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1. Board members practice respectful dialogue that 

serves the best interests of the college. 
 
2. Each board member works to integrate servant-

leadership into the board culture. 
 
3. Each board member has the opportunity to speak 

uninterrupted. 
 
4. Board members come prepared – board chair 

needs to understand what is required and set time 
and material appropriately. 

 
5. Board chair acts as caretaker for the board – acts 

as filter, evaluates agenda for time well spent. 
 
6. Board chair speaks for the board to the media. 
 
7. Consent materials are available 10 days in 

advance; remaining board materials are available 
seven days in advance. 

 
8. Board members should route any requests for 

additional information to the board chair or the 
president at least two business days prior to the 
board meeting. 



 
 

Howard Community College’s 
Dragon Principles 

 

We promise to help our students, employees, and community 
members “get there from here.”  
 

We pledge to... 
Be friendly 

Be helpful to our students and community 
Be considerate of each other 

 
And we pledge to… 
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1. Interim Meeting with Auditors and Draft Financial Statements 

2. Quarterly Sole Source Vendors Report  
(April 1, 2006 – June 30, 2006) 

3. Semi-Annual Non-Purchasing Agreement Disclosure 
(January 1, 2006 – June 30, 2006) 

 
4. Fiscal Year 2006 Cumulative Purchases Greater Than $25,000 Report 
 
5. Discussion of Proposed Fiscal Year 2008 Capital Budget 
 
6. Fiscal Year 2006 Annual Earnings and Compensation Report 

7. Other 
 



 
 

Board of Trustees 
Audit & Finance Commitee 

September 13, 2006 
Item 1 

 
1 – Interim Meeting with Auditors and Draft Financial Statements 

 
 
Background:  Representatives from the college’s audit firm, Clifton Gunderson, will 
attend the meeting of the audit and finance committee to offer an interim report on the 
audit.   
 
Staff members have had numerous meetings with the auditors.  The following 
statements are the first draft of what the administration has prepared based on these 
discussions.  Although the auditors have reviewed the college’s records, they have not 
reviewed the attached draft.  Revisions to the draft statements may occur after the 
auditors review this draft.  Hence, the final document may be different. 
 
Starting in FY04, the college was required to be in compliance with Governmental 
Accounting Standards No.39 – Determining Whether Certain Organizations are 
Component Units.  Based on this standard, the Howard Community College Educational 
Foundation, Inc. (Foundation) statements are being presented with the college’s 
statements.  The auditors are in the process of making some adjustments to the 
foundation’s statements and hence the draft may also change for adjustments to the 
foundation. 
 
To date, the auditors have made some recommendations to the administration on the 
issues that need to be addressed in the management letter.  The administration will ask 
the auditors to present any issues at the September 13, 2006, meeting of the audit and 
finance committee. 
 
Purpose:  To allow the audit and finance committee to review the first draft of 

the audit and to meet with the auditors. 
 
Timeline:   July 1, 2005, through June 30, 2006. 
 
 
Recommendation 
 
This item is for information and no committee or board action is required at this time. 
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The following discussion and analysis provides an overview of Howard Community 
College’s (referred to throughout as the College or HCC) planning, enrollment, and 
financial activities.  The intent of this section of the annual financial report is to provide 
an objective analysis of the College’s financial activities based on currently known facts, 
decisions, or conditions that impacted the operations of the College during fiscal year 
2006.  In addition, this section should assist you in assessing the financial position of the 
College and should provide information about significant changes that have occurred.  
Finally, it should present an outlook on known conditions that may affect the College’s 
financial position or operations in the coming years. 
 
In 1999, the Governmental Accounting Standards Board (GASB) released Statement 34 
Basic Financial Statements and Management’s Discussion and Analysis for State and 
Local Governments and Statement 35 Basic Financial Statements and Management’s 
Discussion and Analysis for Public Colleges and Universities which established a new 
reporting model for public institutions.  The College has presented the statements in 
compliance with this reporting model.  

 
In compliance with GASB No. 39 Determining Whether Certain Organizations are 
Component Units, the financial statements of the Howard Community College 
Educational Foundation, Inc. (referred to throughout as the Foundation or HCCEF) are 
presented discretely in the College’s financial statements.  Comparative financial data are 
not presented in the financial statements; however, the College’s comparative data are 
presented and discussed within this management discussion and analysis. 

 
College Planning and Strategic Initiatives 
 
The financial statements for the year ended June 30, 2006, reflect the financial results of 
the activities of the College, which are guided by the College’s strategic planning and 
budget process.  These processes set the stage for the operational and financial goals the 
College expected to achieve and guided staff throughout the year.  In accordance with the 
college’s strategic plan, the initiatives in place for fiscal year 2006 were as follows: 
 

Initiative I – Learning Community 
 

HCC will be a learning community that provides possibilities for learning that 
address the current and ongoing needs of a diverse group of students throughout 
their lives. Our students will be at the center of our thinking and our planning 
processes, and we will be responsive to their needs and individual learning styles. 
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Initiative II – Access 
 

HCC will attract and retain a rich diversity of faculty, staff, and students into its 
programs and learning community. The college will strive to eliminate physical 
and conceptual barriers that inhibit learning and we will respond quickly to 
changes in the educational and workplace environments to address the evolving 
needs of our community. 

 

Initiative III – Economic and Workforce Development 
 

HCC will take a leading role in workforce training and in supporting economic 
development efforts within the county. 

 

Initiative IV- Partnerships 
 

HCC will seek to nurture vibrant community, business, and educational 
partnerships. It will participate with its many community partners to ensure that it 
contributes to the learning needs of all citizens. It will seek out opportunities to be 
involved in the community's life by being a leader in government, business, 
education, cultural, and service groups, and will cultivate positive relationships 
with all segments of the community. 

 

Initiative V – Organizational Excellence 
 

HCC will be an agile, purposeful organization that nurtures innovation and 
inquiry, and evaluates results against valid and ambitious criteria. It will maintain 
a climate that promotes the success of each employee and will provide a work 
environment that recruits, develops and rewards faculty and staff who are 
committed to excellence. And because it believes strongly in the idea of 
community, it will build a strong sense of ownership and responsibility among all 
students, faculty and staff. 

 

Initiative VI – Growth 
 

HCC will aggressively seek the resources to accommodate growth in the 
population of Howard County and growth in the numbers of citizens who will 
seek new learning opportunities from the college. 
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Each year during the budget process, funds are allocated to achieve these initiatives.  Of 
particular impact on the college’s financial operations were the initiatives, Learning 
Community, Economic and Workforce Development, and Growth.   
 
Under goals related to being a Learning Community, the College implemented early 
intervention programs for students in athletic programs, in their first year of college, as 
well as the StepUp! program which provides mentors and coaching to students in the 
college’s developmental programs. The college’s international program has grown to 
include over a dozen study abroad programs that travel to China, Turkey, Ghana, Costa 
Rica, Mexico, Spain, Greece, France, Italy, Scotland and the Ukraine.  This provides an 
excellent opportunity for students to experience cultures outside the United States.  In 
some cases, students received financial support for travel from donors. 
 
Regarding goals under Economic and Workforce Development, the College expanded its 
efforts to respond to the statewide shortage in nursing by implementing the mid-year 
entrance option for the traditional RN and LPN programs.  This program and the 
college’s accelerated nursing program, which is in its second year, address the statewide 
nursing shortage and have increased credit enrollment at the College.  Participation in the 
college’s service learning program has also grown this year, with many students working 
on community projects. 
 
During fiscal 2006, many exciting construction projects were in full swing under the 
goals of Growth.  The new Horowitz Visual and Performing Arts Center was completed 
and will open to faculty and students for the fall 2006 semester.  It adds approximately 
77,800 square feet to the campus and includes visual and performing arts instructional 
spaces, as well as a recital hall, faculty offices and a black box theatre, which also double 
as instructional spaces. 
 
In addition, the new student services building is currently under construction and is slated 
to open in the spring of 2007 and will be approximately 103,770 square feet.  It will 
provide a one-stop shop approach for students to receive a variety of services including 
academic support, student support, testing, tutoring, financial aid, bookstore, and dining.  
Both new buildings will provide state of the art facilities on campus and free up existing 
office space for more classrooms.  These two new buildings will increase the campus 
space by 38 percent.  The third major addition to campus this year is the new parking 
garage.  Opened in August 2006, this garage adds 500 additional parking spaces for 
students and staff. 
 
Various renovations throughout the campus occurred this year, including the first phase 
of the design of the instructional space in the space vacated by the arts and humanities 
faculty and Smith theatre renovations, public restroom upgrades, carpet replacement, and 
interior renovations.  The facilities master plan and twenty-year land use plan was also 
completed.  This plan will provide a guide to the College for capital improvements 
through fiscal year 2015. 
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The Belmont Inn and Conference Center completed its first full year under the 
management of the College.  Despite efforts to grow the conference business, the center 
experienced a net operating loss this year.  However, as the college continues planning its 
future, the administration anticipates the Inn and Conference Center will become an 
integral part of the College, providing continued benefit to the college’s students and the 
community.  Use of this facility in the college’s hospitality management and culinary 
management programs is an integral part of the program and a major factor in serving 
community need. 
 
The college’s partnership efforts with Prince Georges Community College, Towson, and 
Notre Dame, operating a Regional Higher Education Center at the Laurel College 
Center, continue to bring the college closer to breaking even there.  The center reported a 
$98,490 operating loss in fiscal year 2006, however, with additional State funding 
anticipated in fiscal 2007 and revenues from the college’s four-year partners, the center 
could break even next year if enrollments continue to grow.  Combined FTE’s grew 53 
percent over fiscal 2005. 
 
Enrollment Statistics and Analysis 
 
For the year ended June 30, 2006, the College served approximately 10,167 credit and 
14,253 noncredit students.  Student enrollment data is defined and reported annually to 
the Maryland Higher Educational Commission in terms of full-time equivalents (FTEs), 
which represent 30 hours of instruction.  FTE is an important statistic of the College as it 
is the basis for comparison among the various State colleges and is, in part, what 
determines the college’s State funding.   

 
During the current fiscal year, the State approved credit and noncredit enrollments of 
3,999.43 and 1,185.76 FTEs, respectively.  State funded FTEs do not include out-of-state 
students, employees who took classes, and other ineligible students determined by the 
State.  Overall, credit FTEs (4,127.83) and non-credit FTEs (1,501.51) increased 3.1 
percent and 2.0 percent, respectively.  Together this created a total increase in FTEs for 
the year of 53.24 or .97 percent.  The chart below shows total FTEs as opposed to State 
funded FTEs for the years 2002 through 2006.  FTE growth was 19 percent for this 
period. 
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 2006 2005 2004 2003 2002 
Credit  4,127.83  4,004.10  3,771.23  3,613.90  3,331.33
Noncredit  1,501.51  1,472.00  1,403.06  1,330.49  1,310.92
Total FTEs  5,529.34  5,476.10  5,174.29  4,944.39  4,642.25
 
The College experienced a significant rate of growth between 2002 and 2005.  In fiscal 
year 2006, the college’s enrollment continued to grow, but not at such a rapid pace.  With 
the opening of the new parking garage, and the college’s two new buildings in fiscal 
2007, HCC is likely to experience higher rates of enrollment growth. 
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Economic Impact  
 
The College receives a direct benefit from Howard County’s economy, through the 
County Government’s appropriation, and its economy continues to outperform the 
national norm.  Property and income taxes were anticipated to grow 5.29 and 6.5 percent, 
respectively in fiscal 2006.  Even with a healthy economy, demands on the county budget 
were greater than its anticipated revenues to meet those demands.  And while the County 
could not meet the college’s requested 10.99 percent funding increase in fiscal 2006, it 
was able to provide a 7.13 percent increase.  Even with this support, the College was 
forced to increase tuition rates for the third consecutive year, in order to balance the 
budget and fund needed faculty and staff positions and operating expenses for the 
college’s new and existing facilities. 
 
