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| Mayer Hoffman McCann P.C.
| An Independent CPA Firm

INDEPENDENT AUDITORS’ REPORT

Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Board of Education of Talbot County,
Maryland, a component unit of Talbot County, Maryland, as of and for the year ended June 30, 2012,
which collectively comprise the Board’s basic financial statements as listed in the foregoing table of
contents. These financial statements are the responsibility of the Board of Education’s management.
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 of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and the significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Board of Education of Talbot County, Maryland as of June 30, 2012,
and the respective changes in financial position thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
September 28, 2012, on our consideration of the Board of Education of Talbot County, Maryland’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 and should be considered in assessing the results of our audit.
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Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 5 through 15 and on page 38
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 basic 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.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Board's basic financial statements. The accompanying combining nonmajor fund financial
statements, schedule of general fund revenues, and schedule of agency fund cash receipts and
disbursements are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required part of the
basic financial statements. Such information is the responsibility of management and was derived from
and relates directly to the underlying accounting and other records used to prepare the financial
statements. The information has been subjected to the auditing procedures applied in the audit of the
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated in all material respects in relation to the basic financial statements as a whole.

N o %Ajéﬂ@u Y {c@ aan PC.

September 28, 2012
Easton, Maryland




Mayer Hoffman McCann P.C
An Independent CPA Firm

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT
OF THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Board of Education of Talbot County, Maryland (the Board),
a component unit of Talbot County, Maryland, as of and for the year ended June 30, 2012, which
collectively comprise the Board’s basic financial statements, and have issued our report thereon dated
September 28, 2012. 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.

Internal Control Over Financial Reporting

Management of the Board is responsible for establishing and maintaining effective internal control over
financial reporting. In planning and performing our audit, we considered the Board’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Board'’s internal control over financial reporting. Accordingly, we do not express an
opinion on the effectiveness of the Board'’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the Board’s financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did
not identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.
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Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Board's financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, reguiations,
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 that are required to be reported under
Government Auditing Standards.

We noted certain matters that we reported to management of the Board, in a separate letter dated
September 28, 2012.

This report is intended solely for the information and use of the Board, its management, others within the
organization, Talbot County Council, Maryland State Department of Education (the cognizant audit
agency, as designated by the U.S. Department of Education), federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified

parties.

“Ma. {wjf//’ﬂfﬁ/7 / e P.C

Septemb 28, 2012
Easton, Maryland
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THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

This section of the Board of Education of Talbot County’s annual financial report presents
management’s discussion and analysis of the Board's financial performance during the fiscal year that
ended on June 30, 2012, Please read it in conjunction with the Board's financial statements, which
immediately follow this section.

Financial highlights

Key financial highlights for the fiscal year (FY) ended June 30, 2012 include the following:

Net assets total $51,763,929, a decrease of $7,342,854, or 12.4% from the prior year.
General Fund unassigned fund balance was $1,633, after an assignment for encumbrances
of $649,348. The total fund balance was $650,981, a decrease of $611,447 from the prior
year.

Overview of the financial statements

The financial section of the annual report consists of four parts — independent auditors’ reports, required
supplementary information, which includes management's discussion and analysis (this section), the
basic financial statements, and other supplementary information. The basic financial statements include
two kinds of statements that present different views of the Board:

. The first two statements are district-wide financial statements that provide both short-term
and long-term information about the Board’s overall financial status.

. The remaining statements are fund financial statements that focus on individual parts of
the Board, reporting the Board's operations in more detail than the district-wide
statements.

. The governmental funds statements tell how basic services such as regular and special
education were financed in the short term as well as what remains for future spending.

° Fiduciary funds statements provide information about the financial relationships in which
the Board acts solely as a trustee or agent for the benefit of others to whom the resources
belong.



THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

The financial statements also include notes that explain some of the information in the statements and
provide more detailed data. Figure 1 shows how the various parts of this annual report are arranged
and relate to one another. Figure 2 summarizes the major features of the Board’s financial statements,
including the portion of the Board's activities they cover and the types of information they contain. The
remainder of this overview section of management’s discussion and analysis highlights the structure and
contents of each of the statements.

Figure 1 — Organization of TCBOE Annual Financial Report

| Management Discussion and Analysis |

l

District-Wide Financial Statements «— Fund Financial Statements
Notes to the Financial Statements
Required Supplemental Information

The illustration above represents the minimum requirements for the basic financial statements.
Figure 2 — Major Features of District-Wide and Fund Financial Statements

Fund Financial Statements

District-Wide Governmental Fiduciary
Statements Funds Funds
Scope Entire district (except The activities of the Instances in which the
fiduciary funds) Board that are not Board administers
proprietary or fiduciary, | resources on behalf of
such as special someone else, such as
education, general and | the Special Education
building maintenance, Consortium and Student
food service, and Activities Fund
capital projects
Required o Statement of o Balance sheet » Statement of
financial net assets o Statement of fiduciary net
statements s Statement of revenue, assets
activities expenditures o Statement of
and changes in changes in
fund balances fiduciary net
assets
Accounting Full accrual accounting | Modified accrual Accrual accounting and
basis and and economic accounting and current | economic resources
measurement resources focus financial focus focus
focus




THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

District-wide financial statements

The district-wide perspective is designed to provide readers with a complete financial view of the entity
known as The Board of Education of Talbot County. The financial presentation of this perspective is
similar to a private sector business.

The Statement of Net Assets presents information on all of the assets and liabilities of the Board with the
difference between the two reported as net assets. The Statement of Activities presents information
showing how the Board's net assets changed during the most recent fiscal year.

All of the current year's revenues and expenses are accounted for in the Statement of Activities
regardless of when cash is received or paid.

Over time, increases or decreases in the Board’s net assets are an indicator of whether its financial
position is improving or detericrating, respectively. To assess the overall health of the Board you also
need to consider additional non-financial factors such as changes in the condition of school buildings
and other facilities.

The district-wide perspective is unrelated to budget and, accordingly, budget comparisons are not
provided,

Fund financial statements

The fund financial statements provide more detailed information about the Board’s funds — focusing on
its most significant or “major® funds — not the Board as a whole. Funds are accounting devices the
Board uses to keep track of specific sources of funding and spending on particular programs:

Some funds are required by State law.

» The Board establishes other funds to control and manage money for particular purposes or to
show that it is properly using certain revenues (e.g., federal and state grants).

» The Board has two kinds of funds:

» Governmental funds — Most of the Board’s basic services are included in governmental
funds, which generally focus on (1) cash and other financial assets that can readily be
converted to cash flow in and out and (2) the balances left at year-end that are available
for spending. Consequently, the governmental funds statements provide a detailed shori-
term view that helps to determine whether there are more or fewer financial resources
that can be spent in the near future to finance the Board's programs. Because this
information does not encompass the additional long-term focus of the district-wide
statements, we provide additional information reconciling governmental funds statements
with the district-wide statements.

» Fiduciary funds — The Board is the trustee, or agent, for assets that belong to others,
such as the Mid-Shore Special Education Consortium. The Student Activities Fund is
also accounted for as a fiduciary fund. The Board is responsibie for ensuring that the
assets reported in these funds are used only for their intended purposes and by those to
whom the assets belong. We exclude these activities from the district-wide financial
statements because the Board cannot use these assets to finance its operations.

-7-




THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS

Year Ended June 30, 2012

Financial analysis of the board as a whole

Net assets — The Board's net assets were $51,763,929 on June 30, 2012. This was a decrease of

12.4% from the prior year. (See Table 1).

Table 1

ASSETS

Current and other assets
Capital assets

TOTAL ASSETS

LIABILITIES

Current liabilities
Long-term liabilities

TOTAL LIABILITIES

NET ASSETS

Investment in capital assets, net of related debt
Restricted

Unrestricted

TOTAL NET ASSETS

GOVERNMENTAL ACTIVITIES

2012

$ 7,180,797

66,253,371

73,434,168

6,584,023
__15,086,216

21,670,239

65,699,863
250,654
(14,186,588)

$ 51,763,929

2011

$ 7,743,947
67,854,383

75,598,330

6,605,575
9,885,972

16,491,547

67,355,228

213,254
(8,461,699)

$ 50,106,783



THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Financial analysis of the board as a whole — continued

Changes in net assets — The Board’s total revenues were $58,570,252 for the year ended June 30,
2012. (See Table 2). The county appropriation and state aid accounted for approximately 69% of total
revenue for the year. Another 28% came from program revenues, and the remainder from investment
earnings and other sources. The total cost of all programs and services was $65,875,752. The Board’s
expenses are predominantly related to providing direct educational services to students (56%). The
purely administrative activities of the Board accounted for 1% of total expenses. Total expenses
surpassed revenues, decreasing net assets $7,342,854 from iast year.

Table 2 2012 2011
GOVERNMENTAL % OF GOVERNMENTAL % OF
ACTIVITIES TOTAL ACTIVITIES TOTAL
REVENUES
Program Revenues:
Charges for services $ 789,272 135 § 803,907 1.34
Federal, state and local grants 15,333,004 26.18 16,411,918 27.40
General Revenues:
County appropriation 32,403,006 55.32 34,329,542 57.31
State of Maryland 8,156,560 13.93 7,377,061 12.32
Restricted for capital projects 1,812,536 3.09 788,015 1.32
Other 75,874 0.13 185,938 0.31
TOTAL REVENUE 58,570,252 100.00 59,896,381 100.00
EXPENSES
Instruction and special
education 36,617,824 55.59 37,756,353 58.07
Administration 900,365 1.37 1,330,816 2.05
Support services 24,323,211 36.92 21,893,687 33.67
Depreciation 4,034,352 6.12 4,039,623 6.21
TOTAL EXPENSES 65,875,752 100.00 65,020,479 100.00
EXCESS OF EXPENSES
OVER REVENUES (7,305,500) (5,124,098)
Transfer of Unreserved
Fund Balance to County (37,354) (20,817)
DECREASE IN NET ASSETS $_(7,342,854) 3 (5144,615)



THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Financial analysis of the board as a whole - continued

Governmental activities — The decrease in net assets for governmental activities was $7,342,854 in
2012.

Chart1
TCBOE Revenues County

Appropriation
55%

S S e

State Aid
Capital 14%

Contributions Federal and State

4% Grants
26% Charges for
Services
1%
Chart2
TCBOE Expenses
Administration
1%
s Support Services

3%
Instruction |
& SpecialEd
58% i .
Depreciation
6%
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THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Financial analysis of the board’s funds

The financial performance of the Board as a whole is reflected in its governmental funds. As the Board
completed the year, its governmental funds reported a combined fund balance of $901,635, a decrease
of $574,047 from last year’s ending fund balance.

