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Independent Auditor's Report on Internal Control over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

To the Board of Education
Howard County, Maryland

We have audited, in accordance with the 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, the financial statements of the governmental
activities, the business-type activities, each major fund, and the aggregate remaining fund information of
the Howard County Public School System ("HCPSS"), a component unit of Howard County, Maryland,
as of and for the year ended June 30, 2019, and the related notes to the financial statements, which
collectively comprise HCPSS's basic financial statements, and have issued our report thereon dated
October 31, 2019, which included adverse opinions on the General Fund and the Aggregate Remaining
Fund Information as indicated on page 1.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered HCPSS's internal control
over financial reporting (“internal control") to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of HCPSS's internal control. Accordingly, we do
not express an opinion on the effectiveness of HCPSS's internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies, and therefore, material weaknesses or significant deficiencies
may exist that have not been identified. We did identify certain deficiencies in internal control, described
in the accompanying schedule of findings and questioned costs as items 2019-001, 2019-002, and 2019-
003 that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether HCPSS's financial statements are free from
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.
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Howard County Public School System's Response to Findings

Howard County Public School System's response to the findings identified in our audit is described in the
accompanying schedule of findings and questioned costs. Howard County Public School System's
response was not subjected to the auditing procedures applied in the audit of the financial statements
and accordingly, we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the entity's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.
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Baltimore, Maryland
October 31, 2019



Howard County Public School System

Schedule of Findings and Questioned Costs
June 30, 2019

2019-001 - Revenue Recognition

Statement of Condition: The accounting records for the Restricted Programs Fund required numerous
material adjustments to be proposed and recorded in order for the financial statements to be fairly
presented in accordance with accounting principles generally accepted in the United States of America.

Criteria: Internal controls over financial reporting should exist to ensure that material misstatements are
prevented or detected and corrected by management in a timely manner.

Cause: Management did not have a sufficient understanding over the terms of various grants and similar
programs.

Effect: Management may produce interim or annual financial statements that are materially misstated.
This is similar to a finding from the prior audit.

Recommendations: We have the following recommendations related to the internal control processes
that impact revenue recognition in the Restricted Programs Fund:

o We recommend that HCPSS ensure the individuals responsible for both the recording and
approval processes related to revenue recognition in the Restricted Programs Fund have a
sufficient understanding of the laws, agreements and accounting principles pertinent to the grants
and similar programs associated with the fund.

¢ We recommend that, no less than quarterly, HCPSS review the activity recorded to each grant or
similar program and reconcile it to related grant reimbursement or funding requests. We
recommend that the review and reconciliation process be documented.

View of Responsible Officials:
Overview Statement from the Responsible Officials:

During the audit period, HCPSS experienced a high rate of staff turnover for its fiscal management
functions. Several key positions were vacant or vacated during this audit period. The absence of crucial
fiscal management positions brought to the district management's attention underlying concerns with the
fiscal management control environment and the organizational structure. Management acknowledges
that there have been material weaknesses and has developed a corrective action plan.

This corrective action plan generally addresses the three findings identified in the audit report. A summary
of the action plan applicable to all findings and recommendation is only included in the first finding to
avoid repetition. Under the response for each finding, management has included additional information
specific to understanding the finding and the actions that will be taken to implement the audit
recommendation. Overall, management accepts all of the recommendations and thanks the audit team
for their exceptional work in identifying areas to enhance the District's fiscal stewardship.



Howard County Public School System

Schedule of Findings and Questioned Costs
June 30, 2019

In August 2019, the Superintendent reorganized the business functions of the school system to begin
strengthening the fiscal management environment with a focus to improve accountability and to build
sustainability in the system's business operations. First, a comprehensive organizational restructuring
was implemented for the budget and finance functions. This restructuring aims to establish clearer
alignment of the budget and finance work programs. The goal is to enhance the District's budget planning,
accounting, fiscal oversight, and financial stewardship. To that end, the technology function, which was
with the Finance function, has been reassigned to a different management team. In addition, a Chief
Administrative Officer ("CAQO") position was created. This position reports directly to the Superintendent
and has oversight of the budget and finance teams. The budget neutral reorganization enabled the CAO
to add capacity within the budget and finance positions, including filling two separate leadership roles —
one to oversee budget and one to oversee accounting and payroll.

The second part of the action plan is a fundamental review of the budget and finance work processes,
policies, and procedures. Expertise in the area of public school financial management will be sought to
guide the District's process improvement according to national best practices and accounting standards.
The objective is to ensure the necessary work programs, staffing levels, designation of duties, and
policies and procedures are in place for sound fiscal management, use of generally accepted accounting
principles, and effective staff training.

View of Responsible Officials Pertaining to 2019-001

HCPSS does not disagree with this finding and accepts both recommendations. The grants management
work program is being reviewed by the CAO. Appropriate policies, procedures, and trainings will be
adopted to ensure effective performance and timely reconciliation, review, and reporting for all grants.

