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The Government Finance Officers Association of the United States and Canada (GFOA)
presented a Distinguished Budget Presentation Award to Harford County Public
Schools, Maryland for its annual budget for the fiscal year beginning July 1, 2012. In
order to receive this award, a governmental unit must publish a budget document that

meets program criteria as a policy document, as an operations guide, as a financial plan,
and as a communications device.

This award is valid for the period of one year only. We believe our current budget
continues to conform to program requirements, and we are submitting it to GFOA to
determine its eligibility for another award.
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Harford County Public Schools

Transmittal Letter and Budget in Brief for Fiscal Year 2014

January 28, 2013
Dear School Community,

The Fiscal Year 2014 Board of Education Budget for Harford County Public Schools addresses the essential
components of federal legislation known as No Child Left Behind (NCLB), state legislation known as the Bridge to
Excellence Act (BTE), and continues to address the Strategic Plan and Master Plan. Meeting the educational needs of
a growing and diverse community so that no child is left behind requires vision, knowledge, organization, effective
planning, sufficient coordinated resources, and commitment from all stakeholders.

Throughout the school year, each one of the more than 5,372 employees of the Harford County Public Schools (HCPS)
takes on the challenge of working towards our common goal of connecting with our students and preparing them for success.
HCPS is the second largest employer in Harford County. We work to accomplish our goals as effectively and efficiently as
possible. We are all committed to inspiring each of our 37,868 students to become life-long leamers and responsible citizens.

Educators in Harford County have the unique responsibility of impacting the future of thousands of students every year.
After all, school-age children spend almost as much time in school or in school-related activities as they do at home. Our
faculty and staff are involved in every aspect of the child's academic life, from writing curriculum, serving as advisors for
extracurricular activities, mentoring at-risk youth, to providing additional tutoring, and many, many more. Everyone in HCPS
shares the same ideals regarding working together to provide the best education possible to all of our students in Harford
County.

In addition, HCPS employees and students worked diligently to meet rigorous federal and state education requirements,
resulting in many successes over the past year. The information in this annual budget document will show you some
examples of our successes, as well as our challenges. We are committed to ensuring every child is given the best
educational opportunities possible in Harford County. It is important to provide each individual student with the knowledge and
means to succeed in a diverse society and | encourage you to join us as we impact the lives of our students in Harford County
Public Schools.

The difficult economic times of the past several years have had a significant impact on state and local funding for
school systems. From fiscal year 2010 to 2013, Harford County Public Schools operating costs increased by $48.6
million and revenue decreased by $6.0 million. The resulting budget shortfall of $54.6 million was resolved through
position reductions, salary savings from employee turnover, cost reductions and the use of $6.7 million of fund balance.
It is important to note that HCPS employees did not receive a wage increase during three of the four years in this
period.

The proposed increase in salary/wages in the fiscal 2014 budget reflects our goal of maintaining a competitive
salary structure within the market, especially with our neighboring counties. It is our intent with this budget proposal to
avoid falling further behind neighboring counties. By law, the Board is required to negotiate with each of the five
bargaining units in Harford County to establish salary, wages and other working conditions. As such, in order to bargain
in good faith, no outcomes regarding this increase have been defined at this time. The Board will collaborate with the
bargaining units to reach such an agreement. Employees and community members are directed to visit the Board's
Collective Bargaining webpage on the school system website (www.hcps.org) for updates and information as we move
through the negotiation process.

The fiscal year 2014 operating budget includes increases of $6.3 million for wages, $6.6 million for employee
benefits and a $2.1 million increase in cost of doing business for a total increase of $15.0 million. Combined with a
projected decrease in revenue of nearly $6.1 million, our funding request for fiscal year 2014 from Harford County
Government is an increase of $21.2 million over the prior fiscal year. The $21.2 million request includes a $1.5 million
increase of teacher pension expense to be transferred from the State of Maryland to the local funding authority for fiscal
year 2014. State legislation requires local governments to fund the increase in teacher pensions.

The fiscal 2014 approved Unrestricted Operating, Restricted and Capital budgets are $442.8 million, $26.6 million
and $62.1 million, respectively.

Continuing to meet the goals and objectives, as defined by the Board of Education of Harford County, will require
commitment, planning and effective leadership. Harford County Public Schools is prepared to meet the challenges that
currently exist and provide the high quality education that our students, parents and community have come to expect.




Harford County Public Schools

Transmittal Letter and Budget in Brief for Fiscal Year 2014

Vision
Harford County Public Schools will be a community of leamers in which our public schools, families, public officials,
businesses, community organizations, and other citizens work collaboratively to prepare all of our students to succeed
academically and socially in a diverse, democratic, change-oriented, and global society.