Revenues for the Board’'s governmental funds were $58,570,252, a decrease of $1,326,129 from fiscal
year 2011. Total expenditures were $59,106,945 for the year, a decrease of $856,313 from the prior
year.

General Fund — The General Fund includes the primary operations of the Board in providing
educational services to students from pre-kindergarten through grade 12, including pupil
transportation activities, and maintenance and operations of all school facilities. See Table 3 for
a summary of General Fund revenues and expenditures.

Restricted Grants - These funds are used to account for grants from federal, state, and local
sources. Grants provide a major source of revenue for specific educational programs not funded
by the General Fund. Programs include initiatives for special education students and students
from families who are socially and economically deprived. Table 4 reflects the increases
(decreases) in grant funds by source over the prior year.

-11-



THE BOARD OF EDUCATION OF TALEOT COUNTY

MANAGEMENT'S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Table 3

REVENUES

Talbot County appropriations

Talbot County - school nurses

State of Maryland

State of Maryland share of
retirement and pension
contribution

Other

TOTAL REVENUES

EXPENDITURES

Administration

Mid-level administration
instructional salaries
Instructional texts and supplies
Other instruction costs

Special education

Student personnel services
Student transportation

Operation of plant and equipment

Maintenance of plant

Fixed charges

Debt service

School nurses

State of Maryland share of
retirement and pension
contribution

TOTAL EXPENDITURES

EXCESS OF REVENUES
OVER (UNDER)
EXPENDITURES

GENERAL FUND

PERCENT

FISCAL YEAR FISCAL YEAR INCREASE  INCREASE
2012 2011 (DECREASE) (DECREASE)
$ 35,739,007 $ 38,029,679 $ (2,290,672) (6.02%)
543,348 612,645 (69,297) (11.31%)
10,929,896 9,898,201 1,031,695 10.42%
3,882,631 3,756,748 125,883 3.35%
89,345 201,367 (112,022) (55.63%)
51,184,227 52,498,640 (1,314,413) (2.50%)
987,647 1,062,922 (65,275) (6.20%)
3,762,961 3,832,751 (69,790) (1.82%)
18,279,173 19,132,429 (853,256) (4.46%)
695,310 1,098,800 (403,490) (36.72%)
788,130 552,436 235,694 42.66%
3,077,925 2,782,411 295,514 10.62%
176,416 201,246 (24,830) (12.34%)
2,533,646 2,400,048 133,598 5.57%
3,456,861 3,004,357 362,504 11.72%
1,083,262 1,364,010 (280,748) (20.58%)
9,155,009 8,916,172 238,837 2.68%
3,336,001 3,700,137 (364,136) (9.84%)
543,348 612,645 (69,297) (11.31%)
3,882,631 3,756,748 125,883 3.35%
51,758,320 52,497,112 (738,792) (1.41%)

$_ (574,093) $ 1,528 $  (575,621)

-12-




THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT'S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Table 4
RESTRICTED GRANT REVENUE
FISCAL YEAR FISCAL YEAR PERCENT
2012 2011 INCREASE INCREASE
Federal Through State $2,827,991 $ 3,635,572 $ (807,581) (22.21%)
State of Maryland 401,710 465,308 (63,598) (13.67%)
Other 501,114 675,425 (174,311) (25.81%)
TOTAL REVENUES $ 3,730,815 $ 4,776,305 $(1,045,490) (21.89%)

Capital projects fund - The Board has no legal authority to borrow funds for construction. All funds for
school construction come from either the transfer of bond proceeds from Talbot County selling capital
bonds or from state aid through the Maryland Public School Construction Program (PSCP). During FY
2012, the Board received county proceeds of $1,669,459 and state funding of $138,827.

Fiduciary funds — The following funds are accounted for as fiduciary funds:

(1)

(2)

Mid-Shore Special Education Consortium: A five (5) county consortium serving Caroline,

Dorchester, Kent, Queen Anne’s and Talbot County students with disabilities.

School Activities Accounts:

During fiscal year 2012, the Board's nine schools collected

revenues and incurred expenditures for various student activities (see Table 5). The Board
contracts with an independent Certified Public Accountant to perform an audit of these
agency funds on an annual basis. Please refer to the separately issued audited financial
statements for the School Activities Fund for specific details.

Table 5

Cash receipts
Cash expenditures
Beginning cash balances

ENDING CASH BALANCES

SCHOOL ACTIVITIES FUND

FISCALYEAR  FISCAL YEAR
2012 2011

$ 752,385 $ 943167
(747,912) (1,035,159)
165,900 257,892

$ 170,373 $ 165,900

13-

INCREASE
(DECREASE)

$ (190,782)
287,247

(91,892)

$ 4473

PERCENT
INCREASE

(DECREASE)
(20.23%)
27.75%
(35.67%)

2.70%



THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

General fund budgetary highlights

The actual General Fund revenues were under budget by $93,626. Actual expenditures and
encumbrances were under budget by $95,259.

Capital assets and debt administration

Capital assets — By the end of fiscal year 2012, the Board had invested $115 million in a broad range of
capital assets, including land, school buildings, athletic facilities, furniture and equipment. (More
detailed information about capital assets can be found in Note 4 to the financial statements). Total
depreciation expense for the year was approximately $4 million.

Long-term liabilities — At year-end, the Board had $15,086,216 in long-term debt. This amount
consists of the following:

$466,931 due to Maryland State Retirement and Pension System.
$279,444 in notes payable.

$13,987,425 in Net OPEB obligation.

$352,416 in accrued compensated absences.

See Notes 7 and 9 for more details.

Factors impacting the school system

The Master Plan for Talbot County Public Schools, required under the Act, provides a five-year action
plan to guide the school system in preparing students to be contributing members of a democratic
society. The plan directs the use of current and new state, federal and local funds to eliminate
achievement gaps among subgroups of students and to challenge each student to higher academic
levels. The plan organizes and aligns research-based practices, instructional services, professional
development and resource distribution to guide Talbot County Public Schools. Budgets are linked to
master plan strategies.

The State Bridge to Excellence in Public Schools and the Federal No Child Left Behind Acts established
certain requirements for public school systems. These requirements include, but are not limited to: all
students in core academic subjects are taught by “highly qualified” teachers, all students must reach
proficiency levels on state assessments by 2014, all economically disadvantaged children must have
access to a pre-kindergarten program, new certification and assessment requirements for
paraprofessionals, and extensive tracking and reporting requirements. All of these requirements have
significant potential cost impacts associated with them.

-14-




THE BOARD OF EDUCATION OF TALBOT COUNTY

MANAGEMENT’'S DISCUSSION AND ANALYSIS
Year Ended June 30, 2012

Factors impacting the school system — continued

Beginning with fiscal year 2009, the system was required to adhere to the standard issued by the
Government Accounting Standards Board (GASB) for reporting other post employment benefits (OPEB)
known as GASB 45. GASB 45 stipulates standards for the measurement, recognition, and display of
OPEB expenses and related liabilities and assets, note disclosures and required supplementary
information in the financial reports of state and local governmental employers. GASB 45 requires the
measurement and disclosure of actuarial accrued liabilities and funded status. Under GASB 45, the
Board is not only reporting OPEB expense, but the associated accrued financial obligations. Funding of
the obligation is optional. The Board is also required to disclose the funded status of the benefits as of
the most recent valuation and to present as Required Supplementary Information (RSI) multi-year trend
information about funding progress.

Contacting the board’s financial management

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a
general overview of the Board's finances and to demonstrate the Board’s accountability for the money it
receives. If you have questions about this report or need additional financial information, contact the
Finance Office, Talbot County Board of Education, 12 Magnolia Street, P.O. Box 1029, Easton,
Maryland 21601.

-15.
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
STATEMENT OF NET ASSETS

June 30, 2012

ASSETS

GOVERNMENTAL
ACTIVITIES
Cash $ 6,173,477
Due from other units of government 937,514
Other receivables 43,814
Inventory 25,992
Capital assets:
Land and construction in progress, at cost 1,269,528
Other depreciable capital assets, at cost,
less accumulated depreciation 64,883,843
TOTAL ASSETS $ 73,434,168
LIABILITIES ANDNETASSETS
LIABILITIES
Accounts payable $ 174,426
Accrued expenditures 4,211,244
Payroll deductions and withholdings 69,877
Deferred revenue 1,688,843
Long-term liabilities:
Portion due or payable within one year:
Compensated absences 134,772
Notes payable 274,064
Maryland State Retirement and Pension System 30,797 439,633
Portion due or payable after one year:
Compensated absences 352,416
Net OPEB obligation 13,987,425
Notes payable 279,444
Maryland State Retirement and Pension System 466,931 15,086,216
TOTAL LIABILITIES 21,670,239
NET ASSETS
Investment in capital assets, net of related debt 65,699,863
Restricted for food service operations 25Q,854
Unrestricted deficit {14.186,588)
TOTAL NET ASSETS 51,763,929
TOTAL LIABILITIES AND NET ASSETS $ 73434168

The accompanying Notes to Financial Statements
are an integral part of this financial statement
-16-




BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
STATEMENT OF ACTIVITIES
Year Ended June 30, 2012

NET (EXPENSES)
REVENUES AND
PROGRAM REVENUES CHANGES IN
OPERATING NET ASSETS
CHARGES FOR GRANTS AND GOVERNMENTAL
FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS ACTIVITIES
GOVERNMENTAL ACTIVITIES
Administration $ 723,949 $ - $ - $  (723,949)
tnstructional services 25,951,969 - 3,507,825 (22,444, 144)
Special education 4,364,255 - 2,048,862 (2,315,393)
Student personnel services 176,416 - - (176,416)
Student transportation 3,086,732 - 1,490,812 (1,595,920)
Operation of plant 2,030,281 - - (2,030,281)
Maintenance of plant 1,099,895 13,471 - (1,086,224)
Fixed charges 18,604,387 - 3,882,631 (14,721,756)
Community Services 191,636 - - (191,536)
Capital outlay 1,812,536 - - (1,812,536)
Food service operations 1,813,679 775,801 1,066,873 28,995
Debt service 3,336,001 - 3,336,001 -
Interest on long-term debt 22,581 - - (22,581)
Depreciation — unallocated 2,661,735 - - (2,661,735)
TOTAL GOVERNMENTAL
ACTIVITIES $ 65875752 $ 789,272 $ 15,333,004 (49,753,476)
General Revenues
Talbot County appropriations 32,403,006
State of Maryland 8,156,560
Capital outlay/construction funding 1,812,536
Unrestricted investment earnings 13,704
Other revenue 62,170
Total General Revenues 42,447 976
Transfers
Refund of prior year unreserved fund balance
to Talbot County (37,354)
TOTAL GENERAL REVENUES AND TRANSFERS 42410622
CHANGE IN NET ASSETS (7,342,854)
NET ASSETS, BEGINNING OF YEAR 59,106,783
NET ASSETS, END OF YEAR $_ 51,763,929

