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Independent Auditors’ Report

To the Council of the Town of Dentan
Dentan, Maryland.

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the Town of Denton, Maryland, as of and for the
year ended June 30, 2007, which collectively comprise the Town's basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the Town'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
reasonahble 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 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, the business-type activities, each major fund, and the aggregate
remaining fund infarmation of the Town of Denton, Maryland as of June 30, 2007, and the respective changes in
financial position and cash flows, where applicable, thereof and the respective budgetary comparisons for the
general fund for the year then ended, in conformity with accounting principles generally accepted in the United Stales
of America.

In accordance with Government Auditing Standards, we have also issued a report dated November 28, 2007 on our
consideration of the Town of Denton’s internal control over financial reporting and our tesis of its compliance with
certain provisions of laws, regulations, contracts, grants, 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 compliance. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction with this
report in considering the results of our audit,

Management's Discussion and Analysis on pages 3 through 11 is not a required part of the basic financial
statements but is supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inguiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit this
information and express no opinion thereon.



Our audit was made for the purpose of forming opinions on the financial statements that collectively comprise the
Town of Denton’s basic financial statements. The accompanying combing statements for nonmajor funds and the
schedule of expenditures of federal awards are presented for the purpose of additional analysis and are noi a
required part of the basic financial statements. The schedule of expenditures of federal awards is presented as
required by the U.5. Office of Management and Budget Circular A-133, Audits of States, Local Governments, and
MNon-Profit Organizations.

The combining statements and the schedule of expenditures of federal awards have been subjected to the auditing

procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

mqi%oma% Mo $1€

Richmond, Virginia
MNovember 28, 2007



Management's Discussion and Analysis
(Dollar Amounts in Thousands)

As management of the Town of Denton, we offer readers of the Town of Denton's
financial statements this narrative overview and analysis of the financial activities of the
Town of Denton for the fiscal year ended June 30, 2007. We encourage readers to read
the information presented here in conjunction with additional information that we have
furnished in the Town's financial statements, which follow this narrative.

Financial Highlights

» The assets of the Town of Denton exceeded its liabilities at the close of the fiscal
year by $16,302.

« The government's total net assets increased by 3$2,170, primarily due to
increases in the governmental activities net assets.

« As of the close of the current fiscal year, the Town of Denton's governmental
funds reported combined ending fund balances of $(173), an increase of $317
during the year.

s At the end of the current fiscal year, unreserved fund balance for the General
Fund was $297, or 13.4 percent of total general fund expenditures for the fiscal
year.

« The Town of Denton's total debt increased by $170 (4%) during the current fiscal
year.

Overview of the Financial Statements

This discussion and analysis are intended to serve as an introduction to Town of
Denton's basic financial statements. The Town's basic financial statements consist of
three components; 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements (see Figure 1). The basic financial
statements present two different views of the Town through the use of government-wide
statements and fund financial statements.



Required Components of Annual Financial Report

Figure 1
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Analysis Statements
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Financial Financial ' Financial
Statements Statements Statements
Summary » Detail

Basic Financial Statements

The first two statements in the basic financial statements are the Government-wide
Financial Statements. They provide both short and long-term information about the
Town's financial status.

The next staterments are the Fund Financial Statements. These statements focus on
the activities of the individual parts of the Town's government. These statements
provide more detail than the government-wide statements. There are four parts to the
Fund Financial Statements: 1) the governmental funds statements; 2) the budgetary
comparison statements; 3) the proprietary fund statements; and 4) the fiduciary fund
statements. The Town does not have any fiduciary funds.

The next section of the basic financial statements is the notes. The notes to the
financial statements explain in detail some of the data contained in those statements.



Government-wide Financial Statements

The government-wide financial statements are designed to provide the reader with a
broad overview of the Town's finances, similar in format to a financial statement of a
private-sector business. The government-wide statements provide short and long-term
information about the Town's financial status as a whole.

The two government-wide statements report the Town's net assets and how they have
changed. Net assets are the difference between the Town's total assets and total
liabilities. Measuring net assets is one way to measure the Town's financial condition.

The government-wide statements are divided into two categories: 1) governmental
activities and 2) business-type activities. The governmental activities include most of the
Town's basic services such as public safety, cultural and recreational, and general
administration. Property taxes and state and federal grant funds finance most of these
activities. The business-type activities are those that the Town charges customers to
provide. These include the water and sewer services offered by the Town.

Fund Financial Statements

Fund financial statements provide more detailed information of the Town's most
significant activities. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives.
The Town of Denton, like all other governmental entities in Maryland, uses fund
accounting to ensure and reflect compliance (or non-compliance) with finance-related
legal requirements, such as the general statutes or the Town’'s budget ordinance. All of
the funds of Town of Denton can be divided into two categories: governmental funds and
proprietary funds.

Governmental Funds — Governmental funds are used to account for those functions
reported as governmental activities in the government-wide financial statements. Most
of the Town's basic services are accounted for in governmental funds. These funds
focus on how assets can readily be converted into cash flow in and out, and what
monies are left at year-end that will be available for spending in the next year.
Governmental funds are reported using an accounting method called modified accrual
accounfing which provides a short-term spending focus. As a result, the governmental
fund financial statements give the reader a detailed short-term view that helps him or her
determine if there are more or less financial resources available to finance the Town's
pragrams. The relationship between government activities (reported in the Statement of
Net Assets and the Statement of Activities) and governmental funds is described in a
reconciliation that is a part of the fund financial statements.

The Town of Denton adopts an annual budget for its General Fund. The budget is a
legally adopted document that incorporates input from the citizens of the Town, the
management of the Town, and the decisions of the Council about which services to
provide and how to pay for them. It also authorizes the Town to obtain funds from
identified sources to finance these current period activities. The budgetary statement
provided for the General Fund demonstrates how well the Town complied with the
budget ordinance and whether or not the Town succeeded in providing the services as
planned when the budget was adopted. The budgetary comparison statement uses the



budgetary basis of accounting and is presented using the same format, language, and
classifications as the Statement of Revenues, Expenditures and Changes in Fund
Balances. The statement shows four columns: 1) the original budget as adopted by the
board; 2) the final budget as amended by the board; 3) the actual resources, charges to
appropriations, and ending balances in the General Fund; and 4) the variance between
the final budget and the actual resources and charges.

Proprietary Funds — Town of Denton has only one type of proprietary fund. Enterprise
Funds are used to report the same functions presented as business-type activities in the
government-wide financial statements. Town of Denton uses enterprise funds to
account for its water and sewer activity and industrial park. These funds are the same
as those functions shown in the business-type activities in the Statement of Net Assets
and the Statement of Activities.

