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INDEPENDENT AUDITOR'S REPORT

Mayor and Councit of Boonsboro
Boonsboro, Maryland

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, and each major fund of the Mayor and Council of Boonsboro as of and for the year ended June
30, 2013, and the related notes to the financial statements, which coliectively comprise the Town's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of
the Mayor and Council of Boonsborg's management.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
eFror.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the entity's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, and each major
fund of the Mayor and Council of Boonsboro as of June 30, 2013, and the respective changes in financial
position, and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

Emphasis of Matter

As described in Note 1, the Mayor and Council of Boonsboro has implemented a reporting model to
account for deferred inflows, deferred outflows, net position, and items previousty recorded as assets and
liabilities required by the provisions of the Government Accounting Standards Board {"GASB") Statement
83, Financial Reporting of Deferred Qutflows Resources, Deferred Inflows Resources, and Net Posilion,
and GASB Statement 65, ltems Previously Recognized as Assets and Liabilities, as of July 1, 2012. Our
opinion is not modified with respect to this matter.

Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis and budgetary comparison information on pages 4 through 8 and 37 through 39
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it
to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquiries, the hasic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.
Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Mayor and Council of Boonsboro's financial statements as a whole. The hudgetary
comparison information for the water and sewer funds on pages 40 and 41 are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The budgetary comparison information is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial
statements. The budgetary comparison information for the water and sewer funds has not been subjected
to the auditing procedures applied in the audit of the basic financial statements and, accordingly, we do
not express an opinion or provide any assurance on it.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated October 29,
2013 on our consideration of the Mayor and Councit of Boonsboro's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide
an opinion on the internal control over financial reporting or on compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards in considering the Mayor and
Council of Boonsboro’s infernal control over financial reporting and compliance.

St wﬁdrlﬁeﬁwé%m,f—b@

Hagerstown, Maryland
QOctober 29, 2013



TOWN OF BOONSBORO, MARYLAND
Management's Discussion and Analysis for
the Year Ended June 30, 2013
Unaudited

The management of the Town of Boonsboro provides the following information as an introduction,
overview, and analysis of the Town's financial statements for the year ended June 30, 2013. Readers
should also review the basic financial statements on pages 10-36 to further enhance their understanding
of the Town's financial performance.

Financial Highlights — Government- Wide Financial Statements

The assets of the Town exceeded its liabilities at the close of the most recent fiscal year by
$11,245,022, The net position of the governmental activities was $5,396,377 and the combined net
position of business-type activities were $5,848,645. Of the combined net position of the governmental
activities, $2,989,410 may be used to meet the Town's ongoing obligations to citizens and creditors.

Using this Annual Financial Report

This annual report consists of a series of financial statements and notes to those statements.
These statements are organized so the reader can first understand the Town of Boonsboro as a financial
whole. The statements then proceed to provide an increasingly detailed look at specific financial
conditions.

The Statement of Net Position and Statement of Activities (referred to collectively as the
government-wide statements) provide information about the activities as an entire operating entity,
presenting both an aggregate view of the Town's finances and a longer-term view of those assets and
liabilities. Major fund statements provide the next level of detail. For governmental funds, these
statements tell how services were financed in the short-term as well as what dollars remain for future
spending. The proprietary funds' statements are prepared on the same basis as the government-wide
statements.

Reporting on the Town of Boonsboro as a Whole

Statement of Net Position and Statement of Aclivities

The government-wide statements answer the question “How did the Town as a whole perform
financlally during FY 2013". They are prepared on the accrual basis of accounting, much the same way as
for a private enferprise. This basis of accounting includes all assets and liabilities and takes into account
all of the reporting year's revenues and expenses regardless of when the cash was received or paid.

s The Statement of Net Position. This statement (page 10) reports all assets and liabilities
of the Town as of June 30, 2013. The difference between total assets and total liabilities
is reported as “net position”. Increases in net position generally indicate an improvement
in financial position while decreases may indicate a deterioration of financial position.

» The Statement of Activities. This statement (page 11} serves the purpose of
the traditional income statement. It provides consolidated reporting of the
results of all activities of the Town for the year ended June 30, 2013.
Changes in net position are recorded in the period in which the underlying
event takes place, which may differ from the period in which cash is
received or disbursed. The Statement of Activities displays the expense of

~ the Town’s various programs net of related revenues, as well as a separate
presentation of revenuss available for general purposes.

A more detailed explanation of these statements is found in Note 1 on pages 19-24 in the Notes
to the Financial Statements.



TOWN OF BOONSBORO, MARYLAND
Management's Discussion and Analysis for
the Year Ended June 30, 2013
Unaudited

Reporting on the Town of Boonsboro’s Most Significant Funds
Fund financial statements

These statements provide financial position and resuits of the Town’s major funds. A fund is an
accounting entity created to account for a specific activity or purpose. Major funds of the Town of
Boonsboro are the General Fund, Water Fund, and Sewer Fund. The creation of some funds is
mandated by law and others are created by management to demonstrate financial compliance with
budgetary or iegal requirements. Funds are classified into three broad categories: governmental funds,
proprietary funds, and fiduciary funds.

* Government funds. Governmental funds are used to account for “governmentai-type"
activities. Unlike the government-wide financial statements, governmental fund statements
use a “flow of financial resources” measurement focus. That is to say, the operating
statement of a governmentat fund aftempts to answer the question “Are there more or less
resources that can be spent in the near future as a result of events and transactions of the
reporting period?” Increases in spendable resources are reported in the operating statement
as "revenues” or “other financing sources.” Decreases in spendable resources are reported
as “expenditures” or "other financing uses.” We describe the differences between
governmental funds and governmental activities (reported in the Statement of Net Position
and the Statement of Activities) in reconciliations presented beside the governmental fund
financial statements on pages 12 and 14.

The Town of Boonsbore maintains one governmental fund. The governmental fund financial
statements on pages 12 and 14 displays the general fund which is the only governmental fund
of the Town. The general fund is also considered to be a major fund.

» Proprietary Funds. The Town has one type of proprietary funds: enterprise funds.

Enterprise funds — These funds are used to account for operations that are financed and
operated in a manner similar to private business enterprises for which either 1) the intent is
that the costs (expenses, including depreciation) be recovered primarily through user charges,
or 2} determination of net income is appropriate for management control, accountability or
other purposes.

The Town of Boonsboro's Water and Sewer Funds are each considered to be major funds
and are displayed separately in the proprietary fund statements on pages 16-18.

» Fiduciary Funds. The Town does not maintain any fiduciary funds.

Other Information

Notes to the basic financial statements

The notes provide additional and expianatory data. They are an integral part of the basic financial
statements. The Notes to Financial Statements can be found on pages 19-36 of this report.

Required supplementary information

In addition to the basic financial statements and notes, this report also contains required
supplementary information (RSI). RSl includes budgetary schedules for the general fund. This data is on
pages 37-39 of this report.

Other supplementary information

Budgetary schedules for the major enterprise funds are also presented on pages 40-41.

-5-



TCWN OF BOONSBOROQ, MARYLAND
Management's Discussion and Analysis for

the Year Ended June 30, 2013
Unaudffed

The Town of Boonsboro as a Whole

The foilowing table presents condensed information on net assets as of June 30, 2013 and 2012,

Assels:
Current and other assets
Capital assets

Total assels

Liabilities:
Other liabilities
Long-term liabilities

Tolal liabilities

et Position:

Nel investnent in capital assels
Restricted - excise tax

Restricted - WWTP

Restricted - BKRWB

Rastricted - HotelfMotel tax
Restricted - friends of Shafer Park
Restricled - Shafer Perk expansion
Unrestricted {Deficit)

Total nat position

Nef Position

June 30, 2013 and 2012

Governmental Activities Business-Type Activities Total Total Percent
2013 2012 2013 2012 2013 2012 Change
§ 3573433 S 322777 5 9UTI7 § 1490748  § 4495150 § 4763525 6%
3,619,863 3737361 14711233 15524168 18231086 19,261,535 -5%
$ 7003286 § 7010144 $15632950 $17.014916 $22726236  $24,025,060
$ 157957 § 142447 § 1504268 § 1247716 $ 1662225 $ 1,300,163 20%
1,538,952 1,685,962 8,280,037 8,681,873 0,818,980 10,567,835 -1%
$ 1696909 § 1828400 § 9784305 $10120580 $11481214  $11,.957.998
$ 1980901 & 2051405 § 6263466 § 6583415 § 8234367 § 8,634,820 5%
85,236 85,193 - 85,236 85,193 0%
99,924 119,698 39 16,967 99,063 136,665 21%
- - 430,592 439,592 -100%
77,010 61,491 77,010 61,491 25%
40,020 40,000 40,020 40,600 100%
123,876 296,828 - 123,876 296,828 -58%
2,989,410 2,521,120 {404,860) (154,647) 2,584,550 2,3712473 9%
§ 5396377 § 5181735 § 5848645 § 6885327  $11245022  $12,067,062

For governmental activities, the net position reflect the retroactive reporting of reportable capital
assets acquired after June 30, 2003. For business-type aclivities, the depreciable assets have always

been reported.

The Town's net position from governmental activities increased 4% from $5,181,735 to
$5,396,377. Invested in capitai assets net of refated debt decreased $70,504 due to depreciation of the
existing assets and new acquisitions and disposals. Unrestricted net position increased $462,290. The
Town's assets increased 1% from $7,010,144 to $7,093,286 as a result of positive operating resuls in the
general fund and maintaining higher cash and investment balances. Liabilities have decreased $131,500
as a result of the general fund incurring no more debt as some major projects were completed in prior
years and the repayment of principai en existing loans,



TOWN OF BOONSBORO, MARYLAND
Management's Discussion and Analysis for
the Year Ended June 30, 2013
Unaudited

The Town’s net position from business-type aclivities decreased 15% from $6,885,327 to
$5,848,645. Invested in capital assets net of related debt decreased $329,949 mainly due to depreciation
expense charged on the new wastewater treatment plant and the extension of the water main on Alternate
Route 40. Unrestricted net position decreased $250,213 due to negative operating results for the Sewer
Fund, the timing of funding, and the repayment of long-term debt. The Town’s assets decreased 8% from
$17,014,916 to $15,632,950 as a result of depreciation, specifically the new wastewater treatment plant
and extension of the water main on Alternate Route 40, and the cash ulilized to repay long-term debt.

