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Montgomery County Public Schools

GUIDING TENETS
Core vAlues

•	 Every	child	can	learn	and	succeed

•	 The	pursuit	of	excellence	is	fundamental	and	unending

•	 An	ethical	school	system	requires	fair	treatment,	honesty,	openness,	integrity,	and	respect

•	 A	high-quality	school	system	strives	to	be	responsive	and	accountable	to	the	customer

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,	
encouragement,	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	stu-

dent	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
•	 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	partner-

ships	that	support	improved	student	achievement

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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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, 2008.  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 
 

• The assets of MCPS exceeded its liabilities at June 30, 2008, by $1,613.6 million, 
which represents its net assets. 

• MCPS’ net assets increased during the year by $62.4 million. 
• 97 percent of capital asset additions were directed toward instructional facilities, 

including the modernization of six schools and the opening of one elementary school.  
• MCPS successfully realized its commitment to the Montgomery County Council to 

generate $17.9 million in FY 2008 savings to be used to fund the FY 2009 operating 
budget. 

 
Overview of the Financial Statements 
 
This discussion and analysis are 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 23-25 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 26-30 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 
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plan costs.  Because this plan predominantly benefits governmental rather than business-type 
functions, it has been included within governmental activities. 
 
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 31-33 of this report. 
 
Fiduciary funds.  MCPS is the trustee, or fiduciary, for assets that belong to others, which 
includes the MCPS Retirement and Pension Plan, the OPEB Plan Trust, and the student activities 
funds.  MCPS is responsible for ensuring that the assets reported in these funds are used only for 
their intended purposes and by those to whom the assets belong.  MCPS excludes these activities 
from the government-wide financial statements because it cannot use these assets to finance its 
operations. 
 
The basic fiduciary fund financial statements can be found on pages 34-35 of this report. 
 
Notes to the financial statements.  The notes provide additional information that is essential to 
a full understanding of the data provided in the government-wide and fund financial statements.  
The notes to the financial statements can be found on pages 37-57 of this report. 
 
Other information.  The combining statements referred to earlier in connection with nonmajor 
proprietary funds are presented immediately following the notes to the financial statements.  
Combining and individual fund statements and schedules can be found on pages 60-71 of this 
report. 

Montgomery County Public Schools Net Assets 

(Amounts expressed in millions) 

     
        Governmental   Business-Type   
         Activities   Activities     Total 
    2008 2007         2008         2007              2008              2007

Current and other assets        $    186.1    $        167.6    $      (1.1)     $     (0.5)   $        185.0 $       167.1
Capital assets 1,794.5 1661.5             5.3                5.7          1,799.8 1,667.2

Total assets 1,980.6 1,829.1             4.2                5.2          1,984.8 1,834.3
Long-term liabilities outstanding 186.8 111.1             2.5                1.6             189.3 112.7
Other liabilities 180.0 168.4            1.9                 2.0             181.9 170.4

Total liabilities 366.8 279.5             4.4                3.6             371.2 283.1

Net Assets:  
Invested in capital assets, net of 
related debt 1,765.4 1,635.1              5.0               5.2           1,770.4 1,640.3

Unrestricted (151.6) (85.5)            (5.2)            (3.6) (156.8) (89.1)
             Total net assets      $   1,613.8     $     1,549.6    $      (0.2)     $        1.6   $     1,613.6       $     1,551.2
 
 



Government-wide Financial Analysis 
 
Net assets may serve as a useful indicator of a government’s financial position.  MCPS’ net 
assets, the amount by which assets exceed liabilities, increased $62.4 million to $1,613.6                      
million.  Most of the increase came from governmental activities, which increased by $64.2                        
million to $1,613.8 million.  The largest portion of net assets reflects MCPS’ investment in 
capital assets (e.g., land, school buildings, buses, and equipment), less any related outstanding 
debt used by MCPS to acquire those assets.  Investment in capital assets, net of related debt for 
governmental activities increased $130.3 million to $1,765.4 million.  These assets are used by 
MCPS in its instructional programs; consequently, these assets are not available for future 
spending. 
 
Montgomery County and the State of Maryland fund MCPS school construction projects through 
the issuance of general obligation bonds.  These bonds are not reflected in MCPS’ investment in 
capital assets, as the resources needed to repay these bonds must be provided by Montgomery 
County and the State. 
 
Unrestricted net assets deficit increased $67.7 million to a $156.8 million deficit at  
June 30, 2008.  The increase in unrestricted net assets deficit is primarily attributed to the initial 
reporting of the net OPEB obligation of $66.1 million.  Net assets increased by $1.6 million 
when the effects of the net OPEB obligation are removed.  
 
