













































































TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

1. 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. Available means collectible within the current
period, or soon enough thereafter to pay current liabilities. The Town considers revenues to be
available if they are collected within 60 days of the end of the fiscal year. Expenditures generally
are recorded when a liability is incurred, as under accrual accounting. However, debt service
expenditures, as well as expenditures related to compensated absences and claims and
judgments, are recorded only when payment is due. General capital asset acquisitions are
reported as expenditures in governmental funds. Issuance of long-term debt and acquisitions
under capital leases are reported as other financing sources.

Major revenue sources susceptible to year-end accruals include: Income tax receipts, property
taxes and capital grants. Expenditure-driven grants are recognized as revenue when the
qualifying expenditures have been incurred and all eligibility requirements have been met, and the
amount is received during the period or within the availability period for this revenue source
(within 60 days of yearend). In general, all other revenues are considered to be measurable and
available when cash is received.

Proprietary funds distinguish operating revenues and expenses from non-operating items.
Operating income reported in proprietary fund financial statements include revenues and expenses
related to the primary, continuing operations of the fund. Principal operating revenues for
proprietary funds are charges to customers for services provided. Principal operating expenses
are the costs of providing services, including administrative expenses and depreciation of capital
assets. Other revenues and expenses are classified as non-operating in the financial statements.

Fiduciary funds account for assets held by the Town in a trustee capacity or as an agent on behalf
of others. As such, fiduciary funds are not reported in the government-wide statements.

When both restricted and unrestricted resources are available for use, it is the Town’s policy to
use restricted resources first, then unrestricted resources as needed. Further, when the
components of unrestricted fund balance can be used for the same purpose, committed fund
balance is depleted first, followed by assigned fund balance. Unassigned fun balance is applied
last.

During the course of operations, numerous transactions occur between individual funds for goods
provided or services rendered. Short-term interfund loans are classified as “due to/from other
funds.” All short-term interfund receivables and payables at year end are planned to be eliminated
in the subsequent year. Any residual balances outstanding between governmental activities and
business-type activities are reported in the government-wide financial statements as “internal
balances.” However, internal eliminations do not include water setvice provided to the Town Hall.
Reimbursements are reported as reductions to expenses.

Fund Types and Major Funds

The accounts of the Town are organized on the basis of funds. A fund is an independent fiscal
and accounting entity with a self-balancing set of accounts. Fund accounting segregates funds
according to their intended purpose and is used to aid management in demonstrating compliance
with finance-related legal and contractual provisions. The minimum number of funds are
maintained consistent with legal and managerial requirements. There are no non-major funds in
either fund category.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

Summary of Significant Accounting Policies (continued)
The Town reports the following major governmental funds:

The General Fund -This is the primary operating fund of the Town. It accounts for all of the
financial resources and the legally authorized activities of the Town except for those required to be
accounted for in other specialized funds. The general fund accounts for the normal operating
activities of the Town. These activities are financed primarily by taxes, grants from other
governments and charges for services.

Special Revenue Fund - This fund accounts for financial resources associated with a loan program
for the rehabilitation of private properties and Community Development Block Grant loans for
assisted housing projects.

Capital Projects Fund - This fund accounts for financial resources associated with capital projects.
The Town reports the following major proprietary fund:

Water Fund - This fund accounts for the operation of the Town's water service operation. Itis
intended to be self-supporting through user charges. Activities of the fund include administration,
operation and maintenance of the water system and billing and collection activities. The water
service operations include water treatment, storage, and distribution systems.

The Town reports the following fiduciary funds:

Employee Benefit Plan — This fund is used to account for assets held in trust for the payment of
benefits under the Town of North East Deferred Compensation Plan. This fund is reported using
the economic resources measurement focus and the accrual basis of accounting.

Agency Fund — This fund is used to account for assets held in an agency capacity related to
development projects.

Budgetary Data — Formal budgetary accounting is employed as a management control for the
general, capital projects and proprietary funds of the Town. A budget is not adopted for the
special revenue fund; however, all expenditures of the fund are approved by the Mayor and
Commissioners. Annual operating budgets are adopted, after public hearings, by passing of a
resolution prior to the start of each fiscal year. Transfers of appropriations between functions
require approval of the Board of Commissioners. The budget uses the same basis of accounting
as used to reflect actual revenues and expenditures.

Cash and Cash Equivalents - Cash and Cash Equivalents include demand deposits, money market
accounts and certificates of deposit with an initial maturity date of less than three months.