The accompanying Notes to Financial Statements
are an integral part of this financial statement
-17-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS
Year Ended June 30, 2012

TOTAL FUND BALANCES - GOVERNMENTAL FUNDS $ 801,635

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

Capital assets used in governmental activities are not
financial resources and, therefore, are not reported as
assets in governmental funds:
Cost of assets 116,641,223
Less: accumulated depreciation (50,387,852)

Long-term liabilities are not due and payable in the
current period and, therefore, are not reported as
liabilities in the funds. Long-term liabilities at year end

consist of:
Compensated absences 352,416
Net OPEB obligation 13,987,425
Notes payable 553,508
Maryland State Retirement and Pension System 497,728
Total long-term liabilities {15,391.077)
TOTAL NET ASSETS - GOVERNMENTAL ACTIVITIES $ 51.763,929

The accompanying Notes to Financial Statements
are an integral part of this statement
-19-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

WITH THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2012

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS

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

Capttal outlays are reported in governmental funds as expenditures. However,
in the statement of activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense. These consist of:
Capital outlays
Depreciation expense and loss on disposal of capital assets

Proceeds from long-term borrowings are reported as an offset of expenditures
in the governmental funds, but as an increase in long-term notes payable in
the statement of net assets

Increases in long-term liabilities do not require the use of current
financial resources and, therefore, are not reported as expenditures
in governmental funds:

Accrued compensated absences
Maryland State Retirement System deficit balance
Net OPEB obligation

Repayments of long-term debt are reported as expenditures in governmental
funds, but the repayment reduces long-term liabilities in the statement of net
assets. In the current year, these amounts consist of:

Notes payables
Maryland State Retirement and Pension System

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES

The accompanying Notes to Financial Statements
are an integral part of this statement
-21-

$ (574,047

2,435,195
(4,036,207)

(423,571)

(352,416)
(38,932)
(4,751,425)

369,218

29,331

$ (7,342,854)




BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
STATEMENT OF FIDUCIARY NET ASSETS
Year Ended June 30, 2012

ASSETS

Cash
Accounts receivable

TOTAL ASSETS

LIABILITIES

Accrued expenses
Funds held for school activities
Deferred revenue

TOTAL LIABILITIES

AGENCY FUNDS
SPECIAL SCHOOL
EDUCATION  ACTIVITIES

CONSORTIUM FUND TOTAL

$ 899,798 $ 170,373 $ 1,070,171

22,420 - - 22,420

$ 022218 $ 170373 $ 1,092,501

$ 207,513 $ - $ 207,513

- 170,373 170,373

714,705 - 714,705

$_022218 $ 170373 $1,092.991

The accompanying Notes to Financial Statements
are an integral part of this statement
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies

The Board of Education of Talbot County, Maryland (the Board) is a component unit of Talbot
County, Maryland by virtue of the County’s responsibility for levying taxes and its budgetary
control over the Board of Education. Accordingly, the financial statements of the Board are
included in the financial statements of Talbot County, Maryland.

The accounting policies of the Board of Education of Talbot County conform to generally
accepted accounting principles (GAAP) for governmental units. The following is a summary of
the significant policies employed by the Board:

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

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

Separate financial statements are provided for governmental funds and fiduciary funds, even
though the latter are excluded from the government-wide financial statements. Major individual
governmental funds and the non-major governmental funds are reported as separate columns in
the fund financial statements.

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 fiduciary fund financial statements.
Revenues are recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Local appropriations and state and federal aid are
recognized as revenues in the year for which they were approved by the provider. Grants and
similar items are recognized as revenues as soon as all eligibility requirements imposed by the
provider have been met.

-Continued-
-23-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies — continued

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

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

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

The government reports the following funds in the financial statements:
Major funds

General fund — All financial resources appropriated for current operating expenditures,
exclusive of certain restricted funds, are accounted for in the General Fund.

Restricted grants fund — This fund is used to account for revenue sources that are legally
restricted to expenditures for a specific purpose, such as federal, state, and local grants.

Non-major funds

Food services fund - This fund is used to account for the proceeds of specific revenue
sources (other than major capital projects) that are legally restricted to expenditures for
specified purposes (school cafeteria operations).

Capital projects fund — This fund accounts for financial resources that are restricted to
construction of new buildings, additions and alterations, and acquisition of equipment.
Revenue is recognized from bond issues in the year that funds are either transferred or
receivable from Talbot County.

Fiduciary funds

Agency Fund — This fund is used to account for the transactions of the student activities
funds, which are the direct responsibility of the principal of each of the respective schools,
and the Mid-Shore Special Education Consortium for which the Board acts as the
processing agent for invoices.

-Continued-
-24-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies — continued

The accounting policies of the Board conform to accounting principles generally accepted in the
United States of America. Accordingly, the Board applies all applicable Governmental
Accounting Standards Board (GASB) pronouncements as well as the following pronouncements
issued on or before November 30, 1289, unless those pronouncements conflict with or contradict
GASB pronouncements: Statements and Interpretations of the Financial Accounting Standards
Board, Accounting Principles Board Opinions, and Accounting Research Bulletins.

Capital assets — Capital assets are defined by the government as assets with an initial,
individual cost of more than $1,000 and an estimated useful life in excess of two years. 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. 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.

Property, plant, and equipment are depreciated using the straight-line method over estimated
useful lives of 20-50 years for buildings, improvements, and infrastructure, and 5-20 years for
equipment.

Assets that have been acquired with funds received through federal grants must be used in
accordance with the terms of the grant. Federal regulations require, in some cases, that the
Board must reimburse the federal government for any assets which the Board retains for its own
use after the termination of the grant unless otherwise provided by the grantor.

Cash deposits — The Board is authorized to invest any monies in any fund or account for which
they have custody or control. The types of investments are specified in accordance with Section
6-222 of the Maryland State Finance and Procurement Article.

Article 95, Section 22 of the Annotated Code of Maryland requires that deposits with financial
institutions by local boards of education be fully collateralized. Full collateralization is necessary
to minimize the risk of loss of a deposit in the event of the default of a financial institution. In
addition, this section of the law requires that collateral be of the types specified in the State
Finance and Procurement Article, Section 6-202 of the Code (i.e., direct obligations of the United
States, or its agencies and/or obligations of states, counties, or municipalities).

Budgets and budgetary accounting — The Talbot County Public Schools operate within the
following budget requirements for local educational agencies as specified by state law.

1. The Board must submit an annual school budget in writing to the County Council by
February 15 of each year.

The County Council must approve the budget ordinance by May 31 of each year.

The budget is prepared and approved by major categories as specified in the state law.
Budgets are adopted on a basis consistent with generally accepted accounting principles
(GAAP) except for the inclusion of encumbrances as expenditures. Budget comparisons
presented in this report are on a non-GAAP budgetary basis.

hON

-Continued-
25
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies — continued

5. The Board may transfer funds within the major categories without recourse from the
County Council. Transfers between major categories can only be made with the approval
of the County Council.

6. Unencumbered appropriations lapse at the end of each fiscal year.

Budget calendar

Approximate Date Procedure Performed
Mid-November Department heads and schools submit requests
Early December Review compilation of department budget requests

with Superintendent, Assistant Superintendent,
and Directors and establish proposed priority
listing

Early January Board of Education public meeting to review
proposed budget

Early February Regular meeting — Board of Education fer final
adoption of the proposed budget. Submission
of proposed budget to County Council.

Late May/June Board public workshops on revised budget based
on actual appropriation

June Public meeting(s) to review actual budget
allocations and final adoption

Encumbrances - Encumbrance accounting, under which purchase orders, contracts, and other
commitments for the expenditure of monies are recorded in order to reserve that portion of the
applicable appropriation, is employed as an extension of formal budgetary integration in the
general fund. Encumbrances outstanding at year-end are reported as reservations of fund
balances since they do not constitute expenditures or liabilities.

Due to/from other funds — All transactions between funds represent “due to/from other funds”
caused by cash from one fund paying for expenditures or expenses of another. The Board did
not incur transactions between funds that would represent lending/borrowing arrangements
outstanding at the end of the fiscal year.

Inventory - Inventories of the Food Service Fund are stated at cost, determined on a first-in first-
out (FIFO) basis. Food received from the USDA is included at values stated by the USDA, but is
offset by a deferred credit until consumed.

Inventories of materials and supplies are charged to expenditures when consumed, rather than
when purchased or donated.

-Continued-
-96-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies — continued

Compensated absences — Twelve-month employees earn annual leave at varying rates
dependent upon position and length of service. Annual leave generally must be taken by June
30 each year. For support staff, up to ten days may be transferred to the next fiscal year. For
administrative staff, up to 20 days may be transferred to the next fiscal year.

Employees earn sick leave at varying rates of 13 to 18 days per year depending upon position
and utilization. There is no limit on the accumulation of sick leave. At termination, employees
are not paid for accumutated sick leave; however, at retirement, a portion may be used as
additional credited service under the retirement plan.

Expenditures in the statement of revenues and expenditures for such items are the amounts
accrued during the year that normaily would be liquidated with expendable available financial
resources. All accrued compensated absences are recorded in the government-wide financial
statements. The compensated absences liability attributable to the governmental activities will
be liquidated by the general fund.

Net assets — Net assets represent the difference between assets and liabilities. Net assets
invested in capital assets consists of capital assets, net of accumulated depreciation. Net assets
are reported as restricted when there are limitations placed on their use through external
restrictions imposed by grantors or laws or regulations of other governments.

Fund balances — As of June 30, 2012, fund balances of the governmental funds are classified
as follows:

Nonspendable — amounts that cannot be spent either because they are not in a
spendable form or because they are legally or contractually required to be maintained
intact.

Restricted — amounts that can be spent only for specific purposes because of
constitutional provisions or enabling legislation or because of constraints that are
externally imposed by creditors, grantors, contributors, or the laws or regulations of other
governments.

