associations had three
year contracts that were set to expire on June 30, 2010, all parties agreed in Fall 2008 to re-open the
contracts and participate in joint negotiations regarding salaries and benefits for FY 2010. This was a result
of all parties recognizing that resources would not be available to fund the contracts given the forecasted
economic situation. Agreement was reached with the three employee associations to defer the scheduled
cost-of-living adjustment of 5.3 percent and additional negotiated improvements. The agreement resulted in
the continuation of the FY 2009 salary schedules through FY 2010.

Enroliment. MCPS enroliment has increased by over 41,000 students in the past 20 years. After a brief
period of relatively flat enroliment, from 2002 to 2007, enroliment began to increase substantially in 2008
and 2009. Between 2007 and 2008 enroliment increased by 1,500 students, and between 2008 and
2009 enroliment increased by about 2,200 students. Enroliment on September 30, 2009, is expected to
be about 141,500. As a result of increasing numbers of births in the county, and other factors that are
increasing enroliment, total enroliment is projected to continue to grow, with 6,000 more students
projected to enroll by 2015.

In regard to school capacity, MCPS is still catching up with enroliment increases that have already
occurred, with additional space needs resulting from implementation of full-day kindergarten at all
elementary schools, and with implementation of class-size reductions in Kindergarten and Grades 1 and
2 at elementary schools having high levels of Free and Reduced-price Meals System participation. This
year MCPS is addressing over utilization at schools with 436 relocatable classrooms, 385 of which are at
elementary schools where space issues are most pronounced. To relieve over utilization of schools, in
FY 2009 MCPS added a total of 105 classrooms to nine elementary schools and two middle schools. In
FY 2010 MCPS will add another 40 classrooms to two elementary schools and three high schools, and
open one new elementary school adding an additional 33 classrooms. Further increases in school
capacity are programmed for FY 2011 to FY 2015.

Cash management program. MCPS maintains a cash management program for the purpose of achieving
maximum financial return on available funds. Temporarily idle cash is invested on a daily basis in a money
market mutual fund and in fully collateralized repurchase agreements. Investment earnings were $845,745
in FY 2009. Excess cash during the year is invested by the Montgomery County Government for MCPS.
MCPS does not benefit directly from the investment earnings derived from the county's cash management
and investment programs.

Risk Management. Page 84 in the statistical section of this report presents the Montgomery County and
Board of Education's Self-Insurance Fund. This fund was established in 1954 so that properties of the
county, including schools, could be partially self-insured for fire insurance purposes. Effective July 1, 1978,
this fund was merged into an expanded self-insurance program to cover workers' compensation, general
liability, and boiler and motor vehicle risks. It appears that, based upon experience, this fund is mutually
beneficial for all participating agencies. Additional information on MCPS’ risk management activity can be
found in note 10 of the notes to the financial statements.
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Accomplishments and Awards

SAT scores. The systemwide average SAT score in FY 2009 was 1616, with 77 percent of seniors taking
the SAT and/or ACT test. The average SAT score was 105 points above the national average and 118
points above the Maryland state average. The average included a mathematics score of 547, a critical
reading score of 533, and a writing score averaging 536. SAT scores continue to show a significant gap
between the average scores of White and Asian students and those of African American and Hispanic
students.

Academic progress. Students at all levels are demonstrating improved academic achievement. In 2008,
46 percent of the school system’s seniors scored a 3 or higher on at least one Advanced Placement exam—
three times the national average and double the average in Maryland. Nearly 62 percent of all MCPS
seniors took one or more Advanced Placement exam. African American and Hispanic seniors in MCPS
performed significantly better than their peers nationwide on Advanced Placement exams, with more African
American students and Hispanic students scoring a 3 or better than the national average for all students.
Record numbers of kindergarten students are reading, more than 90 percent in 2008, up from 39 percent in
2001, eliminating the achievement gap between White and Asian American students and their African
American and Hispanic peers in this grade. A record 59 percent of Grade 8 students successfully
completed Algebra 1 in 2008.

Financial Reporting Awards. The Government Finance Officers Association of the United States and
Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to MCPS for its
Comprehensive Annual Financial Report for the fiscal year ended June 30, 2008. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both generally accepted accounting
principles and applicable legal requirements. A Certificate of Achievement is valid for a period of one year
only. We believe that our current comprehensive annual financial report continues to meet the Certificate of
Achievement Program’s requirements and we are submitting it to the GFOA to determine its eligibility for
another certificate.