Mission
The Mission of Harford County Public Schools is to promote excellence in instructional leadership and teaching and to
provide facilities and instructional materials that support teaching and leaming for the 21 century. The Harford County
Board of Education will support this mission by fostering a climate for deliberate change and monitoring progress
though measurable indicators.

Board of Education Strategic Plan Goals

To prepare every student for success in postsecondary education and a
career.

To encourage and monitor engagement between the school system and the
community to support student achievement.

To hire and support skilled staff who are committed to increasing student
achievement.

To provide safe, secure, and healthy learning environments that are
conducive to effective teaching and learning.

Since the passage of NCLB in January 2002, and the Maryland enactment of the BTE, the annual update to
our Master Plan has been revised for the tenth year and has received approval of the Maryland State Department of
Education (MSDE). The Plan identifies the design and implementation of programs, services, and instructional
strategies that will accelerate learning for all students.

Francis F. “Rick” Grambo Ill.,
President of the Board of Education

Robert M. Tomback, Ph.D.,
Superintendent of Schools




Harford County Public Schools

Transmittal Letter and Budget in Brief for Fiscal Year 2014

evenue - Current Expense Funds

FY 2011 FY 2012 FY 2012 FY 2013 FY 2014 Change
Sources Actual Actual Budget Budget Budget FY13 -FY14

Unrestricted Fund 416,290,452 | § 435,605,566 | § 435,643,868 | § 427,768,507 | § 442,794,760 | $ 15,026,253

Restricted Fund 41,571,808 | § 28,787,162 |$ 26,206659|& 27,601,333 /¢ 265857628 (1.015,571)

i Current Expense Fund  § 457,862,260 $ 464,392,728 $ 461,850,527 $ 455369,840 $ 469,380,522 § 14010682 31%

Where the money comes from...

FY 2014 Current Expense Fund - by Source
$469.4 Million

Federal
Maryland $18.4 M
State 3.9%
$201.7 M
43.0%

1 Other
__82.6 M
N .6%

5,
\'\

~ Harford i \UFund
~ County Balance
e ~$241.0M . $5.6 M

Maryland State Aid — Includes Unrestricted funds and Restricted funds (grants).

Harford County Government Aid — includes County allocation that represents Maintenance of Effort level of funding
under State Law and additional funding as allocated and approved by the County Executive and County Council.

Federal Aid — includes Impact Aid, ISEA, and categorical grants. (Federal stimulus funding included as a source).

Other Sources — Includes building use fees, gate receipts for athletic events, fees for out of county students, interest
income, and student fees.

Fund Balance - includes funds set aside from prior fiscal years to support ongoing operations and one time
expenditures.




Harford County Public Schools

Transmittal Letter and Budget in Brief for Fiscal Year 2014

Expenditures - Curre

FY 2011
Actual

FY 2012
Actual

nt Expense Fund

FY 2012
Budget

FY 2013
Budget

FY 2014
Budget

Change
FY13-FY14

Unrestricted Fund

408,767,830

427,412,634

435,643,868

427,768,507

442,794,760

15,026,253

Restricted Fund

41,571,808

28,787,162

26,206,659

27,601,333

26,585,762

(1,015,571)

Total Current Expense Fund  § 450,339,638 $ 456,199,796 $ 461,850,527 §$ 455,369,840 $ 469,380,522 $ 14,010,682 3.1%

Where the money goes...

FY 2014 Current Expense Fund
$469.4 Million

Administrative

Service

$14.8M
3.2%

Operations &
Maintenance
$538 M

Transportation 41.4% -

$36.9M

7.9%_ -

N,

Instruction &
Instructional
Support
$363.9M
77.5%

All expenditure accounts include a share of fringe benefit costs based on FTE count which includes health, dental, & life
insurance, taxes, workers compensation and unemployment compensation charges.

Administrative Services - includes Board of Education, Executive Administration, Business Services, Human
Resources, and the Office of Technology and Information Services.

Student Instruction — includes Education Services, Mid-Level Administration, Instructional Salaries, Textbooks &
Classroom Supplies, Other Instructional Costs, Special Education, and Heaith Services.

Transportation - includes fuel for vehicles, system operated buses for special education and contracted bus services
for regular students.

Operations and Maintenance — includes Facilities management of buildings and grounds, utility costs and Planning
and Construction expenditures for capital projects.
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Highlights of the Fiscal Year 2014 Unrestricted Budget

Wage - $6.3 million

The proposed salary/wage increase of $6,277,736 million reflects our goal of maintaining a competitive salary
structure within the market, especially with our neighboring counties. It is our intent with this budget proposal to avoid
falling further behind. By law, the Board is required to negotiate with each of the five bargaining units in Harford County
to establish salary, wages and other working conditions. For the 2011 — 2012 school year, the beginning salary for
Harford County teachers ranked 21° of Maryland’s 24 Local Education Authorities (LEASs) .