The following table presents condensed information on the changes in net position for the years
ended June 30, 2013 and 2012,

Changes in Net Position

June 30, 2613 and 2012

Governmental Activities Business-Type Activities Total
2013 2012 2013 2012 2013 2012

Revenues
Program revenues;

Charges for services $ 106802 § 118071 § 954201 $ 1070166 $ 1061103 $ 1188237

Operaling grants and contributions 15,873 55,873 . 15,873 55,873

Capital grants and contributions 60,000 17,919 - - 60,000 17,919
General revenues:

income faxes 355,340 310,616 - - 355,340 310,616

Property taxes 968,375 971,750 - - 988,375 971,750

Other shared and local taxes and grants 65,829 80,072 - 65,829 80,072

Investment earnings 21,417 19,602 2813 3,214 24,230 22,216
- Miscellaneous incomel{expenses) 22,684 19,749 5,879 13,580 28,563 33,329

Gain (Loss) on disposal of capital assets (118) 1,108 {26,733) - . (26,851) 1,108

Transfers - - - - - -
Total revenues § 1636302 § 1594160 $ 936160 § 1086960 $ 2572462 § 2,681,120
Expenses

General governmentinon-deparimentat $ 485353 0§ 490203 - 3 - 8 485353 § 499,293

Public safefy 201,371 272,886 - - 291,371 212,886

Highways and streets 264,817 251,049 - - 264,817 251,049

Sanitation 214,883 184,085 - . 214,883 184,086

Recreation and parks 165,236 148,520 - - 165,236 148,520

Water - - 511,230 535,603 511,230 535,603

Sewer - - 1,461,612 1,483,647 1,461,612 1,483,647
Total expenses § 1421660 § 1356834 § 1072842 § 2019250 § 3394502 § 3,375,084
Change in net position § 214642 § 238326 § (1.036062) § (9322000 § (822040) §  (693,964)




TOWN OF BOONSBORO, MARYLAND
Management's Discussion and Analysis for
the Year Ended June 30, 2013

Unaudited

Governmental Activities — Change in Net Position

Governmental activities increased the Town's net position by $214,642, Key elements of this
increase are as follows:

n State shared income taxes exceeded budget by $140,340. This is the resuit of an increase in
MD taxes generated from income tax returns in the local area.

n Other grant funding exceeded budget by $28,500 due to the receipt of $60,000 for
King Farm Park Development.

a Interest income exceeded budget by $16,917, due to receiving a higher inferest rates on CD's
in FY2013 compared to FY2012.

a Contingency fund expenses were under budget by $25,374. The town has been conservative in
spending and has tried to only spend what was necessary.

Business-type Activities — Change in Net Position

Business-type activities decreased the Town’s net position by $1,036,682. Key elements of this
decrease are as follows:

m The Town completed construction of a new wastewater treatment piant and extend water lines
on Alternate Route 40 in FY10 which added significant capital assets that would be
depreciated over future years. Depreciation expense for the Water and Sewer Funds is
$824,610in FY2013.

m Operating expenses for the sewer fund exceeded budget by $7,234 due to unexpected repairs
that were needed for the new wastewater treatment plant and increased costs of operation.

Financial Analysis of the Government’s Fund Financial Statements

The focus of the Town's governmental fund is to provide information on near-term inflows,
outflows, and halances of spendable resources. Such information is useful in assessing the Town's
financing requirements. In particular, fund balance is generaily a good indicator of net resources available
for spending at the end of the fiscal year, subject to any stated restrictions on its use.

As of the end of the current fiscal year, the Town's governmental fund reported an ending fund
balance of $3,415,476, an increase of $285,146. Approximately 82% of this total amount ($2,805,200)
constitutes the unassigned fund baiance, which is available for spending at the government's discretion.

The Town's propristary funds provide the same type of information found in the government-wide
financial statements, but in more detail. The fund balance of the proprietary funds are the same on the
fund basis as they are in the government-wide financial statements.

Budgetary Highlights

Tax revenue remains the primary financial resource to meet the monetary operating obligations
with real properly tax revenues increasing only at the proposed Constant Yield Tax Rate. Reduction in
State funding to local governments resulted in a 36% reduction in Highway User Revenues and State Aid
for Police Protection of 1%

The postpenement of new Capital Improvement projects, conservative spending measures and
focus on debt reduction, resulted in additional net revenues and an increase in the Town's assets in FY
2013.



TOWN OF BOONSBORO, MARYLAND
Management's Discussion and Analysis for
the Year Ended June 30, 2013
Unaudited

Capital Asset and Debt Administration - Government-Wide Statement

Capital asset activily

The Town’s investment in capital assets for its governmental and business type activities as of
June 30, 2013, amounted to $18,231,086 (net of accumulated depreciation). This investment in capital
assets includes land, buildings, water and sewer improvements, equipment, park facilities, and projects
under construction. The total additions to the Town’s investment in capital assets for the current fiscal
year was $1,489 for the governmental funds and $38,409 for the business-type activities. The total
disposals to the Town's investment in capital assets for the current fiscal year was $763 for the
governmental funds and $144,226 for the business-type activities.

Additional information on the Town’s capital assets can be found in the notes, on pages 27 and 28
of this report.

Debt Administration

The following table presents the Town of Boonsboro's outstanding debt owed to third parties, at
June 30, 2013 and 2012,

Governmental Activities Business-Type Activilies Total Outstanding Debt %

2013 2012 2013 2012 2013 2012 Change
Loans outstanding $ 1538952 § 1685962 $ 8,119,798 § 8707240 S5 9658750 § 10,393,202 7%
General obligation bonds - 160,239 174,633 160,239 174,633 -3%
Total debl § 1538952 § 1685962 § 8280037 § 8881873 5 9818988 § 10567835

Additional information on the long-term debt of the Town can be found in the notes on pages 28-
32 of this report.

Economic Factors and Next Year's Budgets and Rates

State and Federal financial support routinely received by the town during the fiscal year to help
sustain essential services and programs is expected to continue at significant reductions, causing property
tax revenue to remain the primary source of revenue for the town’s general fund.

The associated expense of operating and maintaining the town’s Advanced Wastewater
Treatment Facility constructed in 2009 has dramatically altered the procedures and methods in operating
and maintaining the town’s sewer system and will continue {o be reviewed on an annuai basis and may be
reflected as necessary by adjusting quarterly sewer rates.

The Mayor and Council will continue to work in cooperation with staff and the citizens to make the
best financial decisions possible for the betterment of the town and the citizens of Boonsboro.

Requests for Information

This financial report is designed to provide our citizens, taxpayers, customers, investors and
creditors wilh an overview of the Town's finances. If you have any questions or need additional financia
information, please contact the Town Manager, Town of Boonsboro, 21 N. Main Street, Boonsboro, MD
21713,



MAYOR AND COUNCIL OF BOONSBORO

STATEMENT OF NET POSITION
JUNE 30, 2013

Governmental Business-type
Actlvities Actlvities Total
ASSETS
Current
Cash $ 228,801 $ 72,309 $ 299,200
Cash - restricled - WWTP 99,024 - 99,924
Cash - reslricted - Shafer Park 40,020 - 40,020
Certificates of deposit, Including accrued interest 974,505 321,206 1,295,711
Investments 1,962,217 427,783 2,390,000
Receivables:
Taxes 3,195 - 3,195
Sanitation service 16,480 - 16,480
Sewer service - 159,155 158,156
Water service - 119,209 119,299
Duse frora other governmental agencies 54,146 - 54,146
Other, net of allowance for doubtful accounts of $456,548 - - -
Noncurrent
Loans receivable/payable - other funds 177,730 {177,730} -
Notes receivable 6,480 - 6,480
Due toffrom other funds 11,845 (11,845) -
Capital assets, net of accumulated depreciation 3,619,853 14,711,233 18,231,086
TOTAL ASSETS $ 7,093,286 $ 15821410 $§ 22,714,696
Deferrad Outflows of Resources
Infrastructure bond issue costs $ - $ 5,854 $ 5,854
Loan issue costs - 5,686 5,686
$ - $ 11,540 3 11,540
TOTAL ASSETS AND DEFERRED OUTFLOWS
OF RESOURCES $ 7,093,286 $ 15,632,950 $ 22,726,236
LIABILITIES
Current
Current maturities of long-term obligations $ 150,810 $ 228,362 % 379,172
Matured bonds payable - 697 697
Accounts payable 65,976 31,116 97,092
Unearned revenue - ap fees - 1,388,519 1,388,519
Due to State of Maryland - 24,791 24,791
Accrued Interest - 37,109 37,109
Other accrued expenses 58,781 21,736 80,517
Deposits 33,200 300 33,500
Noncurrent
Note payable - MDE, net - 111,135 111,135
Note payable - MWGQFA, net 155,000 - 155,000
Note payable - Susquehanna Bank - Park improvements 1,233,142 - 1,233,142
Note payable - MDE - Park View sewer rehabilitation, net - 70,369 70,369
Note payable - MDE - Ail. 40 Extension - 55,695 55,695
Note payable - MDE - Al 40 Extension #2 - 197,944 197,044
Bond payable - WWTP upgrade - USDA - 5,698,768 5,698,768
Bond payable - WWTP upgrade - MDE - 1,636,672 1,636,672
MNote payable - Susquehanna Bank - SHA Main Si. Waterline - 236,334 236,334
General obligation bonds payabie, net - 144,758 144,758
TOTAL LIABILITIES $ 1,696,809 $ 9,784,305 $ 11481214
NET POSITION
Net investment in capital assefs $ 1,980,901 3 6,253,466 $ 8,234,367
Resiricted - excise tax 85,236 - 85,236
Restricted - Shafer Park expansion 123,876 - 123,876
Restricted - Hotel/Motel tax 77,010 - 77,010
Restricted - WWTP 99,924 39 99,063
Restricted - friends of Shafer Park 40,020 - 40,020
Unrestricted (deficit) 2,980,410 (404,860} 2,584,650
TOTAL NET POSITION $ 5,396,377 $ 5,848,645 $ 11,245,022

The Notes to Financial Statements are an integral part of this statemant.

-10 -
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MAYOR AND COUNCIL OF BOONSBORO

BALANCE SHEET
GOVERNMENTAL FUND

JUNE 30, 2013

General Fund

ASSETS
Cash $ 226,891
Cash - restricted - WWTP 99,924
Cash - restricted - Shafer Park 40,020
Certificates of deposit 974,505
Invesiments 1,962,217
Accounts receivable 70,626
Taxes receivable 3,195
Loans receivable 184,210
Due from other funds 35,286
TOTAL ASSETS $ 3,697,574

LIABILITIES
Accounts payable $ 65,976
Accrued expenses 58,781
Deposits 33,200
Due fo other funds 24,141
TOTAL LIABILITIES $ 182,098

FUND BALANCE
Nonspendable 3 184,210
Restricted 216,954
Committed 209,112
tUnassigned 2,805,200
TOTAL FUND BALANCE $ 3,415,476
TOTAL LIABILITIES AND FUND BALANCE 3 3,607,574

The Notes to Financial Statements are an integral part of this statement.
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MAYOR AND COUNCIL OF BOONSBORO

RECONCILIATION OF FUND BALANCE TO NET POSITION OF GOVERNMENTAL ACTIVITIES
JUNE 30, 2013

Total Fund Balance - Governmental Funds $ 3,415,476

Amounts reported for governmental activities in the statement
of net position are different because:

Capital assets used in governmental activities are not financial resources and
therefore are not reported as assets in the governmental funds. Capital assets
consist of:
Property, plant, equipment and infrastructure assets, net 3,619,853

Long-term liabilities, including notes payable, are not due and payable in the
current period, and therefore, are not reported in the funds:
Notes payable {(1,538,852)

Total Net Position - Governmental Activities $ 5,396,377

The Notes to Financial Statements are an integral part of this statement.
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MAYOR AND COUNCIL OF BOONSBORO
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE
GOVERNMENTAL FUND
YEAR ENDED JUNE 30, 2013

General Fund

REVENUES
Local property taxes, net of discounts $ 988,375
Licenses and permits 24,575
Grants and shared taxes 498,137
Charges for services 73,119
Other revenue 52,214
TOTAL REVENUES $ 1,636,420
EXPENDITURES
General government $ 264,485
Public safety 277,209
Highways and streets 214,883
Sanitation 245,005
Recreation and parks 46,905
Non-departmental expenditures 140,638
Capital outlay 1,489
Debt retirement - interest 43,550
Debt retirement - principal 147,010
TOTAL EXPENDITURES $ 1,351,274
EXCESS OF REVENUES
OVER EXPENDITURES $ 285,146
FUND BALANCE - BEGINNING OF YEAR 3,130,330
FUND BALANCE - END OF YEAR $ 3,415,476

The Notes to Financial Statements are an integral part of this statement.
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MAYOR AND COUNCIL OF BOONSBORO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2013

Net change in fund balances - Governmental Funds: $ 285,146

Amounts reported for governmental activities in the statement of activities are different
hecause:!