In fiscal 2006 the State economic conditions also improved, ending the year with a 
budget surplus.  The community college system benefited with an addition $8 million 
increase in appropriations.  The community colleges now received 25 percent of what the 
four-year institutions receive in funding.  As a result, the College received an 8 percent 
increase in its appropriation from the State, which amounted to $664,894. 
 
Enrollments at the College continued to grow moderately, and the construction of three 
new facilities to meet the demands of continued growth created increased costs in both 
the capital and operating budgets.  As revenues from student tuition, Howard County and 
the State of Maryland grew, other economic conditions continue to impact the college’s 
finances.  Rising health insurance costs and unprecedented utility and gasoline price 
increases made spending choices difficult for the college as well as consumers of the 
college’s services.  
 
   
Financial Statement Highlights and Analyses 
 
The financial statements, as prepared in accordance with GASB No. 34 and No. 35, are 
designed to present the College as a whole unit, consolidating the various funds 
(operating, continuing education, special, auxiliary, and plant) and emulating that of 
corporate financial statements.  The purpose of the statement of net assets is to identify 
the College’s financial and capital resources into one consolidated statement.  The 
statement of revenue, expenses, and changes in net assets, identifies the College’s 
operating revenue and expenses for its various programs, which also shows the support 
the College receives from Howard County Government, the State of Maryland, and 
various Federal, state and local grant programs.  This statement also highlights spending 
in the various functional areas.  Finally, the Statement of Cash Flows identifies sources 
and uses of cash, and the change in the cash balance from the previous fiscal year. 
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STATEMENT OF NET ASSETS 

 
 

2006 
 

2005 
 

Variance 
Percentage 
Variance 

ASSETS     
     

CURRENT ASSETS     
 Cash and cash equivalents $ 13,590,708 $ 10,941,432 $     2,649,276              24% 
 Tuition receivable, net  198,513  254,463           (55,950)            -22% 
 Government grant receivable  823,549  508,056  315,493  62% 
 State of Maryland Capital receivable      16,472,976  1,307,468      15,165,508          1160% 
 State of Maryland receivable  720,268  532,103  188,165              35% 
 County Capital receivable        2,022,618            267,728        1,754,890  655% 
 PGCC joint venture receivable  136,808                          0  136,808  n/a 
 Other accounts receivable  420,298  410,566  9,732  2% 
 Inventory   483,530  378,167           105,363              28% 
 Prepaid expenses  452,095  430,507  21,588  5% 
     

   Total current assets  35,321,363  15,030,490  20,290,873  135% 
     

NON-CURRENT ASSETS     
 Fixed assets, net  95,299,529  63,587,552  31,711,977  50% 
     

   Total assets  130,620,892  78,618,042  52,002,850  66% 
     

LIABILITIES     
     

CURRENT LIABILITIES     
 Accounts payable  7,273,358  2,620,908  4,652,450  178% 
 Accrued wages  832,214  817,075  15,139  2% 
 Accrued vacation and compensated absences  1,329,868  1,158,261           171,607  15% 
 Insurance liability  280,000  280,000  0  0% 
 Payable to PGCC – joint venture  0       12,507  (12,507)  N/A 
 Payable to Howard County, (construction state)  19,499,568  1,234,539  18,265,029  1480% 
 Current portion of bond payable, Howard County  37,400  37,400  0  0% 
 Current portion of lease payable, Child Care Building  66,271  63,190  3,081  5% 
 Other payables  203,416  203,265  151  0% 
 Deposits   358,450  302,238  56,212  19% 
 Agency funds  548,251  404,674  143,577  35% 
 Deferred revenue  2,064,225  1,648,618  415,607  25% 
     

   Total current liabilities  32,493,021  8,782,675  23,710,346  270% 
     

NON-CURRENT LIABILITIES     
 Lease payable, Child Care Building, net of current  281,043  346,159  (65,116)  -19% 
 Bond payable, Howard County, net of current  112,200  149,600  (37,400)  -25% 
     

   Total non-current liabilities  393,243  495,759  (102,516)  -21% 
     

   Total liabilities  32,886,264  9,278,434  23,607,830  254% 
     

NET ASSETS     
 Invested in capital assets, net of debt  88,969,035  61,195,756  27,773,279  45% 
 Restricted funds, expendable  771,252  647,791  123,461  19% 
 Unrestricted   7,994,341  7,496,061  498,280  7% 
     

TOTAL NET ASSETS $ 97,734,628 $ 69,339,608 $ 28,395,020  41% 
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As of June 30, 2006, total net assets increased by 41 percent, or $28,395,020.  This change is 
primarily due to the increase in capital assets, net of debt of $27,773,279.  The value of net 
capital assets rises when new assets are capitalized, but is reduced by any increases in accounts 
payable/debt associated with those assets. The College capitalized additional net assets less 
depreciation of $31,711,977 and increased accounts payable/debt associated with those assets by 
$3,938,698.  The changes in unrestricted net assets are detailed in the chart that follows this 
section. 
 
The material change in the College’s assets, which increased in total by 66 percent, was due 
primarily to the 50 percent increase in non-current fixed assets.  Included in fixed assets is 
construction in progress, which increased $13,244,829, $13,723,491, and $5,816,675 for 
construction costs associated with the Horowitz Visual and Performing Arts Center, the student 
services building, and the parking garage, respectively.  Total costs to date for these projects are 
$21,501,699, $14,940,437, and $5,889,611, respectively. 
 
Other material current asset variances include a decline in net tuition receivables of 22 percent, 
which resulted from college-wide efforts to encourage student payments prior to the beginning of 
each term, as well as fully reserving older accounts that have been placed into collections.  The 
62 percent increase in the college’s Government grant receivables was primarily related to 
federal grants such as the student services grant, the new Cummings grant and scholarships.  
These funds were received subsequent to year-end.  The 1160 percent increase in the State 
Capital receivable is the state share of the construction costs on the Horowitz Visual and 
Performing Arts Center, the student services building, and the parking garage.  
 
The 35 percent increase in the State of Maryland receivable represents amounts due from the 
state for the retirement program and the statewide programs.  The retirement funds were received 
subsequent to year-end; however, the statewide program receivable has been accruing because of 
a lack of state appropriations in the current year.  The college anticipates receiving full funding 
for these programs in fiscal 2007.  The increase in the County capital receivable of 655 percent is 
primarily for amounts due on the new student services building.  The County has paid its 
budgeted share of the Horowitz Visual and Performing Arts Center, and future costs will be 
funded through the sale of County bonds, and repaid by the College from private donations and, 
if all the funds are not raised, designated student tuition.   
 
Material variances in current liabilities, which increased by 270 percent, include an increase in 
accounts payable of 178 percent.  This was due to the increase in outstanding construction 
payables at year-end, as well as amounts due for retainage on the three major construction 
projects.  The 1,480 percent increase in construction related accounts payables to Howard 
County reflect amounts due from the state which the county has funded on their behalf for the 
Horowitz Visual and Performing Arts Center, the student services building and the parking 
garage.  Also, included in this payable is $3,698,641 due to the County from the College for the 
design and construction of the parking garage, which the County has advanced payments on.  
The County has agreed to issue bonds to fund this project and the College will repay them from 
student parking fees.  Student parking fees will also be used to offset the cost of bus travel for 
students who take the bus. 
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The 35 percent increase in Agency funds resulted from increased revenues net of expenses held 
by the College on behalf of and for student programs.  The 25 percent increase in deferred 
revenue is primarily caused by the increase in payment made to fiscal 2007 semesters.  This is 
another result of efforts made to increase student payments prior to the start date of classes.    
 
Unrestricted net assets are designated as follows:  
 
 2006 2005 Variance 
Designated:    
 Continuing education $ 497,430 $ 781,572 $ (284,142) 
 Auxiliary enterprises  1,410,597  897,130  513,467 
 Special funds  2,136,074  2,039,195  96,879 
 Plant funds  4,665,727  4,322,045  343,682 
    
Undesignated:    
 Unfunded vacation liability  (715,487)  (543,881)  (171,606)
    
Total $ 7,994,341 $ 7,496,061 $ 498,280 
 
Continuing Education 
 
The continuing education division of the College generated 10.3 percent or $5,748,105 of the 
College’s unrestricted revenues, netting $835,982 over direct expenses of the division.  Indirect 
costs within the division totaling $177,073 were incurred, and the division funded $343,051 of 
indirect expenses in the operating fund.  At year-end, $600,000 of continuing education’s fund 
balance was transferred to the plant fund to help cover costs associated with the new building 
projects.  This resulted in an overall decrease in net assets of $284,142.  Although state funded 
non-credit FTE’s declined by .51 percent, total non-credit FTE’s grew 2 percent over fiscal 2005.  
Growth in English Language Institute, the rebounding of business and industry training, 
consulting work with the Maryland Energy Administration, and the new motorcycle training 
courses have all contributed to the increased growth in this division. 
 
Auxiliary Services 
 
Auxiliary services are primarily the College’s bookstore and food services contract, the 
Children’s Learning Center (CLC) and the Belmont Inn and Conference Center.   
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Auxiliary Services (continued) 
  
Bookstore revenues grew by 8 percent over last year, while expenses grew 6 percent.  The 
average cost of textbooks has risen approximately 10 percent over the prior year, and while sales 
are up due to enrollment growth.  The bookstore net profit for the year was $208,722, which was 
44 percent over the prior year due to the smaller increase in operating costs.  Profits were used to 
fund increased costs in the food services area, and for staffing and supplies needed to support the 
enrollment growth on campus.  Additional covered costs included the sunshine fund and 
fundraising initiatives, leaving $67,950 to increase the net assets of the auxiliary fund. 
 
Operating revenues of $526,982 for the CLC increased 13.5 percent over the prior year.  Along 
with a 3 percent tuition rate increase, this was the result of the center operating at close to 
capacity throughout the year.  While the center was budgeted to receive funding support from the 
instructional area ($30,000), the student services area ($58,495), the Educational Foundation 
($29,506) and the bookstore/food services operations ($86,000), the bookstore/food services 
funding was not required this year.  State grant funds helped to offset the center’s expenses, 
which came in under budget by $18,697, allowing $66,801 of the prior years fund balance to 
remain.  These funds will be used for the planned expansion of the center in the future.  The CLC 
is not anticipated to break-even since its goal is to provide flexible day care for students 
removing a barrier to attend college, as well as provide a training ground for the college’s 
students in the early childhood education program. 
 