Motes to the Financial Statements — The notes provide additional information that is
essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the financial statements are on pages 25-40 of this
report.

Government-Wide Financial Analysis

This is the second year that the Town has presented its financial statements under the
new reporting model required by GASB Statement No. 34. This reporting model changes
significantly both the recording and presentation of the financial data. Prior year
information is shown in a comparative analysis of government-wide information.

The Town of Denton’s Net Assets (in thousands):

Figure 2
Governmental Business-Type Total Primary
Activities Activities Government
2007 2006 2007 2006 2007 2006
Current and other assets $ 2,004 $ 1,505 $2,035 $1,786 $ 4,039 $ 3,291
Capital assels 9 467 8,101 8.649 8,196 18,116 3 16,297
Total assels 11,471 9,606 10,684 9.982 22,155 19,588
Long-term liabilities outstanding 1,806 1,553 2,548 263 4 354 4184
Other liabilities 1,131 1,157 111 115 1,242 1,272
Total liabilities 2,937 2,710 2916 2,746 5,853 5.456
Net assets:
Invested in capital assets,
net of related debt 6,743 5,603 5,784 5,935 12,927 11,538
Unrestricted 1,791 1,293 1,984 1,301 3,775 2,594
Total net assets $ 8534 $6,896 $ 7,768 $7.236 5 15!3[)2 $ 14!132




Met assets may serve over time as a useful indicator of a government’s financial
condition. The assets of the Town of Denton exceeded liabilities by $16,559 as of June
30, 2007. The Town's net assets increased by $2,170 for the fiscal year ended June 30,
2007. However, a significant portion (75.6%) reflects the Town's investment in capital
assets (e.g. land, buildings, machinery, and equipment), less any related debt still
outstanding that was issued to acquire those items. The Town of Denton uses these
capital assets to provide services to cilizens; consequently, these assets are not
available for future spending. The remaining balance of unrestricted net assets in the
amount of $3,775 may be used to meet the government's ongoing obligations to citizens
and creditors. The majority of the increase in the Town's total unrestricted governmental
net assets is due to the continued investment in capital assets from the grant funds.

The Town of Denton’s Changes in Net Assets (in thousands):

Figure 3
Governmental Business-type
Activities Activities Taotal
2007 2006 2007 2006 2007 2006
Revenues:
Program revenues:
Charges for services $ 334 % 304 $2212 $2198 § 2546 § 2502
Operating grants and contributions 702 761 - - 702 761
Capital grants and contributions 884 72 214 13 1,098 85
General revenues:
Property laxes 1,767 1,395 - - 1,767 1,395
Other taxes 523 475 - - 523 475
Other 170 116 100 53 270 179
Total revenues 4,380 3,123 2,526 2,274 6,906 5,397
Expenses:
General government 236 170 - = 236 170
Public safety 1,442 1,402 - - 1,442 1,402
Public works 637 512 - - B3T7 512
Recreation and culture 45 56 - & 45 56
Urban development and housing 652 195 - - 652 195
Economic development 125 150 - - 125 150
Interest on long-term debt 129 77 - - 129 77
Water - - 526 517 526 517
Sewer - - 943 B67 943 BG67
Industrial park - - 1 9 1 g
Total expenses 3.266 2,562 1,470 1,393 4, 736 3,955
Increase in net assets before transfers 1,114 561 1,056 881 2,170 1,442
Transfers 524 76 (524) (76)
Increase in net assets 1,638 637 532 805 2170 1,442
Met assets, July 1 6,896 6,259 7,236 6,431 14,132 12,690
Net assets, June 30 $8534 5689 57768 $7236 $16302 §14.132




Governmental activities. Governmental activities increased the Town's net assets by
$1,638, showing an increase of $1,001 over the prior year's change in net assets. Key
elements of this increase are as follows:

« CDGB grant funds of approximately $800,000 were received.
» Taxrevenues increased $419.

Business-type activities: Business-type activities increased the Town of Denton's net
assets by $532, showing a decrease of $273 compared to prior year's change in net
assets. Key elements of this decrease are as follows:

+ Increase in revenues charged for connections of $271.
e Increase in MDE revenues of $201.
« Transfers to governmental activities of $524.

Key changes made to the rate structure include:

= The Denton Public Works Department continued to work to replace water meters
which were not working.

» Users increased by 244. The total billing accounts in 7/1/06 was 1405. In 7/1/07
this increased to 1639 (234 additional accounts) and through 10/1/07 the total -
accounts increased to 1649 (10 additional accounts) bring the number of users
increased by 244. This is a 17.4% increase.

Financial Analysis of the Town’s Funds

As noted earlier, the Town of Denton uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements.

Governmental Funds: The focus of the Town of Denton's governmental funds is to
provide information on near-term inflows, outflows, and balances of usable resources.
Such information is useful in assessing the Town of Denton's financing requirements.
Specifically, unreserved fund balance can be a useful measure of a government's net
resources available for spending at the end of the fiscal year.

The general fund is the chief operating fund of the Town of Denton. At the end of the
current fiscal year, the total fund balance of the General Fund was entirely comprised of
the unreserved fund balance in the amount of $298. As a measure of the general fund's
liquidity, it may be useful to compare both unreserved fund balance and total fund
balance to total fund expenditures. Unreserved fund balance represents 14 percent of
total General Fund expenditures. In the prior year, the total fund balance of the General
fund was entirely comprised of the unreserved fund balance in the amount of $145. A
contributing factor in this growth includes an increase in tax revenues and maintaining a
sustainable level of expenses.

At June 30, 2007, the governmental funds of the Town of Denton reported a combined
fund deficit of $173, a reduction of $317 from the prior year. Included in this change in
fund balance is the increased capital spending in both the General and Special Revenue
Funds.



General Fund Budgetary Highlights: During the fiscal year, the Town did not revise
the originally adopted budget. Generally, budget amendments fall into one of three
categories: 1) amendments made to adjust the estimates that are used to prepare the
original budget ordinance once exact information is available; 2) amendments made to
recognize new funding amounts from external sources, such as Federal and State
grants; and 3) increases in appropriations that become necessary to maintain services.

Revenues were slightly higher which enabled the Town to incur additional expenses and
increase fund balance.

Proprietary Funds. The Town of Denton’s proprietary funds provide the same type of
information found in the government-wide statements but in more detail. Unrestricted
net assets of the Water, Sewer, and Industrial Park funds at the end of the fiscal year
amounted to ($142), $1,962, and $165, respectively. The changes in net assets for the
funds were %2, $523, and $7, respectively. Other factors concerning the finances of this
fund have already been addressed in the discussion of the Town of Denton’'s business-
type activities.

