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Background, Scope and Process 
 
In accordance with Council Resolution 88-2016, the County Auditor performed a financial audit 
of the Howard County Public School System (HCPSS). As specified in the Resolution, the audit 
included: 
 

• Special education services 
• Health and Dental Fund 
• Legal services 

 
The authority for the County Auditor to perform this type of audit is granted under the Annotated 
Code of Maryland Education Article Section 5-109 (d). Section 5-110 of the Code precludes the 
County Auditor from conducting performance audits of the schools to determine efficiency and 
effectiveness of programs and operations. As a result, the audit specifically examined 
transactions for propriety, support and proper classification. We did not evaluate whether the 
transaction should have been made or if it accomplished its intended purpose.  
 
Our audit was not a financial audit performed in accordance with generally accepted government 
auditing standards (GAGAS) issued by the U.S. Government Accountability Office (GAO). 
GAGAS states that financial audits include 1) financial statement audits for the purpose of 
expressing an opinion on an entity’s financial statements, 2) obtaining sufficient evidence to 
express an opinion on a single statement, elements, accounts or items of a financial statement, 3) 
issuing letters for underwriters or other certain parties, and 4) auditing compliance with 
applicable requirements related to one or more government programs. HCPSS contracts with an 
independent external firm for the purpose of expressing an opinion on its financial statements 
and auditing compliance with government programs.   
 
As noted above, our audit was also not a performance audit. GAGAS defines a performance 
audit as an audit that provides findings or conclusions based on an evaluation of sufficient, 
appropriate evidence against criteria. These audits provide objective analysis to assist 
management and those charged with governance and oversight in using the information to 
improve program performance and operations, reduce costs, facilitate decision making by parties 
with responsibility to oversee or initiate corrective action, and to contribute to public 
accountability.  
 
HCPSS financial statements for the year ended June 30, 2016 were audited by the accounting 
firm of CliftonLarsonAllen LLP. We requested access to their workpapers in order to avoid 
duplicating their work, but they were unresponsive. 
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For fiscal year 2016, HCPSS’ general fund budget was approximately $776.3 million, including 
approximately $544.1 million (or 70 percent) from the County. Fiscal year 2016 general fund 
expenditures were approximately $775.2 million. Expenditures in the areas that we audited were 
as follows: 
 
Special Education $ 93,423,671 (approximately $83 million was salaries & benefits)  
Health and Dental Fund $ 133,604,349 
Legal Services $ 729,474 
 
Our financial audit included transactions processed by HCPSS in fiscal years 2015 and 2016.  
Financial information for each of the three areas reviewed is included in Exhibit A at the end of 
this report. The steps we performed included:  
 

1. Ensuring detail records provided by HCPSS agreed to, or could be reconciled to, HCPSS 
audited financial statements; 
 

2. Verifying that judgmentally selected detail transactions agreed to source documents (such 
as invoices) and were properly recorded in HCPSS financial records; 

 
3. Tracing rates on supporting documents to approved contracts or purchase orders where 

applicable; and 
 

4. Determining that goods or services for the selected transactions complied with the related 
contract or purchase order. 
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Findings 
 
Special Education Services 
 
We tested 34 fiscal year 2015 and 2016 expenditure transactions totaling $1.1 million, and 
determined that the amounts recorded on the detail records agreed to the audited financial 
statements with only immaterial differences, and that the rates paid for services provided agreed 
to related contracts or purchase orders. We also found the following: 

 
• Although all detail transactions agreed to supporting documentation, we noted HCPSS 

used the Instructional Textbooks and Supplies category to pay for a $300,000 special 
education consulting contract. According to the Maryland State Department of 
Education’s Financial Reporting Manual for Maryland Public Schools and the Chief of 
the Local Financial Reporting Office, contractual services costs for consultants cannot be 
charged to the Instructional Textbooks and Supplies category. 

 
We recommend that HCPSS administration adhere to the Maryland State Department of 
Education’s Financial Reporting Manual for proper classification of payments for services. 
 