Accounts Receivable — Water charges are recorded when billed, except that an amount is recorded
for services rendered but not yet billed, as of the close of the fiscal year. The accrued amount is
based on actual billings made subsequent to year end.

Loans Receivable - Principal balances of all loans receivable are reported at fair value. The
principal balance of loans receivable not expected to be collected within 60 days of year end will
be reported as a deferred inflow of resources in the Balance Sheet — Governmental Funds, as they
are not currently available to the Town. All principal payments received will be recognized as an
other financing source upon receipt in the Statement of Revenues, Expenses, and Changes in
Fund Balance — Governmental Funds.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

Summary of Significant Accounting Policies (continued)

Property Taxes Receivable - Taxes on real estate are billed and collected on behalf of the Town by
Cecil County which remits payment to the Town.

Due_from Other Governments - Local income taxes and admission and amusement taxes are
collected on behalf of the Town by the State of Maryland and are remitted to the Town.
Receivables from other governments primarily consist of amounts arising from transfer payments
and amounts due from grantors for specific programs and capital projects.

All receivables are reported at gross values. No allowance for uncollectible accounts is deemed
necessary.

Capital Assets, Net of Accumulated Depreciation - The Town's property, buildings and facilities
with an initial, individual cost of more than $5,000 and an estimated useful life of more than one
year are stated at historical cost and comprehensively reported in the government-wide financial
statements. All land is capitalized. Proprietary capital assets are also reported in their fund
financial statements. Donated assets are stated at fair value on the date donated. The costs of
normal maintenance and repairs which do not add to the asset value or materially extend useful
lives are not capitalized.  Capital assets are depreciated using the straight-line method. When
capital assets are disposed, the cost and applicable accumulated depreciation are removed from
the respective accounts, and the resulting gain or loss is recorded in operations.

The Town has been exempted from retroactively reporting its infrastructure assets. However, all
future construction or major improvements to the roads, bridges, sidewalks, drainage and lighting
systems for the Town will be capitalized and depreciated in a manner consistent with current
policies for capital assets in the governmental and proprietary funds.

Estimated useful lives for depreciable assets are as follows:

Improvements other than buildings 15 years

Buildings and improvements 30 - 50 years
Water plant and distribution system 30 - 80 years
Equipment 5-10 years

Compensated Absences - Compensated absences are those earned but unused absences for which
employees will be paid, such as vacation and sick leave. Employees are granted vacation and sick
leave in varying amounts. The Town amended its sick leave policy during the fiscal year. It is the
Town’s policy to permit employees to accumulate earned but unused sick leave without limitation
and up to 50 days of vacation leave. The Town will pay those employees that had ten years of
permanent full-time service as of January 1, 2015 unused sick leave of up to 500 hours upon
retirement. The accumulated sick leave liability is based on the amount that is expected to
ultimately be paid. Vacation and sick leave are accrued as applicable in the government-wide and
proprietary fund financial statements as part of long term obligations. A liability is reported in
governmental fund financial statements only if it has matured, for example, as a result of
employee resignations and retirements.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

Summary of Significant Accounting Policies (continued)

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

Invested in Capital Assets, Net of Related Debt

This category groups all capital assets, including infrastructure, into one component of net
position. Accumulated depreciation and the outstanding balance of the debt that is attributable to
the acquisition, construction or improvement of these assets reduce this category.

Restricted

This category represents the net position of the Town which has been restricted for a specific
project or purpose by a third party. As of June 30, 2015, the Town's restricted net position
consisted of funds whose purpose was restricted by the donor for specific activities including off-
site mitigation, the annual Christmas parade and various other projects. Also, certain assets have
been set aside to fund capital replacements and expansion of the water system. Total restricted
net position as of June 30, 2015 totaled $2,582,238.

Unrestricted
This category represents the net position of the Town, which is not restricted for any project or
other purpose by third parties.

Fund Balance —

In the governmental fund financial statements, fund balances are classified in the following
categories:

Nonspendable

This category includes amounts that cannot be spent due to form, such as inventory, prepaid
amounts, long term receivables or amounts that must be maintained intact legally or contractually.
As of June 30, 2015, the Town reported $34,267 of nonspendable funds.

Restricted

This category includes amounts constrained by an external party, constitutional provision or
enabling legislation. As of June 30, 2015, balances classified as restricted consisted of funds
whose purpose was restricted by the donor for off-site mitigation, the annual Christmas parade
and various other projects. As of June 30, 2015, the Town reported $63,747 of restricted funds.