Capital Asset and Debt Administration

Capital assets. The Town of Denton's investment in capital assets for its governmental
and business—type activities as of June 30, 2007, totals $18,116 (net of accumulated
depreciation). This amount represents a net increase of $1,819, or 11.2 percent over
prior year. These asseis include buildings, roads and bridges, land, machinery and
equipment, park facilities, vehicles, and construction in progress.

Major capital asset transactions during the year include the following additions (there
were no significant demalitions or disposais):
+« Reflects construction in progress of Market Street Phase 1.

The following is a summary of capital assets at June 30, 2007 and 2006:

The Town of Denton’s Capital Assets (in thousands):
{net of accumulated depreciation)

Figure 4
Governmental Business-type
Activities Activities Total
2007 2008 2007 2008 2007 2006
Land $ 573 % 573 § - 5 - % 573 § 573
Land improvements 47 55 - - 47 55
Buildings 2,100 1,984 - - 2,100 1,984
Infrastructure 5,043 5,192 - - 5,043 5,192
Equipment and vehicles 161 181 42 49 203 230
Water system - 880 918 8380 918
Sewer system - 6,978 7,194 6,978 7,194
Construction in progress 1,543 116 749 35 2,292 151
Total 3 9467 § B101 § 8649 § B196 $ 18116 $ 16287




Additional information on the Town's capital assets can be found in Note 6 of the Basic
Financial Statements.

Long-term Debt. As of June 30, 2007, the Town of Denton had total bonded debt
outstanding of $4,194. Of this, $4,193 is debt backed by the full faith and credit of the
Town. The remainder of the Town's debt represents bonds secured solely by specified
revenue sources (i.e. revenue bonds). The total bonded debt increased by $97 or 2.4
percent over the prior year. Details by type of debt are presented in the following table:

The Town of Denton’s Outstanding Debt (in thousands):
General Obligation Bonds and Notes

Figure 5

Governmental Business-type
Activities Activities Total
2007 2006 2007 20086 2007 2006

Bonds and notes $ 1692 § 1457 5 2501 § 2625 % 4193 § 4082
Capital leases 1 9 - 5 1 14
Total $ 1693 § 1466 $§ 2501 $ 2630 $ 4,194 § 4,096

MNew debt for the fiscal year ending June 30, 2007 resulted from obtaining two new
USDA IRP loans and installments for purchase of machinery and equipment.

Additional information regarding the Town of Denton's long-term debt can be found in
MNote 7 of this report.

Economic Factors and Next Year's Budgets and Rates
The following key economic indicators reflect the growth and prosperity of the Town.

« Low unemployment. Caroline County unemployment rate of 4.5% and is above
the State average of 3.8% and below the US average of 4.7 (as of October,

2007)

+ Potential for up to 400,000 sq. ft. of commercial (retail/service) space proposed
for Legion Road. Presently a 155,000 sq. ft. Super Wal-mart is going through the
planning process

Budget Highlights for the Fiscal Year Ending June 30, 2007

Governmental Activities: Property and Income taxes (benefiting from the economic
growth and re-assessments) are expected to lead the increase in budgeted revenue by
an increase in real estate tax revenue of 24%. The Town will use these increases in
revenues to finance programs currently in place, capital outlay and increase the fund
balance. This will enable the Town of Denton to work towards maintaining a General

10



Fund, fund balance of 15%. Presently the fund balance is 13.4 percent up from 7.2
percent in FY 2006.

Budgeted expenditures in the General Fund are expected to be greater than in 2008 to
reflect additional personnel. Additionally the General Fund Budget includes increase in
fund balance working towards 15%.

Business - type Activities: The water and sewer rates in the Town will primarily
remain the same. The Town Commissioners passed legislation establishing a water
meter fee for all %" or less meters. This fee will initially be set at $2.50 per quarter.
Meters higher than %" would be responsible to replace their meter at their own expense.
This will be increased to $3.50 per quarter effective 10/1/07.

Requests for Information
This report is designed to provide an overview of the Town's finances for those with an
interest in this area. Questions concerning any of the information found in this report or

requests for additional information should be directed to the Director of Finance, Town of
Denton, 13 N. 3™ St., Denton, MD 21629,

11



Town of Denton, Maryland

Statement of Net Assets
June 30, 2007

Business Total
Governmental Type Reporting
Activities Activities Unit
Assets
Cash and cash equivalents $ 766,912 ] 1,089,197 5 1,856,109
Receivables (net of allowance for
uncollectibles) 198,815 582,595 781,410
Loans receivable 892,522 - 892,522
Internal balances (7,580) 7,580 -
Land held for resale 153,010 355,708 508,718
Land 572,510 - 572,510
Construction in progress 1,543,374 749,068 2,292 442
Other capital assets, net of
accumulated depreciation 7,351,389 7,899 853 15,251,252
Total assets 11,470,962 10,684,001 22,154,963
Liabilities
Accounts payable and other current
liabilities 99,078 110,958 210,036
Unearned revenue - 257,000 257,000
Line of credit 1,031,967 - 1,031,967
Long-term liabilities:
Due within one year 212,220 125,283 337,503
Due in more than one year 1,593,668 2,422 569 4 016,237
Total liabilities 2,936,933 2,915,810 5,852,743
MNet assets
Invested in capital assets, net of related
debt 6,742 567 6,517,791 13,260,358
Unrestricted 1,791,462 1,250,400 3,041,862
Total net assets ¥ 8,534,029 5 7,768,191 5 16,302,220

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Activities

Year Ended June 30, 2007

Eunctions/Programs
Primary govermnment;
Governmental activities:
General government
Public safety
Public works
Recreation and culture
Urban development and housing
Economic development
Interest on long-term debt
Total governmental activities

Business-type activities:
Water
Sewer
Industrial park
Total business-type activities

Total primary government

Program Revenues

Met (Expense) Revenue and

Changes in Nat Assets

Operating Capital Primary Government
Charges for Grants and Grants and Governmental Business-type
Expenses Services Contributions  Contributions Activities Activities Total
§ 23595 § 67508 § 9826 § - § (158,5531) % - § (158531)
1,441,878 121,935 a7 675 - (1,222,368) - (1,222 368)
636,004 137,504 - - (499,400) - (499, 400)
45,025 3,926 (3,912) - (45,011) - (45,011)
651,861 436 504 641 884 114 827,330 - B27,330
124 B37 2,817 3,610 - (118,610) - {118,610)
129 885 - - - (129,885) - (129,885)
3,266,545 334,018 701,940 B84,114 {1,346,475) - (1,346.475)
526,131 668,339 . - - 142 208 142,208
043,380 1,561,173 - 213,702 - 831,486 831,486
522 - - - - {522} (5622)
1,470,042 _ 2229512 - 213,702 - ar3iTe 873172
] 4,?_35,58? $ 2,563,528 [ 701,840 § 1,007816 (1,346 475) EIEREH (373,303)
General revenues:
Property taxes 1,767,707 - 1,767,707
Other taxes 522 BTG - 522,876
Interest income 61,749 81,430 143,179
Miscellaneous income 52,336 1,426 53,762
Gain on sale of property 55,000 - 55,000
Transfers 524,220 (524,220) -
Tolal general revenues and transfers 2,983,888 (441,364) 2,542 524
Change in net assets 1,637,413 531,808 2,189,221
Met assets - beginning 6,896,616 7,236,383 14,132,989
Met assets - ending § 8534029 § 7768191 $ 16,302,220