State Teacher Pension Shift - $1.5 million

For fiscal year 2014, HCPS will be required to absorb an additional $1.5 million of teacher pension costs
previously funded by the State of Maryland. In accordance with Maryland law passed in 2012, Harford County
Government is required to fully fund this pension increase.

Fringe Benefits — $5.3 million
Health care and dental costs for fiscal year 2014 are projected to increase by $5.3 million due to a 5% rate
increase and projected changes in utilization and enrollment.

Cost of Doing Business - $2.1 million

Increases classified as cost of doing business are limited to costs necessary to maintain existing level of
services and other contractual, mandated or previously authorized programs or projects. Cost of doing business
increases included in the proposed budget for fiscal year 2014 have been summarized below:

Instructional Programs & Special Education - $496,820;
Insurance - $710,077;

Transportation - $514,550; and,

Operations and Administration - $405,537.

Other Funds
Food Services Fund - $15,690,406; a self-supporting fund.

Pension Fund — $30,575,369; the amount to be paid by the State of Maryland on behalf of HCPS employees who are
members of the Teachers Retirement and Pension System.

Debt Service Fund - $29,474,023; the amount paid for the financing of capital projects by Harford County Government
for the Board of Education.

Capital Project Fund - $62,122,269; represents the capital budget for construction and major repairs and assets for
the school system. Projects are funded by state and county sources of revenues.

' MSDE 2012 Fact Book
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Understanding the Budget

Welcome to Harford County Public Schools’ Program-based Budget

The program-based budget presents a different view of how funds are allocated. This format is part of the
continuing effort to produce a more useful budget tool for decision-making and conveying information about
Harford County Public Schools. As an alternative to the categorical method of reporting budgets that is required
by Maryland State Department of Education (MSDE), the program-based budget shows the allocation of funds
and personnel across broad programmatic areas, such as:

Board of Education Services Curriculum and Instruction
Executive Administration Operations and Maintenance
Education Services Business Services
Extra-curricular Activities Human Resources

Special Education Information and Technology
Safety and Security Systems

Student Services

This view of the budget allows readers to determine how available funding is matched to services provided.
Policy decisions can be made by program area. Additionally, given the abilities of the budget database, the
Budget Office continues to maintain the ability to produce the budget document by category to comply with state
reporting requirements.

The program-based budget presents the Operating Budget over a three-year perspective of resource
allocation by programmatic area. In addition, supporting details for each program are provided for more
information on how funds and personnel are distributed within each program. The narrative that accompanies
each program provides an overview of service delivery.

This document represents the Board of Education’s continuing commitment to improve the usefulness of the
budget document in planning and management. We hope you enjoy utilizing this document. [f you like our work,
tell others; if not, tell us.

Harford County Public Schools has received the Government Finance Officers Association Distinguished
Budget Presentation Award for the past eight years. We believe this current budget continues to conform to the
program requirements and will submit this budget to determine eligibility for another award. We are one of less
than 100 school districts nationwide that have received the award.

James M. Jewell, James.Jewell@hcps.org
Assistant Superintendent of Business Services

Edward B. Fields lli
Budget Director

Jeannine M. Ravenscraft
Senior Budget Analyst

Mary L. Edmunds
Position Control Analyst

Michele D. Sledge
Capital Budget Analyst




Understanding the Budget

Fiscal 2014 Budget Submission Framework

The budget represents the operational plan, stated in financial terms, for carrying out the goals of the school
system.

Base Budget Adjustments — The Budget Department in conjunction with Budget Managers, the
Superintendent, and the Leadership Team, realign current funding based on four years of actual historical
data and changing program requirements to better meet the goals and objectives of the entire Harford County
Public School system. Base Budget Adjustments are simply a realignment of current funds with no additional
financial impact. These adjustments are reflected throughout the document in the column entitled “FY 2014
Base Budget”.

Salary Adjustments - The difficult economic times of the past several years have had a significant impact on
state and local funding for school systems. From fiscal year 2010 to 2013, Harford County Public Schools
operating costs increased by $48.6 million and revenue decreased by $6.0 million. The resulting budget shortfall
of $54.6 million was resolved through position reductions, salary savings from employee turnover, cost reductions
and the use of $6.7 million of fund balance. It is important to note that HCPS employees did not receive a wage
increase during this three of the four years in this period. The proposed budget for fiscal year 2014 contains a
proposed salary increase for all employees.