Government funds report capital outlay as expenditures. However, in the

government-wide statement of activities and changes in net position, the cost of

those assets is allocated over their estimated useful lives as depreciation

expense. This is the amount of capital assets recorded in the current period. 1,489

In the statement of activities, the total gain or loss on the sale of assets is

reported, whereas in the governmental funds, the proceeds from the sale increase

financial resources. Thus, the change in net position differs from change in fund

balance by the net book value of the assets sold. {118)

Depreciation expense on capital assels is reported in the governement-wide

statement of aclivities and changes in net position, but does not require the use of

current financial resources. Therefore, depreciation expense is not reported as an

expenditure in governmental funds. {218,885)

The issuance of long-term debt provides current financial resources to

governmental funds, while the repayment of the principal of long-term debt

consumes the current financial resources of governmental funds. Neither

transaction, however, has any effect on net position. Also, governmental funds

report the effect of issuance cost, premiums, discounts, and similar items when

debt is first issued, whereas the amounts are deferred and amortized in the

statement of activities. This amount is the net effect of these differences in the

treatment of long-term debt and related items. 147,010

Change in Net Position of Governmental Activities $ 214,642

The Notes to Financial Statements are an integral part of this statement.
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MAYOR AND COUNCIL OF BQONSBORO

STATEMENT OF NET POSITION
PROPRIETARY FUNDS

JUNE 30, 2013

Business-Type Activities - Eaterprise Funds

Water Sewer Total
ASSETS
CURRENT ASSETS
Cash $ 66,163 $ 6,146 72,308
Ceriificates of deposit, including
accrued interest 202,192 119,014 321,208
Investments 272,013 165,770 427,783
Receivables:
Sewer service - 159,155 159,155
Water service 119,208 - 119,299
Cther, net of allowance for doubtful accounts of $456,548 - - -
Due from other funds 17.633 7,773 25,306
TOTAL CURRENT ASSETS $ 677,200 $ 447,858 1,125,058
FIXED ASSETS
Property, plant and equipment $ 7,128,905 $ 14,328,538 21,455,444
L.ess accumulated depreciation {2,878,461) (3,865,750} {6,744,211)
$ 4,248,444 $ 10,462,789 14,711,233
TOTAL ASSETS $ 4,925 644 $ 10,910,647 15,836,281
DEFERRED QUTFi QWS OF RESOURCES
Infrastructure bend issue costs, net of amordization of $18,408 3 5,854 $ - 5,854
Loan issue cosls, net of amoritization of $13,871 5,686 - 5,686
$ 11,540 $ - 11,540
TOTAL ASSETS AND DEFERRED QUTFLOW
OF RESQURCES $ 4,937,184 $ 10,910,647 15,847,831
LIABILITIES AND NET POSITION
LIABILITIES
Matured bonds payable $ - $ 697 897
Accounts payable 6,065 25,051 31,116
Unearned revenue - tap fees 2,600 1,386,519 1,388,519
Deposils - 300 300
Due to other funds 18,527 18,624 37,161
Dua fo State of Maryland - 24,7191 24,791
Accrued interest 4,214 32,895 37,109
Accrued compensated absences 4,047 4,047 8,094
Accrued pension expense 6,817 6,825 13,642
Note payable - Park View sewer rehabiiitation - 77,028 77,028
Loan payabla - General Fund - 58,580 58,880
Loan payable - General Fund #2 - 118,850 118,850
Bond payable - WWT# upgrade - USDA - 5,764,558 5,764,558
Bond payable - WWTP upgrade - MDE - 1,631,191 1,631,191
Note payable - MDE 118,677 - 116,577
Note payable - MDE - Alt. 40 Extension 59,304 - 59,304
Note payable - MDE - All. 40 Exiension #2 211,806 - 211,806
General obligation bonds payabla 160,239 - 160,239
Note payable - Susquehanna Bank - SHA Main 5t. Waledine 259,334 - 259,334
TOTAL LIABILITIES $ 848,930 $ 9,150,258 9,999,188
NET POSITION
Net investment in capital assets $ 3,441,184 $ 2,812,282 6,253,466
Restricled - WWTP - 39 39
Unrestricted (Deficit) 647,070 {1,051,930) {404,860)
TOTAL NET POSITION 8 4,088,254 $ 1,760,381 5,848,645

The Notes to Financial Statements are an inlegral part of this statement.
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MAYOR AND COUNCIL. OF BOONSBORO

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

OPERATING REVENLUES
Charges for services
Charges for debt service
Grants
Charges for administration
Connection charges and other income

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Depreciation
Amoriization expense
Advertising
Maintenance and repairs
Chemicals
Biosolids removal
Etectricity
Heating
Telephone
Salaries
Insurance
Heaithfiife insurance expense
Audit
Supplies
Miscellaneous
Uniforms
Professional memberships
Mesting expense
Payroll taxes
Pension expense
Postage
Testing
Truck expense
Equipment expense
Engineering fees
Loan administrative costs

TOTAL OPERATING EXPENSES
OPERATING (LOSS)
OTHER REVENUES AND (EXPENSES)

Interest expense

Other income

Interest income

Loss on disposal of assets

TOTAL OTHER REVENUES
AND (EXPENSES)

CHANGE IN NET POSITION

NET POSITION - BEGINNING OF YEAR

NET POSITION - END OF YEAR

PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2013

Business-Type Actlvities - Enterprise Funds

Water Sewer Total

3 355,656 $ 525,613 $ 881,269
22,918 - 22,918

“ 9,540 6,540

19,900 - 19,800

11,200 9,374 20,574

$ 409,674 $ 544,527 $ 954,201
$ 164,047 $ 660,563 $ 824,610
1,872 - 1,872

139 139 278

41,059 82,072 123,131

12,311 58,264 68,575

- 78,922 78,922

45,739 66,207 111,946

1,326 1,326 2,652

4,849 3,638 8,487

100,470 101,047 201,517
12,370 36,362 48,732

27,241 27,241 54,482

6,167 8,167 12,334

7,080 8,616 15,598

15 - 15

728 728 1,456

- 180 180

1,730 1,235 2,985

6,805 6,897 13,702

7.587 7.571 15,158

1,894 1,770 3,664

1,026 21,1156 22,141

7,030 3,015 10,045

844 374 1,218

18,106 12,826 30,931

5,237 6,168 11,395

3 475671 $ 1,180,333 3 1,668,004
(65,997} $ {645,808) $ {711,803)
$ {35,559) $ {271,279) $ {306,838}
3,348 2,531 5,879

1,905 908 2,813
- (26,733) (26,733)
$ {30,306) % {294,573} $ {324,879}
$ {96,303} $ (840,379) $ (1,036,682}
4,184,557 2,700,770 6,885,327

$ 4088254 $ 1,760,391 $ 5,848,645

The Notes to Financial Statements are an integral part of this statement.
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MAYOR AND COUNCIL OF BOONSBORO
STATEMENT CF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED JUNE 30, 2013

Business-Type Activities - Enterprise Funds

Water Sewer Total
CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers $ 446,325 $ 785180 % 1,231,505
Cash payments o suppliers for goods and
services (205,868) {420,166) {(626,034)
Cash payments to employees for services {100,299) {100,931) (201,230)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 140,158 $ 264083 % 404,241
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
{Increase) decreass in due from other funds $ (4,221) $ 32481 % 28,260
{Decrease) {a due to other funds (39,725) (1,764} (41,489)
Proceeds on notes payable - 118,850 118,850
NET CASH PROVIDED BY (USED IN} NONCAPITAL
FINANCING ACTIVITIES 3 (43,946) $ 1495687 $ 105,621
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition and construction of capilal assefs $ {13,553) $ (24858) % {38,409)
Interest paid on bonds and notes payable (41,808) (275,766) (317,572)
Principal payments on notes and bonds payable (437,616) {160,499) {698,115)
NET CASH (USED IN) CAPITAL AND RELATED
FINANCING ACTIVITIES $  (492,975) $ (461,121) & {954,096)
CASH FLOW FROM INVESTING ACTIVITIES
Other income 3 3,348 $ 2531 % 5,879
Interest on cash and investments 1,905 a08 2,813
Purchase of cerlificate of deposit (1.509) (622) {2,131)
NET CASH PROVIDED BY INVESTING ACTIVITIES $ 3,744 $ 2817 % 6,561
NET (DECREASE} IN CGASH AND CASH EQUIVALENTS $ (393,019 $ {(44654) % (437,673)
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR 731,195 206,570 937,765
CASH AND CASH EQUIVALENTS - END OF YEAR $ 338,176 $ 161916 $ 500,092

RECONCILIATION OF (LOSS) FROM OPERATIONS
TO NET CASH PROVIDED BY OPERATING ACTIVITIES

Operating (loss) $ (65,997) $ (645806) $ (711,803)
Adjusiments to reconcile {loss) from operations to net
cash provided by operating activities:
Depreciation and amortization 165,919 660,563 826,482
{Increase) decrease in receivables 36,651 {24,664} 11,987
Decrease in receivables - other - 14,009 14,009
Increase in accounts payable 2,573 7,843 10,416
Increase in unearned revenue - tap fees - 251,308 251,308
Increase in accrued expenses 1,012 830 1,842
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 140,158 $ 264083 § 404,241
REGONCILIATION OF TOTAL CASH AND CASH EQUIVALENTS PER
STATEMENT OF CASH FLOWS TO THE STATEMENT OF NET POSITION
Cash % 66,163 $ 6,146 72,309
Invesimenis - repurchase agreemenls 272,013 165,770 427,783

5 338,176 $ 161918 3 500,092

The Notes to the Financial Stalements are an integral part of this statement.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies

The Financial Reporting Entity:
The primary government is the Mayor and Council of Boonsboro, Maryland, referred to herein as the
Town or the Mayor and Council.