2019-002 - Yearend Close Process

Statement of Condition: There were multiple audit adjustments required to accounts that are reconciled
and adjusted as part of the yearend close process. Additionally, the HCPSS' financial statements were
not finalized timely in relation to its external deadlines.

Criteria: Internal controls over financial reporting should exist to ensure for timely reporting of financial
statements that are free of material misstatement.

Cause: The financial close process is not designed to prevent, detect and correct material misstatements
or to produce complete, timely and accurate reports.

Effect: The lack of sufficiently designed and documented accounting policies and procedures related to
the financial close and reporting process resulted in HCPSS not meeting its financial reporting
requirements and in preparing draft financial statements that were not free from material misstatement.
Material misstatements were noted in the General Fund.

Recommendations: We have the following recommendations to allow HCPSS to design and implement
a sufficient yearend close process:

e HCPSS should fill all open accounting, budgeting, and financial reporting related positions with
gualified candidates as soon as possible;

e HCPSS should incorporate a position above the Accounting Manager whose responsibilities

include supervising and reviewing the yearend financial close process to ensure that significant
errors occurring in the preparation process are caught in a timely manner;
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Howard County Public School System

Schedule of Findings and Questioned Costs
June 30, 2019

e The HCPSS should ensure the accounting department is adequately staffed with qualified
personnel so that upper level management doesn't have to step into the preparer role, and can
adequately review the closing process results;

e The financial close process be formally documented, in a manner that is detailed and thorough,
to be used to enhance the yearend closing process with regards to accuracy, efficiency and
timeliness, as well as better prepare the accounting department in the event of significant
employee turnover.

View of Responsible Officials:

HCPSS does not disagree with this finding and accepts all four recommendations. As noted in the
Overview Statement, the accounting function was significantly impacted by staff turnover. To ensure
continuity of service and an effective year-end close process, HCPSS will review all existing practices
and adopt the necessary policies, procedures, and trainings to ensure best accounting practices are
followed.

2019-003 - Internal Service Fund Accounting

Statement of Condition: It was determined that material adjustments to the accounting records would
be needed to report in accordance with generally accepted accounting principles.

Criteria: Internal controls over financial reporting should exist to ensure that material misstatements are
prevented or detected and corrected by management in a timely manner.

Cause: Management did not have a sufficient understanding of various accounting principles that impact
internal service fund accounting and financial reporting.

Effect: Management has produced financial statements that are not in accordance with accounting
principles generally accepted in the United States of America resulting in an adverse opinion on the
General Fund and Aggregate Remaining Fund Information opinion units.

Recommendations: We recommend that HCPSS hire additional resources to implement all generally
accepted accounting principles applicable to internal service funds. This includes, but is not limited to:

e Accounting principles regarding establishing amounts that the internal service funds charge other
user funds

e Accounting principles regarding recovering deficits when charges to other funds do not recover
the operating expenses of an internal service fund

o Formalize a plan to eliminate the deficit in the Health and Dental Fund in a reasonable time frame
e Accounting principles regarding the maintenance of interfund balances

e Accounting principles regarding the presentation of charges to user funds in excess of operating
expenses and provisions for catastrophe losses



Howard County Public School System

Schedule of Findings and Questioned Costs
June 30, 2019

View of Responsible Officials:

HCPSS does not disagree with this finding and accepts all five recommendations. Ensuring generally
accepted accounting principles are followed in the Internal Service Funds will help address this finding
as well as the factors discussed by management in the Overview Statement. However, the deficit net
position balance at June 30, 2019 in the Health and Dental Fund is a result of several years of
underfunding for health care costs. HCPSS has initiated efforts to contain the growth of the deficit.
Specifically:

e The Board of Education ("BOE") reduced spending in other budget areas to fund current year
health care costs for the FY19 and FY20 budgets;

e The Superintendent has committed to keep spending freezes in effect to generate savings that
can be applied to pay down the deficit incrementally; and

e The Superintendent intends to bring forward at the November 7, 2019 BOE meeting and a
subsequent County Council meeting, a request to use the entire unassigned General Fund
balance to reduce the deficit. This will reduce the deficit from $39.2 million to $24.0 million, a
significant reduction for a debt that accrued over numerous fiscal years.

HCPSS will continue to use these three strategies until the budget deficit is eliminated. HCPSS will
also request the use of any available one-time funds from Howard County Government to help
eliminate the deficit. Unfortunately, due to the variable nature of the annual yearend and turnover
savings, HCPSS cannot commit to specific dollar amounts that will be used to reduce the deficit each
year. Finally, eliminating the deficit is the first measure to stabilize the Health and Dental Funds.
Therefore, HCPSS will undertake additional measures such as establishing fund balance and reserve
policies to ensure the fund is sustainably managed.
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