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Balance Sheet
Governmental Funds
June 30, 2007

Nonmajor Total
Special Business Governmental Governmental
General Projects Loan Funds Funds
Assets
Cash and cash equivalents 3 259800 % 250101 % 195698 % 61,313 % 766,912
Receivables:
Taxes 25,097 - - - 25,087
Loans - - 921,061 - 921,081
Other receivables 5,867 - - - 5,867
Due from other governments 64,313 44,610 - 58,928 167,851
Total assets z 355077 % 294711 51116759 % 120,241 & 1.886,788
Liabilities and fund balances
Liabilities:
Accounts payable and accrued expenses 3 57564 § 15293 % 90 % 26141 § 99,078
Deferred revenue - - 920,672 - 920,672
Due to other funds - 7,580 - = 7.580
Line of credit - 1,031,967 - - 1,031,967
Total liabilities 67,554 1,054,840 920,762 26,141 2,059,297
Fund balances:
Unreserved:
Designated (deficit) - (T60,129) 195,997 94,100 {470,032)
Undesignated 297,523 - - - 297,523
Total fund balances 287,523  (760,129) 195,997 ad 100 (172,509)
Total liabilities and fund balances 3 A55077 % 294711 51,116,759 § 120241 § 1,886,788

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Reconciliation of the Balance Sheet of Governmental Funds to the
Statement of Net Assets
June 30, 2007

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

Ending fund balance - governmental funds $ (172,509)
Capital assets used in governmental activities are not financial resources and, therefore,
are not reported in the funds. 9,467,283
Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the funds. 1,045,143
Long-term liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds. (1,805,888)
Met assets of governmental activities 3 8,534,029

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
Year Ended June 30, 2007

Revenues
Taxes
Licenses and permits
Revenue fram other agencies
Service charges
Miscallaneous
Total revenues

Expenditures
Current:
General government
Public safety
Public works
Recreation and cullure
Urban development and housing
Economic development
Debt service
Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (usas)
Loan proceeds
Operating transfers in (out)
Taotal ather financing sources (Uses)
Met change in fund balances

Fund balance - beginning (deficit)

Fund balance - ending (deficit)

The notes to the financial statements are an integral part of this statement.

Monmajor Total
Special Business Governmental Governmental

General Projects Loan Funds Funds
$ 1994505 % - % - 8 296078 § 2,290,583
154,929 - - 21,809 176,738
108,731 1.477.323 - 121,655 1,707,709
12,5086 - - - 12,506
43,682 113.607 168,505 2,386 328,180
2,314,353 1,590,930 168.505 441,928 4,515,716
351,006 - - - 351,006
1,375,833 * - - 1,375,833
263,197 - - ar2,621 635,818
34,205 - - - 34,205
75,547 1,988,056 333,295 - 2,396,898
- 78,518 - - 78,518
115,402 176,279 1,828 51,688 345,197
2,215,190 2,242 B53 335,123 424,309 5,217,475
99,163 (651,923) (166.618) 17,619 (701,758)
29,845 185,000 280,000 - 454 945
23,171 513,549 (10.000) (2,500} 524,220
53,116 698,549 270,000 {2,500} 1,019,165
152,279 46,626 103,382 15,118 317,406
145,244 (B806,755) 92,615 75,981 (489.915)
-] 297523 & (760,129) % 195987 % 94,100 % {172 509)
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Town of Denton, Maryland

Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances of Governmental Funds to the
Statement of Activities
Year Ended June 30, 2007

Amounts reported for governmental activities in the statement of activities are different because:
MNet change in fund balances - total governmental funds 5 317,406
Governmental funds report capital outlays as expenditures. However, in the

statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. This is the detail of the two

components:
Capital outlay 1,669,678
Depreciation expense (303,457)

Revenues in the statement of activities that do not provide current financial
resources are not reported as revenues in the funds. 207,022

The issuance of long-term debt (e.g. bonds, leases) provides current financial
resources to governmental funds, while the repayment of the principal of long-
term debt consumes the current financial resources of governmental funds.
Meither transaction, however has any effect on net assets. This amount is the
net effect of these differences in the treatment of long-term debt and related

accounts.
Issuance of long-term debt (521,304)
Repayment of principal on long-term debt 268,068
Change in net assets of governmental activities $ 1637413

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Revenues, Expenditures and Changes in Fund Balances
Budget and Actual - General Fund
Year Ended June 30, 2007

Variance
Original Final Positive
Budget Budget Actual (Negative)
Revenues
Taxes:
Real estate tax $ 1,476,505 $ 1,476,505 % 1,634,407 157,902
Railroad and public utilities 60,765 60,765 75,988 15,223
Corporation 86.842 86,842 105,326 18,484
Tax interest and penalties 3,949 3,949 15,709 11,760
Abatements (tax) {39,592) (39,592) (63,723) (24,131)
Income tax 188.039 188,039 214,453 26,414
Admission and Amusement tax 1,213 1,213 5,963 4 750
Hotel tax 3,215 3,215 6,382 3,167
Total taxes 1,780,936 1,780,936 1,994 505 213,569
Licenses and permits:
Traders license 579 a7 13,146 12,567
Building and sign permits 82,558 82,558 65,892 (16,666)
Cable TV franchise fees 17,000 17,000 18,880 1,880
Other licenses and permits 37,700 37,700 57,011 19,311
Total licenses and permits 137,837 137,837 154,929 17,092
Revenue from Other Agencies:
State police aid 93,278 93,278 62,707 {30.571)
Critical areas - - 1,130 1,130
Police facility grant - - 34 968 34 968
Other county revenue - - 487 487
Total revenue from other agencies 93,278 93,278 108,731 15,453
Service charges:
Parking fines/meter income 8412 8,412 12,506 4,094
Miscellaneous Income:
Water towerfland rental 30,000 30,000 30,932 Q32
Interest income 5,717 5717 17,056 11,338
Miscellaneous income 6,845 6,845 {4,315) (11,160)
Post card income 4 4 ] 5
Total miscellaneous income 42,566 42,566 43,682 1,116
Total revenues 2,063,029 2,063,029 2,314,353 251,324