The accompanying financial statements are presented as of June 30, 2013 and for the year then ended
and have been prepared in conformity with accounting principles generally accepted in the United
States of America applicable to local governments. The Governmental Accounting Standards Board
(GASB) is the standard setting body for establishing governmental accounting and financial reporting
principles, which are primarily set forth in the GASB'’s Codification of Governmental Accounting and
Financial Reporting Standards (GASB Codification).

Reporting Entity:
The accompanying financial statements comply with the provisions of the GASB, in that the financial
statements include afl organizations, activities, functions and component units for which the Town (the
primary government) is financially accountabie. Financial accountability is defined as the appointment
of a voting majority of a legally separate organization's governing body and either (1) the Town’s ability
to impose its will over the organization, or (2) the potential that the organization will provide a financial
benefit to or impose a financial burden on the Town.

Based on the foregoing, the Town's financial reporting entity includes all funds, and boards and
commissions that are part of the primary government. There are no component units,

Government-Wide and Fund Financial Statemenits:
The government-wide financial statements (i.e. the statement of net position and the statement of
activities) report information on all of the nonfiduciary activities of the primary government. The
statements distinguish between those activities of the Town that are governmental and those that are
considered business-type activities. The government-wide statements are prepared using the
economic resources measurement focus and the accrual basis of accounting. Governmental fund
financial statements include a reconciliation with explanations to identify the relationship between the
governmental-wide statements and statements for governmental funds.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or
segment and grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment.

Separate financial statements are provided for the governmental fund and proprietary funds. Major
individual governmental and enterprise funds are reported as separate columns in the fund financial
statements.

Governmental Fund Bajances:
Governmental funds classify fund balance based on the relative strength of the spending constraints
placed on the purpose for which resources can be used. The classifications are as follows:

Nonspendable: This classification includes amounts that cannot be spent because they are either
(1) not in spendable form or (2) legally or contractually requires to be maintained intact. This
classification includes items such as prepaid amounts, inventories, and loans and notes
receivable.

Restricted: This classification includes amounts where the constraints placed on the use of
resources are externally imposed by creditors, grantors, contributors or imposed by law through
constitutional provisions or enabling legislation.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies (Continued)

Committed: This classification includes amounts that can only be used for specific purposes
pursuant to constraints imposed by formal action of the Mayor and Council of Boonsboro,
Maryiand. Once an amount is committed, it cannot be used for any other purpose unless
changed by the same type of formal action used to initially constrain the funds.

Assigned: For the General Fund, this classification includes amounis intended to be used for
specific purposes that do not meet the criteria to be classified as Resfricted or Committed. The
assignment of fund balance cannot resuit in a negative unassigned fund balance. Mayor and
Council of Boonsboro, Maryland delegates to the Town Manager the authority to assign fund
balance. :

Unassigned: This classification represents the portion of spendable fund balance that has not
been categorized as Restricted, Committed or Assigned. A negative Unassigned fund balance
may cccur in any fund when there is an over expenditure of Restricted or Committed fund
balance. In this case, any assigned fund balance (and unassigned fund balance in the general
fund) would be eliminated prior to reporting a negative unassigned fund balance.

When fund balance resources are available for a specific purpose in multiple classifications, the Town’s
policy is to use restricted resources first and then apply unrestricted resources in the following order:
Committed, Assigned, and Unassigned. Committed or Assigned resources would only be used upon
specific authorization by the Mayor and Councii (and their designee), respectively.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation:
The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund statements, Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of timing of
related cash flows. Property taxes are recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all efigibility requirements imposed by
the provider have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon
as they are both measurable and available. Revenues are considered to be avaitable when they are
collectible within the current period or soon enough thereafter to pay liabilities of the current period. For
this purpose, the Town considers revenues to be available if they are collected within 60 days of the
end of the current fiscal peried. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures related to
claims and judgments, are recorded only when payment is due.

Taxpayer-assessed income, gross receipts, and sales taxes are considerad “measurable” when in the
hands of intermediary collecting governments and are recognized as revenue at that time. Anticipated
refunds of such taxes are recorded as liabilities and reductions of revenue when they are measurable

and their validity seems certain.

The Town reports the following major governmental funds:

The General Fund is the general operating fund of the Town. It is used to account for all
financial resources except those required to be accounted for in another fund.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies (Continued)
The Town reports the following major proprietary funds:
The Water Utility Fund accounts for the activity of the Town’s water distribution system.

The Sewer Utility Fund accounts for the aclivity of the Town’s sewage treatment plant, sewage
pumping stations and collection systems.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financial statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges
between the Town's water and sewer functions and various other functions of the Town.

Elimination of these charges would distort the direct costs and program revenues reported for the
various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services, or privileges provided, 2} operating grants and contributions, and 3) capital grants and
contributions. Internally dedicated resources are reporied as general revenues rather than as
program revenues. Likewise general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods

in connection with a proprietary fund's principal ongoing operations. The principal operating

revenues of the proprietary funds are charges to customers for sales and services. The proprietary
funds also recognize as operating revenue the portion of conneclion fees intended to recover the cost
of connecting new customers to the system. Operating expenses for proprietary funds include the cost
of sales and services, administrative expenses, and depreciation of capital assets. Ail revenues and
expenses not meeting this definition are reported as nonoperating revenues and expenses. When both
restricted and unrestricted resources are available for use, it is the Town's policy fo use restricted
resources first, and then unrestricted resources as they are needed.

Capital Assels:
Capital assets, which include property, plant, equipment, and infrastructure assets {e.g., roads, bridges,
sidewalks, and similar items), are reported in the applicable governmental or business-type activities
columns in the government-wide financial statements. Capital assets are defined by the Town as
assets with an initial, individual cost of more than $1,000 and infrastructure items over $5,000. Such
assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated
capital assets are recorded at estimated fair market value at the date of donation. GASB Statement
No. 34 requires the Town {o report and depreciate new infrastructure assets effective with its
implementation. Therefore, infrastructure assets acquired prior to July 1, 2003 are not included in
capital assets. ’

The costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend asset lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
incurred during the construction phase of capital assets of business-type aclivities is included as part of
the capitalized value of the assets constructed, There was no interest capitalized for the year ended
June 30, 2013.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies (Continued)

Property, plant, equipment, and infrastructure assets are depreciated using the straight line method
over the following estimated useful lives:

Assets Years
Buildings 5-30
Machinery and equipment 5-40
Non-building improvements 10-40
Water filitration system 5-50
Water sysiems 10-50
Water treatment plant 5-50
Storm drainage and road improvements 10-50

Long-term Obligations:
In the government-wide financial statements, and proprietary fund types in the fund financial
statements, long term debt and other long-term obligations are reported as liabilities in the applicable
governmental activities and business-type activities fund type statement of net position. Bond
premiums and discounts, as well as issuance costs are deferred and amortized over the life of the
bonds using the effective interest method. Bonds payable are reported net of the applicable bond
premium or discount. Bond issuance costs are reported as deferred charges and amortized over the
term of the related debt.

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as
well as bond issuance costs, during the current period. The face amount of debt issued is reported as
other financing sources. Premiums received on debt issuances are reported as other financing
sources while discounts on debt issuances are reported as other financing uses. [ssuance costs,
whether or not withheld from the actual debt proceeds received, are reported as debt service
expenditures.

Use of Estimates in the Preparation of Financial Statements:
The preparation of financial statements in conformity with generally accepted accounting principles
requires the Town to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and
the reported amounts of revenue and expensesfexpenditures during the reporting period. Actual
resuits could differ from those estimates.

Amortization:
Bond issue costs are being amortized over the life of the infrastructure bonds, which is 30 years.

Loan issue cosis are being amortized over the life of the waler filtration loan, which Is 20 years.

Real Estate and Property Taxes:
The Town's tax levy date for Real Estate and Personal Property taxes is July 1 of each year. These
taxes are due and payable no iater than September 30 of the tax year with accrued interest beginning
October 1. If tax bills are not paid within eighteen months, legal process is initiated in order to place a
lien on the delinquent taxpayer's property.

Statement of Cash Flows:
For the purposes of the statement of cash flows, the Water and Sewer Utility Funds have defined cash
equivalents as all highly liquid deposits and other investment instruments that have an original maturity
of three months or less. Certificates of deposit are not considered cash equivalents.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Summary of Significant Accounting Policies (Continued)

Concentrations of Credit Risk:
The Town's receivables consist of amounts due for property taxes, water and sewer service and for
taxes collected by Washington County and the State of Maryland. The Town has the legal right to
place a lien on properties for unpaid taxes or water and sewer service fees.

Accounis Receivable: :
The Town provides credit in the normal course of business to its customers and performs ongoing
credit evaluations of those customers. Receivables are generally due thirty (30} days after billed. The
Town considers allowances for doubtful accounts based on factors surrounding the credit risk of
specific customers, historical trends, projection of trends, and other information. Management of the
Town periodically reviews the collectability of accounts receivable, and those accounts which are
considered not colfectable are written off as bad debts. Based on management's review, an allowance
for doubtful accounts is not considered necessary (See Note 20).

Investments:
tnvestments are stated at fair value based on quoted market values. Under the terms of repurchase
agreements, the excess cash from checking accounts is invested in short-term investments. Short-
term investments in U.S. Treasury and agency obligations that have a remaining maturity at the time of
purchase of one year or less, provided that the fair value of those investments is not significantly
affected by impairment, are reported at amortized cost, which approximates market value.

Taxes and Town Services:
The Town and its separate funds do not pay Federal, State, or local taxes except social security taxes.
Except for certain limited reimbursements of administrative expenses and employse benefits made
from other funds, the General Fund is not reimbursed by the other funds for general staff services.

Rate of Town Taxes:
Real estate tax $.32 per $100 of assessable base
Personal properiy tax $.81 per $100 of assessable hase

Deferred Outflows and Inflows of Resources;
fn March 2012, the GASB issued Statement 65, ltems Previously Recognized as Assets and Liabilities.
The objective of this statement is to enhance the guidance to determine which balances being reported
as assets and liabilities should be reported as deferred outflows of resources or deferred inflows of
resources. The financial statements incorporate the changes required by GASB Statement 65.

In addition to assets, the statement of net position will sometimes report a separate section for deferred
outflows of resources. This separate financial statement element, deferred outflows of resources,
represents a consumption of net position that applies to a future period and so will not be recognized as
an outflow of resources (expense) until then. The Town only has two items that qualifies for reporting in
this category. It is the bond issuance costs reported in the statement of net position, These amounts
are deferred and amortized over the life of the related debt.

In addition to liabilities, the statement of net position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to a future period and so will not be recognized as
an inflow of resources (revenue) until that time. The Town does not have any items that qualify for
reporting in this category.
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MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies (Continued)

Net Position:
In June 2011, the GASB issued Statement 63, Financial Reporting of Deferred Outflows of Resources,
Deferred Inflows of Resources and Net Position. The objective of this statement is fo enhance the
usefulness of reporting deferred outflows of resources, deferred inflows of resources and net position in
a statement of net position. This standard establishes a framework detailing how these elements
should be reported, which will resuit in standardizing the presentation of deferred balances and their
effects on a Town's net position. The reporting of deferred inflows and outflows also applies to the fund
financial statements. The financial statements incorporate the changes required by GASB Statement
63.