For 28 consecutive years, MCPS has received the Association of School Business Officials (ASBO)
Certificate of Excellence in Financial Reporting. This award, valid for one year, is granted only after an
intensive review of the Comprehensive Annual Financial Report (CAFR) by an expert panel of certified
public accountants and practicing school business officials. MCPS plans to submit the 2009 CAFR to
ASBO and believes the report continues to meet ASBO certificate program requirements.
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FINANCIAL SECTION



m Gunderson LLP

Certified Public Accountants & Consultants

Independent Auditor’s Report

Board of Education
of Montgomery County Public Schools
Rockville, Maryland

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the discretely presented component unit, each major fund, the budgetary
comparison for the general fund, and the aggregate remaining fund information of Montgomery
County Public Schools, a component unit of Montgomery County, Maryland, as of and for the
year ended June 30, 2009, which collectively comprise the Montgomery County Public Schools’
basic financial statements as listed in the table of contents. These financial statements are the
responsibility of Montgomery County Public Schools’ management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund
information of Montgomery County Public Schools as of June 30, 2009, and the respective
changes in financial position and cash flows, where applicable, thereof, and the respective
budgetary comparison for the general fund, for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 25, 2009, on our consideration of the Montgomery County Public Schools’ internal
control over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our
audit.

Member of

Offices in 17 states and Washington, DC 10 H LB International



The management’s discussion and analysis on pages 12 through 22 and the schedules of funding
progress and employer and other contributing entities contributions on page 60 are not a required
part of the basic financial statements but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Montgomery County Public Schools’ basic financial statements. The
introductory section, supplementary information to the financial statements and the statistical
section listed in the accompanying table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The supplementary
information to the financial statements has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole. The introductory section
and statistical section have not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we express no opinion on them.

C Lyt Zorrectonion_ L) A

Baltimore, Maryland
September 25, 2009
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Montgomery County Public Schools
Management’s Discussion and Analysis

This section of the Montgomery County Public Schools (MCPS) Comprehensive Annual
Financial Report presents a narrative overview and analysis of the financial activities of MCPS
for the fiscal year ended June 30, 2009. Readers are encouraged to consider the information
presented here in conjunction with additional information presented in the transmittal letter,
which can be found on pages 1-4 of this report.

Financial Highlights

e The assets of MCPS exceeded its liabilities at June 30, 2009, by $1,696.2 million,
which represents its net assets.

e MCPS’ net assets increased during the year by $82.5 million.
96 percent of capital asset additions were directed toward instructional facilities,
including the modernization of four schools and the opening of one elementary
school.

e MCPS successfully realized its commitment to the Montgomery County Council to
generate $20.0 million in FY 2009 savings to be used to fund the FY 2010 operating
budget.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the MCPS financial
statements. MCPS’ basic financial statements comprise three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This
report also contains other supplementary information in addition to the basic financial
statements.

Government-wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview
of MCPS’ finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of MCPS’ assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator of whether the financial position of MCPS is improving or
deteriorating.

The statement of activities presents information showing how MCPS’ net assets changed during
the most recent fiscal year. All changes in net assets are reported as soon as the underlying event
giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues
and expenses are reported in this statement for some items that will only result in cash flows in
future fiscal periods (e.g., depreciation and earned but unused annual leave).

Both of the government-wide financial statements distinguish functions of MCPS that are
principally supported by taxes and intergovernmental revenues (governmental activities) from
other functions that are intended to recover all or a significant portion of their costs through user
fees and charges (business-type activities). The governmental activities of MCPS include most
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of the district’s basic services, such as regular and special education, transportation, and
administration. The business-type activities of MCPS include food services and real estate
management operations, field trip services, and entrepreneurial activities.

The government-wide financial statements include not only MCPS itself (known as the primary
government), but also the MCPS Educational Foundation, Inc. for which MCPS is financially
accountable. Financial information for the component unit is reported separately from the
financial information presented for the primary government itself.

The government-wide financial statements can be found on pages 25-27 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. MCPS, like
other governments, uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements. All of the funds of MCPS can be divided into three categories:
governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However,
unlike the government-wide financial statements, governmental fund financial statements focus
on near-term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financial decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

MCPS maintains three individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the general fund and the capital projects fund,
both of which are considered to be major funds, and the special revenue fund.

MCPS adopts annual appropriated budgets for its governmental funds. Budgetary comparison
statements have been provided for the governmental funds to demonstrate compliance with these
budgets.

The basic governmental fund financial statements can be found on pages 28-32 of this report.

Proprietary funds. MCPS maintains two different types of proprietary funds. Enterprise funds
are used to report the same functions presented as business-type activities in the government-
wide financial statements. MCPS uses enterprise funds to account for its food services, real
estate management, field trips, and entrepreneurial activities. Internal service funds are an
accounting device used to accumulate and allocate costs internally among MCPS’ various
functions. MCPS uses an internal service fund to account for its active employees’ health benefit
plan costs. Because this plan predominantly benefits governmental rather than business-type
functions, it has been included within governmental activities.
13



Proprietary funds provide the same type of information as the government-wide financial
statements, only in more detail. The proprietary fund financial statements provide separate
information for the food services operation which is considered to be a major fund of MCPS.
Data for the other three proprietary funds are combined into a single, aggregated presentation in
the proprietary fund financial statements. Individual fund data for each of these nonmajor
proprietary funds is provided in the form of combining statements elsewhere in this report.

The basic proprietary fund financial statements can be found on pages 33-35 of this report.

Fiduciary funds. MCPS is the trustee, or fiduciary, for assets that belong to others, which
includes the MCPS Retirement and Pensio<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>