Committed

This category includes amounts constrained for a specific purpose by the Mayor and
Commissioners using its highest level of decision making authority, prior to year end. As of June
30, 2015, the Mayor and Commissioners committed $361,114 of reserve funds to cover budget
expenditures in the following year, $1,951,500 to future debt service requirements and $376,318
for streets and sidewalks projects.

Assigned

This category includes amounts constrained by the intent to be used for a specific purpose by a
governing board which has the authority to assign funds. As of June 30, 2015, the Town had
$119,169 of funds assigned for revitalization loans for the Town, an additional $570,163 assigned
for capital community projects that are not considered part of normal operations of the Town, and
$1,868 to future capital projects.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

1. Summary of Significant Accounting Policies (continued)

Unassigned
This category includes all funds which are not specifically classified as Nonspendable, Restricted,
Committed or Assigned.

In the proprietary fund financial statements, net position is classified in the following categories:

Invested in capital assets net of related debt

This category groups all capital assets, including infrastructure, into one component of net
position. Accumulated depreciation and the outstanding balance of the debt that is attributable to
the acquisition, construction or improvement of these assets reduce this category. As of June 30,
2015, the fund reported $13,341,714 invested in capital assets.

Restricted for capital projects

This category includes certain resources which have been set aside to fund capital expansion and
replacement of the water system. These assets are maintained in separate bank accounts. As of
June 30, 2015, the fund reported $2,518,491 of assets restricted for this purpose.

Unrestricted
This category represents the net position of the Fund, which is not restricted for any project or
other purpose.

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 disclosures of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenue and expenses during the
reported period. Actual results could differ from those estimates.

2. Cash and Cash Equivalents

Deposits are carried at cost plus accrued interest. The carrying amount of deposits is separately
displayed on the balance sheet as “Cash and Cash Equivalents”, and “Restricted Cash”. Cash and
Cash Equivalents include demand deposits, money market accounts, investments in the Maryland
Local Government Investment Pool (MLGIP) and certificates of deposit with an initial maturity date
of less than three months. Restricted cash consists of resources set aside because their use is
limited to sources from which they were derived. These sources consist of parades, police
evidence forfeiture, and deposits by developers to cover off-site mitigation and other costs. The
resources are maintained in separate bank accounts.

The Town is a participant in the MLGIP, which was established by the State of Maryland as an
investment vehicle for short-term investment of funds by local municipalities. The MLGIP, under
the control of the state treasurer, has been managed by a single financial institution. Short term
investments of the pool are reported at cost, which approximates fair value (Level 1). The fair
value of the pool is the same as the value of the pool shares. As of June 30, 2015, all pool
holdings are in cash and cash equivalents.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

2. Cash and Cash Equivalents (continued)

Credit Risk - The Town has adopted a policy to be followed when investing public funds in
accordance with the provisions of Section 17-101 of the Local Government Article of the Annotated
Code of Maryland which prescribes the type of investments permissible for Maryland Municipalities.
This policy requires that Town funds be invested in obligations for which the United States has
pledged its full faith and credit, obligations insured by a federal agency (such as the FDIC),
obligations collateralized by federal obligations, and portfolios created under the Maryland Local
Government Investment Pool. Except as noted below, the Town was in compliance with the
provisions of the Annotated Code of Maryland as of June 30, 2015, which was adopted to mitigate
credit risk for the Town.

As a result of a financial institution’s policy, the Town was not in compliance with the provisions of
the Annotated Code of Maryland as of June 30, 2015. The financial institution's policy is to
monitor collateral each day based on the opening cash balance of the Town.  On June 30, 2015,
the Town received a substantial deposit which created an uncollateralized balance at the close of
business. The Town was exposed to custodial credit risk due to uninsured and uncollateralized
deposits of $34,264 on June 30, 2015. In accordance with the financial institution’s policy, the
funds were promptly collateralized as of July 1, 2015, the next business day.

Interest Rate and Credit Risk — The Town manages interest rate and credit risk by investing
primarily in short term holdings, including demand deposits, certificates of deposit and MLGIP.

Custodial Credit Risk ~ The Town manages custodial credit risk through its use of permissible
investments based on its compliance with the Annotated Code of Maryland as previously
described. As such, uninsured or uncollateralized funds are not permitted.

Deposits recorded in the following schedule are reported in the financial statements as Cash and
Cash Equivalents and Restricted Cash.