In November of 2004, the Howard Community College Educational Foundation purchased the 
Belmont Inn and Conference Center and the property is currently being leased and managed by 
the College.  This was the first full year of operations under the College.  During the year, staff 
continued to develop plans to integrate the facility into the college’s master plan, and the Inn 
worked to rebuild its base conference business.  Operating revenues for the year totaled 
$1,411,453, and non-operating revenues included support from the HCCEF of $100,000 and 
from an annual $150,000 facility use fee paid by the College.  Operating expenses totaled 
$1,542,256.  Other fixed charges included lease payments of $216,732 and upgrades, repairs and 
maintenance to the property of approximately $50,705, resulting in a net loss for the Inn of 
$148,240.  The College, in accordance with the college’s management agreement, funded the 
loss.  
 
Special Funds 
 
Special funds are programs within the College that are primarily self funded, with the exception 
of the theatre, Laurel College Center (LCC), tutoring, career links, project access, the 
entrepreneurial program, the mediation center, core competencies, professional development and 
the wellness programs which receive financial assistance from the operating budget.  The 
increase in net assets is primarily due to forward funding of these programs, a compensation 
study and new signage for the new facilities.  In addition, approx. $90,000 was transferred to 
special funds to pay for year-end items that will be received and paid for in fiscal 2007. 
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Plant Funds 
 
Plant funds are capital projects such as the Horowitz Visual and Performing Arts Center, the 
parking garage, and the new student services building, which are currently under construction. 
This increase in plant funds is primarily due to the increase in accounts payable and retainage 
associated with these projects. 
 
 
 

Net Assets 

 
 
 Continuing Education  

497,430

 Auxiliary  1,410,597 
 Special Funds 2,136,074 
 Plant Funds 4,665,727 
 Unfunded vacation  

liability (715,487) 
 
 

$88,969,035 

$771,252

7,994,341

Invested in
capital assets,
net of debt
$88,969,035
Restricted
funds:
Expendable
$771,252
Unrestricted net
assets
$7,994,341
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STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS 

 
 

2006 
 

2005 
 

Variance 
Percentage 
Variance 

 

    

OPERATING REVENUES     
 Student tuition and fees     $21,439,579     
  Net of discounts, allowances 
   and financial aid        (3,364,181) 

 
$ 18,075,398 

 
$ 16,317,068 

 
$ 1,758,330 

 
 11% 

 Cultural, community and other programs  1,120,237  848,384  271,853  32% 
 Auxiliary revenues  4,662,897  3,752,590  910,307  24% 
 Other operating revenues  660,829  392,858  267,971  68% 
      

   Total operating revenues  24,519,361  21,310,900  3,208,461  15% 
     
     

OPERATING EXPENSES     
 Instruction   26,436,366  24,074,077  2,362,289  10% 
 Public service  311,361  329,902  (18,541)  -6% 
 Academic support  3,529,886  3,434,108  95,778  3% 
 Student services  4,851,609  4,372,482  479,127  11% 
 Operation and maintenance of plant  4,611,282  3,831,328  779,954  20% 
 Institutional support  7,610,956  6,976,340  634,616  9% 
 Scholarships and related expenses  713,373  652,347  61,026  9% 
 Auxiliary enterprises  5,411,317  4,200,201  1,211,116  29% 
 Certain fringe benefits paid directly by the State  1,599,089  1,505,912  93,177  6% 
 Unallocated depreciation  2,900,951  2,903,388  (2,437)  0% 
     

   Total operating expenses  57,976,190  52,280,085  5,696,105  11% 
     

  Operating loss  (33,456,829)  (30,969,185)  (2,487,644)  8% 
     

NON-OPERATING REVENUES (EXPENSES)     
 Howard County Government appropriations  17,040,731  15,905,918  1,134,813  7% 
 State of Maryland appropriations  8,813,182  8,148,288  664,894  8% 
 State grants and contracts  1,401,155  973,143  428,012  44% 
 Federal grants and contracts  3,378,317  3,322,323  55,994  2% 
 Local grants and contracts  269,447  275,501  (6,054)  -2% 
 Other grants and contracts  892,679  1,042,918  (150,239)  -14% 
 Certain fringe benefits paid directly by the State  1,599,089  1,505,912  93,177  6% 
 Investment income  625,389  247,469  377,920  153% 
 Interest on debt to Howard County  (34,728)  (37,497)  2,769  -7% 
     

   Total non-operating revenues   33,985,261  31,383,975  2,601,286  8% 
     

Income (loss)  528,432  414,790  113,642  27% 
Capital appropriations from Howard County/State/Other  27,866,602  7,314,017  20,552,585  281% 
     

   Increase in net assets  28,395,034  7,728,807  20,666,227  267% 
     

NET ASSETS, BEGINNING OF YEAR  69,339,594  61,610,801  7,728,793  13% 
     

NET ASSETS, END OF YEAR $ 97,734,628 $ 69,339,608 $ 28,395,020  41% 
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Operating Revenues 
 
For the year ended June 30, 2006, total operating revenues increased by 15 percent, or 
$3,208,461.  Net (gross tuition and fees, less tuition amounts paid by financial assistance) tuition 
and fees increased by 11 percent due to a 5 percent tuition increase for in-county students, 2.7 
percent for out-of-county students and 2.2 percent for out-of-state students, as well as the 
college’s credit enrollment growth of 3.1 percent and non-credit enrollment growth of 2 percent.   
 
Auxiliary revenues increased 24 percent over last year primarily due to operating the Belmont 
Inn and Conference Center for a full year versus only seven months during fiscal 2005.  
Revenues from the Children’s Learning Center grew by 13.5 percent as the result of the center 
operating at nearly 100 percent capacity throughout the year.  Bookstore revenues increased 8 
percent over the prior year, primarily due to the increased cost of textbooks.  
 
The 68 percent increase in other operating revenues is from a large consulting contract with the 
Maryland Energy Administration awarded to the college’s continuing education department 
during the year. 
 
 

Revenue By Type
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Operating Expenses 
 
Operating expenses increased over the same period by 11 percent, or $5,696,105.  The 6 percent 
decrease in public service, which is the college’s cable studio, resulted from savings in hourly 
support and benefits for that department.  Plant operations and maintenance costs increased 20 
percent over last year primarily due to the rising cost of utilities and the additional supply of 
energy used for the interior construction of the college’s new facilities.  Utility costs increased 30 
percent over fiscal 2005.  The 29 percent increase in auxiliary service expense relates to the full 
year of expenses versus only seven months in the prior year for the Belmont Inn and Conference 
Center.   
 
Other functional areas of the College, instruction, academic support, student services, 
institutional support, and scholarships and related expenses increased 11 percent or less due to 
overall college growth.  Fringe benefits paid directly by the State are retirement costs, which 
increased in relationship to wages.  

Expenses By Type

46%

1%6%8%
8%

13%

1%
9% 3% 5% 0%

Instruct ion $26,436,366  46%

Public service $311,361   1%

Academic support  $3,529,886   6%

Student services $4,851,609  8%

Operation and maintenance of  plant
$4,611,282  8%
Inst itut ional support  $7,610,956  13%

Scholarships & related expenses $713,373   1%

Auxiliary enterprises $5,411,317  9%

Certain fringe benefits pd direct ly by the
state $1,599,089   3%
Unallocated depreciat ion & ret irements
$2,900,951  5%
Other $34,728   0%

 
 
Nonoperating Revenue 
 
Nonoperating revenues increased by 8 percent, or $2,601,286.  State, local, and grant 
appropriations are classified as non-operating revenues because they are considered non-
exchange transactions.   
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Nonoperating Revenue (continued) 
 
Appropriations from the County increased by 7 percent, or $1,134,813.  State support increased 
by 8 percent, or $664,894, primarily due to the college’s growth in enrollment and the State 
having added $8 million for community colleges to the fiscal 2006 budget.  State grants and 
contracts increased by 44 percent.  Funding for adult basic education and English as a second 
language grants increased 22 percent and state paid scholarships increased 43 percent over Fiscal 
2005.  Funding for the college’s State infant/toddler grant increased 202 percent as this 3-year 
grant had the majority of activity occur in this fiscal year. 
 
During this same period, smaller grants decreased from the prior year due to the nature of the 
grants requested in each year.  In addition, grants received on behalf of the conflict and 
mediation center declined; costs are being absorbed by the operating fund.  Investment income 
increased by 153 percent due to the economic recovery and the increase in interest rates, which 
more than doubled during the year.    
 
Capital Appropriations 
 
Capital appropriations from Howard County government, the State of Maryland and other 
sources, increased by 281 percent due to an unusually large number of significant projects.  
Appropriations for renovations, athletic fields, the construction of the new student services 
building, the parking garage, and the Horowitz Visual and Performing Arts Center are included 
in this year’s revenue. 
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STATEMENT OF CASH FLOWS 

 
 

2006 
 

2005 
 

Variance 
Percentage 
Variance 

CASH FLOWS FROM OPERATING ACTIVITIES     
 Tuition and fees $ 18,603,167 $ 16,680,579 $ 1,922,588  12% 
 Payments to suppliers  (10,921,403)  (11,790,176)  868,773  -7% 
 Payments to employees  (31,870,732)  (29,902,288)  (1,968,444)  7% 
 Payments for employee benefits  (6,110,864)  (5,178,059)  (932,805)  18% 
 Auxiliary enterprises  4,662,897  3,752,590  910,307  24% 
 Other receipts  1,644,060  1,073,903  570,157           53% 
     
  Net cash used in operating activities  (23,992,875)  (25,363,451)  1,370,576  -5% 
     

CASH FLOWS FROM NON-CAPITAL  
 FINANCING ACTIVITIES 

    

 State appropriations  8,813,182  8,148,288  664,894  8% 
 Local appropriations  17,040,731  15,905,918  1,134,813  7% 
 Grant and contracts  5,555,130  5,461,380  93,750  2% 
 Student loan receipts  2,281,892  2,329,106  (47,214)  -2% 
 Student loan disbursements  (2,281,892)  (2,329,106)  47,214  -2% 
 Agency funds transactions, net  143,577  198,275  (54,698)  -28% 
     
  Net cash provided by non-capital financing activities  31,552,620  29,713,861  1,838,759  6% 
     

CASH FLOWS FROM CAPITAL  
 FINANCING ACTIVITIES 

    

 Capital appropriations  29,211,233  6,355,300  22,855,933  360% 
 Purchase of capital assets  (34,612,928)  (10,684,814)  (23,928,114)  224% 
 Interest paid on bonds and notes  (34,728)  (37,497)  2,769  -7% 
 Payments made on bonds and notes  (99,435)  (98,323)  (1,112)  1% 
     
  Net cash used in capital financing activities  (5,535,858)  (4,465,334)  (1,070,524)  24% 
     
CASH FLOWS FROM INVESTING ACTIVITIES     
 Interest on investment  625,389  247,469  377,920  153% 
     
NET INCREASE IN CASH  2,649,276  132,545  2,516,731  1899% 
     
CASH, BEGINNING OF THE YEAR  10,941,432  10,808,887  132,545  1% 
     
CASH, END OF YEAR $ 13,590,708 $ 10,941,432 $ 2,649,276  24% 
     

RECONCILIATION OF NET OPERATING LOSS TO  
NET CASH USED IN OPERATING ACTIVITIES 

     
Operating loss $ (33,456,829) $ (30,969,185) $ (2,487,644)  8% 
Adjustments to reconcile net income (loss) to net cash 
 provided by used in operating activities: 

    

 Depreciation expense  2,900,951  2,903,388  (2,437)  0% 
 In-kind expenses  61,441  17,198  44,243  257% 
 Amounts paid directly by the state  1,599,089  1,505,912  93,177  6% 
Effect of changes in operating assets and liabilities:     
 Receivables, net  (269,221)  (149,732)  (119,489)  80% 
 Inventories   (105,363)  (13,420)  (91,943)  685% 
 Other assets  (21,602)  (299,703)  278,101  -93% 
 Accounts payable, other payables  4,711,445  1,468,682  3,242,763  221% 
 Deferred revenue  415,607  124,860  290,747  233% 
 Compensated absences  171,607  48,549  123,058  253% 
     

NET CASH USED IN OPERATING ACTIVITIES $ (23,992,875) $ (25,363,451) $ 1,370,576  -5% 
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The primary inflow of cash from operations continues to come from tuition and fees, up 12 
percent and auxiliary enterprises, up 24 percent over the prior year.  The primary outflows of 
cash from operations are to vendors for goods and services, down 7 percent, and employee 
compensation costs, up 18 percent.  The overall 5 percent decrease in cash used in operations is 
primarily down due to the decrease in payments to vendors, which was the result of increases in 
accounts payable and retainage held on construction projects at year-end.   
 