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Revenues, Expenditures and Changes in Fund Balances
Budget and Actual - General Fund
Year Ended June 30, 2007

Variance
Original Final Positive
Budget Budget Actual (Negative)
Expenditures '_
General Government:
General administration:
Salaries $ 18,673 $ 18873 $ 15182 % 3,511
Other operating expenses 26,463 26,463 7.549 18,914
45,136 45,136 22,71 22 425
Legislative:
Salaries 5,500 5,500 6,584 (1,084)
Other operating expenses 25822 25,822 53,279 (27 ,457)
31,322 31,322 29 863 {28,541)
Elections:
Salaries 45 45 45 -
Other operating expenses 1,350 1,350 1,265 85
1,395 1,395 1,310 85
Financial Administration:
Salaries 101,685 101,685 63,182 38,503
Other operating expenses 81,033 81,033 54,732 26,301
Capital outlay 4,200 4,200 - 4 200
186,918 186,918 117,914 69,004
Municipal Building:
Other operating expenses 8,250 8,250 17,068 (8,818)
Capital outlay - - 132,140 (132,140}
8,250 8,250 149,208 (140,958)
Total general government 273,021 273,021 351,006 (77.985)
Public Safety:
Police Department:
Salaries ) 528,962 528,962 520,233 (271)
Other cperating expenses 396,390 396,390 410,926 (14,536)
Capital outiay 81,525 81,525 52,147 29,378
1,006,877 1,006,877 992,306 14,571
Voluntear Fire Company:
Other operating expenses 62,600 62,600 56,651 5,949
Zoning, Codes & Inspection:
Salaries 194,713 194,713 177,570 17,143
Other operating expenses 134,904 134,904 149,306 {14,402}
329,617 329,617 326,876 2,741
Total public safety 1,399,094 1,399,094 1,375,833 23,261

The notes to the financial statements are an integral part of this statement.

19



Town of Denton, Maryland

Statement of Revenues, Expenditures and Changes in Fund Balances
Budget and Actual - General Fund
Year Ended June 30, 2007

Variance
Original Final Positive
Budget Budget Actual (Negative)
Public Works:
Street Sanitation:
Salaries $ 31,221 § 31,221 5 28,344 5 2877
Other operating expenses 32,676 32676 37,707 {5,031)
63,897 63,897 66,051 (2,154)
Street lighting 39,000 39,000 55,864 (16,864)
Trash collection 105,000 105,000 140,955 {35,956)
Mosquito spraying 1,250 1,250 327 923
Total public works 209,147 209,147 263,197 (54,050}
Recreation and Culture:
Parks and recreation:
Salaries 20,155 20,155 13,702 6,453
Other operating expenses 18,083 18,083 20,174 (2,001)
38,238 38,238 33,876 4,362
Tennis courts:
Other operating expenses 11,100 11,100 329 10,771
Total recreation and culture 49,338 49,338 34,205 15,133
Urban Development and Housing:
Community development:
Salaries 15,976 15,976 2,449 13,527
Other operating expenses 63,621 63 621 73,098 {9.477)
Total urban development and housing 79,597 79,597 75,547 4,050
Debt service 108,446 108,446 115,402 (6,956)
Total expenditures 2,118,643 2,118,643 2,215,190 (96,547)
Excess (deficiency) of revenues
over (under) expenditures (55,614) (55,614) 99,163 154,777

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Revenues, Expenditures and Changes in Fund Balances
Budget and Actual - General Fund
Year Ended June 30, 2007

Variance
Original Final Positive
Budget Budget Actual {(Negative)
Other Financing Sources (Uses)
Loan proceeds $ 30,000 $ 30,000 $ 29945 § (55)
Operating transfers in {out) 10,000 10,000 23,171 13,171
Total other financing sources (uses) 40,000 40,000 53,116 13,116
Net change in fund balances 5 (15614) § (15.614) 152,279 B 167,893
Fund Balance - Beginning 145,244
Fund Balance - Ending $ 297,523

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Net Assets
Proprietary Funds
June 30, 2007

Assets
Current assets

Cash and cash equivalents

Receivahles:
Service charges
Motes receivable
Other

Due from other funds

Total current assets

Moncurrant assets
Land held for resale
Construction in progress
Capital assets, net
Total noncurrent assets
Total assets

Liahilities
Current liabilities
Accounts payable and accrued expenseas
Uneamed revenue
Due to other funds
Motes payable
Total current liabilities

Moncurrent liabilities
Accrued vacation and sick leave
Bonds and notes payable
Total noncurrent liabilities
Total liabilities

Net assets
Capital assets net of related debt

Unrestricted (deficit)
Total net assets

Enterprise Funds
Industrial
Water Sewer Park

Fund Fund Fund Total
g - % 948,317 140,880 § 1,089,197
83,864 184,804 - 268,668
- - 30,742 30,742
- 283,185 - 283,185
- 196,816 7,580 204,396
83,864 1,613,122 179,202 1,876,188
- - 355,708 355,708
15,134 733,934 - 749,068
906,290 5,993,563 - 7.890 853
921,424 7,727,497 355,708 9,004,629
1,005,288 9 .340,619 534,910 10,880,817
11,194 99,579 185 110,958
- 257,000 - 257.000
196,816 - - 196,816
- 125,283 - 125,283
208,010 481,862 185 590,057
17,856 28,886 - 46,742
- 2,005,827 370,000 2,375,827
17,856 2,034,713 370,000 2,422 569
225,866 2,516,575 370,185 3,112,626
921,404 5,596,387 - 6,517,791
(141,982) 1,227,657 164,725 1,250,400
5 Tra422 § 6824044 164,725 § 7,76811

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland

Statement of Revenues, Expenses, and Changes in Fund Met Assets
Proprietary Funds
Year Ended June 30, 2007