Deposits by level of risk are:

Carrying Bank
Amount Balance
Cash on hand $ 1,400 $ -0-
FDIC Insured 477,745 477,745
Uninsured, collateral held by pledging bank’s
Trust Departments in Town’s name 1,008,041 1,008,041
Unisured, uncollateralized 34,264 127,835
Maryland Local Government Investment Pool 7,677,371 7,677,371
Total deposits $ 9,198,821 $ 9,290,992

The balance above consists of $279,171 of funds from developers for off-site mitigation and other
costs held in an agency capacity. These funds are not available for general operations of the
Town,
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

3. Loans Receivable

Using the proceeds from a grant from the State of Maryland, the Town in a prior year advanced
$250,000 to a developer to contribute to the financing of an assisted housing project. The
promissory note bears interest at 1% and is to be repaid in annual installments of principal and
interest based on the availability of funds from surplus cash as defined in the note. In 2012, the
note was modified to extend the maturity date to July 1, 2052, at which time all principal and
accrued interest will be paid in full. The note is secured by a deed of trust and is subordinate to
senior debt. No principal payments have been received to date. Interest payments of $10,923
were received during the year ended June 30, 2015 and have been reported as an other financing
source. Total loan value and accrued interest as of June 30, 2015 was $269,389.

Using the proceeds from a Community Development Block Grant (CDBG) from the U.S.
Department of Housing and Urban Development, the Town advanced $750,000 to a developer to
contribute to the financing of an assisted housing project. The promissory note bears interest at
1% and is to be repaid in annual instaliments of principal and interest based on the availability of
funds from surplus cash as defined in the note. The note will mature on August 1, 2055, at which
time all principal and accrued interest will be paid in full. The note is secured by a deed of trust
and is subordinate to senior debt. No principal or interest payments have been received to date.
Total loan value and accrued interest as of June 30, 2015 was $759,393.

The Town facilitates a loan program for the rehabilitation of private properties for current
residents of the Town. Loans are available under this program to upgrade the exterior of
properties located in Town limits. The loans are for a period of 6 ~ 48 months, and have interest
charged at a fixed rate based on 80% of the current prime rate at the time of closing. Loans are
subject to approval by the Town Commissioners based on credit worthiness and adherence to
program guidelines. Maximum loan amount is 10% of the assessed value of the property, with a
minimum loan amount of $500. As of June 30, 2015, total outstanding loans and accrued interest
under this program were $6,051.

No adjustments to the fair value of the notes have been reflected in these financial statements as
management has determined fair value approximates cost basis.

Total loans receivable are reflected in the Statement of Net Position based on anticipated maturity.

Accordingly, the current portion of loans receivable is $4,626 and long term notes receivable,
including accrued interest totals $1,030,207.
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4.

Capital Assets

TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

Capital asset activity for the Town of North East for the year ended June 30, 2015 was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities:
Land & improvements $ 1,713,599 $ -0- % -0- % 1,713,599
Buildings 1,232,255 -0- -0- 1,232,255
Improvements other than
buildings 4,072,385 -0- -0- 4,072,385
Equipment 1,005,132 115,617 72,790 1,047,959
Total 8,023,371 115,617 72,790 8,066,198
Less: Accumulated depreciation
Buildings 409,641 24,873 -0- 434,514
Improvements other than
buildings 1,721,961 253,861 -0- 1,975,822
Equipment 851,874 64,010 72,790 843,094
Total accumulated
depreciation 2,983,476 342,744 72,790 3,253,430
Governmental Activities
Capital Assets, net $ 5,039,895 $ 4,812,768
Depreciation expense was charged to governmental functions as follows:
General government $ 31,100
Public safety 44,864
Public works 266,170
Parks and recreation 610
Total depreciation expense $ 342,744
Beginning Ending
Balance Increases Decreases Balance
Business-type activities:
Land $ 960,450 $ -0- $ -0- % 960,450
Buildings 249,429 -0- -0- 249,429
Water plant & distribution
system 34,430,507 997,264 -0- 35,427,771
Equipment 153,920 831 -0- 154,751
Total 35,794,306 998,095 -0- 36,792,401
Less: accumulated depreciation
Buildings 124,715 8,314 -0- 133,029
Water plant & distribution
System 9,086,293 889,087 -0- 9,975,380
Equipment 92,644 26,612 -0- 119,256
Total accumulated
depreciation 9,303,652 924,013 -0- 10,227,665
Business-type Activities
Capital Assets, Net 26,4 4 2 4,7

Depreciation expense for business-type activities for the year ended June 30, 2015 was $924,013.
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TOWN OF NORTH EAST