The deficit in unrestricted net assets arises from the district’s funding policies for its noncurrent 
liabilities, especially for compensated absences and other postemployment benefits.  The fiscal 
condition of MCPS remains strong, as intergovernmental revenues continue to grow sufficiently 
to meets its fiscal obligations and to fund its current operations. 
 

Revenues by Source - Governmental Activities

Other sources
0.4%

Federal government
3.5%State of Maryland

24.6%

Montgomery County
71.5%

 
      
Governmental activities.   Total revenues for MCPS’ governmental activities increased $166.4 
million (7.8 percent).  Intergovernmental revenues increased $169.2 million (8.6 percent), and 
operating program revenues increased $1.0 million (1.1 percent).  Intergovernmental revenues 
from Montgomery County increased $124.3 million (8.2 percent) as required to fund the 
operating and capital budgets.  Intergovernmental revenue from the State of Maryland increased 
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$41.5 million (8.8 percent), related principally to an increase in the unrestricted Bridge to 
Excellence funding.  
 
Total expenses increased $238.2 million (12.0 percent) to $2,220.8 million.  In 2008, 
instructional programs expenses accounted for 82.7 percent, (82.1 percent in 2007), and support 
services accounted for 17.3 percent (17.9 percent in 2007), of total governmental activities 
expenses.  Employee healthcare and other postemployment healthcare benefits increased $96.0 
million (34.5 percent), principally due to increased funding of OPEB obligations.  Salaries 
increased $82.6 million (7.0 percent), as a result of negotiated salary increases and additional 
positions funded for instructional initiatives.  Capital project expenditures increased $15.9 
million (6.9 percent).  
 

Montgomery County Public Schools Changes in Net Assets 
(Amounts expressed in millions) 

     
           Governmental         Business-Type  
           Activities       Activities          Total 
              2008             2007         2008         2007             2008             2007

 Revenues:              

 Program revenues:              

             Charges for services     $             5.3    $             5.2     $       28.6 $       27.6    $        33.9   $      32.8 

      Operating grants and contributions 84.4 83.5              20.0 18.8 104.4 102.3

      Capital grants and contributions 48.1 52.3                0.9 0.6 49.0 52.9

 General revenues:    

       Intergovernmental 2,145.8 1,976.6  2,145.8 1,976.6

      Other 1.4 1.0                0.6 0.9 2.0 1.9

 Total revenues  2,285.0 2,118.6 50.1 47.9 2,335.1 2,166.5

Expenses:   

Regular instruction 1,300.2 1,160.9  1,300.2 1,160.9

Special education  338.0 293.6  338.0 293.6

School administration 183.9 160.2  183.9 160.2

Student personnel services 15.9 13.9  15.9 13.9

Health services               -                 -           -            - 

Student transportation 118.0 100.9  118.0 100.9

Operation of plant 144.7 130.3  144.7 130.3

Maintenance of plant 56.4 55.8  56.4 55.8

Administration 59.2 63.1  59.2 63.1

Community services 2.5 2.2  2.5 2.2

Interest on capital leases 2.0 1.7  2.0 1.7

Food services               46.1 42.1 46.1 42.1

Real estate management                2.3 2.9 2.3 2.9

Field trips                1.8 1.6 1.8 1.6

Entrepreneurial activities                1.6 1.4 1.6 1.4

 Total expenses  2,220.8 1,982.6              51.8 48.0 2,272.6 2,030.6

Increase (decrease) in net assets 64.2 136.0 (1.7) (0.1) 62.5 135.9

Net Assets - beginning 1,549.6 1,413.6                1.6 1.7 1,551.2 1,415.3

Net Assets - ending     $     1,613.8     $     1,549.6 $         (0.1)    $   1.6   $     1,613.7   $    1,551.2

 
Business-type activities.  Business-type activities decreased MCPS’ net assets by $1.7 million.  
Total revenues increased $2.2 million (4.6 percent).  Moderate increases in sales across the 



enterprise funds increased charges for services by $1.0 million (3.6 percent).  The number of 
reimbursable meals increased 325,000 (2.6 percent) to 12,846,000.  Operating grants related to 
Federal student lunch programs increased $1.2 million (6.4 percent). 
 
Total expenses increased $3.8 million (7.9 percent).  Food services operating expenses increased 
$4.0 million (9.5 percent).  Salaries increased $1.1 million (6.6 percent), principally due to 
general negotiated increases.  Other charges, principally postemployment healthcare benefits, 
increased $1.7 million (18.1 percent).   
 