Benefit Adjustments - The budget includes a pension cost increase of $1.5 million in fiscal 2014
related to the teaching positions in HCPS. This increase was legislatively mandated by the State of Maryland
and effective in FY 2014 and will be funded by Harford County. The costs of dental and medical insurance in
fiscal 2014 has been projected to increase by 5% or $.2 million and $5.1 million respectively.

Cost of Doing Business — Cost of doing business increases unrelated to salary and benefits in the
Unrestricted Operating Budget totaling $2.1 million are also included. These expenditures, which include
inflationary and non-discretionary costs, include expenditures for state/federal mandates, instructional / special
education, insurance, transportation and operations.

Budget Planning and Adoption Process

Maryland school systems are revenue dependent upon the state and local governments. The Board of
Education has no taxing authority. State funding is primarily established during the annual legisiative session of
the Maryland General Assembly during January through April each year. State funds are administered through
the Maryland State Department of Education.

The Board of Education has developed and approved a Strategic Plan with four timeless goals and
benchmarks for improvement. The Board has also approved the Master Plan (a State and Federal Government
requirement) with four goals. These two documents determine the budget planning and development process for
programs the Superintendent incorporates in the recommended budget. Input is received from the individual
school administrators by the Central Instructional Leadership Team and from operating support areas to the
Support Services Leadership Team. In addition, the Board and Superintendent receive citizen input. New
requested dollars in the budget are refiected by Board Goal in concert with the Strategic Plan and Master Plan.
The budget planning and development process is identified in the following flow charts.

1“Title 5 - Financing”, Education Article of the Annotated Code of Maryland as amended.
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Understanding the Budget

The following chart reflects the interconnectivity of the
budget planning and development process.

Board of
Education
Strategic Plan,
Master Plan,
and Board
Goals

Budget Planning & Development

Central Instructional

Support Services N
Leadership Team

Leadership Team

™~

Compilation of Requests by Budget Office

Decisions and
Recommended Budget
By Superintendent

The Master Plan is a State and Federal Requirement under
Bridge to excellence and No Child Left Behind Laws.
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Understanding the Budget

The following chart reflects the interconnectivity of the Strategic Plan, the
Master Plan, the Central Instructional Leadership Team, and the Support
Services Leadership Team in the budget planning and development
process.

School Improvement School Improvement
Plans Leadership Team

Board of

Support Services Education Central Instructional

LLeadership Team Strategic Plan LLeadership Team
and Board

Goals

Master Plan and Board Goals
(State & Federal Government
Requirements)

The Superintendent submits the Recommended Budget to the Board of Education during a school board
meeting in December (see calendar on subsequent pages). The Board holds public hearings for stakeholders
and work sessions during January to consider modifying the budget prior to submittal of the Board's Proposed
Budget to the County Executive by the end of January. The County Executive has until April 15" to establish
funding levels for the next fiscal year. Once the Board receives the funding level from the County Executive, the
operating budget is modified for submittal to the County Council in line with the projected state and county funding
levels. The County Council receives the County budget on April 15* and holds public hearings and work sessions
during April and May. The Council may add to the County Executive’s funding level only by reducing the funds for
other functions of the County government, or having the County Treasurer revise projected revenues upward
indicating that additional funds will be available for the next fiscal year.
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Understanding the Budget

The Board of Education submlts the revised proposed budget to the County Council in late-April and the
County Council has until June 15" to determme final funding levels for the County allocation. The County Councit
adopts the County Budget by June 15", At that point the County government funding is fixed for the School
System. Once this allocation is approved, the Board of Education will revise the budgeted expenditures to equal
the total approved revenues. The Board approves the final budget by the end of June, prior to the start of the next
fiscal year, July 1. The Board approved budget then goes back to the County for final approval certification,
required by State law, which often occurs in July. This completes the budget development and approval process.

Budget Calendar

Each year, a budget calendar is prepared and presented to the senior staff and budget managers as a
suggested schedule to follow in order to produce the final budget document. The calendar is driven by the Board
review, County Government review, County Council review, and state and local funding and reporting
requirements.

Fiscal Year 2014 Budget Calendar

October 29, 2012 |Budget Office distnibules budget packages to budget mansggers.

November 14, 2012

Budget managers submit base budget and cost of doing business adjustments.

MNovember 14, 2012
Movermber 2012
December 17,2012

Budgel managers submit program rarratives and perdformancs measures.

Superintendent reviews budget submissions. goals and issues.

Supserintendent relegses FY 2014 Recommendsd Budgat

January 2, 2013

Board of Education conducts budget work session and accepls public comment,

January 14, 2013

Beard of Education conducts budget work session and sccepts public commaent

January 16, 20132

Board of Education condudls budget work session and accepts public comment.