Enterprise Funds
Industrial
Water Sewer Park
Fund Fund Fund Total
Operating revenues
Charges for services, net - 325343 § 691,392 3§ - 1,016,735
Front footage assessments - 12,478 - 12 478
Other revenues 58,287 67,537 = 125,824
Total operating revenues 383,630 771,407 - 1,155,037
Operating expensas
Salaries and wages 126,358 215,174 - 341,532
Fringe Benefils 73,049 124,709 - 197,758
Materials and supplies 70,332 10,245 - 80,577
Electric and telephone 21,185 2,926 - 24,111
Automotive expenses 10,251 12,983 - 23234
Professional services 27,518 21,806 - 49 324
Repairs and maintenance 33,144 68,575 - 101,719
Depreciation 53,823 270,148 - 323,969
Miscellaneous 110,471 194,604 522 305,687
Total operating expenses 226,131 921,258 522 1,447,911
Operating loss (142,501} {148,851) (522) (292,874)
Nonoperating revenue (expense)
Connection fees 284,709 789,766 - 1,074,475
Interest income 8,972 65,400 7.049 81,430
Other nonoperating revenue = 1,426 - 1,426
Grant revenue - 213,702 - 213,702
Interest expense - (22,131) - (22,131}
Total nonoperating revenue (expense) 293,681 1,048,172 7.049 1,348,802
Income {loss) before transfers 151,180 888,321 6,527 1,056,028
Transfers in 307,245 20,898 - 328,243
Transfers out {456,477} (395,986) - (852,463}
Change in net assets 1,948 523,333 6,527 531,808
Total net assets - beginning TI7474 6,300,711 158,198 7,236,383
Total net assets - ending 3 779422 % 6824044 3 164,725 7,768,191

The notes to the financial statements are an integral pan of this statement.
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Town of Denton, Maryland

Statement of Cash Flows
Proprietary Funds

Year Ended June 30, 2007

Enterprise Funds

Operating activities
Cash received from cusiomers 3
Cash received from other funds
Cash paid o vendars
Cash paid o employees
Cash paid to other funds

Met cash provided by (used in)
operating activities

Maoncapital financing activities
Ciperating transfers in {(out)
Moncapital nonoperating revenue

Met cash provided {used) by noncapital
financing activities

Capital and related financing activities
Connection fees
Granls recelved
Interest paid
Payment on noles payable
Acquisition of capilal assets

MNet cash provided (used) by capital and
related financing activities

Investing activities
Interest received

Met cash provided by Investing activities

Met decrease in cash and cash equivalents

Cash and cash equivalents
Beginning of year

End of year b

Reconciliation of operating income (loss)
to net cash provided by
{used in) operating activities
Operaling loss 5
Adjustments to reconcile operating loss to net
cash provided by (used in) operaling activilies:
Deprecialion expense

Change in assets and liabilities
{Increase) decrease in accounls receivable
(Increase) decrease in notes receivable
{Increase) decrease in interfund receivables
Increase (decrease) in accounts payable and accrued
EexXpenses
Increase (decrease) in uneamed income

Total adjustments

Met cash provided by (used in) operating activities §

Industrial
Water Sewer Park
Fund Fund Fund Total

369,370 5 732,289 5 2,170 3 1,103,829

- 1,854 - 1,854
(285,390} (241,122) (418) {526,930)
(198,711) {355,680) - {554,391)
{1,854} o il {1.854)
(116,585) 137,341 1,752 22,508
(149,232) (374,988) - (524,220)
- 1,426 - 1,428
(1489,232) (373,562) 5 {522,794)
284,709 789,766 = 1,074,475
= 213,702 - 213,702
- (22,131) - (22,131
(2,666) (126,838) - {129,502)
(25,198) (752,016) - (777.214)
256,845 102,485 - 359,330
8,072 65,400 7,049 81,430
8,872 65,408 7,049 81,430
(68,327) 8.801 (59,526)

1,016,644 132,079 1,148,723

- 948,317 $ 140880 % 1,088,197
(142,501} § {149,851) % (522) 3 (292,874)
53,823 270,146 = 323,969
(14,260) (296,118) - (310,378)

» - 2170 2170

{1,854} 1,854 - -

{(11,783) 54,310 104 42 621
- 257 000 - 257,000

25916 287,192 2,274 315,382
(116,585) § 137,341 § 1,752 § 22 508

The notes to the financial statements are an integral part of this statement.
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Town of Denton, Maryland
Motes to Financial Statements
Year Ended June 30, 2007

Mote 1 - Summary of significant accounting policies

The financial statements of the Town conform to accounting principles generally accepted in the United States of
America (GAAP) applicable to government units promulgated by the Governmental Accounting Standards Board
{(GASB). The following is a summary of the more significant policies:

A,

The financial reporting entity

As required by accounting principles generally accepted in the United States of America, these financial
statements present the Town {primary government) and its component units (if any). Component units are
considered for inclusion in the Town's reporting entity because of the significance of their operational or financial
relationships with the Town. Based upon these criteria, there were no organizations identified for inclusion as a
component unit in the Town's financial statements.

Financial statement presentation

The accounting and reporting policies of the Town included in the accompanying basic financial statements
confarm to accounting principles generally accepted in the United States of America applicable to state and
local governments. All applicable GASE Statements have been implemented including GASB Statement No.
34 Basic Financial Statements and Management's Discussion and Analysis for State and Local Governments,
which the Town was required to implement effective fiscal year ended June 30, 2004,

Government-wide statements: The statement of net assets and the statement of activities report information on
all of the nonfiduciary activities of the primary government. These statements include the financial activities of
the overall government. For the most part, the effect of the interfund activity has bean removed from these
statements. These statements distinguish between the govermmental and business-type activities of the Town.
Governmental activities generally are financed through taxes, intergovernmental revenues, and other non-
exchange transactions. Business-lype activilies are financed in whole or in part by fees charged to external
parties.

The statement of activities presents a comparison between direct expenses and program revenues for the
different business-type activities of the Town and for each function of the Town's governmental activities. Direct
expenses are those that are specifically associated with a program or function and, therefore, are clearly
identifiable to a particular funclion. Indirect expense allocations that have been made in the funds have been
eliminated for the statement of activities. Program revenues include (a) fees and charges paid by the recipients
of goods or services offered by the programs and (b) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are presented as general revenues.

Fund financial statements: The accounts of the Town are organized on the basis of funds, each of which is
considered to be a separate accounting entity. Each fund is a separate set of self-balancing accounts that
consists of assets, liabilities, fund equity, revenues, and expenditures or expenses, as appropriate. Major
individual governmental funds and major individual enterprise funds are reported as separate columns in the
fund financial statements. The various fund categories and fund types presented in the financial statements are
described in the following:



Town of Denton, Maryland
Notes to Financial Statements
Year Ended June 30, 2007

Mote 1 - Summary of significant accounting policies (continued)

B.

Financial staternent presentation (concluded)

1.

Governmental funds account for the expendable financial resources, other than those accounted for in
proprietary and fiduciary funds. The governmental fund measurement focus is based upon
determination of financial position and changes in financial position, rather than upon net income
determination as would apply to a commercial enterprise. The individual governmental funds are:

General fund accounts for all revenues and expenditures applicable to the general operations of the
Town, which are not accounted for in other funds.