In the government- wide financial statements, net position is classified in the following three categories:

Net investment in capital assets- Consists of capital assets grouped into one component of net
position. Accumulated depreciation and the outstanding balances of debt, accounts payable, and
retainage payable that are attributable to the acquisition, construction or improvement of these assets
reduce the category. Net investment in capital assets as of June 30, 2013 consists of the following;

Government Wide Activities

Governmental Business Type
Activities Activities Water Fund Sewer Fund
Captial assets $ 5,909,464 $ 21465444 $7.,126,905 $14,328,639
Accumulated depreciation (2,389,612) (6,744,211) (2,878,461) (3,865,750)
Debt (1,538,952) (8,457,767) (807,260) (7,650,507

Net investment in capital assets $ 1,980,900 $ 6,253,466 $3,441,184 $ 2,812,282

Restricted- Consists of components of net position with constraints placed on the use by external
groups such as creditors, grantors, contributors, regulations of other governments, law through
constitutional provisions or enabling legislation. As of June 30, 2013 the Town had restrictions of net
assets of $216,954 (See Note 10).

Unrestricted- Consists of all other components of net position that do not meet the definition of “net
investment in capital assets” or “restricted”.

Note 2. Stewardship, Compliance, and Accountability

Budgetary information;
General Town revenues and expenditures accounted for in the General Fund are controlled by a formal
budgetary accounting system in accordance with legal requirements that govern the Town's operations.
Except that a transfer from unappropriated surplus is sometimes budgeted as a revenue item, annual
budgets are adopted on a basis consistent with generally accepted accounting principles. Al annual
appropriations lapse at the fiscal year end.

There was no approved Capital Projects Fund budget. The Town budgets projects in the General Fund.
The proprietary funds budgets are prepared using a budgetary basis that approximates the cash basis
of accounting. Budgetary basis reflects loan proceeds as other revenues, principat payments on debt

and capital equipment purchases as expenses and does not reflect depreciation and amortization
expense.
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Note 3.

Note 4.

MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS

Stewardship, Compliance, and Accountability (Continued)
The Town’s budget is comprised of the current operating budget. The current operating budget is
based upon estimated revenues and expenditures of operation for the ensuing fiscal year. The Mayor
and Council review the operating budget in regular public meetings and in a public hearing.
The Town Manager reviews the budget on a monthly basis. All expenditures are approved by the
Mayor and Council. If the Mayor and Council approve expenditures not previously budgeted, the Town
Manager amends the budget to better reflect comparison to actual results.

Cash and Certificates of Deposit

At June 30, 2013, the carrying amount of the Town's deposits, including interest receivable, was
$1,734,855. The related bank balances totaled $1,758,076, including accrued interest.

Following is a schedule of the Town's deposits by financial institution at June 30, 2013:

Susquehanna Bank $ 1,660,508

The Columbia Bank 9,710

Wells Fargo Advisors 87,858
$ 1758076

Custodial Credit Risk — Custodial credit risk is the risk that in the event of a bank failure, the Town's
deposits may not be returned to it. The Town does not have a formal deposit policy for custodial credit
risk, however, State law requires that deposits be insured or collateralized. As of June 30, 2013
$1,410,508 of the Town's deposits were exposed to custodial credit risk as follows:

Uninsured and collateral held by pledging bank
not in the Town's name $ 1,410,508

Investments
As of June 30, 2013 the Town had the following investments and maturities:

Investment Type Maturities Fair Value

Repurchase agreements -
Susquehanna Bank Daily $ 2,390,000

The Town has no formal investment policy. It is the Town's policy to follow the rules as set forth by State
statute.

The Mayor and Council have entered into an overnight repurchase agreement with a commercial bank.
The repurchase agreement specifies that only U.S. Treasury securities wilt be sold by the bank.
Therefore, the repurchase agreement is not subject to credit risk. Under the State Finance and
Procurement Article of the Annotated Code of Maryland, Title 6, Subtitle 2, the Mayor and Council may
invest in the following:

-25.



Note 4.

Note 5.

MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Investments (Continued)

+ Any obligation for which the United States has pledged its faith and credit for the payment of
principal and interest.

+ Any obligation that a federal agency issues in accordance with an act of Congress.
* Repurchase agreements that any of these obligations secure.

Custodial Credit Risk — Repurchase Agreement; The Bank has placed securities in safekeeping
designated for repurchase agresments the Bank has entered into with the Mayor and Council and other
customers. The securities are held in the Bank’s name. The Mayor and Council are not party to the
safekeeping contract. Therefore, the repurchase agreement is subject to custodial credit risk. For an
investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the Town will
not be able to recover the value of its investments or collateral securities that are in the possession of an
outside party.

Notes Receivable
The Town has two notes outstanding with locai organizations. The two notes are as follows:

+ 2009 — South Mountain Litile League
On April 6, 2009, $6,400 was due to the Town on a previous note which was provided to assist in
the purchase and installation of stadium lights. During 2009, an additional $26,000 was provided
to assist in the purchase of equipment to provide a baseball field of adequate size for its Senior
League program. The Town amended the original agreement and combined the previous note
with the current agreement for a beginning loan balance of $32,400. The loan is to be paid back
over a five year period which began in April 2009, with interest at 0%. A balance of $6,480 is
outstanding at June 30, 2013.

« 2007 - Boonshoro Rescue Company
$60,000 was provided to assist in the purchase of a new ambulance and ALS equipment. The
loan is to be paid back, with interest at 3%, over a five year period which began in December
2007. The loan was paid off during the year ended June 30, 2013,
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Note 6. Capital Assets

NOTES TO FINANCIAL STATEMENTS

Capital asset activity for the year ended June 30, 2013 was as follows:

Governmental Activities

Capital assels, not being depreciated:

Land and land improvements

Capital assets, being depreciated:
Buildings
Machinery and equipment
Storm drainage
Road improvements
Park and playground equipment
Subtotal

Accumulated depreciation:
Buildings
Machinery and equipment
Storm drainage
Road improvements
Park and playground equipment
Subtotal

Net capita assets

Business-Type Activities

Capital assets, not being depreciated:

Land and land improvements

Capital assets, being depreciated:
Buildings
Machinery and equipment
Utility plants
Subtotal

Accumulated depreciation:
Buildings
Machinery and equipment
Utllity ptants
Subtotal

Net capital assets

Balance Balance
July 1, 2012 Additions Deletions June 30, 2013
$ 1,070,146 $ - $ - % 1,070,146
$ 1,374,344 $ - $ - 5 1,374,344

654,026 - - 654,026
522 548 - - 522,548
616,753 - - 616,753

1,670,924 1,489 {763) 1,671,650
$ 4,838,595 5 1,489 $ (763) § 4,839,321
$ (876,083 & (31,438) § - 3 (907,531)

(526,009) {47,494) - (573,503)
(396,777) (4,659) - {(401,436)
(113,568) {32,651) - (146,219)
(258,927) (102,643) 645 (360,925)
$ (2171374 $ (218,885 645 § (2,389,614)
$ 3,737,367 $ (217,398) § (118) $ 3,519,863

Balance Balance
July 1, 2012 Additions Deletions June 30, 2013
$ 96,845 $ - 8 - § 96,845
$ 152,532 $ - $ - 3 162,632

5,012,508 13,553 (138,526) 4,887,535

16,298,376 24,856 (4,700) 16,318,632
$ 21,463,416 $ 38,409 $ (143,226) $ 21,358,599
$ (143,635) § - % - % (143,535)

(2,484,241) {111,513} 114,789 (2,480,965)

(3,408,318) {713,097) 1,704 {4,119,711)
$ (6,036,094) $ (8246100 § 116,493 § (6,744,211)
$ 15,524,167 $ (786,201 & (26,733) $§ 14,711,233
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Note 6. Capital Assets (Continued)
Depreciation was charged to functions as follows:

Governmental activities:

General government $ 36,670
Public safety 14,162
Highways & streets 49,722
Recreation and parks 118,331

Total governmental-type activities depreciation expense $ 218,885

Business-type activities:

Water 3 164,047
Sewer 660,563
Total business-type activities depreciation expense $ 824810

<A

Total depreciation expense 1,043,495

Note 7. Other Accrued Expenses

Other accrued expenses include accrued compensated absences in the amounts of $12,704 and $8,094
for the General and Proprietary Funds, respectively. General Fund amounts are considered a Fund
liability since they are normally expected to be liquidated with expendable available financial resources.
The policy with regard to accrued compensated absences is vacation may be accumulated up to a
maximum of twenty days and any employee who terminates employment of the Town receives all earned
time. Employees can be paid for vacation in excess of twenty days at the discretion of the Mayor and
Council. Sick leave is not paid upon termination, whether voluntarily or involuntarily, however an
employee retiring from the Town who has reached age 55, and has been employed by the Town for 15
years or longer will be compensated, upon retirement, at a rate of $10 per day for each unused sick leave
day up to 70 days.

Note 8. Long-Term Debt - Proprietary Fund Types

The Sewer Fund obtained a $58,880 loan from the General Fund for the purpose of financing repairs to
the lagoon. Terms of the loan provide for semi-annual payments totaling $5,888 commencing Dacember
2001 through June 2012, at 0% interest. The loan is prepayable without penalty and is unsecured. The
commencement of payments was postponed and no payments were made prior to June 30, 2013,

Beginning Ending Current
Sewer Fund Balance Additions Reductions Balance Maturities
Note payable - General Fund $ 58880 $ - 8 - § 58880 § 5888

On August 31, 2005 the Town obtained a $127,984 loan from the Maryland Department of the
Environment (MDE) for the replacement of the Park View Sewer Interceptor. Terms of the note provide
for annual payments of $6,687, including interest at a fixed rate of 1% commencing February 20086,
through February 2024. The loan is unsecured.

The loan is prepayable without penalty. Interest will be recomputed if the prepayment of principal is more
than six months in advance,
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Long-Term Debt - Proprietary Fund Types {Continued)

Beginning Ending Current
Sewer Fund Balance Additions Reductions Balance Maturities
Note payable - MDE $ 83622 § - $ (6594) § 77028 § 6659

On August 26, 2009, the Town borrowed $5,991,000 from USDA, via the issuance of the Wastewater
System improvements Bond of 2009. The purpose was to finance the Town's WWTP upgrade project.
Terms of the USDA bond call for quarterly payments of $79,501, including interest at a rate of 4.375%, for
a period of 40 years, except that if the useful life of the plant is less than 40 years, the payments wouid be
accelerated. Repayment began November 26, 2009. The bonds are secured by the full faith and credit
and unlimited taxing power of the Town. The bond is prepayable without penalty.