Notes to Financial Statements

June 30, 2015
5. Property Tax

Property taxes attach as an enforceable lien on real property and are levied as of July 1st. Semi-
annual installment payments are mandatory for qualified properties unless the property owner
chooses to pay in one instaliment. Qualified property is defined as an owner-occupied principal
residence or a small business with certain commercial use classifications. Under the semi-annual
plan, one-half of the tax bill is due September 30 with the balance due on December 31. For all
other properties the bill is due in its entirety on September 30. After the due date(s) interest is
charged on any delinquent portion. Cecil County holds an annual property tax lien certificate sale
on the first Monday of June to collect all unpaid Town and County property taxes as of that date.
Taxes not collected and remitted to the Town within sixty days subsequent to June 30, 2015 are
immaterial. Property taxes are levied at rates enacted by the Mayor & Commissioners in the
annual budget on the taxable assessed value as determined by the Maryland Department of
Assessments and Taxation. The tax rate for the fiscal year ended June 30, 2015 was $0.48 per
$100 of assessed value.

6. Long Term Obligations
Long-Term Obligations at June 30, 2015 consists of:

Department of Natural Resources — Shoreline Erosion
Total authorized and issued as of June 30, 2015 - $88,560.
Principal paid through June 30, 2015 - $26,568. Non-interest
loan. Annual principal payments of $4,428 through July 2029. $ 61,992

Community Development Administration — 2014 Series A-1 & A-2
Total authorized as of June 30, 2015 - $2,018,940.
Total issued as of June 30, 2015 - $1,470,383.
Principal paid through June 30, 2015 - $67,440. Interest at
3.51%. Annual principal and semi-annual interest
payments through May 2034. 1,402,943

Compensated Absences 243,900

Total Governmental Activities $ 1,708,835




TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

6. Long Term Obligations (continued)

Business-Type Activities:
Community Development Administration — 2003 Series A
Total authorized and issued as of June 30, 2015 - $2,275,000.
Principal paid through June 30, 2015 - $2,275,000. Interest at
2% - 4.5%. Annual principal and semi-annual interest
payments paid in full June 2015. $ -0-

Maryland Water Quality Financing Administration, Series 2009 Bonds
Total authorized as of June 30, 2015 - $1,375,000. Total
issued as of June 30, 2015 - $1,124,842. Principal paid
through June 30, 2015 - $412,500. Non-interest bearing loan.
Annual principal payments of $68,750 through February 2026. 712,342

Maryland Water Quality Financing Administration, Series 2007 A Bonds
Total authorized and issued as of June 30, 2015 - $15,590,777. Principal
paid through June 30, 2015 - $3,080,097. Interest at 0.4%. Annual
principal and semi-annual interest payments through February, 2038. 12,510,680

Maryland Water Quality Financing Administration, Series 2004 Bonds
Total authorized as of June 30, 2015 - $2,555,000. Total
Issued as of June 30, 2015 - $2,333,092. Principal paid through
June 30, 2015 - $2,333,092. Interest at 1.1%. Annual principal

and semi-annual interest payments paid in full June 2015. -0-
Compensated Absences 29,643
Total Business-Type Activities 13,252,665
Total Long-Term Obligations $__14,961,500

During the year ended June 30, 2015, the following changes occurred in Long-Term Obligations:

Balance Balance
6/30/14 Increase Decrease 06/30/15
Governmental Activities:
Bonds $ 66,420 $ 1,470,383 $ 71,868 $ 1,464,935
Compensated Absences 353,820 110,730 220,650 243,900
Business-Type Activities:
Bonds 16,076,388 -0- 2,853,366 13,223,022
Compensated Absences 52,793 17,164 40,314 ‘ 29,643
Totals $.16,549.421 $_ 1,598,277 $_ 3,186,198 $_14,961,500
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

6.  Long Term Obligations (continued)

Future debt service requirements are as follows:

Governmental Activities Business-Type Activities

Principal Interest Principal Interest

Years Ending June 30 Maturing Payable Maturing Payable
2016 $ 87,928 $ 59,203 $ 589,141 $ 50,042
2017 88,928 58,652 591,223 47,962
2018 89,428 57,883 593,313 45,872
2019 90,428 56,770 595,411 43,772
2020 91,928 55,342 597,517 41,666
2021 through 2025 490,140 245,282 3,019,484 176,436
2026 through 2030 560,212 169,163 2,754,521 122,492
2031 through 2035 214,500 54,318 2,784,710 67,460
2036 through 2038 -0- -0- 1,697,702 13,598
Totals 2,013,492 756,612 13,223,022 609,300
Less: unissued bond principal 548,557 -0- -0- -0-

Net Long-Term Obligations $ 1,464,935 $ _ 756,612 $ 13,223,022 $ 609,300

Total interest and administrative fees paid for the year ended June 30, 2015 included as direct
function expense in the governmental activities totaled $45,414.