January 28 2013

Board of Education adopts FY 2014 BOE Recommended Budgel,

Februare 7, 2013

Board presents budget to HMardard County Executive.

Aprit 15,2013

County Executive releases proposed funding levels for FY 2014,

Apal 2013

Board presents hudgetto Harford County Council.

June 2013

Harford County Councit approves final funding for FY 2014,

June 2013 Board of Education conducts final budget work session and approves HCPS Budget for FY 2014,

July 2013 HOPS receives final cerdification of the FY 2014 Budget! from the County Executive and County Council,

The Budget Office provides on-going support to the County Administration during their review of the
Budget. The Budget Office will continue on-going account analysis to look for additional realignments.

School System Planning

The budget planning and formulation process is just one of many division wide, short and long range
planning processes. At the center of all of the Harford County Public Schools planning activities is the Board of
Education’s Strategic Plan and the Master Plan as required by the State of Maryland. The student achievement
goals, along with the other documents, provide framework for the school system’s operation and for the Board's
future work. The annual budget reflects the school system’s varied plans by allocating resources to carry out the
goals defined through the division wide planning processes. In addition to the School Board Strategic Plan and
the Master Plan which sets the priorities and direction of the entire budget process, the major planning activities
are as follows: Approved Annual Budget, Capital Improvement Plan, School Leadership Instructional Plan, School
Improvement Plans, Facilities Master Plan, and Technology Plan.
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Understanding the Budget

In the budget planning for upcoming years, various expenditure categories are reviewed and calculated as
to need and affordability in accordance with the Strategic Plan and Master Plan adopted by the Board of
Education. Growth of new positions are reviewed and approved for consideration in the Proposed Budget by the
Superintendent with final approval by the Board of Education. Expenditure increases that are considered cost of
doing business increases (inflationary or service costs to continue the same level of services to students and staff)
are reviewed and projected. Where possible, Purchasing will enter into utility and fuel contracts to ensure a known
price factor for projecting future utility and fuel price increases based on consumption.

An energy management system through the use of computerized sensors and controls, monitors heat and
coolness in buildings and adjusts temperatures accordingly for efficient use of energy resources. A Facilities
Management Plan is adopted reflecting needed repairs, maintenance, and upgrades to buildings and grounds for
maintenance and capital construction projections. The Capital Improvement Plan is reviewed annually with
projections into the next decade for additional new capacity, modernizations, renovations, and equipment
replacements.

The budget planning process considers. all of this information with an eye to the future in developing the
proposed budget as to the sustainability of proposed changes and additions.

Summary of Accounting Policies

The Board of Education of Harford County is a component unit of Harford County, Maryland by virtue of the
County’s responsibility for levying taxes and its budgetary control over the Board of Education. Accordingly, the
financial statements of the Board are included in the financial statements of Harford County. The accounting
policies of The Board of Education of Harford County conform to generally accepted accounting principles (GAAP)
for governmental units. The following is a summary of the significant policies employed by the Board:

Government Wide and Fund Financial Statements

The statement of net assets and the statement of activities report information on all of the non-fiduciary
activities of the Board of Education of Harford County as a whole. For the most part, the effect of interfund activity
has been removed from those statements. The activities of the General Fund (Current Expense Fund), Special
Revenue Fund (Food Service Fund) and Capital Projects Fund (School Construction Fund) have been presented
as governmental activities in the government-wide financial statements.

The statement of activities demonstrates the degree to which the direct expenses of a given function are
offset by program revenues. Direct expenses are those that are specifically associated with a service, program or
department and are therefore clearly identifiable to a particular function. Program revenues include charges paid
by the recipient of the goods or services offered by the program and grants and contributions that are restricted to
meeting the operational requirements of a particular program. Local appropriations, state and federal aid and
other items which are not classified as program revenues are presented as general revenues of the Board.

Separate financial statements are provided for governmental funds and fiduciary funds, even though the
latter are excluded from the government wide financial statements. All individual governmental funds are
considered to be major funds and are reported as separate columns in the fund financial statements. The Board
has no proprietary funds.
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All Funds

|

Governmental Funds

{Budgeted)

!