Superintendent’s Response: 
 
Management’s procedures call for adherence to the Financial Reporting Manuals for 
Maryland Public Schools and management will continue to monitor compliance.  
 

 
• Services provided under the consulting contract did not comply with the related contract.   

Although the special education consultant issued a 26 page “Highlights for Sharing” 
report in spring 2015 (the report did not include a specific issuance date), a final report 
had not been issued as of January 2017, almost two years later. The term of the contract 
ran from April to December 2014. In an e-mail dated January 24, 2017, HCPSS 
administration advised us that the report “…represented preliminary findings which are 
being vetted and validated systematically to ensure any actions taken do not have a 
detrimental impact on programming.”  
 
Although the Highlights report included recommendations to improve the delivery of 
special education services, the contract also included the following: 
 
 The contractor is required to identify cost savings or cost avoidance with each of the 

recommendations. Our review of the draft report found that none of the proposed 
recommendations included potential cost savings or cost avoidance. 



4 
 

 A performance assurance provision states that contractor identified strategies will 
raise student achievement and generate annual savings of at least two times the 
contract’s price. If the contractor does not meet these requirements, they agree to 
provide continued research at no cost for up to six additional months. 

 
We recommend that HCPSS ensure the vendor complies with the provisions of the contract. 
 
Superintendent’s Response: 
 
Management will continue to work with all vendors to successfully complete contracts that 
are underway. 
 
 
Health and Dental Fund 
 
We tested 10 operating revenue transactions (totaling $8.0 million) and 30 operating expense 
transactions (totaling $26.6 million) made in fiscal years 2015 and 2016 and determined that 
services provided complied with the related contracts or purchase orders. We also found the 
following: 
 

• We identified a recordation issue with one transaction. In fiscal year 2015, $1.45 million 
for the Workday Enterprise Cloud Application subscription fee was charged to the Fund. 
The HCPSS CFO subsequently approved transfers totaling $745,000 to other cost centers 
(such as Human Resources), leaving a total of $707,159 charged to the Fund. We 
requested support for the reasoning behind the Fund being assessed approximately 49% 
of the fee. We were advised that the Budget Manager who prepared the allocation was no 
longer with HCPSS and documentation of the allocation could not be located. In an e-
mail dated January 5, 2017, HCPSS administration stated that the amount was based 
partly on available funds and the transferring of employee benefits administration from a 
third party to in-house using Workday. We noted that no similar charge was made to the 
Fund in fiscal year 2016. 
 

• While one fiscal year 2016 payment totaling $516,648 to the Department of Health and 
Human Services agreed to the source document, HCPSS did not pay the correct amount. 
Our review of the documents found that HCPSS made an error in calculating the payment 
due and underpaid the required amount due by $103,488. This error understated expenses 
and overstated the year-end fund balance for fiscal year 2016. We brought this to the 
attention of HCPSS management who corrected the error and paid the additional amount 
due in November 2016. 
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We also noted that while amounts recorded on the detail records agreed to the audited financial 
statements, the fiscal year 2015 Comprehensive Annual Financial Report contained a $2,000,000 
typographical error in the supporting schedule of Fund activity. This error overstated the revenue 
from internal contributions to the Fund. Based on our review of the detail records, the financial 
statements accurately reflected the total revenue received by the Fund for the fiscal year and the 
Fund’s year-end balance. 
 
Observation: 
 
Revenues have not kept pace with expenses. For example, from fiscal year 2014 to 2016, 
contributions from employees increased 4.6% and transfers from the General Fund (employer 
contributions) decreased 0.9%. However, expenses for health care and prescription claims 
increased 9.0% and 37.6%, respectively over the same period. According to the HCPSS fiscal 
year 2016 audited financial statements, the Fund had a deficit balance of $16.5 million as of June 
30, 2016. To address a similar Fund deficit, a neighboring school system obtained a one-time 
infusion to its Fund that did not impact maintenance of effort. 
 
We recommend that HCPSS work with stakeholders to address the deficit in the Fund.  
 