Committed ~ amounts that can be used only for specific purposes determined by a
formal action of the Board of Education members. The Board of Education is the highest
level of decision-making authority for the entity. Commitments may be established,
modified, or rescinded only through formal actions approved by the Board members.

Assigned — amounts that do not meet the criteria to be classified as restricted or
committed but that are intended to be used for specific purposes. These amounts are
designated by management.

Unassigned - all other spendable amounts.

-Continued-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Summary of significant accounting policies — continued

When an expenditure is incurred for which both restricted and unrestricted fund balance is
available, the Board considers restricted funds to have been spent first. When an expenditure is
incurred for which committed, assigned, or unassigned fund balances are available, the Board
considers amounts to have been spent first out of committed funds, then assigned funds, and
finally unassigned funds, as needed, unless the Board has provided otherwise in its commitment
or assignment actions.

On behalf payments — The Board recognizes as revenue and expenditures amounts expended
on its behalf during the fiscal year for amounts paid by third parties.

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

Interfund receivables — payables

Outstanding balances resuiting from transactions between funds as of June 30, 2012 consist of
the following:

DUE FROM DUE TO
OTHER FUNDS OTHER FUNDS
General fund $ 427564 $ 1,385,581
Restricted grants 1,385,581 -
Capital projects fund - 427 564
TOTAL $ 1,813,145 $ 1,813,145
Deposits

At June 30, 2012, Talbot County Public Schools had deposits of $8,314,554 with a local bank
(carrying value $7,051,486). Of the total deposits, $4,389,555 was collateralized by securities
held by the pledging financial institution’s trust department or agent, but not in the Board's name.
The value of the pledged securities exceeded the amount of deposits in excess of the coverage
by the FDIC and an irrevocable letter of credit in the Board’s name. Custodial credit risk for
deposits is the risk that in the event of failure of a depository financial institution, the Board would
not be able to recover collateral securities that are in the possession of the financial institution or
Federail Reserve.

-28-




BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

(4) Capital assets

Capital asset activity for the year ended June 30, 2012 was as follows:

BEGINNING ENDING
BALANCE INCREASES DECREASES BALANCE
GOVERNMENTAL
ACTIVITIES
Capital assets not being
depreciated:
Land $ 377446 $ - 3 - $ 377446
Construction in progress - 892.082 - 892,082
Total capital assets
not being depreciated 377,446 892,082 - 1,269,528
Capital assets being
depreciated:
Buildings 91,091,083 - - 91,091,093
Land improvements 1,323,515 41,000 - 1,364,515
Furniture, equipment and
vehicles 21,576,572 1,502,113 162,598 22 916,087
Total capital assets
being depreciated 113,891,180 1,543,113 162.598 115,371,695
Less accumulated
depreciation for:
Buildings 30,002,734 2,049,218 - 32,051,950
Land improvements 537,103 50,137 - 587,240
Furniture, equipment and
vehicles 15,974,406 1,934,999 160,743 17,748,662
Total accumulated
depreciation 46,514,243 4,034,352 160,743 50,387,852
Total capital assets
being depreciated, net 67,476,937 (2,491,239) 1,855 64,983 843
GOVERNMENTAL
ACTIVITIES CAPITAL
ASSETS, NET $67854383 3§ (1,599157) § 1855  § 66,253,371

Depreciation expense for the year ended June 30, 2012 was charged to governmental functions

as follows:

Support services
Instructional services
Student transportation
Food services
Unallocated

TOTAL

-29.

$ 917,032
447,180
8,405
2,661,735
$.4.034,352
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Pension plans

Plan description — The Board contributes to the State Retirement and Pension System (SRPS),
a cost sharing multiple-employer defined benefit pension plan administered by the State of
Maryland. SRPS provides retirement and disability benefits, annual cost-of-living adjustments,
and death benefits to plan members and beneficiaries. Article 73B of the Annotated Code of the
State of Maryland assigns the authority to establish and amend benefit provisions to the SRPS
Board of Trustees. The State of Maryland issues a publicly available financial report that
includes financial statements and required supplementary information for SRPS. That report
may be obtained by writing to Maryland State Retirement and Pension System, 301 West
Preston Street, Baltimore, Maryland 21202.

Funding policy — Employees are members of either the retirement system (older plan) or the
pension system (newer plan) based upon their date of hire. Members of the retirement and
pension system are required to contribute 7% of compensation to the plan. The Board is
required to contribute at actuarially determined rates, which are currently 15.45% of covered
compensation for teachers and 13.4% for classified employees. The contribution requirements
of plan members and the Board are established, and may be amended by, the SRPS Board of
Trustees.

The State makes a substantial portion of the Board's annual required contributions to the
Teachers systems on behalf of the Board. The State’s contributions on behalf of the Board to
the Teachers systems for the year ended June 30, 2012, amounted to $3,882,631. The fiscal
2012 contributions made by the State on behalf of the Board have been included as both
revenues and expenditures in the General Fund in the accompanying Statement of Activities and
Statement of Revenues, Expenditures, and Changes in Fund Balances. The Board makes the
entire employer required annual contributions to the Employees systems as well as those that
relate to positions in the Teachers systems funded through federal and state restricted programs.

Employer’s payroll and contributions under the plans — The employer’s total payroll covered
under the various state plans, and contributions paid are as follows for the three most recent
fiscal years:

2012 2011 2010
Total payroll $ 31,984,931 $ 32,628,254 $ 32,650,125
Payroll covered under the
Plans $ 30,368,275 $ 30,817,375 $ 30,931,517

Contributions paid in:
Board payments $ 815,161 $ 725,295 $ 572,742
State on-behalf payments $ 3,882,631 $ 3,756,748 $ 3,309,785

-Continued-
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO FINANCIAL STATEMENTS

Pension plans — continued

Funding status — As a result of a first time actuarial study of the State Retirement and Pension
System of Maryland, the Talbot County Board of Education was identified as one of 23 municipal
corporations not having enough assets available to fund the present value of accrued benefits for
participants in the retirement system. Under the rules of House Bill 1338, the original deficit
amount was determined to be $925,482 as of June 30, 1996, to be repaid over a period of 40
years. The Board was granted relief of $210,003 (as of June 30, 1996) by HB1348 enacted in
1997 and further relief of $210,003 (as of June 30, 1996) by HB430 which was enacted in 1998.
The fiscal year 2012 payment was $29,331. See Note 7 for the remaining years’ payment
stream. The payments reflect a pattern which increases by 5% per year for the next 25 years.

During a special session of the Maryland General Assembly — Teacher Pension Cost — it was
determined that the State and Local school boards will share the cost of teacher retirement by
phasing in a requirement for school board payment of annual normal cost over a four year period
in increments of 50%, 65%, 85%, and 100%. This action outlines the payment required of each
school board for fiscal years 2013 through 2016 and the additional maintenance of effort
payments required by each county in the same period. The additional cost for fiscal year 2013 is
determined to be $628,456.

Deferred revenue

Deferred revenue consists of federal and state grants and other revenues that have not been
expended by June 30, 2012. Deferred revenue at June 30, 2012 consists of the following:

Restricted federal, Maryland and

other grant programs $ 1,671,660
USDA commodities 17,183
TOTAL DEFERRED REVENUE $ 1,688,843

Long-term liabilities

The Board is not obligated to repay principal or interest on any debt incurred for school
construction. Such bonds and loans are obligations of the county and state governments. The
reporting of county debt service and related revenues in the general fund is required by state
laws. Annual debt service expenditures are fully offset by county and state revenues. Debt
service principal and interest on bond obligations paid by Talbot County was $3,336,001 for the
year ended June 30, 2012.

-Continued-
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NOTES TO FINANCIAL STATEMENTS

(7 Long-term liabilities - continued

The Board’s long-term debt at June 30, 2012 consists of the following:

Notes payable

Note payable to Bank of America; principal
and interest payments of $7,372.48 are
payable monthly through September 29, 2016;
interest is payable at 1.72% per annum;
collateralized by school buses $ 362,333

Note payable to Branch Bank & Trust Co.;
principal and interest payments of $197,961.69
are payable annually through August 15, 2012;
interest is payable at 3.55% per annum;

collateralized by school buses 191.175
TOTAL NOTES PAYABLE $ 553,508

Aggregate maturities of long-term notes payable at June 30, 2012 are as follows:

Year Ended June 30, Principal Interest Total _
2013 $ 274,064 $ 12,368 $ 286,432
2014 84,326 4,144 88,470
2015 85,788 2,682 88,470
2016 87,275 1,195 88,470
2017 22,055 83 22,117
TOTAL $ 553,508 $ 20452 $ 573959

State retirement system

State Retirement and Pension System of Maryland
(note 5, funding status); payable annually
through December 2035 $ 497,728

-Continued-
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(7) Long-term liabilities — continued

The remaining deficit reduction payment schedule authorized by House Bill 430 is as follows:

Year Ending

June 30 _Amount
2013 $ 30,797

2014 32,337

2015 33,953

2016 35,651

2017 37,434

2018 - 2022 217,186
2023 - 2027 277,191
2028 - 2032 353,774
2033 - 2036 352,192
Total principal and interest $ 1,370,515
Less amount representing interest (872,787)
' LIABILITY AS OF JUNE 30, 2012 $ 497,728

The changes in long-term liabilities for the year ended June 30, 2012 are as follows:

STATE
RETIREMENT COMPENSATED  NOTES
SYSTEM ABSENCES PAYABLE _TOTAL
Balance at June 30, 2011 $ 488,127 $ 301,526 $499,155  $ 1,288,808
Increases 38,932 461,958 423,571 924,461
Deductions (29.331) (276,296) (369,218) (674,845)
Balance at June 30, 2012 $ 497,728 $ 487,188 $553,508 $ 1538424

The increase to the State Retirement System debt is related to an actuarial valuation that
produced updated principal balances and was communicated to Talbot County Board of
Education on November 10, 2010.

(8) On-behalf payments

The Board recognized the following on-behalf payments for the fiscal year ended June 30, 2012;

Pension contribution by the State of
Maryland to the state retirement
system for applicable employees

of the Board $ 3,882,631
School nurses provided by Talbot County,

Maryland Health Department 543,348

TOTAL ON-BEHALF PAYMENTS $ 4425979
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Other postemployment benefits

Plan description - The Talbot County Public Schools Retiree Health Plan (Plan) is a single-
employer defined benefit healthcare plan that is administered by the Talbot County Public
Schools (Board) and covers retired employees of the Board and their dependents. The Plan
provides for the payment of a portion or all of the heaith insurance premiums for eligible retired
employees depending on their position that was held and length of service. The Board of
Education has the authority to establish and amend benefit provisions of the Plan. The Plan does
not issue a separate, publicly available report.