Special revenue funds account for the proceeds of specific revenue sources (other than those derived
from special assessments, expendable trusts, or dedicated for major capital projects) requiring
separate accounting because of legal or regulatory provisions or administrative action. Special
Revenue Funds consist of the Highway Fund, Capital Improvement Fund, Special Projects Fund and
Business Loan Fund. The Highway Fund accounts for various highway improvement projects of the
Town. The Special Projects Fund accounts for various economic, urban, and housing development
projects of the Town. The Business Loan Fund accounts for loans made to various businesses for
economic development of the Town.

Capital projects fund accounts for other general capital improvement projects of the Town.

Enterprise funds account for operations that are financed in a manner similar to private business
enterprises. The proprietary fund measurement focus is based upon determination of net income,
financial position, and changes in financial position. Proprietary Funds consist of the Water, Sewer,
and Industrial Park Enterprise Funds. The Water and Sewer Funds account for water and sewer
services provided in the Town. The Industrial Park Fund accounts for parcels of land purchased by the
Town for future development and sale to private businesses of the Town.

The total enterprise fund columns in the proprietary fund statement of net assets and activities are
essentially equal to the business-type activity column in the government wide statements.

Basis of accounting

1.

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting, as are the proprietary fund financial statements. Revenues
are recorded when eamed and expenses are recorded when a liability is incurred, regardless of the
timing of related cash flows. Property taxes are recognized as revenues in the year for which they are
levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met. When both restricted and unrestricted resources are avallable
for use, it is the Town's policy to use restricted resources first, then unrestricted resources as they are
needed.
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Town of Denton, Maryland
Motes to Financial Statements
Year Ended June 30, 2007

MNote 1 - Summary of significant accounting policies (continued)

C.

Basis of accounting (concluded)

2.

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 government considers revenues to be available if they are collected within 60 days of
the end of the current fiscal period. Real and personal property taxes are recorded as revenues and
receivables when billed, net of allowances for uncollectible amounts. 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.

Proprietary fund financial statements are reported using the accrual basis of accounting. Under the
accrual method, revenues are recognized in the accounting period in which they are earned, while
expenses are recognized in the accounting period in which the related liability is incurred. The Town
has adopted GASB Statement No. 20, Accounting and Financial Reporling for Proprietary Funds and
Other Governmental Entities that Use Propriefary Fund Accounting which establishes uniform
accounting and financial reporting guidelines for proprietary funds. The Town has elected to apply all
GASE Statements, and all Financial Accounting Standards Board (FASB) statements issued on or
before Movember 30, 1989, except those that conflict with the GASB.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund's principal ongoing operations. The principal operating revenues of
the enterprise funds are charges to customers for sales and services. Operating expenses for the
enterprise funds include the cost of sales and services, administrative expenses, and depreciation on
capital assets. All revenues and expenses nol meeting this definition are reported as nonoperating
revenues and expenses.

The Town reports the following major governmental funds: the General Fund, Special Projects Fund,
and Business Loan Fund. The Town reports the following major proprietary funds: the Water Fund,
Sewer Fund, and Industrial Park Fund.

Budgets, budgetary accounting

The following procedures are used by the Town in establishing the budgetary data reflected in the financial
statements.

i1

At or before the first Town Council meeting in April of each year, the Mayor submits to the Town
Council a budget for the ensuing fiscal year and an accompanying message.



Town of Denton, Maryland
Motes to Financial Statements
Year Ended June 30, 2007

MNote 1 - Summary of significant accounting policies (continued)

D.

Budgets, budgetary accounting {concluded

2.

The budget shows in detail all estimated income, proposed expenditures for current operations and
capital expenditures. Total proposed expenditures cannot exceed the total of estimated income and
applied surplus, if any.

A public hearing is conducted to obtain citizen comments,

The Town Council adopts the budget on or before June 10. However, if the budget is not adopted by
July 1, 1/12 of the current budget can be extended for a 30 day period by majority vote.

The budget is legally enacted through passage of an appropriations ordinance.

All budgets are adopted on a basis consistent with accounting principles generally accepted in the
United States of America (GAAP).

Appropriations lapse at June 30 for all Town departments.

All budget data presented in the accompanying financial statements is the legally amended or revised
budget as of June 30. For fiscal year 2007, there were no amendments to the budget.

For the year ended June 30, 2007, General Fund expenditures exceeded the amended budget by
$06,547.

Allowance for uncollectible accounts

The Town calculates its allowance for uncollectible accounts using historical collection data and, in certain
cases, specific account analysis. There was no allowance amount at June 30, 2007.

Cash and cash equivalents

The Town considers cash and cash equivalents as presented on the combined balance sheet to be all highly
liquid investments with a maturity of three months or less.

Inventory

Inventory consists of lots held for resale in the Denton Industrial Park. They are carried at the lower of cost or
net realizable value. Cost includes the original acquisition price and all development costs.
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Town of Denton, Maryland
MNotes to Financial Statements
Year Ended June 30, 2007

Mote 1 - Summary of significant accounting policies (continued)

H.

Capilal assels

Governmental funds: Capital outlays are recorded as expenditures on the governmental fund financiai
statements and as assets on the government-wide financial statements to the extent the Town's capitalization
threshold of $5,000 is met. In accordance with GASB Statement Mo, 34, infrastructure has been capitalized
retroactively to 1980. Deprecialion on capital assets has been recorded over the estimated useful lives using the
straight-line method. All capital assets are valued at historical cost or estimated historical cost if actual historical
cost is not available. Donated assels are valued at their fair market value on the date donated. Depreciation has
been provided over the estimated useful lives using the straight-line method. The useful lives for depreciation
purposes are as follows:

Machinery and equipment 5-15 years
Land improvements and buildings 15-40 years

Proprietary funds: Capital outlays of the proprietary funds are recorded as capital assets on both the fund basis
and the government-wide basis. Capital assels are staled at cost or estimated original cost, net of accumulated
depreciation. Donated capital assets are recorded at their fair value at the date of receipt. Repairs and
maintenance are charged to expense when incurred. When capital assets are sold or retired, the cost of the
assels and the related accumulated depreciation are eliminated and a gain or loss is recognized. Depreciation
has been provided over the estimated useful lives using the straight-line method. The useful lives for
depreciation purposes are as follows:

Machinery and equipment 5-15 years
Water and sewer plant systems 10-75 years

Vacation and sick pay liability

Town employees earn vacation and sick leave at various rates. Accumulated vacation and half of accumulated
sick leave is paid upon termination for all employees with more than five years of service. The current portions
are not recorded as liabilities in the governmental fund financial statements until they have matured as a result
of employee resignations and retirements. In proprietary funds, both the expenses and the liabilities are
recorded as benefits are earned. All vacation pay is accrued when incurred in the government-wide financial
stalements,

Estimates
Management uses estimates and assumptions in preparing its financial statements. Those estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent liabilities and

reported revenues, expenditures and expenses.