State and local appropriations are the primary cash inflows from non-capital financing activities.  
Other funds come from grants and contracts, state paid benefits, and agency funds.  The net 
increase of 6 percent is primarily due to increased revenues from the county to support the 
college’s operating budget.  Student loan receipts and disbursements offset each other, as all 
funds received on behalf of students are disbursed for their use. The 28 percent decline in cash 
flows of agency funds resulted from revenues growing faster than the associated costs of student 
programs.   
 
Capital financing activities include resources received from Howard County government and the 
State of Maryland for the college’s capital projects.  The three major capital projects are the 
Horowitz Visual and Performing Arts Center, the parking garage, and the new student services 
building. 
 
The college’s investing cash flows come from investment income, which increased by 153 
percent.  This was due to higher interest rates during this fiscal year. 
 
Net cash increased by $2,516,731 from the prior year.  The College believes that its liquidity 
position as of June 30, 2006, is adequate.  The college’s current assets are deemed to be 
sufficient to pay its current liabilities as of June 30, 2006.  Also, as the College collects the 
majority of its tuition revenue at the beginning of each term and receives its grants and 
appropriations regularly, liquidity should not be an issue for the next fiscal year.  The College 
has committed approximately $19,000,000 to complete current capital projects, which it plans to 
fund from future capital appropriations, donations, and allocated student tuition. 
 
Economic Factors that Will Affect the Future  
 
The College’s economic position is closely tied to that of the County and State with 
approximately 46 percent of the college’s revenues coming from these two sources.  The 
percentage of support from the County and State is critical to keeping tuition affordable for the 
college’s students. And, with the economy in recovery, these funding sources seem in a better 
position to support education in the next several years.  In order to keep college affordable, the 
college continues to use operating funds (as well as private funds) for student aid.  The increased 
funding projected from the State could slow the increase in tuition costs, assuming the State 
keeps its promise to move the Cade formula to 30 percent. 
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Over the past year, the Howard County economy has participated in the national economic 
expansion seeing growth in the housing markets and personal income.  Healthy job growth will 
be a strong factor in the continued economic expansion. The two largest revenue sources in 
Howard County are property taxes and income taxes.  In Howard County, the property tax base 
is strong anticipating a 16.64 percent increase in the total assessable base. However, because of 
the phase-in growth limit of 5 percent, revenues from property taxes are projected to grow by 
6.41 percent.  Personal income in the county is anticipated to grow by 5 percent to 7 percent over 
the next few years, with a growth in income tax projected at 6.0 percent. In fiscal 2007, the 
County is predicting a strong growth rate and agreed to give the college an 18 percent increase to 
assist in funding the operating costs due to occur with the opening of the college’s two new 
buildings.  
 
In fiscal 2006, the community colleges saw the Cade formula reach 25 percent of the four-year 
institutions.  This 25 percent funding structure was originally scheduled to start in fiscal 2003.  In 
addition, the legislature passed a revised Cade formula so that the college will begin receiving 
significant increases in fiscal 2008 from the State.  The formula is expected to grow from 25 
percent in fiscal 2007 to 30 percent by fiscal 2013.    
 
In the near term, the economic news appears to be positive.  Driven by government spending on 
homeland security and defense and by strong private sector spending, commercial real estate 
construction has resumed the pace that it was before the recent recession. The Base Realignment 
is anticipated to bring significant job growth to the County and the State.  Although the housing 
market has been strong, with the increase in interest rates, this segment of the economy has 
begun to stabilize. All of this economic activity should translate into strong revenue growth for 
the County and State. 
 
Although the overall economic conditions continue to improve, rising gasoline prices, health 
insurance premiums, as well as a tightening labor market, continue to drive expenses for business 
and consumers, reducing disposable income.  The cost of energy increases will have a major 
impact on the College’s budget in future years, especially with the 38 percent expansion.  In the 
future, County and State budgets will continue to be challenged to limit spending or find new 
revenue sources to fund growing needs. 
 
Non-credit enrollment which had experienced tremendous revenue growth through business and 
industry training during the technology boom is leveling off.  Although certain contracts, such as 
the Maryland Energy contract, continue to enhance this area.  Other areas that are experiencing 
growth and anticipate that trend to continue into the future are health services programs, 
entrepreneurial programs, hospitality, adult basic education, and the college’s summer programs 
for local middle and high school students. 
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The credit enrollment growth at the college has remained strong and is anticipated to grow at the 
rate of three percent a year.  With the opening of the new Horowitz Visual and Performing Arts 
Center and new student services building in the spring of 2007, the campus space will increase 
by 38 percent.  With this expansion comes the need for new custodial, engineering, and technical 
staff, but most importantly the need for new faculty to teach the additional classes.  With a state 
mandate of a 50/50 ratio of part-time to full-time teaching faculty, the College continues to hire 
more full-time faculty as enrollment continues to grow with a four-year plan to close the gap.  
The escalating cost of health insurance and the new requirements to report and fund post 
retirement benefits, rising fixed costs for utilities, and the high cost of technology, will all require 
additional funding in the future.  Also with growth comes the continued problem of parking on 
campus.  The College recently completed a 500 space parking garage, the majority of the cost of 
construction being funded through student fees.  Even with the opening of the garage, parking 
still remains an issue and the college will need to begin another garage soon to keep up with the 
space shortage.  
 
With the state reductions over the last few years, tuition was increased to offset these losses.  
With the opening of the two new buildings and the parking garage in fiscal 2007, tuition will also 
be needed to help with the jump in operating costs.  Tuition will increase $5 per credit hour or 
4.7 percent for fiscal 2007.  This will bring the college’s tuition to $110 per credit hour.  Three 
dollars of this $110 will be used to fund the cost of the Horowitz Visual and Performing Arts 
Center construction and the remaining $107 dollars will go toward operations.  Even with the 
tuition increase, HCC’s indicator for tuition and fees as a percentage of tuition and fees at 
Maryland public four-year institutions is expected to remain well below the four-year institution 
and within the benchmark limit.  The ability to keep tuition at this level will depend on County 
and State funding in future years. 
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STATEMENT OF NET ASSETS

June 30, 2006
Component Unit

Howard Howard Community
Community College College Foundation

ASSETS
 Current Assets
  Cash and cash equivalents (note 1) 13,590,708$    $927,180
  Investments (note 2) - 3,893,836
  Tuition receivable net $743,704 198,513 -
  Government grants receivable 823,549 -
  State of Maryland Capital receivable 16,472,976      -
  State of Maryland receivable 720,268 -
  County Capital receivable 2,276,003        -
  PGCC -joint venture receivable 136,808 -
  Other accounts receivable 420,298 -
  Contributions, net (note 3) 0 1,795,769
  Capital lease receivable (note 5) 0 347,314
  Inventory 483,530 -
  Prepaid expenses and other assets 452,095 55,813
 Total current assets 35,574,747 7,019,912

 Non-current Assets
  Fixed assets, net (note 4) 95,299,529 5,018,058

Total assets  130,874,277 12,037,970

LIABILITIES
 Current Liabilities
   Accounts payable 7,273,359 54,469
   Accrued wages 832,214 -
   Accrued vacation and compensated absences 1,329,868 -
   Insurance liability 280,000 -
   Payable to PGCC - joint venture 0 -
   Payable to Howard County, construction 19,771,613 -
   Lease payable/note payable, Children's Learning Center (note 5 & 6) 66,271 66,271
   Current portion of bond payable, Howard County  (note 6) 37,400 -
   Other payables 203,416 -
   Deposits 358,450 -
   Agency funds 548,251 -
   Deferred revenue 2,064,225 138,235
   Refundable advance - 1,000,000
 Total current liabilities 32,765,066 1,258,975

 Non-current Liabilities
  Lease/Note payable, Children's Learning Center, net of current (note 6) 281,043 281,043
  Bond payable, Howard County, net of current (note 6) 112,200 -
  Loan, Belmont Property (note 6) - 4,431,900
 Total non-current liabilities 393,243 4,712,943

Total liabilities 33,158,309 5,971,918

NET ASSETS
 Invested in capital assets, net of debt 88,969,035      -
 Restricted funds: Expendable 771,252 -
 Unrestricted 7,975,681 40,422
 Temporarily restricted (note 8) - 2,645,047
 Permanently restricted (note 8) - 3,380,583

TOTAL NET ASSETS 97,715,968$    6,066,052$      

The accompanying notes are an integral part of this financial statement. 1
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HOWARD COMMUNITY COLLEGE
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

FOR THE YEAR ENDED JUNE 30,2006 Component Unit
Howard Howard Community
Community College College Foundation

REVENUES
 Operating Revenues
  Student tuition and fees $21,439,579 -$                          
     Net of discounts, allowances, and financial aid (3,364,181) -
   Net student tuition and fees 18,075,398 -
  Cultural, community, and other programs 1,120,237           -
  Auxiliary revenues 4,662,897 -
  Contributions - 1,757,056
  Special events (note 9) - 439,248
  Rent - 216,732
 Other operating revenues 660,829              6,817
 Total operating revenues 24,519,361         2,419,853             

EXPENSES
 Operating expenses
   Instruction 26,436,366 -
   Public service 311,361 -
   Academic support 3,529,886 -
   Student services 4,851,609 -
   Operation and maintenance of plant 4,611,282 -
   Institutional support 7,610,956 300,784
   Scholarships and related expenses 713,373 -
   Program expenses - 1,867,799
   Cost of direct benefit to donors - 364,230
   Fundraising - 261,007
   Auxiliary enterprises 5,411,317 -
   Certain fringe benefits paid directly by the State 1,599,089 -
   Unallocated depreciation 2,900,951 111,058
  Total operating expenses 57,976,190         2,904,878             
Operating (loss) income (33,456,829)       (485,025)               