Superintendent’s Response: 
 
Management has a comprehensive cost containment program in place which includes routine 
RFP’s to ensure the lowest costs each year. The most recent RFP’s resulted in projected 
annual savings of $9.1 million, more than $4.2 million of which was achieved through 
negotiation of an earlier application of the new contract terms. Management continues to 
monitor the health program performance and implement industry best practices to contain 
costs in this area so that employee benefits can be sustained. Management welcomes 
opportunities to work with all stakeholders to make the school system’s benefits for 
employees sustainable by restoring the fund balance and ensuring the ability to fund 
these benefits in the future. 
 
 
Legal Services 

 
Legal fees are not separately identified in the financial statements. As a result we did not 
reconcile the detail records we received from HCPSS to the financial statements.  

 
Our test of 21 fiscal year 2016 expenditure transactions (totaling $141,200) found that: 
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• All detail transactions agreed to supporting documentation. Transactions were properly 
recorded in the financial records. 
 

• Rates paid for services provided agreed to related contracts or purchase orders in all 
material aspects. 
 

• Services provided complied with the related contracts or purchase orders. 
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March 8, 2017 

 

Via Electronic Mail and US Mail 

Mr. Craig Glendenning 

County Auditor 

Office of the County Auditor 

Howard County Government 

3430 Court House Drive 

Ellicott City, Maryland 21042 

 

Dear Mr. Glendenning, 

 

Re: County Audit Report 

 

Thank you for your audit report of the Howard County Public School (HCPSS).  We appreciate 

the opportunity to gain your insight into the school system’s financial management and internal 

control over financial reporting. 

 

We agree with your comment that your audit was not a financial audit conducted in accordance 

with generally accepted government auditing standards. Those standards would have required 

that you opine on management’s financial statements. 

 

We do not agree with your comment that your audit was not a performance audit. Both the 

HCPSS CFO, Beverly Davis, and Internal Auditor, David Clark, believe that you performed a 

performance audit of financial matters. Maryland education law does not provide for you to 

conduct a performance audit. Nevertheless, we welcomed your audit in the spirit of cooperation 

with the county government and in the interest of transparency and good government oversight. 

Auditors provide value in that they always have suggestions for continuous improvement. 

 

Your audit supports the invaluable work done by our external auditors, CliftonLarsonAllen 

(CLA) and supports CLA’s opinions that the school system’s financial statements are presented 

fairly presented in all material respects in accordance with generally accepted accounting 

principles, and CLA’s conclusions that we have strong systems of internal control and that we 

comply in all material respects with applicable laws and regulations. 

 

Your findings and recommendations are the type that financial auditors generally convey orally 

or in a management letter with the appropriate context regarding their significance. We believe 

additional context that was provided to your auditors would have been helpful in the final report. 

We believe your suggestions are constructive and HCPSS has made, or plans to make, the 

necessary adjustments to our accounting and other records to address the suggestions. The 

specific responses to your suggestions are summarized below. 
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Regarding the first special education services compliance recommendation, management’s 

procedures call for adherence to the Financial Reporting Manuals for Maryland Public Schools 

and management will continue to monitor compliance. Regarding the second recommendation, 

management will continue to work with all vendors to successfully complete contracts that are 

underway.    

 

With regard to the Health and Dental Fund, management has a comprehensive cost containment 

program in place which includes routine RFP’s to ensure the lowest costs each year. The most 

recent RFP’s resulted in projected annual savings of $9.1 million, more than $4.2 million of 

which was achieved through negotiation of an earlier application of the new contract terms. 

Management continues to monitor the health program performance and implement industry best 

practices to contain costs in this area so that employee benefits can be sustained.  Management 

welcomes opportunities to work with all stakeholders to make the school system’s benefits for 

employees sustainable by restoring the fund balance and ensuring the ability to fund these 

benefits in the future.  

 

Again, thank you for your suggestions, and for your professional and constructive working 

approach with the school system’s Budget and Finance Department staff. 

 

Sincerely, 

 

 

 

Renee A. Foose, Ed.D. 

Superintendent 

Howard County Public School System 

 

 