Funding policy — Premiums and other contributions for the Boards' share of the cost of the
group programs may be paid, as determined by the Board, from the assets of the Board.
Premium payments for some programs may require contributions by the participant as well as
the Board. The frequency and amount of such contributions shall be established from time to
time by the County.

Plan members receiving benefits contribute a percentage of the monthly insurance premium. The
Talbot County Public Schools Retiree Health Plan pays 66% of the individual premium for each
insured retiree who has at least 8 years of service. Retirees with less than 8 vears of service are
allowed access, but must pay 100% of the published rates.

Annual OPEB cost and net OPEB obligation — The Board's annual other post employment
benefit (OPEB) cost (expense) is calculated based on the annual required contribution of the
employer (ARC), an amount actuarially determined in accordance with the parameters of GASB
Statement No. 45. The ARC represents a level of funding that, if paid on an ongeing basis, is
projected to cover normail cost each year and amortize any unfunded actuarial liabilities (or
funding excess) over a period not to exceed thirty years. The foilowing table shows the
components of the Board's annual OPEB cost for the year, the amount actually contributed to the
plan, and changes in the Board's net OPEB obligation to Talbot County Public Schools Retiree
Health Plan:

Annual required contribution $ 4,292,000
Interest on net OPEB obligation 439,000
Adjustment to annual required contribution (423,000)

Annual OPEB cost (expense) 4,308,000
Actuarial adjustment 1,750,425
Benefits paid (1.307,000)

Increase in net OPEB obligation 4,751,425
Net OPEB obligation — beginning of year 9,236,000
Net OPEB obiigation — end of year $ 13,987,425

-Continued-
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Other postemployment benefits — continued

The Board's annual OPEB cost, the percentage of annual OPEB cost contributed to the plan,
and the net OPEB obligation for fiscal year 2012 and preceding twc years was as follows:

Fiscal Annual Percentage of Net
Year OPEB Annual OPEB OPEB
Ended Cost Cost Contributed Obligation
6/30/2010 $ 4,467,000 5.34% $ 8,128,425
6/30/2011 $ 4,039,000 29.36% $ 9,236,000
6/30/2012 $ 4,308,000 30.34% $ 13,987,425

Funded status and funding progress — As of the most recent actuarial valuation date, the plan
was unfunded. The actuarial accrued liability for benefits was $50,087,000, and the actuarial
value of assets was zero, resulting in an unfunded actuarial accrued liability (UAAL) of
$50,087,000. The covered payroll (annual payroll of active employees covered by the plan) was
$30,368,275, and the ratio of the UAAL to the covered payroll was 164.9 percent.

Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and
assumptions about the probability of occurrence of events far into the future. Examples include
assumptions about future employment, mortality, and the heaithcare cost trend. Amounts
determined regarding the funded status of the plan and the annual required contributions of the
employer are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future. The schedule of funding progress, presented as
required supplementary information following the notes to the financial statements, presents
multiyear trend information about whether the actuarial value of plan assets is increasing or
decreasing over time relative to the actuarial accrued liabilities for benefits.

Actuarial methods and assumptions — Projections of benefits for financial reporting purposes
are based on the substantive plan (the plan as understood by the employer and the plan
members) and include the types of benefits provided at the time of each valuation and the
historical pattern of sharing of benefit costs between the employer and ptan members to that
point. The actuarial methods and assumptions used include techniques that are designed to
reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value of
assets, consistent with the long-term perspective of the calculations.

In the June 30, 2012 actuarial valuation, the projected unit credit cost method was used. The
actuarial assumptions included a 4% investment rate of return (net of administrative expenses),
which is a blended rate of the expected long-term investment returns on plan assets and on the
employer's own investments calculated based on the funded level of the plan at the valuation
date, a projected salary increase of 4% per year, and an annual healthcare cost trend rate of 8%
initially, reduced by decrements to an ultimate rate of 4.9%. The actuarial value of assets was
determined using techniques that spread the effects of short-term volatility in the market value of
investments over a five-year pericd. The UAAL is being amortized as a level percentage of
projected payroll on a closed basis. The remaining amortization period at June 30, 2012 was 27
years.
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NOTES TO FINANCIAL STATEMENTS

Budget reconciliation

The accompanying Schedule of Revenues, Expenditures and Encumbrances — Budget and
Actual has been prepared on a legally prescribed budgetary basis of accounting which differs
from generally accepted accounting principles (GAAP). The purpose of the budgetary basis of
accounting is to demonstrate compliance with the legal requirements of Talbot County and the
State of Maryland. The difference between the two methods is set forth below.

RESTRICTED
GRANTS
GENERAL FUND FUND
REVENUES

Budgetary basis $ 43,422,247 $ 4,059,744
Net encumbrance adjustment - (328,929)
Debt service paid by Talbot County, MD 3,336,001 -
State and County — on behalf payments 4,425 979 -
Medified Accrual Basis $ 51184227 $ 3,730,815

EXPENDITURES
Budgetary basis $ 43,420,614 $ 4,059,744
Net encumbrance adjustment 575,726 (328,929)
Debt service paid by Talbot County, MD 3,336,001 -
State and County — on behalf payments 4,425,979 -
Modified Accrual Basis $ 51,758,320 $ 3,730,815

Risk management

General insurance - The Board is exposed to various risks of loss related to torts; theft of,
damage to, and destruction of assets; errors and omissions; injuries to employees; and natural
disasters. Effective July 1, 1992, the Board joined the Maryland Association of Boards of
Education Group Insurance and Workers Compensation Pools (MABE) which provide casualty
and property insurance, and workers compensation coverage. MABE operates as authorized by
Section 482B of Article 84A of the Annotated Code of Maryland. The Board pays an annual
premium to MABE for its insurance coverage. The agreement for formation of MABE provides
that it will be self-sustaining through member premiums and will reinsure through commercial
companies as specified in the agreement. As of June 30, 2012, MABE had total fund equity of
approximately $17 million. It is believed that there are no outstanding claims in excess of the
equity.

MABE publishes its own audited financial report based on a June 30 year-end. This report may
be obtained from Maryland Asscciation of Boards of Education Group Insurance Pool, 621
Ridgely Avenue, Suite 300, Annapolis, Maryland 21401,

-Continued-
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Risk management — continued

Health insurance — Effective with the 1996 fiscal year, the Board joined together with the
Eastern Shore of Maryland Boards of Education to form the Eastern Shore of Maryland
Education Consortium Health Insurance Alliance, a public entity risk pool currently operating as a
common risk management and insurance program for health insurance coverage. Currently,
only five counties are participating in the alliance for their health insurance coverage.

The agreement for formation of the alliance provides that the pool will be self-sustaining through
member premiums. These funds have been invested in the PNC Local Government Investment
Pool.

The pooling agreement allows for the pool, which is administered by Carefirst Biue Cross/Blue
Shield of Maryland, to make additional assessments to make the pool self-sustaining. As of the
date of this repor, it is believed that there are no outstanding claims in excess of the equity of
the trust.

Commitments

Operating leases — At June 30, 2012, the Board had paid off all obligations under two operating
leases for laptop computers. Total rent expense under these leases for fiscal year 2012 was
$209,000.

Subsequent events
On August 22, 2012, the Board passed a resolution to approve a lease purchase of one school

bus over five years with a $10 buy out at the end of the lease term. The total cost of the lease,
including interest, is $114,282, which is payable in sixty equal monthly installments of $2,009.
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

SCHEDULE OF REVENUES, EXPENDITURES AND ENCUMBRANCES -
BUDGET AND ACTUAL ~ GENERAL FUND AND RESTRICTED GRANTS

REVENUES

Talbot County
State of Maryland
United States government
Other sources:

Interest earned

Other

TOTAL REVENUES

EXPENDITURES AND ENCUMBRANCES
Administration
Mid-level administration
Instructional saiaries
Instructional texts and supplies
Other instructional costs
Special education
Student personnel services
Student transportation
Operation of plant
Maintenance of plant
Fixed charges
Community services

TOTAL EXPENDITURES
AND ENCUMBRANCES

EXCESS OF REVENUES OVER

EXPENDITURES AND ENCUMBRANCES

Year Ended June 30, 2012

GENERAL FUND
ORIGINAL VARIANCE -
AND FINAL FAVORABLE
BUDGET ACTUAL (UNFAVORABLE)

$ 32,403,006 $ 32,403,006 $ -
10,925,867 10,929,896 4,029

150,000 13,704 (136,296)
37,000 75,641 38.641

43 515,873 43 422 247 (93.626)
986,922 986,742 180
3,641,708 3,640,932 776
18,355,762 18,279,173 76,589
556,493 550,625 5,868
551,633 551,060 573
3,078,075 3,077,925 150
201,579 198,440 3,139
2,650,617 2,548,332 2,285
3,362,729 3,362,695 34
1,075,157 1,069,681 5476
9,155,188 9,155,009 189
43,515,873 43,420,614 95,259
$ - $ 1,633 $ 1,633




RESTRICTED GRANTS

ORIGINAL
AND FINAL
_BUDGET

$ 150,000
533,475
4,648,767

1,076.359
6,408,601

139,791
289,373
1,034,764
259,156
826,454
2,086,951

52,762
444,299
21,365
963,634
290,012

6,408,601

s -

ACTUAL

$ 150,000
375214
2,846,540

687,890

—— M

4,059,744

99,397
187,728
674,271
157,259
605,489

1,249,982

74,134

14,227
805,721

191,536

4,059,744

$ -

-38-

VARIANCE -
FAVORABLE

UNFAVORABLE

$ -
(188,261)
(1,802,227)

388,369
2,348,857

40,394
101,645
360,493
101,897
221,005
836,969

(21,372)
444,299
7.138
157,913
98.476

— 2,348,857

$ -




BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
SCHEDULE OF FUNDING PROGRESS
Year Ended June 30, 2012

Accrued Unfunded UAAL as a %

Valuation Value of Liability AAL Funded Covered of Covered
Date Assets (AAL) (UAAL) Ratio Payroll Payroll
7/01/2010 - $ 50,115,000 $ 50,115,000 - $ 30,931,517 162.1%
7/01/2011 - $ 47,141,000 $ 47,141,000 - $ 30,917,375 152.5%
7/01/2012 - $ 50,087,000 $ 50,087,000 - $ 30,368,275 164.9%
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