Non-major enterprise funds net assets increased $0.6 million, due primarily to operating income 
of $0.5 million in the Real Estate Management Fund. 

Revenues by Source - Business-type Activities
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Financial Analysis of MCPS’ Funds 
 
MCPS uses fund accounting to ensure accountability and to demonstrate compliance with 
finance-related legal and contractual provisions. 
 
Governmental funds.  The focus of MCPS’ governmental funds is to provide information on 
near-term inflows, outflows, and balances of spendable resources.  Such information is useful in 
assessing MCPS’ financing requirements.  In particular, unreserved fund balance may serve as a 
useful measure of a government’s net resources available for spending at the end of the fiscal 
year. 
 
As of the end of the current fiscal year, MCPS’ governmental funds reported combined ending 
fund balance of $15.3 million, an increase of $6.7 million from the prior year.  The unreserved, 
undesignated fund balance was $2.7 million and the reserved fund balances were $12.6 million.  
Reserved fund balances is unavailable for new spending because it has already been reserved to 
liquidate prior period commitments. 
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The general fund is the principal operating fund of MCPS.  At June 30, 2008, unreserved, 
undesignated fund balance was $16.4 million and total fund balance was $29.0 million.  
Unreserved, undesignated fund balance increased $11.5 million, resulting primarily from a 
decrease in reserved fund balance necessary to cover a decrease of $4.9 million in encumbrances 
outstanding at June 30, 2008 and an excess of revenue and other financing sources over expenses 
of $6.8 million.  
 
Capital projects fund deficit increased by $0.1 million during 2008 to a deficit of $13.8 million at 
June 30, 2008.  The deficit reflects school construction funding reversions by the State occurring 
after the anticipated State funds had been expended.  The deficit will be eliminated as 
Montgomery County adjusts revenue sources from state to local funding for the affected projects. 
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Proprietary funds.  MCPS’ proprietary funds provide the same type of information found in the 
government-wide financial statements, but in more detail.  Factors concerning the finances of 
those funds have already been addressed within the discussion of business-type activities. 
 
General Fund Budgetary Highlights 
 
The final amended budget for fiscal year 2008 was $3.5 million higher than the original budget.  
The increase was a result of a supplemental appropriation for restricted program grants received 
during the year.     
 
Actual budgetary fund balance increased by $11.3 million.  The increase in fund balance resulted 
from a plan to generate $17.9 million in current year savings, to be applied toward funding the 
2009 operating budget.   
 
Actual revenues were $9.3 million under budget for the year.  Restricted revenues were $13.0 
million under budget, of which $1.5 million comprised estimated restricted grants that did not 
materialize, and $10.1 million in unrealized revenue for grants that carried forward into 2009. 
 
Unrestricted revenues were $3.7 million above budget.  Revenues above budget included 
investment income ($0.6 million) and State non formula-based grants ($2.7 million). 
 
Actual expenditures were $27.9 million under budget.  Restricted expenditures were $13.0 
million less than the budget, which consisted of $10.1 million in unspent funds for grants that 
carry forward into 2009, and $1.5 million in estimated restricted grants that did not materialize.  
 
Unrestricted expenditures were $14.9 million under budget, due to a savings plan implemented 
during the year that, in agreement with the Montgomery County Council, would generate 
internal savings for use in funding 2009 budget initiatives.   
 
Capital Asset and Debt Administration 
 
Capital Assets.  Capital assets include land and site improvements, schools and administrative 
buildings, school buses, and other vehicles and equipment.  At June 30, 2008, MCPS’ investment 
in capital assets for its governmental and business-type activities amounts to $1,799.8 million, 
net of accumulated depreciation.  This amount represents a net increase of $132.6 million, or 8.0 
percent from last year.  The net value of buildings, cost less accumulated depreciation, increased 
$142.9 million and construction in progress decreased $21.4 million. 
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Montgomery County Public Schools Capital Assets 

(Net of depreciation) 
(amounts expressed in millions) 

       
      Governmental     Business-Type   
        Activities     Activities                        Total 
  2008 2007             2008             2007          2008          2007
Land   $         68.9     $        68.1   $          -   $     -   $           68.9    $          68.1
Buildings          1,372.9 1,230.0         -         - 1,372.9      1,230.0
Site improvements            132.8 122.8         -         - 132.8 122.8
Vehicle and equipment              64.7 64.0 5.3 5.7 70.0 69.7
Construction in progress            155.2 176.6         -         - 155.2 176.6

Total  $     1,794.5   $   1,661.5   $           5.3     $         5.7 $      1,799.8   $     1,667.2
 
To relieve overcrowding, reduce the number of releasable classrooms, and accommodate full-
day kindergarten, in FY 2008, MCPS added 64 classrooms to three elementary and three high 
schools and opened one elementary school, adding an additional 28 classrooms.  In FY 2009, 
MCPS will add 105 classrooms to nine elementary schools and two middle schools.  
 