Total interest and administrative fees paid for the year ended June 30, 2015 included as direct
function expense in the proprietary activities totaled $137,901.

7. Risk Management

The Town 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. The Town purchases
insurance to protect its interest in its property and equipment, insurance against employee
dishonesty and liability protection. During the year ended June 30, 2015, there was no significant
reduction in insurance coverage. Settled claims resulting from these risks have not exceeded
insurance coverage in any of the past three years. Insurance is provided through the Maryland
Local Government Insurance Trust and by commercial insurance.

8. Defined Contribution Plans

The Town offers its employees a deferred compensation plan created in accordance with Internal
Revenue Service Code 401(a) and 457(b). The plan was adopted by resolution of the Mayor and
Commissioners. It covers all full time employees meeting certain age and service requirements.
During the current year the Town contributed $1,000 for each full time employee who had
completed one year of employment. In addition, the Town also matched employee contributions to
the Town’s 457(b) deferred compensation plan, up to $1,500. Employer contributions may be
amended by the Mayor and Commissioners annually as part of the budget process.  Investments
are managed by trustees selected by the Town. For the year ended June 30, 2015, 22 employees
participated in the plan and the Town’s cost was $52,377.
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

9. Postemployment Healthcare Benefits

The Town may provide monetary contributions towards the continuation of coverage for medical
insurance for employees who have retired from the Town. Under this benefit, should a retired
employee elect to accept continued health coverage under the Town’s current insurance carrier, the
Town will pay from 50% up to 100% of the cost of coverage for a period of up to 18 months. An
employee must obtain at least 10 years of service to be eligible for this benefit, with 100% coverage
after 30 years of service. In addition, the Town will also contribute $2,000 to $4,000 to any electing
retiree’s Health Savings Account, based on coverage elected. This benefit was adopted by a
Resolution of the Mayor and Commissioners, and may also be terminated by the same, at any time.

This benefit is unfunded, with the Town making payments directly to the insurance carrier and
employees on a pay-as-you-go basis. The Town has not paid any benefits associated with this
provision during the year ended June 30, 2015.

The projection of future benefit payments for an ongoing plan involves 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 healthcare 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 information about whether the actuarial value of plan assets is increasing or decreasing
over time relative to the actuarial accrued liabilities for benefits.

Projections of benefits for financial reporting purposes are based on the substantive plan (the plan
as understood by the Town and 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 Town and
plan members to that point. The 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.

For the June 30, 2015 actuarial valuation, a simplified version of the entry age actuarial costs
method was used, based on assumptions that 100% of the employees will retire upon attainment of
age 65 years of age. The actuarial assumption included a 5.5% investment rate of return (net of
administrative expenses), and an annual healthcare cost trend of 5.0%. Both rates included a 3.0%
annual salary increase for all employees. The unfunded actuarial accrued liability is being amortized
as a level percentage of projected payroll on an open basis. The remaining amortization period at
the June 30, 2015 valuation was 30 years.

Based on historical experience, management believes that only 50% of eligible retirees will elect
coverage. However the valuation does not factor this into the assumptions.

The Town’s annual OPEB cost is calculated based on the annual required contribution of the
employer (ARC), which is actuarially determined. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial accrued liabilities (UAAL) (or funding excess) over a period not to exceed 30 years. Based
on the ARC calculated being immaterial to the financial statements, there is no net OPEB obligation
reported for the year ended June 30, 2015.
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Notes to Financial Statements
June 30, 2015

10. Interfund Receivables and Payables

During the course of operations, numerous transactions occur between individual funds for goods
provided or services rendered. Short-term interfund loans are classified as “due to/from other
funds.” All short-term interfund receivables and payables at year end are planned to be eliminated in
the subsequent year. Any residual balances outstanding between governmental activities and
business-type activities are reported in the government-wide financial statements as “internal
balances.” Net interfund transfers between the general and water fund totaled $310,823. Total
advances due from governmental activities as of June 30, 2015 totaled $201,345.

11. Contingent Liabilities and Commitments

The Town has a contract with Severn Trent Environmental Services, Inc. (STES) to provide full
operations, maintenance and repairs of the Rolling Mill and Leslie Water Treatment Plants, as well as
the entire water distribution system. Other services are provided as needed based on per unit
prices included in the contract. Costs incurred for utilities and operating supplies in excess of
contractually stipulated amounts are the Town’s responsibility, if conditions warrant. Total contract
costs for the year ended June 30, 2015 were approximately $2,284,480. The contract provided for
yearly adjustments based on the consumer price index over the life of the contract which extends
through June 2018, however the Town canceled the contract as of July 1, 2015.