COMBINING BALANCE SHEET — NON-MAJOR FUNDS

ASSETS
Cash

Due from other governments:

Talbat County

State of Maryland

United States government
Inventory

TOTAL ASSETS

LIABILITIES
Accrued expenditures
Due to other funds
Deferred revenue
TOTAL LIABILITIES

FUND BALANCES
Nonspendable
Restricted

TOTAL FUND BALANCES

TOTAL LIABILITIES AND

FUND BALANCES

Year Ended June 30, 2012

TOTAL
NONMAJOR
FOOD CAPITAL GOVERNMENTAL
SERVICES PROJECTS FUNDS
$ 276,317 $ - $ 276,317
- 335,482 335,482
12,406 92,082 104,488
27,519 - 27,519
25,992 - 25,992
$ 342,234 427,564 $ 769,798
$ 74,397 $ - $ 74,397
- 427,564 427.564
17,183 - 17,183
91,580 427 564 519,144
8,810 - 8,810
_ 241,844 - _ 241,844
250,654 — 250,654
$ 342,234 $ 427,564 $ 760,708
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES — NON-MAJOR FUNDS

Year Ended June 30, 2012

REVENUES
Talbot County
State of Maryland
United States government
Other sources:
Food service sales
Other
TOTAL REVENUES

EXPENDITURES
Current:
Capital outlay
Food services
TOTAL EXPENDITURES
CHANGE IN FUND BALANCES
FUND BALANCES, BEGINNING OF YEAR

FUND BALANCES, END OF YEAR

FOOD
SERVICES

$ -

78,803
988,070
775,801

1,842,674

1,805,274
1,805,274

37,400
213,254

$ 290,694
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CAPITAL

PROJECTS

$ 1,669,459
138,827

4,250

1,812,636

1,812,536

1,812,536

TOTAL
NONMAJOR
GOVERNMENTAL
FUNDS

$ 1,669,459
217,630
988,070

775,801

4,250

3,655,210

1,812,536
1,805,274
3,617,810

37,400

213,254

$ 250654



BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
SCHEDULE OF REVENUES -~ GENERAL FUND
Year Ended June 30, 2012

TALBOT COUNTY FUNDS

Current appropriations $ 32,403,006
Debt service 3,336,001
On behalf payments - school nurses 543,348
Total Talbot County Funds $ 36,282,355
STATE OF MARYLAND FUNDS
Current expenses 4 267,847
Compensatory education 3,867,826
Transportation 1,490,812
Students with disabilities — formula 770,842
Limited english — proficient 511,682
Qut of county living 20,887
On behalf payments - pension 3,882,631
Total State of Maryland Funds 14,812,527
OTHER SOURCES
Qut of county living 38,476
Interest earned 13,704
Miscellaneous 17,924
Building rental 13,471
Sale of equipment 5,770
Total Other Sources 89,345
TOTAL GENERAL REVENUES $ 51184227
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
SCHEDULE OF CASH RECEIPTS AND DISBURSEMENTS
SCHOOL ACTIVITIES FUND (AGENCY FUND)

Year Ended June 30, 2012

CASH CASH
JUNE 30, CASH JUNE 30,

2011 RECEIPTS DISBURSEMENTS 2012
Easton High School $ 65379 §$ 317,681 5 334,134 $ 48,926
St. Michaels High School 16,234 125,461 111,412 30,283
Easton Middie School 13,792 77,537 75,016 16,313
Easton Elementary School - Dobson 11,349 12,442 11,118 12,673
Easton Elementary School - Moton 20,098 72,652 81,759 10,991
St. Michaels Elementary/Middle School 9,726 39,151 32,773 16,104
Tilghman Elementary School 1,088 11,321 11,062 1,347
White Marsh Elementary Schoaol 18,424 39,742 37,911 20,255
Chapel District Elementary School 9,810 56.398 52,727 13,481
TOTALS $ 165900 § 752385 $ 747,912 $ 170,373
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Mayer Hoffman McCann P.C.
| An Independent CPA Firm

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A-133

Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

Compliance

We have audited the compliance of the Board of Education of Talbot County, Maryland (the Board) with
the types of compliance requirements described in the OMB Circular A-133 Compliance Supplement
that could have a direct and material effect on each of its major federal programs for the year ended
June 30, 2012. The Board's major federal programs are identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements of laws, regulations, contracts, and grants applicable to each of its major federal programs
is the responsibility of the Board's management. Our responsibility is to express an opinion on the
Board's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about the Board’s compliance with those requirements and performing such other procedures
as we considered necessary in the circumstances. We believe that our audit provides a reasonable
basis for our opinion. Our audit does not provide a legal determination on the Board’s compliance with
those requirements.

In our opinion, the Board complied, in all material respects, with the compliance requirements referred to
above that could have a direct and material effect on each of its major federal programs for the year
ended June 30, 2012.

A=
28614 Marlboro Avenue, Suite 103 P.O. Box 1187 - Easton, MD 21601 - ph 410-822-6950 - fx 410-820-9042
110 Franklin Street P.Q. Box 500 - Denton, MD 21629 - ph 410-479-2181 - fx 410-479-2298
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Board Members

BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

internal Control Over Compliance

The management of the Board is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the Board's internal control over
compliance with requirements that could have a direct and material effect on a major federal program to
determine our auditing procedures for the purpose of expressing our opinion on compliance, and to test
and report on internal contro! over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of the Board’s internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Board's internal control over
compliance

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material weaknesses,
as defined above.

This report is intended solely for the information and use of the Board, management, others within the
organization, Maryland State Department of Education, federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than those specified parties.

Septemiber 28, 2012
Easton, Maryland

c{{xaw\/}’\ s PC.

-45-



IO.VI

~-panunuon-

ZST0EL - 625'7i8 L249'%¥L - ¥8Z'1E6  $  ZL/0E/60 - LL/LO/LO LO-L9ZPZL  220%8 sjuel9) S)elS g Med
(gz'y) 602'LEL 0eR'2¢ Sob'6Y) {s6¢'12) €29'686 $§  ZLOE/E0 - LI/LG/LO LO0-908¥ZL  1Z0'FS yénoiyissed g ved
{18v'p) - 88¢'02 £64'€6 816'89 Se¥'ive  $  LL/OS/90 - OLOLEL LO-GE6GLL  L20°v8 Janokue) ybnosyssed
- 0ZlL 08z Sl (s8¢} 00s'Z $  LLOE/60 - 0L/L0/20 80-909FLL L2048 OvD3S - 9 Hed
(zz1) 91t's - - (Bes's) 8/9'G $ LSO - OL/L0/LO ZO-bbZPLL  120°%8 i8|ppo) @ uejuj
- 1z - - (12 000'9 $ L0860 - 0L/L0/Z0 OL-909VLL L2098 uopisuel ] SI0WweA0s) - g Ned
- - - - - 000°01 $  LL/0S/B0 - 0L/LD/LO 20-909v1L  1Z0v8 s1suped - g ped
- - ovL'e ¥90'c (9£0'c) 06°0Z $  LL/OT/B0 - OL/L0/L0 Z0-909vLL  [20'v8 SSddd - 9 Hed
- € or - (% G60TI $  LLIOS/B0 - OO0/ 90-909vLL  LZ0PB dQd - 9 Hed
- - 9/1'6l 769'GL (z8r'c) 0006z $  LL/OE/B0 - OL/LO/MZO  60-909FLL  ZZOb8 as8dy - g Hed
(8v2) €Ll S1Z'% 6222 €65 00S¥L §  LL/OEE0 - OL/LO/ZO L0-S09YLL  ZZOPR JUSLWISSISSY PN IV
561 820°0F 255t 05Z'8¢ (ceL's) 000'st $  LL/OS/B0 - OL/1L0/Z0 L0-GiSkLL  LZOPB Jojeuipioo?) poddng Ajiue 4

$8)BJS 0) sjueiS) - LUORONPy BBWQM.

9.Z'%S - PLE'ETL 0€1'29. Z60°ch
{(¥G2'ce) - - ¥61'€2 - 6416L §  ZUILEML - LLLOMLL LO-€0GSZL  0LO'v8 LopiL
0£0'82 - /8€'699 168286 - 098'8i2 §  EHOE/S0 - LLILOMLO LO-€¥SPZI  0L0VE L emL
- - Zol't z9L’L - oLt $  LLOEMB0 - LI/LO/LD 10-99EF21L  QLOP8 L ARL
- - ¥6¢ peg'L 09’4 199y $  LL/OE/M0 - LLSLEZD 10-G1Z9LL  0LO'PS SJuBULIOpEd |00YOS puBlAIely
- - 12895 £0€' 28} Z86'08 ECF'969 $  ZTIOE/90 - OLL0/L0 10-0SvPLL  0LO'P8 (-1 R

- - - 000'LL 000'L} T9L'€0L  $  LL/OS/90 - 6010720 10-808¥0L  0L0P8 I eyl

SueIs [ ofiL
NOILVONA3 30 INSWIYVd3d
(086'912) 189'47 088'002 - (195" 18Y)

(528°¢) - - - (528'c) umouun umouyun umoun 8ve Ll SOUBJSISSY [BIIPSN
691°p) - 08 - (€26'v) 000’6l $  €0/08£/90 - Z0/L0/20 LO-S0Z0EE  $¥ZTZL 80UESISSY [EDIPAN
(285) - - - (286} 000'GL ¢ 20/0S/90 - 10/10/20 96ZZET vz Ll souelsIssy [edIpapy
(F1p'eG) - 9er'sh - {0e8'901) 0€9'20C ¢ TO/OE/90 - LO/LO/LC 99z2¢T ) ZAVA 30UB}SISSY |edipaly
(se8'641) 189'2Z Sv9'L5) - (z9z'gog) Q0000E  §  £0/0£/90 - 20/10/20 L0-€910EE  8vZ/L 20UBISISSY |BDIPAN

YO8V J0 INGWIHVYdId
ZL0%/9 J0SW SIUNLIANIX3  ZL/0g/e LULIL auvmy ao3d #INVHD  #vad4o JWVYN LNVHO
(@3¥u3430) 0L QL3Y  /A3ZINDOOIM “IWHL  (@3¥H343a) INvEOD 193roud a3d/iaasw
Qanyoov HSVYD ANNIAT aan=goay AINYIDYV
2°1SNray HSVD