NON-OPERATING REVENUES (EXPENSES)
 Howard County Government appropriations 17,040,731 -
 State of Maryland appropriations 8,813,182 -
 State grants and contracts 1,401,155           -
 Federal grants and contracts 3,378,317           -
 Local grants and contracts 269,447              -
 Other grants and contracts 892,679              -
 Certain fringe benefits paid directly by the State 1,599,089           -
 Investment income 625,389              128,420
 Net realized and unrealized gain on investments, net of expenses of $239747 - (163,173)               
  Interest on debt to Howard County and capital lease (34,728)              -
 Non-operating revenues 33,985,261         (34,753)                 
  Income before other revenues, expenses, gains or losses 528,432              (519,778)               
  Capital appropriations from Howard County/State/Other 27,847,942         -
 Increase in net assets 28,376,374         (519,778)               

NET ASSETS, BEGINNING OF YEAR 69,339,594         6,585,830

NET ASSETS, END OF YEAR 97,715,968$       6,066,052$           

The accompanying notes are an integral part of this financial statement. 2
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STATEMENT OF CASH FLOWS
          FOR THE YEAR ENDED JUNE 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
       Tuition and fees $18,603,167
       Payments to suppliers (10,921,403)
       Payments to employees (31,870,732)
       Payments for employee benefits (6,110,864)
       Auxiliary enterprises 4,662,897
       Other receipts 1,644,060
  Net cash used by operating activities (23,992,875)

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
       State appropriations 8,813,182
       Local appropriations 17,040,731
       Grant and contracts 5,555,130
       Student loan receipts 2,281,892
       Student loan disbursements (2,281,892)
       Agency funds transactions, net 143,577
  Net cash provided by non-capital financing activities 31,552,620
 
CASH FLOWS FROM CAPITAL FINANCING ACTIVITIES
       Capital appropriations 29,211,233
       Purchase of capital assets (34,612,928)
       Interest paid on bonds and notes (34,728)
       Payments made on bonds and notes (99,435)
  Net cash provided by capital financing activities (5,535,858)

CASH FLOWS FROM INVESTING ACTIVITIES
       Interest on investments 625,389
  Net cash provided by investing activities 625,389

Net INCREASE IN CASH 2,649,276
CASH, BEGINNING OF YEAR 10,941,432
CASH, END OF YEAR 13,590,708$ 

RECONCILIATION OF NET OPERATING LOSS
TO NET CASH USED IN OPERATING ACTIVITIES
Operating (loss) income ($33,456,829)
Adjustments to reconcile net income (loss) to net cash
   provided by (used in) operating activities:
       Depreciation expense 2,900,951
       In-kind contributions 61,441
       Amounts paid directly by the state 1,599,089
Changes in assets and liabilities:
      Receivables, net (269,221)
      Inventories (105,363)
      Other assets (21,602)
      Accounts payable, other payables 4,711,445
      Deferred revenue 415,607
      Compensated absences 171,607
Net cash used in operating activities (23,992,875)$

The accompanying notes are an integral part of this financial statement. 3
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Howard Community College (the College), founded by the Board of Education of Howard 
County, was formally authorized by the Howard County Commissioners to provide a full range 
of educational services to Howard County citizens; however, citizens of other counties and states 
are also eligible to attend but they pay higher tuition.  The College is fully accredited by the 
Middle States Association of Colleges and Secondary Schools and by the Maryland Department 
of Education to offer programs of learning and to award an Associate in Arts Degree and a 
Certificate of Proficiency. 
 
An eight member Board of Trustees governs the College, seven of whom are appointed by the 
Governor of Maryland, and the eighth member is the College’s president.   
 
The College has been defined as a component unit of Howard County, Maryland government, 
and the College’s financial statements are summarized in the County’s general-purpose financial 
statements. 
 
The Howard Community College Educational Foundation, Inc. (the Foundation or HCCEF) is a 
separate legal entity.  It has a separate Board of Directors.  The College president holds the 
position of secretary and the College’s director of development holds the position of executive 
director.  The College does not control the Foundation’s board. 
 
The Foundation was established for the purpose of obtaining resources and to provide 
educational, scientific, and charitable benefits to the College, and is therefore considered a 
component unit of the College.  In accordance with GASB No. 39, entitled Determining Whether 
Certain Organizations are Component Units, it is discretely presented in the College’s financial 
statements. 
 
The Foundation is a private nonprofit organization that reports under FASB standards, including 
FASB Statement No. 117, entitled Financial Reporting for Non-for-Profit Organizations.  As 
such, certain revenue recognition criteria and presentation features are different from GASB 
revenue recognition criteria and presentation features.  No modifications have been made to the 
Foundation’s financial information in the College’s financial reporting entity for these 
differences. 
 
BASIS OF PRESENTATION (HCC) 
 
In June 1999, the Governmental Accounting Standards Board (GASB) approved GASB No. 34, 
entitled Basic Financial Statements and Management Discussion and Analysis for State and 
Local Governments: followed by GASB 35, entitled Basic Financial Statements and 
Management’s Discussion and Analysis for Public Colleges and Universities.    
 

This information is an integral part of the accompanying financial statements 
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BASIS OF PRESENTATION (HCC) (CONTINUED) 
 
GASB Statement 34 identified three types of special-purpose governments (SPG): (1) those 
engaged only in governmental activities, (2) those engaged only in business-type activities, and 
(3) those engaged in both governmental and business-type activities.  Governmental activities are 
generally financed through taxes, intergovernmental revenues and other nonexchange 
transactions.  Business-type activities, on the other hand, are financed in whole or part by fees 
charged to external parties for goods and services.  Given the importance of tuition, fees and 
other exchange-type transactions in financing higher education, the College adopted the financial 
reporting model required of SPGs engaged in business-type activities (BTA).  Colleges reporting 
as BTAs follow GASB standards applicable to proprietary (enterprise) funds.  Prior to the 
adoption of these new standards, the College followed the AICPA reporting model, and thus the 
financial statements of the College were previously reported by fund-type.  
 
The BTA model requires the following financial statement components: 
 

Management’s discussion and analysis 
Statement of net assets 
Statement of revenue, expenses, and changes in net assets 
Statement of cash flows 
Notes to the financial statements 

 
In accordance with GASB Statement No. 20, entitled Accounting and Financial Reporting for 
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, 
and as amended by GASB Statement No. 29, entitled The Use of Not-for Profit Accounting and 
Financial Reporting Principles by Governmental Entities, the college has elected not to 
implement FASB pronouncements issued after November 30, 1989 for any proprietary fund type 
activity. 
 
CASH AND CASH EQUIVALENTS (HCC & HCCEF) 
 
The College and the Foundation consider all highly liquid investments with original maturities of 
three months or less to be cash equivalents. Cash and cash equivalents are carried at cost, which 
approximates fair value. Funds invested through the Maryland Local Government Investment 
Pool (MLGIP) are also considered cash equivalents. 
 
INVENTORY (HCC) 
 
Inventory is carried at the lower of cost or market using the first-in, first-out (FIFO) method. 
 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
 
TUITION RECEIVABLE (HCC) 
 
Tuition receivables are obligations of students resulting from course registrations. The receivable 
is due before the end of the semester for which it was incurred.  Amounts that remain uncollected 
three weeks after the end of the semester are considered delinquent and are referred to the 
collection agency.  A valuation allowance of 100 percent is established for all accounts referred 
to collections. 
 
FIXED ASSETS (HCC) 
 
Capital assets are long-lived tangible assets, which will benefit future periods.  Capital assets 
have been capitalized and are depreciated over their useful lives.  Capital assets are defined as 
land, land improvements, buildings, building renovations, leasehold improvements, furniture and 
equipment (including software) and library books that have initial useful lives extending beyond 
a single reporting period. 
 
The College has established a threshold of $5,000 for furniture and equipment in order for those 
capital assets to be capitalized.  Library books are capitalized as one component unit for the 
purchases within the fiscal year.  
 
Capital assets constructed or purchased are capitalized at cost, while assets acquired by gift are 
capitalized at their fair market value at the time of donation.  The College depreciates all capital 
assets, except for land.  Depreciation expense is not allocated on the financial statements.  Cost 
incurred for construction in progress is capitalized as incurred and not depreciated until the assets 
are ready to be placed in service.  
 
Depreciation is computed on a straight-line basis over estimated useful lives (as noted below), 
beginning the year after acquisition.   
 
Buildings     50 years 
Land improvements    25 years 
Renovations and leasehold improvements 15 years (or over the lease term, if shorter) 
Library books       8 years 
Furniture and equipment    3 -10 years 
 
PROPERTY AND EQUIPMENT (HCCEF) 
 
Property and equipment in excess of $500 are capitalized and recorded at cost.  Depreciation is 
provided over the estimated useful lives of the assets using the straight-time method.  Gifts of 
long-lived assets such as land, buildings or equipment are recorded at their fair values and 
reported as unrestricted support, unless explicit donor stipulations specify how the donated assets 
must be used. 
 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
DEFERRED REVENUES – (HCC) 
 
Deferred revenue is primarily tuition received for semesters beginning after June 30, 2006.  
Grant revenue received during the year that has restrictions on spending related to time or 
reimbursement has been deferred until those restrictions are met.  Deferred revenue as of June 
30, 2006, will be recognized as revenue during the year ending June 30, 2007. 
 
DEFERRED REVENUES – (HCCEF) 
 
Deferred revenue represents advance receipts for the annual Grand Prix fundraiser.  Funds 
received for a fundraiser event will be recognized as special events revenue upon the occurrence 
of the event. 
 
ACCRUED VACATION AND COMPENSATED ABSENCES (HCC) 
 
Accrued vacation and compensated absences are accrued at the end of the year for financial 
statement purposes.  Accrued vacation and compensated absences of $1,329,868, as of June 30, 
2006, are shown on the Statement of Net Assets.  The liability and related expense in the current 
fiscal year will be included in budget appropriations of the subsequent year.   
 
AGENCY FUNDS (HCC) 
 
Funds held by the College as custodian or fiscal agent for others, such as student organizations 
used to support various student activities not directly related to instructional activities, are 
accounted for as agency funds.  The funds held for others are recorded as a liability on the 
Statement of Net Assets and agency transactions are not included in the revenue and expenses of 
the College. 
 
NET ASSETS (HCC) 
 
Net assets are classified as either restricted, unrestricted or invested in capital assets, net of debt. 
Restricted net assets are reported as either expendable or nonexpendable.  Nonexpendable net 
assets are to be maintained in perpetuity.  Expendable net assets, for which there are externally 
imposed constraints, are obligated or expensed within the condition(s) of the constraints. 
 
The restricted net assets of $771,252 represent grants given to the College for a specific use, 
designated by the grantor. The unrestricted balance of $7,994,341 represents auxiliary enterprise 
funds of $1,410,597, continuing education funds of $497,430, cultural, community, theatre and 
other funds of $2,136,074, and $4,665,727 designated for construction and debt repayment, net 
of $715,487 of unfunded compensated absences. 
 
The investment in capital assets of $88,969,035 is net of debt that includes the bond debt to 
Howard County of $149,600, the lease payable on the Children’s Learning Center of $347,314 
and outstanding payables related to construction projects at June 30, 2006, of $5,833,580.  
 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
 
 
REVENUE RECOGNITION (HCC) 
 
The financial statements of the College have been prepared on the accrual basis of accounting 
whereby all revenue is recorded when earned and all expenses are recorded when they have been 
reduced to a legal contractual obligation to pay.  These financial statements are intended to report 
the public institution as an economic unit that includes all measurable assets and liabilities, 
financial and capital, of the institution.  Internal activity between programs has been eliminated.  
 