Beginning Ending Current
Sewer Fund Balance Additions Reductions Balance Malurities
Bond payable - USDA $5828600 § - § (64042) $5764558 5 65790

The Town also borrowed $2,000,000 from MDE by the issuance of the Water Quality Bond, Series 2009
on July 31, 2009. The purpose was to finance the Town's WWTP upgrade project. The bond with MDE
bears interest at 1% and requires payments of fixed principal and interest annuafly on February 1 for a 20
year period, ending February 2029. The bonds are secured by the full faith and credit and unlimited
taxing power of the Town,

Beginning Ending Current
Sewer Fund Balance Additions Reductions Balance Maturities
Bond payable - MDE $1,724774 § - % {93583 $1631191 § 94,519

In order to cover loan payments for the wastewater trealment plant upgrades due to certain developers
not paying, the General Fund made several fransfers to the Sewer Fund during the year ended June 30,
2013, As of June 30, 2013, the General Fund had transferred $118,850 to the Sewer Fund to cover theses
loan payments. The loan will be repaid to the General Fund when the outstanding amounts due from the
developers are paid in full. Since it is unlikely that these payments will occur within one year, no current
maturities are booked for this loan.

Beginning Ending Current
Sewer Fund Balance Additions Reductions Balance Maturilies
Note payable - General Fund $ - § 118850 § - % 118850 §

On October 1, 1990, the Town borrowed $325,100 at 7.5% by the issuance of the Infrastructure Bonds,
1990 Series |. The purpose was to finance the Town's Water System Improvements Project. The bonds
are secured by the full faith and credit and taxing power of the Town.

On July 2, 1988, the Maryiand Department of Housing and Community Development issued its 1998
Series C Bonds to refund six series of Infrastructure Financing Bonds for 1988 through 1992. The effect
of this refunding was to reduce the original average interest cost from 7.5% to 4.69%. All other terms of
the original agreement, including principal repayments remain in effect.
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Long-Term Debt - Proprietary Fund Types (Continued)

Beginning Ending Current
Water Fund Balance Additions Reduclions Balance Malurities
General obligation bonds payable $ 174833 § - § {14384) $ 160239 0§ 15481

During fiscal year 1999, the Town received a loan from the Maryland Department of the Environment
(MDE) to assist in the funding of the Water Filtration Project. Under the agreement with MDE, the Town
pays annual interest at 4.9% fixed beginning June 1899. Payments of $11,158, including interest, are
made annually beginning June 2001 and ending June 2028. In the event of a default, salvage rights shall
be provided to the State of Maryland.

The loan is prepayable without penalty. Interest will be recomputed if the prepayment of principal is more
than six months in advance.

Beginning Ending Current
Water Fund Balance Additions Reductions Balance Maturities
Note payable - MDE § 121765 § - $  (5188) § 116577 § 5442

The Town obtained a $1,335,085 loan from the Maryland Water Quality Financing Administration
(MWQFA) under the Federal Safe Drinking Water Act. The loan is being amortized over 17 annual
payments starting February 2002. Interest, at a fixed rate of 3.13%, Is being paid semi-annually in August
and February. The funding is to cover a portion of the Boonsboro/Keedysville water filtration project. (See
Note 16 for additional informaticn concerning the project.) The loan is a general obligation of the Town,
with the full faith and credit and taxing power of the Town pledged. Prepayments may be made, but any
penalty is at the discretion of the Maryland Water Quality Financing Administration. This loan was paid in
full in July 2012, h

Beginning Ending Current
Water Fund Bafance Additions Reductions Balance Maturities
Wote payable - MWQFA $ 37T % - % @ 8 - $ -

During fiscal year 2009, the Town received a loan in the amount of $78,000 from the Maryland
Depariment of the Environment (MDE) to assist in the funding of the Alternate Route 40 Water Main
Extension Project. The loan is for the engineering phase of the project. Draws of $73,980 were made
during the duration of the project. The loan is being amortized over 19 annual payments starting in
February 2010. Interest, at a fixed rate of 2.20%, is being paid semi-annually in August and February.
The loan is a general obligation of the Town, with the full faith and credit and taxing power of the Town
pledged.

Beginning Ending Current
Water Fund Balance Additions Reductions Balance Maturities
Note payable - MDE $ 6283 % - $  [3531) $ 59304 $ 3609
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Long-Term Debt - Proprietary Fund Types (Continued)

In July 2009, the Town received an additionat loan in the amount of $281,000 from the Maryland
Department of the Environment (MDE) to assist in the funding of the Aiternate Route 40 Water Main
Extension Project. This loan is for the construction phase of the project. Draws of $94,887 were made
during the year ended June 30, 2011, for a total drawn during the duration of the project of $263,574. The
Joan Is being amortized over 19 annual payments starting in February 2011. Interest, at a fixed rate of 1%,
is being paid semi-annually in August and February. The loan is a general obligation of the Town, with the
full faith and credit and taxing power of the Town pledged.

Beginning Ending Current
Water Fund Balance Additions Reductions Balance Malurities
Note payable - MDE $ 225533 § - § (3721 0§ 211806 0§ 13862

On October 29, 2009, the Town entered into a loan agreement with Susquehanna Bank in the amount of
$339,834. Terms of the note call for 180 monthly interest only payments. In addition to the regularly
scheduled interest payments, the Town is required to make semi-annual principal payments of $11,600
each April and October beginning April 29, 2010 with the final payment of all unpaid principal and accrued
interest to be due and payable October 29, 2024. The interest rate is fixed at 6.38% for the first 120
months of the term of the loan: thereafter, the interest rate is variable based on the previous week's
average of the Federal Home Loan Bank of Pitisburgh’s corresponding five year amortizing fixed rate in
effect at that time, plus one hundred sixty one basis points (1.61%). This note is prepayable without
penalty and is unsecured.

Beginning Ending Current
Water Fund Balance Addilions Reductions Balance Maturities
Note payable - Susquehanna Bank $ 282334 § - % {23000) § 259334 § 23,000

Required payments on debt of the Water and Sewer Fund in future years are as follows:

Principal Interest
Year Ending June 30,
2014 $§ 228362 $ 303,198
2015 239,770 296,336
2016 245,448 269,237
2017 251,560 281,883
2018 257,844 274,258
2019-2023 1,338,932 1,250,316
2024-2028 1,260,523 1,115,162
2029-2033 802,167 898,685
2034-2038 861,409 728,611
2039-2043 1,071,614 518,408
2044-2048 1,333,114 256,906
2049-2050 389,294 16,205

$ 8,280,037 $6,229,203

The current maturity of $5,888 pertaining to the note payable to the General Fund is excluded from the
current maturities of long-term obligations and the total note is displayed in the noncurrent assets section
of the Statement of Net Position. The second note payable to the general fund of $118,850 is also
displayed in the noncurrent asset section of the statement of net position.
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Long-Term Debt - Governmental Fund

The Town obtained a $310,000 note payable from the MWQFA for the purchase of real estate. The note
is non interest bearing. Terms of the note provide for yearly principal payments of $15,500 commencing
on February 2005 through February 2024. There is no prepayment penalty. The note is secured by future
water user charges and all fees for the use of the public water system or connections to it. The balance of
the note at June 30, 2013 is $170,500.

On January 26, 2005, the Town entered into a loan agreement with Susquehanna Bank in which
$2,000,000 was available to fund Shafer Park improvements. The loan is collateralized by park real
estate. At June 30, 2013, $1,500,000 was drawn on the loan. The loan called for monthly interest only
payments at a fixed rate of 3.95% for 60 months followed by a bailoon payment on January 26, 2010. The
Town has extended the note through July 26, 2021 with all other conditions staying the same, except that
the interest rate was reduced to 2.89% fixed. The note can be prepaid without penaity. The balance of the
note at June 30, 2013 is $1,368,452.

Beginning Ending Current
Balance Additions Reductions Balance Maturities
Note Payable - MWQFA $ 186,000 $ - $ (15500) & 170,500 $ 15500
Loan Payable - Susquehanna 1,499,962 - (131,510) 1,368,452 135,310
$ 1,685,962 $ - $(147,010) $ 1,638,952 $ 150,810

Requirements for payments in future years are as follows:

Principal interest
Year Ending June 30,

2014 $ 150,810 § 36,134
2015 154,721 32,055
2016 158,745 27,857
2017 162,884 23,539
2018 167,144 19,095
2019-2023 729,148 29,323
2024 15,500

$1,5638,952 § 168,003
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Note 10. Governmental Fund Balances

The detail of the fund balance classifications aggregated on the halance sheet as of June 30, 2013 is as
follows:
General Fund

Fund Balances

Nonspendable;
Reserved for long-term receivables 3 184,210
Restricted:
HotelMote! tax $ 77,010
WWTP 99,924
Friends of Shafer Park 40,020
$ 216,954
Committed:
Excise tax $ 85,236
Shafer park expansion 123,876
3 209,112
Unassigned $ 2,805,200
3 3,415,476

Note 11. Deposits

Deposits, which amounted to $33,200 at June 30, 2013, represent payments by developers for
inspections not yet completed or for driveway bonds and donations received for the establishment of a
curb-side recycling program. The Town collects a deposit from developers prior to the start of
construction. As inspection charges are billed to the Town, the paymentis are made from the money
received from the developars. Upon completion of a project, or as driveways are completed, any
undisbursed funds are refunded to the developers. The donations for the establishment of a curb-side
recycling program will be held in an escrow account until a reasonable curb-side recycling program comes
to fruition.

Note 12. Interfund Receivables and Payables

QOutstanding balances between funds are reported as "due to/ffrom other funds” and are the result of
lending/borrowing arrangements outstanding at the end of the fiscal year .

Receivahie Fund Payable Fund Amount
General Water $ 18,527
Sewer 17,459
Water General (16,368)
Sewer 1,165 *
Sewer General (7,773)
Water (1,165) *
Total 3 11,845

* This represents the due to/from between business type activities. The total between governmental and
business type activities is $11,845, net. Amounts owed to the general fund by the business type activities
are $35,986 and amounts owed to the business type activities from the general fund are $24,141.
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Pension Plan

The Mayor and Council of Boonsboro Employee Pension Plan, administered by the Town, provides
pension benefits for all of the Town's full-time employees through a defined contribution plan. Plan
provisions and contribution requirements are established and may be amended by the Town. In a defined
contribution plan, benefits depend solely on amounts contributed fo the plan plus investment earnings.
Employees are eligible to participate after completing six months of employment. The Town's
contributions for each employee (and income allocated to the employee's account) are fully vested after
seven years' continuous service. Partial vesting begins after three years of service. The Town is
obligated to contribute 7% of the employees' wages and the employee has the option to coptribute to the
plan. Contributions and earnings forfeited by employees who leave employment before seven years of
service are used to reduce the Town's current-period contribution requirement. The Town currently has
fifteen total full-time and part-time employees with fourteen employees participating in the plan. The
employees of the Town made no contributions. The Town’s contribution for fiscal year 2013

was $41,363.

Deferred Compensation Plan

The Town offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all Town employees, permits them to defer a portion of
their salary until future years. The deferred compensation is not available to employees until fermination,
retirement, death, or unforeseeable emergency.

Risk Management

The Town is exposed fo various risks of loss related to forts; theft of, damage to, and destruction of
assetls; errors and omissions; injuries to employees; and natural disasters.