GNVYIAYVIN ‘ALNNOD 1097V1 40 NOILYONA3 40 quvog

€10z '0E sunf papug Jesp
SAYVMY V3034 4O STUNLIANIdXI 40 ITNAIHIOS



IN.VI

-panuiuo-
(6£8't) PG 059'PEL 59Z'SEL (85.°5)
(992} - (og1) 201 - 9L $  Z1/0€/90 - LL/LO/OL T0-29952Z1 elL'Ppe looydsasy - g Yed
(s12'L) - ¥rs'z gel'e - ogo's $  ZL/OE/60 - LL/LDIZO TO-08S¥ZL  £L1°¢8 looyosald - g ved
08k - 086't 005t - 000's $  ZL0S/90 - LL/LOMLO £0-LZE¥Z1L  €21'v8 S48|po), pue sjuR; - g Yed
000'zZ - 000'00L 000°86 - 00000k $  ZL/OS/B0 - LL/LO/L0 §0-L9Z¥ZL  £21¥8 WN{POSUO) {00UDsald g Bed
(L) - 9 €5 - olLe $  ZL/0S/60 - LL/LO/L0 ¥0-192¥2L €418 Sddd iooydsaid g bed
(282'2) - vie 1oL'e - 0858l $  ZL/0S/60 - LL/LO/L0 €0-10Z¥2L €418 ybnouyissed jooyosald g ped
- - ors £sh ) 995 $  LL/OE/B0 - OL/LD/L0 P0-9099P01 €148 Sddd looydsaid g ted
- - 88Y'8l LL22°G) (1z€) 90¥'§L $  LLOS/B0 - 0L/LOL0 €0-909PLL  €LLFR ybBnouyssed 1ooyosald g Ued
- ves'y - - (PeS'Y) 000°s $  LL/0S/60 - OL/L0/20 €0LbehLL €218 g led sia|ppo pue sjugu|
- - 8€6°L Zi00L $/0'2 966°Z 1 $  LL0S/60 - 0OL/LO/L0 ZO-L6SPLL  ELL PR SSaulpesy j00YoS Jo4 [apoly pue|liepy
SJURIEy JOOYOSaI - - UDEDNDT jeieag
re'y S8 G29'8L 850'08 262'S
168°Z - ¥iZ'e2 £9£'02 - ISS'EZ  $  ZL/0S/90 - LL/LO/L0 LO-IVLGZL  SPOHE sjuauanosdwi weibiold D el
¥9e'e - z8<'05 8L0'LY - arL'Ls  $  ZLOL/90 - LL/LOMLD 10-280521L  8¥O'VE siuswanolduy weiboid D) epry
(992} =1:]} (992) - (cal) 500'61 $ LLIOE/90 - OL/LO/L0 L0-9/9FLL ev0 b8 pung aaiesay 3190
(509°1) oog S62'G 119'T) LI¥'S ZZL'9 $ LL/OE/S0 - DL/LO0/Z0 10-2/9Y0L  8YO¥E uoneonp3 Aojouyoa] g Jsasen
s$9)S O) Sjugic) oiseg - voNeINPT 1BUOIEO0A
SH6'LYE 0LF' LY o9F/'69%'L L0L'6ZF'L 9eF'0E
689501 - L15'581 2z8'6. - L16'68L  $  ZI/0€/90 - LL/LO/O} LO-88¥SZL 12OV ybnosyissed g ved
(43 - 1201 006 - 000'9 $  2L0E/60 - LIILOZL LO-GLESZL  [ZO'V8 SI9|po L pUE SjUB| - UOREINPT 0] PIY
oze - 184't 1op'y - 00094 $  ZL/0E/60 - LI/LOILO L0~L09¥ZL  1Z0'vE sjueis) alelg - g wed
09 - 651y 660°'% - 865'% $  ZL/0L/90 - L1I/1L0/LD 20-LE¥2L  2Z0°W8 SIajpoL pue sjueju - oINPT O} Piy
000'0Z - 000'S8Z 000'592 - 000'S8Z ¢ ZL/0E/60 - LL/LDJLO OL-192¥2L  220°V8 WNIPOSUoY 2104S PI - g Hed
{962) - £EG'6 620l - eze'0l $  ZL/OE/60 - LL/LO/LO 60-19ZPZ1L  L2Z0°ve dad - g ved
- - £12's £1z's - 000'9 $  ZL/0Si60 - LL/LOMLO 80-19Z¥Z1L  120¥8 uonIsuBl | SIOLLBAOS) - § Hed
or - 016 08 - 005'Z $  ZL/OS/60 - LLILOMLO 20-192¥2L  1ZO'¥8 JV03S - g ved
(988B) - vr2'e 00.'6 - 000°0L $  ZL/0T/B0 - LL/LOJLO 20-192¥21  2Z0°F8 sisuped - g Ued
(ze?) - ¥se'l g8L'z - 165'6 $  ZL/0S/B0 - LL/LO/LO 20-192¥2ZL  LZO'VE SSddd - g bed
Q3NNIINOD - NOILVDNdS 30 INJWLdvdaa
ZLI0%/9 3JASN STUNLIANIIX3 ZLIOEIS LI QHVMY aoad # INVY9 #vQdo JNVYN LNVUD
{g3uuz430) 01QL3¥  /A3ZINDOSIN kWL (Q3™Y3I3a) INYHO 123roud a3d/aasw
q3anyoovy HSVYD ANNIAIH J3AIFI3d aaNdoov
?1Snfav HSVO

ONVTAYYIN ‘ALNNOD LOGTVL 40 NOILYONA3 40 a¥vod

210Z ‘0¢ sunr papu3 leaj
SQYVYMY TVH3a3d 40 STHUNLIANIAXT 40 3TNAIHIS



lwvl

~panupuo)-
- - £61'Z £09 (065'1)
- - €09 £09 - 100t $  0L/0e/80 - 60/L0/Z0  €0-00S¥0L  L6E'V8 SSddd 9 Hed vaAl Z vouY
- - 065'L - (08S'1) LET'860'L $  OL/OT/60 - 60/L0/20  LO-00GKOL  LBE'PE 8 Hed vaal Z vy
998'65 - 907'991L 9gL 'PEL 919'.Z
SPS'LE - 88G°1LL £v0'08 - 06’861  $  ZTLIOE/O0 - LLAWO/L0  LO-BIZPZL  L9EbR Auenp sayoes | Hunoidiy
or'gz - 2L2YS £60'v8 6cL°22 9S/'SEZ  $  ZIOEMR0 - 0L/LO/O  LOS98ZPLL  I98b8 Ayenty Jeyoea | Guinoaduy
- - - - - BEB'EEZ  $  LLOS/O0 - 60/LO/Z0  LO-OLOYOL 1928 Aient Jayoea | Bumosdiuy
€z1) - - - (€z1) 9Z6'LEZ  $  OL/OE/O0 - 8O/LO/LO L0-#95006  /9E'v8 Aijenp Jauoea Buwmosdu
SueTs) 9jeS
626'8 - 959'6E 5899'ce 856'C
626'8 - 586°ZE 950'vZ - 7899  $  ELIOE/E0 - LL/LO/LO 10-00EbZL  S9E'v8 uomsinboy sbenbue ysibug
- - ovLL Z05'p zoe's S0Z'€e  $  ZILOE/B0 - OL/L0ML0  LOEBLGLE  WSOEDR uomsinboy obenbue ysybug
- - LES't izL's 965 £E1L'G $  LLIOEMD - OL/L0IS0  LO-BPTILL  VSOE PR dQd Jeyoeay puepleiy
- - ) ci8'L 596
- - 6t &b - 9.z $ ZHOE/S0 - LL/LDIL0 20-Z80SZL EYT Ve daid Yooy 1) spIL
- - 668 ¥98'L 596 00zZ'9 $  LLIOE/S0 - OMILOMZO  Z0-2290LL  E£¥EZHE daid yoa) HemL
855"y - £06'6Z SPE'SZ -
v0o'y - ol¥'s zig - OLY's $  ZLOSM0 - LL/LOGL L0-29952L 1818 SIalppo} pue sjueu|
(9%} - 18¥'v2T £E5'Pe - 569'92 $  Z/0e/80 - LLADMO LO-LLERTE 1818 $J3|ppoL PuUE SjuBl|
SoAIIqesIa G SofRueS
P sjaeu; Joj Soels) - Uojeonpy [epoeds
d3NNILNOD - NOILVDNa3 40 INSNLIVdaa
ZLI0E/D Iasw SIUNLIAONIAX3  ZLOL9 bLIbIL qQUYMY aolyad #INVHO  #vad4D JNVYN LNVND
{g3¥y3daa) o0Lai3¥  /QIZINDOITH KL (Q3yy343a) INVHO 193roud Q3d/3asn
aanydov HSVD ANNIAIY a3AIE03H IOV
g Lsnrav HSV2D

Z10T '0€ eunp papu3 Jes)
SAHVMY V4034 JO STHNLIANIdX3 40 31NAIHIS
GNVIANMVIN ‘ALNNOD 1081VL 40 NOILYONA3 40 a¥vos