The College’s tuition and fee revenue is shown gross and net of scholarship allowances.  A 
scholarship allowance is defined as the difference between the stated charge for tuition, goods, 
and services provided by the College and the amount that is paid by the student and/or third 
parties making payments on behalf of the student.  The scholarship allowance represents the 
amount the College receives as tuition from outside resources such as the Title IV Federal Grant 
Program, the Howard Community College Educational Foundation, other restricted grants, and 
the College’s own scholarship program.  Funds received on behalf of students from outside 
sources such as third party payers, are reported in the appropriate revenue classification.  Certain 
aid such as loans and third party payments are credited to the student’s account as if the student 
made the payment.  For fiscal year 2006 the College netted expenses in the amount of 
$3,796,532, reducing tuition revenues by $3,364,181, and bookstore scholarships, and childcare 
tuition, in auxiliary enterprise revenues by $432,351.   
 
OPERATING AND NONOPERATING COMPONENTS (HCC)  
 
The College has elected to report its operating expenses by functional classification, with the 
exception of depreciation, which is presented as a distinct expense and labeled unallocated, and 
certain fringe benefits paid directly by the State.  The Statement of Cash Flows is presented as 
required using the direct method that depicts cash flows from operating activities and a 
reconciliation of operating cash flows to operating income. 
 
Financial statement operating components include all transactions and other events that are not 
defined as capital and related financing, non-capital financing, or investing activities.  The 
College’s principle ongoing operations determine operating activities.  Ongoing operations of the 
College include, but are not limited to, providing intellectual, cultural and social services through 
two-year associate degree programs, continuing education programs and continuous learning 
programs. Operating revenues of the College consist of tuition and fees, cultural, community, 
and other programs, auxiliary enterprise revenue, and other operating revenue. 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
 
OPERATING AND NONOPERATING COMPONENTS (HCC) (CONTINUED)  
 
Nonoperating components include transactions and other events that are defined as noncapital 
financing activities, capital financing activities, and investing activities.  Noncapital financing 
activities include borrowing money for purposes other than to acquire, construct or improve 
capital assets and repaying those amounts borrowed, including interest.  Nonoperating activities 
include certain intergovernmental receipts and payments such as state and local appropriations, 
student loans, grants, and agency transactions.  The College has also identified student financial 
aid assistance, including PELL and SEOG grants as nonoperating revenue as the College does 
not consider them to be exchange transactions.  Capital financing activities include acquiring and 
disposing of capital assets used in providing services or producing goods, borrowing money for 
acquiring, constructing, or improving capital assets and repaying the amounts borrowed, 
including interest and paying for capital assets obtained from vendors on credit.  Investing 
activities include acquiring and disposing of debt or equity instruments. 
 
AUXILIARY ENTERPRISES, CONTINUING EDUCATION, AND CULTURAL,  
    COMMUNITY AND OTHER PROGRAMS (HCC) 
 
Auxiliary enterprises operated by the College include the bookstore, cafeteria, Children’s 
Learning center, art gallery, vending services and the Belmont Conference Center.  Continuing 
education programs primarily represent noncredit courses offered by the College for a fee.  
Cultural, community, and other programs are primarily events of the College theatre, the Laurel 
College center, summer instructional and sports camps, a youth music program, the international 
programs, various student services programs, and athletic activities sponsored by the College for 
the community.  In addition, start up programs such as the accelerated and mid-year nursing 
programs as well as the entrepreneurial program are included.  Nets assets for these programs are 
part of the unrestricted net assets balance. 
 
FEDERAL AND STATE INCOME TAX STATUS (HCC & HCCEF) 
 
The College is exempt from federal and state income taxes as it is essentially a political 
subdivision of the State.  The Howard Community College Educational Foundation, Inc. is 
exempt from taxation under the provisions of IRC Section 501c(3).  Accordingly, no income 
taxes are reflected in these financial statements. 
 
USE OF ESTIMATES IN PREPARING FINANCIAL STATEMENTS (HCC & HCCEF) 
 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities as of the date of the financial statements and the reported amounts of revenue and 
expenses during the reporting period.  Actual results could differ from those estimates. 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
 
NEW ACCOUNTING PRONOUNCEMENTS (HCC) 
 
During fiscal year 2004 and 2005, GASB issued Statement No. 43, entitled Financial Reporting 
for Postemployment Benefit Plans Other Than Pension Plans, and Statement No. 45, entitled 
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pensions.  The College is analyzing the effects of these pronouncements and plans to adopt them 
as applicable by their effective dates. 
 
HOWARD COMMUNITY COLLEGE EDUCATIONAL FOUNDATION, INC. 
 
The Howard Community College Educational Foundation, Inc. (the Foundation) is a nonprofit 
corporation established in 1978 to provide educational, scientific and charitable benefits to 
Howard Community College (the College) and financial aid to qualified students attending the 
College. Significant accounting policies followed by the Foundation are described below. 
 
CONTRIBUTIONS RECEIVABLE (HCCEF) 
 
Contributions receivable represent unconditional promises to give from various contributors 
including individual, local business and state and local governments.  Contributions receivable in 
excess of one year have been discounted and all contributions receivable are recorded at fair 
value as of June 30, 2006.  There is a $6,400 allowance for uncollectible accounts recorded as of 
June 30, 2006.  Management believes that the balance of contributions receivable is fully 
collectible.  
 
INVESTMENTS (HCCEF) 
 
Investments are comprised of bond and equity investments and are carried at fair value as of the 
date of the Statement of Financial Position.  Changes in fair value are recognized in the period in 
which the change occurs in the Statements of Activities.  Investment income and losses on 
investments of temporary restricted assets is added to or taken from temporarily restricted new 
assets when restricted as to use by the donor.  Unrealized losses on permanently restricted net 
assets is excess of unrealized gains on permanently restricted net assets will be recorded to 
unrestricted net assets so as not to reduce the value of the permanently restricted net assets below 
the corpus of the original endowment.   
 
 

This information is an integral part of the accompanying financial statements 



HOWARD COMMUNITY COLLEGE 
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

June 30, 2006 
 
NET ASSETS (HCCEF) 
 
 Unrestricted net assets – Net assets not subject to donor-imposed stipulations, or whose 
 restrictions have been satisfied. 
 
 Temporarily restricted net assets – Net assets subject to donor-imposed stipulations 
 that may or will be met, either by actions of the Foundation and/or the passage of time.  
 When a restriction expires, temporarily restricted assets are reclassified to unrestricted 
 assets and reported in the Statement of Activities as net assets released from restrictions. 

 
 Permanently restricted net assets – Net assets subject to donor-imposed stipulations 
 that must be maintained permanently by the Foundation.  Generally, the donors of these 
 assets permit the Foundation to use all or part of the income earned and capital gains, if 
 any, on related investments for general or specific purposes. 
 
IN-KIND CONTRIBUTIONS (HCCEF) 
 
The Foundation receives contributions of various services from non-related sources. These 
contributions and their related expenses are reported at fair value in the period the service is 
performed.  The estimated fair value of these contributions was $56,444 for the year ended June 
30, 2006.  Additionally, the foundation receives in-kind support from the College consisting of 
personnel and office costs.  These amounted to $181,502 at June 30, 2006.  The College also 
pays for interest on the note payable for the Belmont Inn and Conference Center.  This amounted 
to $218,265 at June 30, 2006.     
 
ADVERTISING COSTS (HCCEF) 
 
The Foundation expenses costs associated with advertising in the year incurred.  Advertising 
expense (excluding in-kind contributions) was $3,912 for the year ended June 30, 2006. 
 
FUNDRAISING AND MANAGEMENT EXPENSES (HCCEF) 
 
Fundraising expenses consist of donor support expenses and fundraising event-related insurance 
policies.  Management expenses, included in institutional support, consist of office expenses, 
accounting, legal fees, and director and officer insurance. 
 
REFUNDABLE ADVANCE (HCCEF) 
 
This represents a $1,000,000 conditional contribution received in connection with the Belmont 
property.  The contribution received on the Belmont property may not be satisfied.  If the 
conditions are not met, the funds may be returned to the contributor. 
 

This information is an integral part of the accompanying financial statements 
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June 30, 2006 
 
NOTE 1 – CASH AND CASH EQUIVALENTS (HCC)  
 

A. Cash on Hand 
 At year-end, petty cash on hand and change funds totaled $12,825. 
 

B. Deposits 
 At year-end, the carrying amount of the College’s deposits was $1,635,353 and the bank 
 balance was $2,359,073.  The deposits of the College were not exposed to custodial 
 credit risk at June 30, 2006.  The operating account is federally insured up to $100,000 by 
 the Federal Deposit Insurance Corporation and any amounts in excess of $100,000 are 
 collateralized by a surety bond with a market value of $10,000,000 at June 30, 2006.  The 
 bond is held by the bank’s agent in the College’s name. 
 

C. Investments 
 The College’s allowable investments are determined by Article 95, Section 22 of the 
 Annotated Code of the Public General Laws of Maryland and the College’s investment 
 policy.  The College may invest in certificates of deposit with commercial banks in the 
 State of Maryland; direct U.S. obligations; U.S. government agency obligations; 
 repurchase agreements; banker’s acceptances from approved banks with acceptable credit 
 ratings; commercial paper from entities with an acceptable credit rating, money market 
 funds and the Maryland Local Government Investment Pool (MLGIP).  At June 30, 2006,
 the College’s investment balances consisted of $11,955,355 in the MLGIP.  The 
 investment is considered a cash equivalent for financial statement purposes. 
 
Cash on hand  $ 12,825
Carrying amount of deposits      1,622,528 
Carrying amount of MLGIP   11,955,355
   

Total cash and investments per statement of net assets  $ 13,590,708
 
Investment rate risk 
Fair value fluctuates with interest rates, and increasing interest rates could cause fair value to 
decline below original cost.  To limit the College’s exposure to fair value losses arising from 
increasing interest rates, the College’s investment policy limits the term of investment maturities.  
At June 30, 2006, the College’s investments were limited to the MLGIP.  College management 
believes the liquidity in the portfolio is adequate to meet cash flow requirements and to preclude 
the College from having to sell investments below original cost for that purpose.  The 
investments at June 30, 2006, met the College’s investment policy as of that date. 
 
Investment income includes the following for the year ended June 30, 2006. 
 
Net interest and dividends  $ 625,389
 
 

 



HOWARD COMMUNITY COLLEGE 
NOTES TO FINANCIAL STATEMENTS 

June 30, 2006 
 
 
NOTE 1 – CASH AND CASH EQUIVALENTS (HCC) (CONTINUED) 
 
Credit Risk 
The College invests 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 Standards & 
Poors, their highest rating for money market mutual funds.  The MLGIP seeks to maintain a 
constant value of $1.00 per unit.  Unit value is computed using the amortized cost method.  In 
addition, the net asset value of the pool, market to market, is calculated and maintained on a 
weekly basis to ensure a $1.00 per unit constant value. 
 
Custodial Credit Risk 
For an investment, custodial credit risk is the risk that, in the event of failure of the counterparty, 
the College will not be able to recover all or a portion of the value of its investments or collateral 
securities that are in the possession of an outside party.  The College’s investments were all 
invested in the MLGIP and are not exposed to custodial credit risk. 
 
Foreign Currency Risk 
The College’s investment policy does not allow for investments denominated in foreign 
currencies.  The College did not have any investments denominated in any foreign currency at 
June 30, 2006. 
 