i

Current
Expense

Special
Revenue
Fund

Fiduciary Funds
(Mot budgeted)

|

|

i

E

Capital
Frojects
Fund

Scholarship
Trust Fund

Schoo
Activity

Retiree
Health

Trust
Fund

Agency
Fund

Fund

Food
Zervices
Fund

Unrestricted
Fund

Schoo
Caonstruction
Fund

Restricted
Fund

Officially Adopted Funds

See note helow

| |

Unrestricted Restricted
Fund Fund

School Construction
Fund

Note: The Maryland State Department of Education requires us to adopt the Unrestricted Fund, Restricted Fund,
School Construction Fund and a Debt Service Fund. The Restricted Fund Budget is for informational purposes as
the actual budget during the fiscal year is based on approved grant agreements from State and Federal sources
and may span multiple fiscal years. The Debt Service Fund is not one of our Funds for Financial Statement
Purposes. The Debt Service Fund consists of the long term payments made by the County Government for the
financing of school construction capital projects. The Restricted Fund expenditures account for grant agreements
under special state and federal programs and may exceed budgeted amounts as the grant programs may span
multiple fiscal years. The grants included in this category are not part of budget categories subject to the spending
limitations of the operating budget. Expenditures under these programs are limited to the revenue amounts of the
respective grants to be received or actual receipts.
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Measurement Focus, Basis of Accounting and Financial Statement Presentation
The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Local appropriations and state and federal aid
are recognized as revenues in the year for which they were approved by the provider. Grants and similar items
are recognized as revenues as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. For this purpose, the Board considers
revenues to be available if they are collected within sixty days of the end of the current fiscal period. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting. However, expenditures related to
certain compensated absences are recognized when the obligations are expected to be liquidated with
expendable available resources.

Local appropriations and state and federal aid associated with the current fiscal period are considered to be
susceptible to accrual and so have been recognized as revenues of the current fiscal period. Entitlements and
shared revenues are recorded at the time of receipt or earlier if accrual criteria have been met.
Expenditure-driven grants are recognized as revenues when the qualifying expenditures have been incurred and
all other grant requirements have been met.

Agency funds are custodial in nature and do not measure results of operations or have a measurement
focus. Agency funds do, however, use the accrual basis of accounting.

The School System reports the following funds in the fund financial statements:

Governmental Funds

Current Expense Fund (General Fund) - The general fund is the general operating fund of the Board. Itis used to
account for all financial resources except those required to be accounted for in another fund. Special state and
federal programs are included in the restricted portion of this fund.

Special Revenue Fund (Food Service Fund) - Special revenue funds are used to account for the proceeds of
specific revenue sources (other than major capital projects) that are legally restricted to expenditures for specified
purposes.

Capital Projects Fund (School Construction Fund) - Capital projects funds are used to account for financial
resources to be used for the acquisition, construction, or improvements to major capital facilities. A capital
expenditure is the amount used during a particular period to acquire or improve long-term assets such as
property, plant, or equipment.

Fiduciary Funds

Agency Fund (School Funds) - Agency funds are used to account for assets held by the Board in a trustee
capacity. School activity fund accounts are the direct responsibility of the principals of their respective schools.
The Scholarship Trust Funds account for monies that have been donated for the scholarships until awarded. The
Retiree Health Plan Trust Fund accounts for funding of the other postemployment benefits that the Board provides
to retirees and their dependents. Fiduciary Funds are not included as part of the HCPS budget process.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amount of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenditures during the reporting period. Actual results could differ from those estimates.
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Understanding the Budget

Basis of Budgeting
The Board adheres to the following procedures in establishing the budgetary data reflected in the financial
statements:

Budgets are normally prepared on a basis consistent with GAAP except for the inclusion of portions of the
prior year's fund balance as revenues, the inclusion of encumbrances as expenditures and the exclusion of
retirement payments made on the Board’s behalf by the State of Maryland as revenues and expenditures.

Revenues and expenditures will be budgeted and recorded in accordance with mandated requirements of
the Maryland State Department of Education (MSDE). The structure of the accounts is based on the MSDE
Financial Reporting Manual for Maryland Schools. The school system prepares a program based budget
document for decision-making and conveying information about Harford County Public Schools.

Budgets are adopted for the Unrestricted Fund, the Restricted Fund, and the School Construction Fund.
The Current Expense Fund consists of the Unrestricted Fund and the Restricted Fund. The Unrestricted Fund is
the main operating fund (General Fund) of the school system where expenditures will be supported by ongoing
revenues. The Restricted Fund expenditures account for grant agreements under special state and federal
programs and may exceed budgeted amounts as the grant programs may span multiple fiscal years. The grants
included in this category are not part of budget categories subject to the spending limitations of the operating
budget. Expenditures under these programs are limited to the revenue amounts of the respective grants to be
received or actual receipts. The Restricted Fund is comprised of federal, state, and private grants and the funded
expenditures for specific purposes as identified with each funding source.