-6t~

-panuuo)
ZiFeLy 015'Z81 ¥09'268°C 1£9'016'C 626'8YC NOLLYONA3 40 INFWLHVLIA TVLOL
- - 915'66 915'66 -
- - 968°9 858'9 - 868'9 $  CLI0E/B0 - OL/OLISO LO-L19SZL OLFve pung sqor uojjeanp3
- - 859'Z6 969'26 - 0BZ'EOY $  ZLAOT/BO - 01/0L/30 LO-SELSLL Ol¥ PR puny sgop uojeanpg
2 °T4
e1e'0F - £91°901 ¥58'88 005'22
1892 - 189'C - - 0oc'ol $  THOEE0 - LLILO/OL Z0-¥BESZL  SBEPS spuedis 0S3 - dot ay; 0} aoey
690'E - 690'8 000'Ss - 00S'ZL % ZLIOSBD - LL/LO/OL L0-¥RESZL  GBE PR spuadiis 710S3 - do) ay) o} soey
60Z'G - 602'¢ - - 620'8 $  ZLOLM0 - LL/LT/oL L0-LG25ZL  GBEP8 $S3UAARIIYT J0jeanp] - do | ay} 0} aocey
- - SzTL'L GZL'L - T4 M $  LLIOEO - LLLOMD  YO6ESPZL  SEEPS SS3UIAN09YT Jojeanp] - doy Al 0} aoey
- - g9L'g go1'g - 9oL'8 $  LHOEMEO0 - LI/LO/ID  ZO-BESYZL  GOEVS $sausAlloay] Jojeonp] - doj ay) 0} aoey
- - SZL0L 5Z1'01 - SZL'OL  $  LLIOSIE0 - LL/LOMLO LO-6EOKZL  G6EPR $SOUBAI0aY] Jojeonp] - doj 8y} 0} 3y
8YE'6E - 98.'0L 8er' LY - 2109 $  ¥LAOL/E0 - 01/SZ/80 ¢0-iGGLL  S6EV8 doj ay; 0) aoey
- - - 00522 00s'2Z 000's2 ¢  PLIOE/O - OL/SZ/B0  €0-26251L  GGE'HE do] au} 0} a0ey
pong do1 Uy of eoey
- - 256'02 ¥14'G6 Z92'v2
- - 266'02 v14'GB 292'v! 9zi'9lt  $  LLIOEGO - OMLOMLO  S0-98CPLL  pEEPE sjue.S) JJE)S UCKEINPS - pUNny UONEZIRAE]S
- - - - - BZ6'CEZ  $  LL/OE/60 - OL/LO/Z0 €0-980FLL  P6EVE SJURID) 3B UOlEINP3 - pun4 uonez|ieqels
punZ UoRezyiqe}s Te3sH S1eis
- 1z £26'92 000'v2 #e'2)
- - 000°%2 000¥Z - 000'vC $  ZL/OE/90 - LL/LO/ZO  LO-DOLEVZL  €6EPE Il vV O bed vaal
- - £T8T - (cze'2) 650'Z€ $  OL/0E/60 - 60/10/20  ZO-BE9Y0L  E€6E'H8 I wdHY O Hed v3aql
- \z - - (2 002'6¢ $  OQL/OEBO - 60/L0/L0 L0-8E9¥0L  £BEYE Il vydv O Hed v3ql
T VIHV/I0Rd0 dS 47 Pepuslxy gornolyjsseg
- - S0z S0z - 98Z°4Z ¢ O0L/0S/60 - 60/L0/20  Z0-00S¥0L  Z6EVS [00yosald g Ued 2 vHyY
SanIGesiq pIA SJUSPN]S DUEINPS J0f 9]8]S ay] 0] SoUBSISSY
QANNIINOD - NOLLVONA3 40 LNGW1UVYd3d
ZLH0s/9 3asSW STUNLIANILXT  ZHOC9 1L QuvmMmy aoriad #INVHOD #VadD JNVN LNVHS
(a3¥y¥3d3a) oL ad3ay  /GIZINDOITY -IWHL  (3¥Y¥3430) INVHD 193roud Q34/3aSW
aanydooav HSVD INNIATH ETNERE I Mokl
? "1SNroy HSYD

Z10Z ‘0¢ sunp papug Jeaj
SAQUVMY TY¥3A34 4O STUNLIANIHXT 40 I1NAIHOS
GNVTAYYIN ‘ALNNOD 1091VL 40 NOILYONA3 40 ayvosd



(8r9'9gz) ¢ 16L'DIZ ¢ LOOLOZ'® $

860'664't $ (Zog'shy) ¢

lom|

SQUVMY TWI3034 Tv10L

0z5'22 - 0,0'886 28v'200'L 1€6'LY FUNLINNYOV 40 LNFALHY4I TVYLOL
025'/2 - $£8'916 LGZ'LE6 LE6' 1Y
102 - €LL'612 86L'ZVT - €L'6L2  $ 2LOZAE/9 - LIOZ/IL  ISEPIEIg NS €65 0L we.boid jsepesug jooyos
Gi¥ - 692'0L ¥62°91 - 69.'9L  $ ZILOZ/OS/O - Li0Z/LIL LI UoRoas GGG 0L weiboid yosun jooyoas [euoieN
1£0'02 - 262'089 192099 - TEZ'080 $ ZLOZ/OS/9 - LL0T/LIL P UORS  GGS0L weibold youn jooyag [euoneN
- - - ¥0E'6 PO 6vZ'08L $ LLOZ/OS/9 - OLOZ/L/L  ISEMERUG NS €660) weibold jsepesig jooysg
- - - (14%! 61} 0£0'22  $ 110Z/0E/9 - OLOZILIL Ll uondes G601 weibord youn |ooyag JeuoijeN
- - - ¥8v'1E ¥er'le 206'229  $ L10Z/0S/9 - OLOZ/LIL t uonoss G650l weiBoig youn j00yasg [euoijeN
JgjSrID UORHINN P
- - LA 9gz' 1L - e/u ZL/0S/90 - LL/LO/L0 B G550l SONIPOWLIOS YASN
UCRNIQLISI pocH
FALITNONEDV 30 ININIEVYdIa
(009'set) - 10G'801 568'082 (90z'¢9z) SIDIAYIS NYWNH ® HLTV3H 40 INJW1HVY43d TV10L
(L58'L0v) - 1£€'801 568082 (£62'gee)
(168'/2) - ¥8L'Ee - (18919} Bulos-ug Butos-up Buon-up 8.L°€6 piedipapy
(1z2'vog) - 9lLL'sy 668082 (zvs'es) Buloa-uo Butesy-ug Suo-up 81266 presipapy
{85+'62) - Ley's - (688'9¢2) Bulon-up Buiog-up Bulo9-up 8L1€6 piesipapy
(527°6¥) - 90b'ce - (181'ss) Buron-uo Buiony-up Bulos-uo 8L1°€6 Plesipapy
uojejSitiupy duroueui+ auen) yeer
(8v'12) - ¥al - (€16'£2) Bulos-up Buion-ug Buoo-uo  29/¢6 preoipapy
e ' Qr\EmLSwE S, uupiyyn aels
S3IAY3S NVINNH 2 H1VIH 40 INIW1NV4aad
- - - §80'5 G80'G 0005k $  LI/LE/SD - 0L/L0/L0 LO88ErLL  POO'Y6 EOLBWY SMBS pue e
IDIAY3S ALINNWNOD
. ONV TVYNOILVN J03 NOILVIOJH0D
ZLI0EI9 308w SIUNLIONIAXI  ZL/0g/9 LUILIL ayvmy aor3d #INVHD  #vadD IWYN LNVHD
(03yy3430) 0La13d  /A3ZINSODIYH WML (3¥u343a) INVHED 193royd a34/3asW
aanydoov HSYD FNNIATY Q3AI3038  3INADV
R lsnrav HSVD

ANVIAYVIN “ALNNOD 1091VL 40 NOLLYDNA3 40 advod

€10Z ‘0E sunf papug Jes )
SAUVYMY Tvd3a3d 40 STUNLIANIAXT 40 ITNAIHDS



(1)

(2)
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Scope of audit pursuant to OMB Circular A-133

Ali federal award programs operated by the Board of Education of Talbot County, Maryland are
included in the scope of the OMB Circular A-133 audit. The single audit was conducted in
accordance with the provisions of OMB Circular A-133, the OMB Compliance Supplement, and
amendments by the Maryland State Department of Education. Compliance testing of all
requirements, as described in the Compliance Supplement and Maryland State Department of
Education amendments, was performed for the following major federal award programs.

Fiscal Year 2012

Program Description CFDA Number Expenditures
Special Education Cluster 84.027, 84.173, 84.391 & 84.392 $1,606,794
Race to the Top 84.395 $ 106,167

The Maryland State Department of Education has been designated as the cognizant audit
agency for the OMB Circular A-133 audit.

Fiscal year audited

Single audit testing procedures were performed for program transactions occurring during the
fiscal year ended June 30, 2012. Single audit testing has previously been performed on
transactions occurring during the fiscal year ended June 30, 2011.

Summary of significant accounting policies

Basis of presentation — The accompanying Schedule of Expenditures of Federal Awards
includes all federal grants of the Board which had financial activity during the fiscal year or
accrued (deferred) grant revenue at June 30, 2012, This schedule has been prepared in
accordance with accounting principles generally accepted in the United States of America.

Accrued and deferred reimbursement —V arious reimbursement procedures are used for
federal awards received by the Board. Consequently, timing differences between expenditures
and program reimbursements can exist at the beginning and ending of the fiscal year. Accrued
balances at year-end represent an excess of reimbursable expenditures to date. Generally,
accrued or deferred balances caused by differences in the timing of cash receipts and
expenditures will be reversed in the remaining grant period or subsequent fiscal year.

Funding sources

All programs reported in the schedule of expenditures of federal awards were passed through by
the Maryland State Department of Education.
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

(5) Findings of noncompliance

The potential reimbursement effects of any questioned costs/reimbursements relate to
costs/receipts which were inappropriately charged/credited to federal award programs. The
ultimate disposition of these findings rests with the cognizant agency.

(6) Revenue reconciliation

The following is a reconciliation of revenue recognized in the 2012 Schedule of Expenditures of
Federal Awards with the revenue recognized in the 2012 basic financial statements.

Restricted current expense fund -

U.S. government revenue $ 2,827,991
Food service fund -

U.S. government revenue 988,070
Agency fund - Mid-Shore Special

Education Consortium 385,000

REVENUE RECOGNIZED ON
SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS 4,201
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2012

SECTION 1 - SUMMARY OF AUDITORS’ RESULTS

Financial Statements
Type of auditors’ report issued:

Internal control over financial reporting:

¢ Material weakness(es) identified?

» Significant deficiency(ies) identified?

« Noncompliance material to financial statements noted?

Federal Awards
Internal control over major programs:

* Material weakness(es) identified?
 Significant deficiency(ies) identified?

Type of auditors’ report issued on compliance for major programs:

Any audit findings disclosed that are required to be reported
in accordance with Section 510(a) of OMB Circular A-1337

Identification of major programs:

Dollar threshold used to distinguish between type A
Type B programs:

Auditee qualified as low-risk auditee:

SECTION il — FINANCIAL STATEMENT FINDINGS

None reported.

Unqualified

No
None reported
No

No
None reported

Unqualified

No

Special Education
Cluster — CFDA
84.027, 84,173
84.391 and 84.839

Race to the Top —
CFDA 84.395

$ 300,000

Yes

SECTION lif — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

None reported.
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BOARD OF EDUCATION OF TALBOT COUNTY, MARYLAND
STATUS OF PRIOR YEAR'S FINDINGS
Year Ended June 30, 2011

The compliance procedures applied to the fiscal year ended June 30, 2011 did not disclose any findings
of noncompliance or questioned costs.
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