NOTE 2 – INVESTMENT (HCCEF) 
 
The Foundation’s investments are summarized as of June 30, 2006, as follows:  
 
Mutual Funds Cost Market Unrealized Gain or 

(Loss) 
Equity $2,059,191 $1,995,898 ($63,293) 
Bond   1,848,226   1,897,938    49,712 
Total $3,907,417 $3,893,836 ($13,581) 
 
The Foundation investment portfolio included the following categories on June 30, 2006.  
Temporarily restricted were $1,022,229 and permanently restricted were $2,871,807 for a total of 
$3,893,836.   
 

This information is an integral part of the accompanying financial statements. 
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NOTE 3 – CONTRIBUTIONS RECEIVABLE (HCCEF) 
 
Contributions receivable as of June 30, 2006, include the following unconditional promises to 
give: 
 
Amounts due in:     2006  
 Less than one year $  814,167  
 One to seven years  1,295,247  
   

 2,109,414  
 Less:  Discount   (307,245)  
   Allowance for uncollectible accounts       (6,400)  
   

Total $1,795,769  
 
Contributions receivable is recorded at fair value, which was calculated using a discount rate of 4 
percent, based on projected t-bill rates, for the year ended June 30, 2006.  The unamortized 
discount will be accreted into revenue in the future. 
 
NOTE 4 – FIXED ASSETS (HCC)   
 
The following table presents the changes in the capital asset categories, less depreciation expense 
for fiscal year 2006, resulting in the net asset value at June 30, 2006.  
 
 Balance at 

June 30, 
2005 

 
 

Additions 

 
 

Retirements 

Balance at 
June 30, 

2006 
     
Land $ 364,581 $ -      $ -      $ 364,581 
Land improvements  2,138,266  -       -       2,138,266 
Buildings  48,153,947  125,909  -       48,279,856 
Building renovations  18,402,191  715,426  -       19,117,617 
Furniture and equipment  7,812,210  562,492  189,786  8,184,916 
Library books  1,790,202  46,998  -       1,837,200 
Leasehold improvements  2,034,321  42,188  -      2,076,509
   Total gross assets  80,695,718  1,493,013  189,786  81,998,945 
Depreciation expense  (28,210,881)  (2,878,510)  (167,330)  (30,922,061
   Assets net of depreciation  52,484,837  (1,385,497)  22,456  51,076,884 
Construction in progress  11,102,715  33,119,930  -      44,222,645
     
Total $ 63,587,552 $ 31,734,433 $     22,456 $ 95,299,529 
 

This information is an integral part of the accompanying financial statements. 
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PROPERTY AND EQUIPMENT (HCCEF) 
 
As of June 30, 2006, the carrying value and estimated lives of each class of property and 
equipment are as follows: 
 
 
 Estimated 

Lives 
(in years) 

 
June 30 

2006 

 

    
Real estate N/A $1,714,124  
Building 39   3,200,000  
Furniture and equipment 5 - 10      277,840  
Less accumulated depreciation     (173,906)  
    
Total   $5,018,058  
 
 
 
 
NOTE 5 – CAPITAL LEASE RECEIVABLE/PAYABLE (HCC) 
 
The College entered into a capital lease agreement with Howard Community College 
Educational Foundation, Inc. for the lease of the Children’s Learning Center.  Under this 
agreement, the College has agreed to pay all required debt service until the underlying note is 
repaid.  The required lease payments are as follows: 
 
 
 
 

 2007 $      85,593  
 2008  85,593  
 2009  85,593  
 2010  85,593  
 2011  64,195  
  406,567  
 Less interest portion  (59,253)  
   
Present value of lease payments $ 347,314  

 
 

This information is an integral part of the accompanying financial statements. 
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NOTE 6 - BOND LIABILITY TO HOWARD COUNTY AND NOTE PAYABLE 
 
Howard Community College 
 
The College is indebted to the County in the amount of $149,600 as of June 30, 2006, for its 
share of construction costs of the Student Galleria.  Payments are due through 2010 at interest 
rates ranging from 6.9 percent to 7.0 percent.  During the year ended June 30, 2006, $37,400 was 
paid on the bond debt and the debt and interest payments in the future are as follows: 
 

 Principal Interest 
 2007  37,400  10,435 
 2008  37,400  7,854 
 2009  37,400  5,236 
 2010  37,400  2,618
   
Total  $ 149,600 $ 26,143 

 
Howard Community College Educational Foundation 
 
a.) Children’s Learning Center (CLC) 

In March 2001, the Foundation obtained a bank loan to finance the construction of the 
Children’s Learning Center building.  The bank loan bears interest at a fixed rate of 5.25 
percent until March 2006, and 6.61 percent thereafter.  Under the terms of the note, the 
Foundation is required to make monthly principal and interest payments of $6,902 
through March 2006, and $7,133 thereafter through March 2011.  Interest incurred and 
paid in the year ended June 30, 2006, was $ 21,482. 

 
b.) Belmont Property 

In November 2004, the Foundation entered into a loan agreement to finance the purchase 
of approximately 68.25 acres of land and all improvements thereon, including the 
Belmont Inn and Conference Center (Belmont property) and an historic manor house.  
The loan bears interest at the 1 month libor rate plus .48 percent (5.85 percent at June 30, 
2006).  The loan is collaterized by the Belmont property. Under the terms of the note, the 
Foundation is required to make monthly interest only payments through November 2007 
and then principle payments of $18,466, plus interest, until November 19, 2014.  Interest 
incurred and paid through June 30, 2006, was $218,265.  
Notes payable balances at June 30, 2006, are $347,314 for the CLC and $4,431,900 for 
the Belmont Property totaling $4,779,214. 
 2007 $    195,533  
 2008  291,417  
 2009  295,173  
 2010  299,129  
 2011  281,692  
 Thereafter  3,416,270  
Total  $ 4,779,214  

 

This information is an integral part of the accompanying financial statements. 
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NOTE 7 – DEFERRED FINANCING COSTS (HCCEF) 
 
Deferred financing costs consist of costs incurred related to the financing of the Belmont 
Conference Center.  The costs will be amortized over the life of the loan.  Total costs capitalized 
as of June 30, 2006, were $47,693.  Total amortization expense for the year ended June 30, 2006, 
was $ 2,038. 
 
 
NOTE 8 – RESTRICTED NET ASSETS (HCCEF) 
 
Temporarily restricted net assets of $2,645,047 as of June 30, 2006, consist of funds restricted 
for scholarship purposes and other specified programs. Net assets released from restrictions were 
funds restricted for scholarship purposes and other specified programs whose restrictions were 
satisfied.  Permanently restricted net assets are restricted in perpetuity, the income from which is 
expendable to support the general obligations of the Foundation and to provide scholarships. 
 
NOTE 9 – SPECIAL EVENTS REVENUE (HCCEF) 
 
Special events revenue and expenses for the year ended June 30, 2006, including cash and in-
kind donations and expenses related to the events, are comprised of the following: 
 
Support and Revenue:       2006  
 Grand Prix $     243,538  
      Iron Bridge Steeplechase        154,135  
 Hunan Manor          31,575  
 Alumni events and other activities          10,000  
   

Total  $     439,248  
 
Expenses:   
 Grand Prix $     364,230  
 
NOTE 10 – RETIREMENT BENEFITS (HCC) 
 
All full-time College employees participate in either the Maryland State Retirement and Pension 
Systems or an Optimal Retirement Program (ORP) primarily the Teachers Insurance and 
Annuity Association/College Retirement Equities Fund (TIAA/CREF).  The College’s total 
current-year payroll for all employees was $32,412,851.  The payroll of employees covered by 
either the Maryland State Retirement and Pension Systems or an ORP, was $22,772,208. 

This information is an integral part of the accompanying financial statements. 
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NOTE 10 – RETIREMENT BENEFITS (HCC) (CONTINUED) 
 
The Maryland State Retirement and Pension Systems are cost-sharing multiple employer Public 
Employees Retirement Systems (PERS) established and administered in accordance with Article 
73B of the Annotated Code of Maryland.  Annually, the State Retirement Agency publishes a 
publicly available financial report that includes financial statements and required supplementary 
information for the PERS.  That report may be obtained by writing to PERS at the State 
Retirement Agency, 301 West Preston Street, Baltimore, Maryland, 21201-2363. 
 
Employee benefits and contributions differ based on the employees’ participation in either the 
retirement system (Teachers’ Retirement System or Employees’ Retirement System) or the 
pension system (Teachers’ Pension System or Employees’ Pension System).  All new employees 
must join the pension system or an ORP.  Employees who were members of the retirement 
system on December 31, 1979, can continue membership unless they elect to join the pension 
system or an ORP. 
 
All employees have vested benefits after five years of creditable service.  Retirement benefits 
under both the retirement and pension systems are based on years of service.  Under the pension 
system, benefits are integrated with Social Security benefits, and there is a 3 percent limit on the 
cost-of-living adjustment.  The retirement system has no integration level. 
 
The pension system requires individuals to contribute 2 percent of their annual salary.  
Employees who are members of the retirement system can, if elected by July 1984, contribute 7 
percent of their annual compensation and receive an unlimited cost-of-living adjustment.  Other 
employees can elect to remain members of the retirement system and contribute 5 percent of 
their annual compensation; however, their retirement benefits are subject to a 5 percent limit on 
their annual cost-of-living adjustment. 
 
The contributions for the fiscal years ending June 30 to the system, exclusive of contributions 
made directly by the State of Maryland, were as follows: 
 

Fiscal Year 
Ending 

 Annual Pension 
Cost (APC) 

 Percentage of 
APC Contributed 

 Net Pension 
Obligation 

       
June 30, 2004  $ 174,706   100%  $ -      
June 30, 2005   244,624   100%   -      
June 30, 2006   271,003   100%   -      

 
 

This information is an integral part of the accompanying financial statements. 
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NOTE 10 – RETIREMENT BENEFITS (HCC) (CONTINUED) 
 
Required Supplemental Information Schedule of Funding Progress for the entire Employees 
Retirement and Pension Systems of Maryland: 
 
(expressed in thousands) 
 

 
 

Actuarial 
Valuation 

Date 

 
Actuarial 
Value of 
Assets 

(a) 

Actuarial 
Accrued 

Liability (AAL) 
Entry Age 

(b) 

 
Unfunded 

AAL 
(UAAL) 

(b-a) 

 
 

Funded 
Ratio 
(a/b) 

 
 
 

Covered 
Payroll 

UAAL as a 
Percentage 
of Covered 

Payroll 
(b-a/c) 

       
June 30, 2003 $ 32,631,465 $ 34,974,601 $ 2,343,136  93.30% $ 8,134,419  29.00% 
June 30, 2004  33,484,657  36,325,704  2,841,047  92.18%  8,069,481  35.00% 
June 30, 2005  34,519,500  39,133,450  4,613,949  88.21%  8,603,761  54.00% 
 
 
TIAA is a nonprofit insurance company that provides annuities and insurance for staff members 
of educational organizations; CREF is a nonprofit corporation established to provide retirement 
benefits.  The TIAA/CREF program is a money purchase plan under which the benefit is 
determined by the retirement income purchased by State and employee contributions.  The State 
contribution rate is determined by State law and is currently 7.25 percent of salary.  No employee 
contribution is required.  Participants in TIAA/CREF may begin to receive their annuity income 
at any time after leaving the College; however, there is a penalty for those under retirement age. 
 