Additional information about capital assets can be found in note 6 to the financial statements. 
 
Long-term debt.  At June 30, 2008, MCPS had $49.8 million in capital leases outstanding.  
MCPS acquires school buses, instructional computers and furniture, other vehicles, and heavy 
equipment through a master lease agreement with a financial institution.  New capital leases for 
school buses, instructional computers, and other equipment amounted to $27.6 million during 
2008.  Principal payments on existing capital leases were $23.8 million during the current year. 
 
Additional information on MCPS’ long-term debt can be found in notes 8 and 9 to the financial 
statements.   
 
Factors Bearing on MCPS’ Future  
 
The transmittal letter presents certain information on the local economy and long-term financial 
planning, enrollment, and negotiated agreement issues affecting MCPS.  There are four 
additional initiatives that significantly impact MCPS. 
 
Post-employment Healthcare Benefits.  The Governmental Accounting Standards Board 
(GASB) issued Statement No. 45, Accounting and Financial Reporting by Employers for Post-
employment Benefit Plans Other Than Pension Plans (OPEB) in June 2004.  The Statement is 
effective in FY 2008 for MCPS.  The Statement establishes standards for the measurement, 
recognition and reporting of OPEB expenditures and related liabilities.  The Statement requires 
MCPS to recognize an expenditure for OPEB during the period of active service for its 
employees, and, to the extent not currently funded, to recognize a liability for unfunded OPEB 
costs. 
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In preparation for the July 1, 2007, implementation date, MCPS participated with the county and 
other county agencies for the purpose of developing a common approach toward reporting and 
funding OPEB that would be acceptable to the Montgomery County Council, the funding 
authority for MCPS.  MCPS agreed with the County Council to phase in full funding of the 
annual OPEB cost over a five year period.  The 2008 OPEB contribution was based on a five 
year phase in.  Subsequently, MCPS agreed with a County Council request to extend the phase in 
period to eight years beginning with the FY 2009 contribution. 
 
MCPS created the OPEB Plan Trust to account for its OPEB activity.  Additional information 
about MCPS’ OPEB funding can be found in note 12 to the financial statements. 
 
No Child Left Behind.  In 2002 the United States Congress approved the No Child Left Behind 
(NCLB) Act.  This marked the most fundamental revision of federal education legislation since 
the adoption of the Elementary and Secondary Education Act (ESEA) in 1965.  The law calls for 
rigorous standards in all states and compulsory testing of students in grades 3 through 8 and 
grade 10.   MCPS has aligned its plans and outcome measures with the standards of NCLB with 
the goal of having all schools meet Adequate Yearly Progress (AYP) targets and having all 
teachers meet “highly qualified” standards as established by the State of Maryland. 
 
Bridge to Excellence.  The 2002 Maryland General Assembly adopted ground-breaking 
legislation to reform the system of educational funding in the state.  The Bridge to Excellence 
Act (S. B. 856) provides an additional $1.3 billion statewide to assure the adequacy of 
educational resources while redirecting resources more equitably to meet the needs of students 
with disabilities, limited English proficient students, and students impacted by poverty.   In 2008, 
MCPS received an increase of $53.5 million as a result of this legislation.  MCPS can expect 
smaller annual increases in state resources in future years now that the legislation, except for the 
Geographic Cost of Education Index funding, has been fully implemented. 
 
Master Plan.  In accordance with the mandates of this law, MCPS has submitted to the 
Maryland State Department of Education  a five-year Master Plan to indicate how its schools 
will meet established goals for student achievement.  The strategic plan for the school system, 
Our Call to Action: Pursuit of Excellence, forms the basis of the Master Plan and was reviewed 
extensively by community leaders and local officials.  The Master Plan includes specific plans 
for the implementation of the requirements of NCLB.  The Maryland State Board of Education 
approved the five-year Master Plan, and MCPS has submitted the annual required updates to the 
plan, which also have been approved by the Maryland State Board of Education.  
 
Requests for Information 
 
This financial report is designed to provide a general overview of MCPS’ finances.  Questions 
concerning any of the information provided in this report or requests for additional financial 
information should be addressed to the Chief Financial Officer, Montgomery County Public 
Schools, 7361 Calhoun Place, Suite 190, Rockville, Maryland 20855. 
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