The Town has joined with other State of Maryland local governments in another LGIT Pool, The Town
pays an annual premium to LGIT to insure against property, public official’s fiability, auto, and generat
liability claims. LGIT is backed by the full faith and credit of the member governments, which could
subject them to assessments in the event LGIT incurs excess expenses in a plan year. Settled claims
resulting from these risks have not exceeded insurance coverage in any of the past three fiscal years,

The Town continues to carry commercial insurance for alf other risks of loss, including workers'
compensation and fidelity bond insurance. Settled claims resulting from these risks have not exceeded
insurance coverage in any of the past three fiscal years.

Boonshoro/Keedysville Water Filtration Project

The Mayor and Council of Boonsboro (Boonsboro) and the Mayor and Council of Keedysville (Keedysville)
own various water systems that jointly serve customers of both Boonsboro and Keedysville (Towns). The
State of Maryland required that the water systems be upgraded, thus during the 1999 fiscal year the
Towns undertook a major water system upgrade project that included three phases:

* Two filtration plants, one in Boonsboro and one in Keedysville,

s Replacement of an eight inch water main between the Towns,

. Instaltation of new water meters in Keedysville along with a retrofit of existing meters in
Boonsboro

The project was completed in 2002 with funding coming in the form of the following grants and loans with
the State of Maryland, along with self-funding:

. $ 168,000 Loan
. 1,335,085 Loan
. 1,442,000 Grant
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Boonsboro/Keedysville Water Filtration Project (Continued)

The Towns entered into an agreement that permits Boonsboro to be the named borrower and grantes on
all of the above funding sources; but Keedysville will own the plant, meters and line which is in their
corporate limits. In addition to the above, the Towns agreed that during the period until the project loans
are paid in full, Boonsboro is to be the Project Administrator, Water System Operator and will be
performing all meter reading, billing and collection service to all of the water users. During this period the
Towns also desired to have a uniform water service user rate for all customers, and agreed to establish a
uniform rate for debt repayment based on estimated usage. Under the agreement, Boonsboro shall have
a security interest in and right of offset against Keedysville's accounts receivable for water service and
loan repayment, for the purpose of repayment of the Project loans.

Under the billing arrangement, Boonsboro reflects the following transactions on their books, as billed on a
quarterly basis:

Boonsboro residents' water charges
Boonsboro residents’ debt service charges
Keedysville residents' debt service charges
Keedysville administrative charges

. & & @

Contingencies

In the normal course of operation, the Town receives grant funds from various federal and state agencies,
The grant programs are subject to audit by agents of the granting authority, the purpose of which is to
ensure compliance with conditions precedent to the grant of funds. Any liability for reimbursement that
may arise as the result of these audits is not believed to be material.

Commitments

The Town had several improvement projects in various stages of planning or construgtion for which
funding commitments have been received. Phase 1 of the improvements to Shafer Park have been
completed with $1,500,000 of the costs of the project funded through a construction loan (See Note 8}.

At June 30, 2013, there was $2,134,304 classified as land, road improvements, and park and playground
equipment which included costs for grading, engineering, and construction services relating to Shafer
Park improvements including the Town pond, improvements to Shafer Park Drive, new football and soccer
fields, and new restrooms,

The new wastewater treatment plant (WWTP) was completed with the help of USDA and MDE to comply
with Maryland requirements. The project had a total cost of $12,047,600 with $7,991,000 of costs of the
project funded through bonds (See Note 8) and $3,610,600 of costs funded through grants. As of June 30,
2012, all of the grant funds had been received. The USDA funding also required obtaining signed
developer agreements, secured by letters of credit that would cover the first 5 years of debt service and
provide for guaranteed minimum annuat hookup fees, irrespective of the economic cycle (See Note 19).

Agreements with Developers

The Mayor and Council of Boonsboro has entered into agreements with several developers, under which
the Town has agreed to pay for some costs {annexation expenses, legal fees, engineering fees) with the
understanding that the costs will be reimbursed by the developers. Billings to the developers are generally
done on a semi-annual basis. The Town expenses the costs in the year in which they were paid and
recognizes revenue when cash is received, or when the amounts are considered fully collectible.
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Note 19.

Note 20.

Note 21,

Note 22.

MAYOR AND COUNCIL OF BOONSBORO

NOTES TO FINANCIAL STATEMENTS
Agreements with Developers (Continued)

During the year ended June 30, 2009, the Town entered into agreements with several developers, under
which the Town has agreed to provide an allocated amount of sewer taps which have been guaranteed by
the developers and will pay for the first 5 years of debt service related to the construction of the WWTP
{(See Note 18). These agreements provide for a specific number of taps to be earned by paying the debt
service payments timely over the next five years and then an additional predetermined number of taps will
be available to the developer. As described in Note 20, an allowance for doubtful accounts has been
established as of June 30, 2013.

Risks and Vulnerability

As disclosed in Notes 18 and 19, the Town obtained signed developer agreements covering the debt
service of a new wastewater treatment plant for the first 5 years beginning in 2009. These agreements
provide a specific number of taps in exchange for the developers paying the debt service payments timely,
and an additional predetermined number of taps will be avaifable for purchase by the developer. The
construction loans that were obtained by the Town of Boonshoro are for 40 and 20 year terms and thus
debt service payments will be required for a longer period than the five years agreed to in the agreements.
If the developers purchase all taps available, the debt will be entirely funded by these agreements. In the
current economic climate, it is at least reasonably possible that the developers may not purchase the
additional taps. As of June 30, 2013, the Town has $456,548 of other receivables recorded related to
payments owed by the developers. At this pointin time, it appears unlikely that the Town will be able to
fully collect for amounts owed by the developers due to current economic conditions and the history of
payments to date. Because of these reasons, the Town has established an allowance for doubtful
accounts of $456,548 offsetting the amounts owed by the developers. This has minimal effect on the
statement of aclivities as amounts receivable for tap fees are recorded as unearned revenue — tap fees on
the statement of net position. In the event the developers do not purchase additional taps, the Town will
determine an alternate method of funding the debt service payments in order to not default on the loans.

Restricted Cash

In July 2009, the Town established a segregated bank account, as required by MDE. The purpose of the
account is to provide the funds to make debt service payments for the WWTP in the event one or more of
the developers default on their payments to the Town. The current balance of the account at June 30,
2013 is $99,924,

Due to limited funding resources that are available to the Town, the Friends of Shafer Park (a separate
entity) was established by citizens to support the financial efforts required to achieve the financial
obligation associated with the expansion of Shafer Park. In June 2012, the Town established a
segregated bank account from an initial contribution of $40,000. The balance of the account at June 30,
2013 is $40,020.

Subseqguent Events

The Town has evaluated events and transactions subsequent to June 30, 2013 through October 29, 2013,
the date these financial statements were available to be issued. Based on definitions and requirements of
generally accepted accounting principles, management has identified two events that have occurred
subsequent to June 30, 2013 through October 29, 2013 that require recognition or disclosure in the
financial statements.
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MAYOR AND COUNCIL OF BOONSBORO
STATEMENT OF REVENUES AND EXPENDITURES - BUDGET AND ACTUAL

REVENUES
Local property taxes, net of discounls:
Reat propery
Personal properly - unincorporated
Personal property - incorporated
Penalties and interest
Discounts allowed

Licenses and permits:
Trader's
Alcohotic beverages
Planning and zoning

Granis and shared taxes:

State of Maryland:
Income tax
Admissions
Highway fax
Grant for police protection
Other grants

Washington County;
Grant in fleu of ax on financial corporations
Grant in lieu of tax on elderly housing
HotelMotel tax
Parking fines
Recycling program

Charges for sanitation services

Other revenue;
Interest
QOlher income
Cable TV franchise fees

TOTAL REVENUES

GENERAL FUND
YEAR ENDED JUNE 30, 2013
(UNAUDITED)
Varlance with
Final Budget
Budgeted Amounts Positive
Original Final Actual (Negative)
$ 942,610 942,610 942,657 47
1,500 1,500 783 (717)
50,000 §0,000 50,488 488
4,000 4,000 5,850 1,850
{10,000} {10,000) {11,403} {1,403}
$ 988,110 ©88,110 988,375 265
$ 3,500 3,500 3,279 {(221)
200 200 417 217
9,500 9,500 20,879 11,379
§ 13,200 13,200 24,575 11,376
3 215,000 215,000 355,340 $ 140,340
6,000 6,000 3,956 {2,044)
29,617 290,617 28,779 (838)
16,873 15,873 15,873 -
31,500 31,500 60,000 28,500
950 950 951 1
4,000 4,000 4,477 477
22,500 22,500 27,666 5,166
800 800 1,095 295
30,000 30,000 - {30,000}
$ 356,240 356,240 488,137 $ 141,897
$ 72,780 72,780 73,119 $ 339
$ 4,500 4,500 21,417 $ 16,917
26,062 26,062 10,444 {15,618)
19,500 19,500 20,353 853
$ 50,082 50,062 52,214 2,152
$ 1,480,392 1,480,392 1,636,420 166,028
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MAYOR AND COUNCIL OF BOONSBORO
STATEMENT OF REVENUES AND EXPENDITURES - BUDGET AND ACTUAL

GENERAL FUND
YEAR ENDED JUNE 30, 2013
{UNAUDITED)
(Conlinued)
Variance with
Final Budget
Budgeted Amounts Positive
Criglnal Final Actual {Negative)
EXPENDITURES
General government;
Mayor and Council:
Salaries $ 74,935 $ 74,935 $ 75,915 $ (980)
Operating expenses 22,700 22,700 26,551 (3.851)
Coniributions and donations 1,000 1,000 100 900
Treasurer - salary 1,000 1,000 1,000 -
Legal, audit and retirement administration 17,750 17,750 24,743 (6,993)
Planning and zoning 62,853 62,853 71,010 {8,157)
Town building operating expenses 68,000 68,000 62,962 5,038
Economic Development Commission 2,600 2,600 2,214 386
Total general government $ 250,838 $ 250,838 $ 264,495 $ (13,657}
Public safety:
Police depariment:
Chief salary $ 48,970 $ 48,970 $ 59,209 3 {10,239
Officer salaries 124,627 124,827 122,037 2,590
K-9 1,000 1,000 435 565
Equipment 8,000 9,000 7,250 1,750
Uniforms 2,000 2,000 1,289 711
Supplies 2,000 2,000 1,601 399
Telephone 1,500 1,500 1,936 (436}
Cell phones 1,900 1,900 1,850 50
Training 750 750 120 630
Building maintenance 8,500 8,500 8,169 331
Vehicle maintenance 6,000 6,000 4,081 1,919
Vehicle gas 17,500 17,500 16,799 701
Cther police and public safety expenses - - 500 {500}
Police and public safety committee meetings 700 700 499 201
Night Out expense 1,000 1,000 762 238
Volunteer company contributions
Fire depariment 18,000 18,000 18,000 -
Fire hydranis 11,200 11,200 14,672 (3,472)
Ambulance service 18,000 18,000 18,000 -
Total public safety $ 272,647 $ 272,647 $ 277,209 $ (4,562)
Highway and strests:
Salaries $ 83,626 $ 83,628 3 96,781 $ (13,155)
Street lighting 65,000 65,000 60,857 4,143
Maintenance and operaling expenses 53,000 53,000 46,261 6,739°
Snow removal 10,000 10,000 10,984 (984)
Total highway and streels $ 211,628 $ 211,626 $ 214,883 $ (3,257)
Sanilation $ 212,477 $ 212,477 $ 215,095 $ (2,618)
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MAYOR AND COUNCIL OF BOONSBORO
STATEMENT OF REVENUES AND EXPENDITURES - BUDGET AND ACTUAL