The State of Maryland pays, on behalf of the College, the employer’s share of retirement costs 
for teachers and related positions.  During the fiscal year ended June 30, 2006, the State paid 
$1,599,089 in retirement costs, equal to approximately 7 percent of the covered payroll costs.  
The College’s share of retirement costs for other employees was calculated based on the accrued 
benefit cost method. 
 
NOTE 11 - RISK MANAGEMENT (HCC)  

 
The College is exposed to various risks of loss related to torts; theft of, damage to, and 
destruction of assets; errors and omissions; injuries to employees; and natural disasters.  For 
other than automobile coverage, the College participates in Howard County’s self-insurance 
programs, which provide coverage up to a maximum of $1,000,000 for each general liability 
claim, $100,000 for each property claim, and $500,000 on each workers’ compensation claim.  
The College has a separate policy with the Local Government Insurance Trust (LGIT), a public 
entity risk pool that consists of various local counties and municipalities, for automobile 
coverage up to a maximum of $1,000,000 for each automobile claim. 

This information is an integral part of the accompanying financial statements. 
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June 30, 2006 
 
 
NOTE 11 - RISK MANAGEMENT (HCC) (CONTINUED) 
 
Under the umbrella of Howard County, the College has additional coverage from LGIT for 
liability and property claims in excess of the coverages described above.  The County pays 
annual premiums to LGIT for liability coverages.  LGIT was created to provide broader 
insurance than that available from commercial insurers, coverages that otherwise would be 
unavailable, and loss control and risk management services for local governments.  The College 
is covered for workers’ compensation claims in excess of the $500,000 per claim as previously 
described under an additional policy purchased by the County.  Settled claims have not exceeded 
coverage in any of the past five years.   
 
The College makes payments to the County based on a combination of actuarial estimates and 
historical cost information.  These amounts are needed to pay prior and current-year claims and 
to establish a reserve for future and/or catastrophic losses.  The amount paid and expensed during 
the year ended June 30, 2006, was $41,840. 
 
 
NOTE 12 - HEALTH BENEFITS (HCC) 
 
The College has entered into an agreement with Howard County to provide health care coverage 
for its employees under the County’s self-insured plan.  The agreement requires the College to 
pay the lesser of actual costs, as defined in the Plan, or a specified maximum cost.  The College 
has the option to terminate the agreement at the end of each fiscal year.  If the agreement is 
terminated, the College is responsible for paying any remaining unpaid claims as of June 30, of 
the year of termination.  The College intends to renew the agreement for fiscal year 2007 
 
The settlement with the County of the final costs for fiscal years occurs subsequent to the end of 
the fiscal year.  In anticipation of this settlement, the College has recorded $280,000 as an 
accrual for additional costs as of June 30, 2006. 
 
NOTE 13 - RELATED PARTY TRANSACTIONS (HCC) 
 
As discussed, the Foundation has been determined to be a component unit of the College, after 
analyzing the requirements of GASB Statement No. 39, Determining Whether Certain 
Organizations are Component Units, and its financial activity is presented discretely in the 
College’s financial statements. 
 
For the year ended June 30, 2006, the College provided $181,502 of in-kind administrative and 
overhead support to the Foundation.  During the same period, the Foundation provided $236,273 
in scholarships awarded to students and $1,631,526 in nonscholarship benefits to the College in 
support of college programs and other services. This includes in-kind contributions.   

This information is an integral part of the accompanying financial statements. 
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NOTE 13 - RELATED PARTY TRANSACTIONS (HCC) (CONTINUED) 
 
The College entered into a ground lease of approximately one acre of land to the Foundation in 
order for the Foundation to construct a College operated childcare facility.  The lease ends June 
2019, and the Foundation pays the College annual ground rent of $1.  The College paid the 
foundation $83,748 in lease payments for the use of the childcare facility for the fiscal year 
ended June 30, 2006.  The Foundation uses these payments to pay the loan for the childcare 
facility. 
 
On November 19, 2004, the College entered into a lease agreement with the Foundation for the 
rental of the Belmont property.  The agreement is for the period through June 30, 2015 with four 
5-year extensions available.  Under the terms of the agreement, the annual rental amount is equal 
to the debt service on the outstanding loan and real estate taxes due on the property.  The College 
may terminate the lease with 180 days notice after 10 years and the original mortgage is fully 
paid.  Rent expense was $216,732 for the year ended June 30, 2006. 
 
 
NOTE 14 - JOINT VENTURE (HCC) 
 
The College entered into a joint-venture agreement with Prince George’s Community College 
(PGCC), to form the Laurel College Center (LCC).  The LCC, located at 312 Marshall Avenue 
in Laurel, Maryland, offers both credit and non-credit courses.  The College and PGCC split both 
the revenues and expenses associated with the LCC, equally.   For the year ended June 30, 2006, 
the College included $350,356 and $213,548 in revenue and instructional operating expenses, 
respectively, in the Statement of Revenue, Expenses and Changes in Net Assets.  While the LCC 
is currently operating at a loss, it is anticipated to break even by fiscal year 2007.   
 
As part of the joint-venture agreement, the College and PGCC entered into a noncancelable 
operating lease agreement, which contains a non-appropriation clause.  This lease has an initial 
term of five years with the option to renew the lease for an additional five years in one-year 
increments.  The lease payments have an escalation clause of 3 percent per year and the College 
has recognized its proportionate share of the rent expense in accordance with the terms of the 
lease agreement.  The College’s proportionate share of the rent expense for the year ended June 
30, 2006, was $344,428. 
 
The College’s proportionate share of the future minimum lease payments under the terms of this 
lease is as follows: 
 

2007 $321,314 
2008   330,953 
2009   340,882  
2010   351,108 
2011   361,641 
2012     60,568

This information is an integral part of the accompanying financial statements. 
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NOTE 15 - COMMITMENTS, CONTINGENCIES, AND CONDITIONAL GRANTS  
 
Grants - Howard Community College 
 
Most grants and cost-reimbursable contracts specify the types of expenses for which the grant or 
contract funds may be used.  The expenses made by the College under some of these grants and 
contracts are subject to audit.  To date, the College has not been notified of any significant 
unallowable costs relating to its grants or contracts.  In the opinion of management, adjustments 
for unallowable costs, if any, resulting from such audits will not have a material effect on the 
accompanying financial statements. 
 
Capital Projects - Howard Community College  
 
As of June 30, 2006, the College has commitments of approximately $19,000,000 to complete 
outstanding capital projects.   
 
NOTE 15 - COMMITMENTS, CONTINGENCIES, AND CONDITIONAL GRANTS  
 
Conditional Grants - Howard Community College Educational Foundation 
 
A conditional cash advance of $1,000,000 was received last year.  This amount is related to the 
Belmont Property transaction.  This amount is included as a refundable advance at June 30, 
2006.  
 
NOTE 16 – POST RETIREMENT BENEFITS (HCC) 
 
The College provides medical benefits to eligible employees who retire from employment with 
the College.  These benefits are provided on a pay-as-you-go-basis with their future payment 
contingent upon annual approval of the operating budget. 
 
The College provided these benefits to 33 eligible participants at a cost of $61,118.  As of June 
30, 2006, the College has identified 61 additional employees who are currently eligible to retire 
and begin receiving benefits.  
 
The Governmental Accounting Standards Board has issued Statement No. 45, Financial 
Reporting for Postemployment Benefit Plans other than Pension Plans, effective for the College 
in fiscal year 2008.  The statement provides standards for the measurement of the liabilities for 
retiree healthcare benefits.  The effect of this statement on the College’s financial statements is 
currently being determined. 

This information is an integral part of the accompanying financial statements. 



 
 

 
 

Board of Trustees 
Audit & Finance Commitee 

September 13, 2006 
Item 2 

 
2 – Quarterly Sole Source Report 

 
 
Background:  At its August 25, 1999, meeting, the board of trustees approved the 
delegation of authority to the president to approve sole source contracts under $25,000.  
All sole source contracts approved by the president will be disclosed to the board on a 
quarterly basis.   

 
The terminology listed under rationale has been standardized as follows: 

 
a. Timetable – emergency procurement or year-end procurement.  These 

items will be disclosed at next available board meeting.  The list will 
include true emergency repairs and the last quarterly report for the year 
will include year-end items.  

b. Unique Knowledge – this designation will be used for consulting contracts 
where long term expertise is necessary and/or specialized services are 
being provided.   

c. Proprietary Vendor – this category will be used for software and hardware 
maintenance agreements and/or license fees that can only be paid to the 
original supplier of goods or services.  

d. Compatibility – will be used for goods that must be used with existing 
college furniture/equipment. 

e. Specific Publisher – will indicate any book or instructional supplier of 
patented/copyrighted or exclusive distribution rights that had to be paid.  

f. Board approved – will represent a payment/purchase order that the board 
has expressly authorized that does not fit within one of the aforementioned 
categories and has not been through the quote or bid process.  

  
Items included on reports in the past such as payments to governmental agencies 
and/or employee benefit payments, have been removed if the item was a repayment, 
governmental obligation or item previously approved by the board as a result of quotes 
or bid submissions. 
 
Purpose:  To disclose sole source purchases. 
 
Timeline:  April 1, 2006– June 30, 2006 
 
 



 
 
Recommendation: 
 
The quarterly sole source report is an information item and does not require committee 
or board action. 
 
Compliance: The quarterly sole source report is in compliance with college 

procedure, Purchasing – 62.05.01. 
 



 
 

Board of Trustees 
Audit & Finance Commitee 

September 13, 2006 
Item 3 

 
3 – Semi-Annual Non-Purchasing Agreement Disclosure 

 
Background:  At the December 16, 1998, meeting of the board of trustees, a resolution 
was passed delegating to the administration the authority to sign non-purchasing 
agreements via a signature authority matrix (see attachment A).  In the same resolution, 
it was promised that the administration would disclose all such agreements twice a year.  
This report (attachment B) covers those agreements signed by authorized college staff.  
 
 
Purpose:  To disclose signed non-purchasing agreements 
 
Timeline:   January 1, 2005 – June 30, 2005 
 

Recommendation 
 
This item is for information only and does not require committee or board action. 
 
 
Compliance:   The non-purchasing agreement disclosure is in compliance with 

college procedure, Contract Approval and Administration – 
62.08.01. 

 



 
 

Board of Trustees 
Audit & Finance Commitee 

September 13, 2006 
Item 4 

 
4 – Fiscal Year 2006 Cumulative Purchases Greater than $25,000 

Report 
 
Background:  At the December 16, 1998, meeting of the board of trustees, a resolution 
was passed delegating to the administration the authority to sign non-purchasing 
agreements via a signature authority matrix (see attachment A).  In the same resolution, 
it was promised that the administration would disclose all such agreements twice a year.  
This report (attachment B) covers those agreements signed by authorized college staff.  
 
 
Purpose:  To disclose signed non-purchasing agreements 
 
Timeline:   January 1, 2006 – June 30, 2006 
 

Recommendation 
 
This item is for information only and does not require committee or board action. 
 
 
Compliance:   The non-purchasing agreement disclosure is in compliance with 

college procedure, Contract Approval and Administration – 
62.08.01. 
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