The Food Service Fund (a Special Revenue Fund) Budget is not adopted as part of the operating budget.
Expenditures are limited to the projected receipts or value of food products from federal, state, and other sources
of revenues. This is a self supporting fund that covers the entire cost of food service to students and staff
including equipment replacement.

Individual Capital Projects are approved as part of the School Construction Fund (Capital Projects Fund)
Budget. These projects are also approved by the County Government and the State. School construction is
budgeted on a project basis with funds primarily provided by Harford County and the State of Maryland. State
funds are approved by the State’s Interagency Committee. Budgetary compliance is measured using the
budgetary basis of accounting, the purpose of which is to demonstrate compliance with the legal requirements of
Harford County, the State of Maryland, and special federal and state programs.

The budget may be amended during the fiscal year through supplemental appropriations provided by the
county, state, or other source of funds. Additionally, a supplemental increase in revenues or expenditures would
require the Board of Education, the County Executive, and the County Council to approve a change in
appropriations.

In addition, budgets are not adopted for the Debt Service Fund and the Pension Fund. The State of
Maryland requires the Debt Service Fund to be included as part of the Annual Budget Certification Statement for
school systems in Maryland. The Debt Service Fund consists of long term payments made by the County
Government for the financing of school construction projects.

The Pension Fund is used to account for the State Payments made on behalf of the school system
employees who are members of the Teachers Retirement and Pension System.

Encumbrance accounting, under which purchase orders, contracts and other commitments for the
expenditure of monies are recorded in order to reserve that portion of the applicable appropriation, is employed as
an extension of formal budgetary integration in the Unrestricted Fund, Restricted Fund, Food Service Fund, and
Capital Projects Fund.
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Financial Policies
The fiscal year for the school system shall begin on the first day of July and shall end on the thirtieth day of

June of the succeeding year. The School System shall annually adopt a balanced budget for the Unrestricted
Funds, where expected operating revenues are equal to expected operating expenditures. Any increase in
expenses, decreases in revenues, or combination of the two that would result in a budget imbalance will require
budget revision, rather than spending unappropriated surpluses or designated reserves to support ongoing
operations. Any year end operating surpluses will revert to unappropriated balances for use in maintaining reserve
levels set by policy and the balance will be available for capital projects and/or “one-time only” Unrestricted Fund
expenditures. Budgetary control is maintained at the category level as defined by the Maryland State Department
of Education and in accordance with the Education Article of the Annotated Code of Maryland. The Chief Financial
Officer or their designee may invest reserve funds in a manner which will assure the safety of the investment and
which is consistent with sound financial management practices. The Schoo! System adheres to Harford County
Government's legislatively adopted Investment Policy.

The accounting policies of the Board of Education of Harford County conform to accounting principles
generally accepted in the United States of America. Accordingly, the Board adheres to all applicable
Governmental Accounting Standards Board (GASB) pronouncements as well as following pronouncements issued
on or before November 30, 1989, unless those pronouncements conflict with or contradict GASB
pronouncements, Statements and Interpretations of the Financial Accounting Standards Board, Accounting
Principles Board Opinions, and Accounting Research Bulletins.

Balanced Budget

According to the State of Maryland Annotated Code, local governments and school systems must operate
under an annual balanced budget. An adopted budget, by the Board of Education and Harford County
Government is balanced when the sum of estimated net revenues and appropriated fund balances is equal to total
expenditure appropriations.

Revenue Policies

Projected revenues must be measurable and obtainable during a fiscal year. Since Harford County Public
Schools receives the majority of total revenues from the State of Maryland and the County Government sources,
the school system will budget the projected revenues based on the approval of the revenue stream from the
perspective approved governmental budgets. Revenues generated internally or from other sources must be
measurable and obtainable with sufficient documentation of the source or stream of payments. Revenues will be
monitored on a continuous basis to ensure that actual revenues will meet or exceed budget. In the event of a
revenue shortfall, budgetary adjustments will be made on a timely basis to ensure that the School System will not
operate in a deficit situation. One time revenues or appropriated fund balance will be used for one time purchases,
such as, vehicles, equipment, etc. One time revenues will not be used to fund ongoing expenditures without
Board approval and only in extraordinary circumstances.

Expenditure Policies

Expenditures will also be monitored throughout the fiscal year. Currently, monthly financial statements are
issued to various budget managers in the school system including reports to individual school principals. The
capability exists for budget managers or principals to review their expenditures on-line each day. The Budget
Office will analyze various expenditure line items on an ongoing basis and recommend changes to the Assistant
Superintendent of Business Services and/or Superintendent of Schools.

Salary expenditures, fringe benefits, and utility costs, which represent approximately 90% of the total
expenditure budget, will be reviewed frequently by the Budget Office staff to ensure expenditures are in line with
budgetary projections. In the event that transfers or supplemental appropriations are required, a recommendation
will be forwarded from the Business Services Office to the Superintendent of Schools.