GENERAL FUND
YEAR ENDED JUNE 30, 2013
(UNAUDITED)
{Confinued)
Variance with
Final Budget
Budgeted Amounts Positive
Original Final Actual {Negative)
Recreation and parks:
Salaries 5 770 $ 770 $ 640 130
Park grounds maintenance 13,000 13,000 18,640 {6,640)
Park facilities maintenance 7,000 7,000 10,681 (3.681)
Operating expenses 12,650 12,550 16,944 (3,394)
Total recreation and parks $ 33,320 $ 33,320 3 46,905 $ (13,585)
Non-deparimental expendilures:
Insurance 5 13,400 $ 13,400 $ 11,698 1,702
Health insurance 73,900 73,900 54,708 19,182
Retirement 27,000 27,000 26,205 795
Workers compensation 13,900 13,900 13,815 85
Payroll taxes 35,000 35,000 33,470 1,530
Contingency fund 25,374 25,374 - 25,374
Miscellaneous expense - - 742 {742)
Total non-deparimental expenditures $ 188,574 3 188,674 $ 140,638 $ 47,936
Capital outlay
Equipment $ 40,000 $ 40,000 $ - 40,000
Long-term capital improvements 80,000 80,000 1,489 78,511
Total capital oullay $ 120,000 3 120,000 $ 1,489 $ 118,511
Debt refirement:
Park expansion loan interest ] 175,410 3 175,410 $ 43,550 $ 131,860
Park expansion principal - - 131,510 (131,510)
Mortgage wellhead prolection propery 15,500 15,500 15,500 -
Total debt retirement $ 180,910 $ 160,910 $ 190,560 350
TOTAL EXPENDITURES $ 1,480,392 § 1,480,382 3 1,351,274 129,118
EXCESS OF REVENUES
OVER EXPENDITURES $ - $ - $ 285,146 285,146
FUND BALANCE - BEGINNING OF YEAR 3,136,330
FUND BALANCE - END OF YEAR $ 3,415,476
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MAYOR AND COUNCIL OF BOONSBORO

STATEMENT OF REVENUES AND EXPENSES - BUDGET AND ACTUAL

WATER UTILITY FUND (BUDGETARY BASIS)
YEAR ENDED JUNE 30, 2013

{UNAUDITED)
Varlance with
Budgeted Amounts Final Budget
Original Flnal Actual Pasitive {(Negative)
OPERATING REVENUES
Charges for services $ 365,000 $ 365,000 355,656 $ (9,344)
Charges for debt services 177,844 177,844 22,918 {154,926)
Charges for administration 51,300 51,300 19,900 (31,400)
Connection charges and other income 65,100 65,100 11,200 {53,900)
Prior year reserves available for current
year operations 53,142 53,142 (53,142)
TOTAL OPERATING REVENUES $ 712,385 3 712,386 409,674 3 (302,712)
OPERATING EXPENSES
Maintenance and repairs 3 40,000 $ 40,000 41,059 $ {1,059)
Chemicals 9,500 9,500 12,311 (2,811)
Electriclty 50,000 60,000 45,739 4,261
Heating 1,500 1,500 1,326 174
Telephone 4,000 4,000 4,849 {849)
Adverlising - - 139 {139)
Salaries 92,680 92,690 100,470 {7,780)
Insurance 12,600 12,600 12,370 230
Healthlife insurance expense 20,000 20,000 27,241 (7,241)
Audit 5,800 5,800 6,167 (367)
Legal fees 500 £00 - 500
Supplles 5,100 5,100 7,080 {1,980}
Miscellaneous 100 100 15 85
Uniforms 1,000 1,000 728 272
Professional memberships 500 500 - 500
Meefing expense 1,200 1,200 1,730 {530)
Payrolf laxes 7,500 7,500 6,805 695
Pension expense 8,000 8,000 7,587 413
Tasting 1,000 1,000 1,026 {26)
Truck expense 8,000 8,000 7.030 970
Equipment expense 2,000 2,000 844 1,156
Engineering fees 6,000 6,000 18,106 (12,105)
Contingency fund 74,498 74,498 - 74,498
Postage 1,500 1,500 1,894 {394)
Capital equipment 118,142 118,142 13,553 104,589
Loan administrative costs 1.011 1,011 5,237 {4,226}
TOTAL OPERATING EXPENSES $ 472,141 g 472,141 323,305 $ 148,836
OPERATING iINCOME % 240,245 $ 240,245 86,369 $ {153,876)
OTHER REVENUES AND (EXPENSES)
Interest expense 5 (36,156) § (36,156) {35,559 $ 597
Debt service {principal) (62,269) {62,269) (437,616) (375,347)
Other income 11,200 11,200 3,348 (7,852)
Interest income 460 400 1,905 1,505
TOTAL OTHER REVENUES AND (EXPENSES) § {86,825) $ (86,825) {467,922) $ {381,097)
NET INCOME (LOSS) 8 153,420 $ 153,420 (381.653) & (534,973)

Note: Budgetary basis reflecls principal payments on debt and capital equipment purchases as expenses
and does not reflect depreciation and amorlization expense,
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MAYOR AND GOUNCIL OF BOONSBORO

STATEMENT OF REVENUES AND EXPENSES - BUDGET AND ACTUAL
SEWER UTILITY FUND (BUDGETARY BASIS}
YEAR ENDED JUNE 30, 2013

{UNAUDITED)
Varfance with
Budgeted Amounts Final Budget
Qriginal Final Actual Positive (Negative)
OPERATING REVENUES
Charges for services $ 547,666 $ 547,666 $ 525,613 $ (22,053}
Grants - - 9,540 9,540
Conneclion charges and olher income - - 8,374 9,374
TOTAL OPERATING REVENUES $ 547,666 $ 547,666 $ 544,627 3 (3,139}
OPERATING EXPENSES
Maintenance and repairs $ 48,000 $ 48,000 $ 82,072 $ {34,072}
Chemicals 60,000 60,000 56,264 3,736
Biosolids removal 100,000 100,000 78,922 21,078
Electricity 85,000 85,000 66,207 18,793
Healing 1,500 1,500 1,326 174
Telephone 3,700 3,700 3,638 62
Salaries 92,690 92,690 101,047 (8,357
Insurance 33,000 33,000 36,362 (3,362}
Healthflife Insurance expense 20,000 20,000 27.241 (7,241}
Adverlising - - 139 (139}
Audit 5,600 5,800 6,167 (367)
Legal fees 500 500 - 500
Supplies 7,000 7,000 8,516 (1,518)
Miscellaneous - contingency fund 36,995 36,995 - 36,905
Uniforms 1,000 1,000 728 272
Professional memberships 500 500 180 320
Meeting expense 1,200 1,200 1,235 {35)
Payroll laxes 7,500 7.500 6,897 603
Pension expense 8,000 8,000 7,571 429
Testing 20,000 20,000 21,115 {1.115)
Truck expense 3,500 3,500 3,015 485
Equipment expense 2,500 2,500 374 2,126
Engineering fees 2,006 2,000 12,826 {10,826)
Postage 1,200 1,200 1,770 (570)
Capilal equipment 52,905 - 24 856 (24,856)
Loan administrative costs 5,807 5,807 6,158 (361
TOTAL OPERATING EXPENSES $ 600,297 $ 547,392 5 554,626 $ {7,234}
OPERATING (LOSS) $ {52,631) $ 274 $ {10.009) $ {10.373)
OTHER REVENUES AND {EXPENSES)
Interest expense $ {272,0486) $ (272,046} $ (271,279) $ 767
Debt service (principal) (164,570) {164,570) {160,499) 4,071
Other income 427,241 427,241 253 {424,710}
Iinterest income 500 500 508 408
TOTAL OTHER REVENUES AND
{EXPENSES) $ {8.875) $ {8,875) $ {428.339) § {419,464}
NET {LOSS) § {61,506} $ {8,601) $ (438,438) $ {429,837)

Note: Budgetary basis reflects loan proceeds as other revenues, principal payments on debi and capilal
equipment purchases as expenses and does not reflect depreciation and amortization expense.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Mayor and Council of Boonsboro
Boonsboro, Maryland

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States of America, the financial statements of the
governmental activities, the business-type activities, and each major fund of the Mayor and Council of
Boonsbhore (the Town) as of and for the year ended June 30, 2013, and the related notes to the financial
statements, which collectively comprise the Town’s basic financial statements and have issued our report
thereon dated October 29, 2013.

internal Control Over Financial Reporting

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

Our consideration of internal control was for the limited purpose described in the preceding paragraph and
was not designed to identify all deficiencies in internal control that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were
not identified. However, as described in the accompanying schedule of findings and responses, we
identified a deficiency in internal control that we consider to be a material weakness.

A deficiency in internal conirol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control such that there is a reasonable possibilily that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiency described in the accompanying schedule of findings and responses as item 2013-
1 to be a material weakness.

Compliance and Other Matters

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

We noted certain matters that we reported to management of the Mayor and Council of Boonsborg, in a
separate letter dated October 29, 2013.



The Mayor and Council of Boonsboro's response to the finding identified in our audit is described in the
accompanying schedule of findings and responses. The Town’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express no
opinion on it.

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

SeAR ELLwt Koamoay Crwﬁ‘?: LLc

Hagerstown, Maryland
October 29, 2013



Finding 2013-1

Criteria:

Condition/

Context:

Cause:

Effect:

Recommendation:

Management
Response:

MAYOR AND COUNCIL OF BOONSBORO

SCHEDULE OF FINDINGS AND RESPONSES
YEAR ENDED JUNE 30, 2013

During the audit items were found to be posted incorrectly and subsidiary ledgers
were not reconciled to the general ledger. Audit adjustments were necessary for
the balances to be properly reflected in the financial statements.

Woe noted that the Town’s subsidiary ledgers were not in agreement with the
general ledger. In order to make the financial reports generated by the
accounting system as meaningful as possible, the Town shouid reconcile the
general ledger accounts for accounts receivable, accounts payable, due to/due
from, long-term debt and accrued expenses to supporting documentation on a
monthly basis.

The Town has not reconciled the accounts receivable, accounts payable, long-
term debt and accrued expenses subsidiary records to the general ledger on a
regular basis.

The financial statements could have been misstated or incomplete. The Town's
internal control system alone may not have identified this. Additionally, reports
required by various grant agreements could be misstated or incomplete.

We recommend that a reconciliation of the detail to the accounts receivable,
accounts payable, long-term debt and accrued expenses general ledger accounts
be made at the end of each month and that any reconciling items be investigated
and cleared promptly. Once the reconciliation of accounts receivable and other
accounts has been prepared, we recommend that the reconciliations be reviewed
and signed off on by the Town Manager.

The Mayor and Council will begin to develop internal controls and the Town’s
accounting staff will implement procedures to adopt the above recommendation.
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