The Town has committed $1,455,000 from the water fund for a water meter replacement project.
The existing water meters in the distribution system will be replaced with the Sensus self-read
meters, transmitters, antenna’s and computer software needed to gather the data from the self-read
meters. As of June 30, 2015 the project was 80% complete and the balance remaining was
$236,111.

Most grants and cost-reimbursable contracts specify the types of expenditures for which the grants
or contract funds may be used. The expenditures made by the Town under some of these grants
and contracts are subject to audit. To date, the Town has not been notified of any significant
unallowable costs relating to its grants or contracts. In the opinion of management, adjustments for
unallowable costs, if any, resulting from such audits will not have a material effect on the
accompanying financial statements.

The Town has estimated that $26,000 of income tax revenue will have to be repaid to the
Comptroller of Maryland in accordance with a recent court ruling. This amount has to be repaid in
fiscal year 2017. No amount is reported in these financial statements due to the immateriality of the
liability.

12. Subsequent Events
In preparing these financial statements, management has evaluated events and transactions for

potential recognition through October 19, 2015, the date the financial statements were available to
be issued.
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Town of North East

Schedule of Revenues and Expenditures Budget

(Non-GAAP and Budgetary Basis) and Actual General Fund

For the Year Ended June 30, 2015

Variance
Original Final Positive
Budget Budget Actual (Negative)
TAXES:
Real property $ 1,400,000 ¢ 1,429,217 $ 1,430,037 ¢ 820
Enterprise zone credit 12,695 12,695 15,101 2,406
Railroads and public utilities 60,000 60,000 59,391 (609)
Penalties and interest 2,000 2,000 8,501 6,501
Total Property Taxes 1,474,695 1,503,912 _ 1,513,030 9,118
Other taxes
Local income tax 180,000 180,000 424,354 244,354
Admission and amusement tax 2,500 2,500 3,350 850
Total Other Taxes 182,500 182,500 427,704 245,204
TOTAL TAXES 1,657,195 1,686,412 1,940,734 254,322
LICENSES AND PERMITS:
Traders 600 600 9,829 9,229
Building and equipment 750 750 4,060 3,310
Cable television rebate 45,000 45,000 51,787 6,787
Total Licenses and Permits 46,350 46,350 65,676 19,326
INTERGOVERNMENTAL:
State of Maryland
Police protection 64,250 64,250 62,524 (1,726)
Highway user revenue 60,000 60,000 72,572 12,572
MD highway grant -0- 10,500 8,237 (2,263)
State highway administration -0- 24,893 29,898 5,005
GOCCP grant -0- 22,959 21,800 (1,159)
Critical area commission 5,000 5,000 5,000 -0-
Total State of Maryland 129,250 187,602 200,031 12,429
Cecil County
Hotel grant 69,000 60,000 102,992 42,992
Financial corporations 1,178 1,178 1,178 -0-
Solid waste rebate 10,760 10,760 10,761 1
Tax differential 83,680 83,680 83,684 4
Health department -0- 1,000 980 (20)
Total Cecil County 164,618 156,618 199,595 42,977
Total Intergovernmental 293,868 344,220 399,626 55,406
SUBTOTAL $ 1997413 $ 2076982 $ 2,406,036 $ 329,054

See accompanying notes to required supplementary information
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Town of North East

Schedule of Revenues and Expenditures Budget
(Non-GAAP and Budgetary Basis) and Actual General Fund (continued)
For the Year Ended June 30, 2015

Variance
Original Final Positive
Budget Budget Actual (Negative)
SERVICE CHARGES:
Trash collection $ 175,595 $ 175,595 176,066 471
Zoning and subdivision fees 1,000 1,000 800 (200)
Special events -0- 7,120 7,120 -0-
Recreation charges 1,500 1,500 3,470 1,970
Total Service Charges 178,095 185,215 187,456 2,241
FINES AND FORFEITURES:
Parking fines 750 750 155 (595)
Total Fines and Forfeitures 750 750 155 (595)
MISCELLANEOUS REVENUES:
Investment earnings 1,750 1,750 2,473 723
Rents 78,000 78,000 69,474 (8,526)
Sale of capital assets -0- -0- 20,742 20,742
Other 125 8,924 20,086 11,162
Total Miscellaneous Revenues 79,875 88,674 112,775 24,101
TOTAL REVENUE 2,256,133 2,351,621 2,706,422 354,801
BUDGETARY RESERVE 619,509 974,513 -0 - (974,513)
TOTAL REVENUE AND OTHER
FINANCING SOURCES $ 2875642 $ 3,326,134 2,706,422 (619,712)