Transfers may be made within the Maryland State Department of Education defined categories with the
approval of the Superintendent of Schools as budgetary control is at the category level. Requests for transfers
between Maryland State Department of Education defined categories must be recommended by the
Superintendent of Schools and submitted to the Board of Education for approval. After approval, the transfers
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must be submitted to the County Executive and County Council for approval or denial. No action within thirty (30)
days of submission constitutes approval.

Expenditures from grant funding sources will not exceed anticipated grant revenues. Future ongoing
commitments will be avoided if possible. The receipt of grant funds for a program must produce a worthwhile
result. Should grant funding be eliminated, a review of the program efforts will be undertaken to determine if the
program efforts will be funded from ongoing operating funds within the Unrestricted Fund.

Financial reports by State Category are provided monthly to schools and departments for monitoring
purposes. In addition, schools and departments have access to current information online every day for
monitoring purposes. Budget Manager Reports are provided monthly to budget managers for monitoring
purposes. Quarterly financial reports are provided to the Board of Education and County government to recognize
status of revenues and expenditures, and changes in revenue and expenditure appropriations that have occurred
since the Budget was adopted.

Investment Policy

Statutes authorize the Board to invest in obligations of the United States Government, federal government
agency obligations, secured time deposits in Maryland banks, bankers’ acceptances, the Maryland Local
Government Investment Pool, money market mutual funds, commercial paper and repurchase agreements
secured by direct government or agency obligations.

The Board is a participant in the Maryland Local Government Investment Pool (MLGIP) which is under the
administration of the State Treasurer. The MLGIP was established in 1982 under Article 95 Section 22G of the
Annotated Code of Maryland and is rated AAAm by Standard and Poors, their highest rating for money market
funds. Unit value is computed using the amortization cost method. In addition, the net asset value of the pool,
marked-to-market, is calculated and maintained on a weekly basis to ensure a $1.00 per unit constant value.

Debt Policy

Harford County Public Schools does not have the authority to issue long term debt. The Harford County
Government determines the long term debt financing levels to be used in conjunction with the Board of
Education’s Capital Improvements Program to be funded through the School Construction Fund. The School
system does have the authority to enter into alternative financing mechanisms such as leases and lease purchase
transactions. Lease purchase financing transactions related to building and or land purchases require the
approval of the Board of Education and the County Government.

Fund Balance

Fund balance is the accumulation of annual surpluses or deficits in a fund. The fund balance is the
residual, the difference between the funding level and the expenditures. A simplified representation would be:
Fund Balance=Assets-Liabilities.

The Board of Education has established a policy designed to maintain a designated fund balance between
0.1% and 0.25% but not less than $500,000 to deal with unbudgeted events that may arise in managing a $600
million dollar public service. Since the budget is a spending plan based on a series of assumptions and estimates
developed upwards of two years prior to actual use, during the course of the fiscal year, adjustments are
necessary. It is important to note that even though the fund balance may exist, controls exist on the transfer of
funds to ensure that expenditures do not exceed available resources. A transfer of any portion of the fund
balance to an operating budget category would require the approval of the Board of Education, the County
Executive, and the County Council. The Board will also consider the use of a designated fund balance as a
resource to replenish the health insurance Rate Stabilization Fund should the fund be used to cover health costs
incurred that exceed premium payments. Utilization of the Rate Stabilization Fund requires the fund be
replenished in a timely manner. With the Board of Education covering upwards of 90 percent of health insurance
costs, the Board would cover 90 percent of the Rate Stabilization Fund requirements. The remaining portion
would be covered through participant contributions. In fiscal 2008, the Board also designated a portion of fund
balance to be used as an Emergency Fuel Reserve based on the uncertainty that exists in estimating future fuel
costs.
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Current Expense Fund Undesignated Fund Balance

Policy Statement

The Current Expense Fund budgetary basis undesignated fund balance target is to range between
one-tenth percent (0.1%) and one-quarter percent (0.25%) of the ensuing year’s expenditures but
not less than $500,000. Amounts in excess of the targeted one-quarter percent (0.25%) of the
ensuing year's expenditures are to be used for one-time expenditures in the ensuing year (e.g.
transfer to capital projects accounts, equipment purchases, and new program start-up costs).

Adopted May 22, 2001 by the Board of Education for Harford County

Due to the current economic conditions, we have included in the budget the use of fund balance (onetime
funding) to support ongoing expenses of the Unrestricted Fund for fiscal 2014, The Board of Education has
approved this change in their policy based on the economic challenges we currently face.
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