See accompanying notes to required supplementary information
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Town of North East

Schedule of Revenues and Expenditures Budget
(Non-GAAP and Budgetary Basis) and Actual General Fund (continued)
For the Year Ended June 30, 2015

Variance
Original Final Positive
Budget Budget Actual (Negative)
GENERAL GOVERNMENT:

Mayor and commissioners 24250 4§ 23,605 $ 15,337 $ 8,268

Administration 85,125 86,273 73,412 12,861

Elections 2,500 1,183 476 707

Finance 135,605 143,776 127,144 16,632

Accounting and auditing 25,000 16,852 14,848 2,004

Law 12,000 12,398 5,673 6,725

Planning and zoning 160,690 161,587 135,851 25,736

General services 50,450 53,041 33,926 19,115

Community promotions 10,100 18,960 13,696 5,264

Total General Government 505,720 517,675 420,363 97,312
PUBLIC SAFETY:
Police 1,322,885 1,362,098 1,225,320 136,778
Fire 7,500 7,500 7,500 -0 -
Total Public Safety 1,330,385 1,369,598 1,232,820 136,778
PUBLIC WORKS:
Highway and streets
Roadways 543,930 584,515 548,188 36,327
Street lighting 70,250 68,830 68,830 -0-
Snow removal 10,000 7,840 7,835 5
Total Highway and Streets 624,180 661,185 624,853 36,332
Sanitation and waste removal 179,660 179,660 178,020 1,640
Total Public Works 803,840 840,845 802,873 37,972
HEALTH:

Mosquito control 1,500 2,450 2,450 -0-
RECREATION AND CULTURE:

Parks 34,072 19,123 19,123 -0-
DEBT SERVICE:

Principal and interest 200,125 200,125 117,282 82,843
TOTAL EXPENDITURES 2,875,642 2,949,816 2,594,911 354,905
OTHER FINANCING USES

Transfer capital projects -0- 376,318 376,318 -0-
TOTAL EXPENSE AND OTHER

FINANCING USES 2,875,642 3,326,134 2,971,229 354,905
TOTAL REVENUE AND OTHER

FINANCING SOURCES 2,875,642 3,326,134 2,706,422 (619,712)
DEFICIENCY OF REVENUES

OVER EXPENDITURES -0- $ -0- $ (264,807) $ (264,807)

See accompanying notes to required supplementary information
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Town of North East

Schedule of Funding Progress - Other Postemployment Benefits (OPEB) Plan
For the Year Ended June 30, 2015

Actuarial UAAL as a
Accrued Percentage of
Actuarial Actuarial Liability (AAL)  Unfunded AAL Funded Covered Covered
Valuation  Value of Assets Entry Age (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) [ (b-a)/c]
6/30/2015 $ -0- ¢ 438,078 $ 438,078 0.00% $ 1,436,905 30.49%
6/30/2014 -0- 276,474 276,474 0.00% 1,356,182 20.39%

See accompanying notes to required supplementary information
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TOWN OF NORTH EAST

Notes to Financial Statements
June 30, 2015

Budgetary Information
The Town follows these procedures in establishing the budgetary data:
a. At least thirty-two days prior to July 1, the Mayor submits to the Board of Commissioners a
proposed operating budget for the fiscal year commencing the following July 1. The operating

budget includes proposed expenditures and the means of financing them.

b. A public hearing is conducted to obtain public comments after notice has been given in
newspaper(s) having general circulation within the Town.

. The budget is legally enacted through a majority vote of the Board of Commissioners.
d. Transfers of appropriations between functions require approval of the Board of Commissioners.

e. Formal budgetary integration is employed as a management control device during the year for
the general fund.

f. Expenditures may not legally exceed appropriations at the functions level.
g. Appropriations lapse at the year-end unless legally encumbered.

For budgetary purposes, the Town budgeted a “budgetary reserve” of $974,513 as revenue. This is not
considered revenue for GAAP purposes.

Total budgeted revenues and other financing sources $ 3,326,134

Less: investment fund transfer (974,513)
Total GAAP budgetary revenues _ $ 2,351,621

This adjustment reduces the unfavorable revenue variance from $619,712 to a favorable variance of
$354,801.

The legal level of budgetary control is at the level of general classification of expenditure. The Town did not
exceed its budget at June 30, 2015.

a.