MNet assets / fund equity

Met Assets in government-wide and proprietary financial statements are classified as invested in capital assets,
net of related debt; restricted; and unrestricted. Restricted net assets represent constraints on resources that
are either externally imposed by creditors, grantors, contributors, or laws or regulations of other governments ar
imposed by law through state statute.

29



Town of Denton, Maryland
Notes to Financial Statements
Year Ended June 30, 2007

Mote 1 - Summary of significant accounting policies (continued)

K. Met assets / fund equity (concluded)

In the fund financial statements, Town funds report reservations of fund balance for amounts that are not
available for appropriation or are legally restricted by outside parties for use for a specific purpose. Designations
of fund balance represent tentative management plans that are subject to change.

Note 2 — Deposits and investments

Deposits

At year end the carrying value of the Town's deposits with banks and financial institutions was $314,518 and the bank
balance was $807,969. Of this bank balance, $192,028 was covered by Federal depository insurance and the remaining
balance was collateralized in accordance with Article 95, Section 22 of the Annotated Code of Maryland.
Investments

In accordance with the Annotated Code of Maryland and other applicable law, including regulations, the Town's
investment policy permits investments in obligations of the United States or agencies thereof, obligations of the State of
Maryland, interest-bearing time deposits and savings accounts in any federally insured banks or savings and loans

associalions in the State of Maryland, repurchase agreements, and the Maryland Local Government Investment Pool.

At June 30, 2007 the Town's deposit and investment balances were as follows:

Fair

Value
Manyland Local Government Investment Pool 5 1,541,091
Deposits 314,518
Cash on hand 500
Total deposits and investments $ 1,856,100

Interest rate risk. Given the cash flow needs for operations as well as capital and special projects, itis the Town's policy
to maintain the liguidity of its investments. The Local Government Investment Pool is not subject to maturity limits.

Credit risk. The Town's investments in the Local Government Investment Pool are rated AAAmM by Standard and Poor's.

Note 3 - Property taxes

By June 10 of each year the Town Council adopt a budget, effective the following July 1, which establishes the property
tax levy for the coming year. Tax bills are due and payable on July 1 and are considered in arrears on the following
October 1. Property on which taxes remain unpaid for six months after the original due date is sold at public auction in
the manner prescribed by State law.
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Town of Denton, Maryland
Motes to Financial Statements
Year Ended June 30, 2007
Mote 4 — Accounts Receivable

Accounts receivable at June 30, 2007 consist of the following:

Governmental  Business-type

Activities Activties
Local:
Taxes 5 25,097 5 -
Loans 892,522 -
Service charges - 268,668
MNotes - 30,742
Other 5,867 283,185
Stale of Maryland:
Income tax 46,359 -
Gasoline tax 52,728 -
Other 17,242 -
Various federal and state grants 51,522 -
Total 5 1,091,337 5 582,595

Note 5 — Interfund receivables, payables, and transfers

During the course of normal business operations, the Town has numerous transactions between funds, including
expenditures and transfers of resources to provide services, construct assels, or salisfy certain obligations. These
transactions are generally reflected as transfers. Interfund receivables and payables represent the lending/borrowing
arrangements resulting from the timing of these expenditures versus the receipt of these revenues.

Interfund balances at June 30, 2007, were as follows:

Interfund Interfund

Receivables Payables
Special Projects Fund 5 - 5 7.580
Water Fund - 196,816
Sewer Fund 196,816 -
Industrial Park Fund 7,580 -

Total 5 204,396 5 204,396




Town of Denton, Maryland
MNotes to Financial Statements
Year Ended June 30, 2007

Note 5 — Interfund receivables, payables, and transfers (continued)

Interfund transfers at June 30, 2007, were as follows:

Transfers In Transfers Out
General Fund 5 23,171 5 -
Special Projects Fund 633,247 119,698
Business Loan Fund - 10,000
Highway Fund - 2,500
Water Fund 307,245 456,477
Sewer Fund 20,998 395,986
Total 3 984,661 & 984,661
Note 6 — Capital assets
Balances Balances
June 30, 2006 Additions Dedetions June 30, 2007
Governmental activities:
Nondepreciable capital assets:
Land -7 572,510 5 - 5 - 5 572,510
Construction in progress 116,400 1,426,974 - 1,543,374
Total nondepreciable capital assels 688,910 2,115,884
Depreciable capital assels:
Land improvements 457,630 - 457,630
Buildings 2,576,187 185,000 - 2,761,187
Infrastructure 5,936,325 - - 5,936,325
Fumniture and equipment 263,107 20,211 - 283,318
Vehicles 384,594 37,493 (13,615) 408,472
Total depreciable capital assets 9,617,843 242 704 (13,615) 9,846,932
Less - accumulated depreciation:
Land improvements (402,943) (7,593) - (410,536)
Buildings (592,455) (68,530) - (660,985)
Infrastructure (744,346) {148,408) - (892,754)
Furniture and equipment {200,852) {28,915) - (229,767)
Vehicles (265,095) (50,011) 13,615 (301,491)
Total accumulated depreciation (2,205,691) {303,457) 13,615 (2,495,533)
Total depreciable capital assets, net 7.412,152 (60,753) - 7,351,399
Governmental activities capital assets, net $ 8,101,062 __&i __(60,753) § - % 9467283




MNote 6 — Capital assets (continued)

Business-type activities:
Nondepreciable capital assets:
Construction in progress
Depreciable capital assefs:
Municipal water system
Municipal sewer system
Machinery and equipment
Total depreciable capital assets

Less accumulated depreciation for:
Municipal water system
Municipal sewer system
Machinery and equipment

Total accumulated depreciation

Total depreciable capital assets, net

Business-type activities capital asets, net

Town of Denton, Maryland
Motes to Financial Statements

Depreciation expense was charged to the programs of the Town as follows:

Governmental activities:
General government
Public safety
Public works
Recreation and culture
Urban development and housing
Economic development

Business-type activities:
Water
Sewer

Year Ended June 30, 2007
Balances Balances

June 30, 2006 Additions Deletions June 30, 2007
5 35,446 $ 713,622 $ 749,068
1,824 833 - - 1,824 833
11,042 645 45,980 - 11,088,625
213,386 17.612 - 230,998
13,080,864 63,582 - 13,144 456
(906,434) (38,515) - (944,949)
(3,849 402) (260,847) - (4,110,249)
(164,798) (24,607) - (189,405)
(4,920,634) (323,969) - (5.244,603)
8,160,230 (260,377) - 7,899,853
s 8,185,676 $ 453,245 $ - $ 8,648,921

5 3,210

97,222

68,205

11,696

71,082

52,042

3 303,457

$§ 53823

270,146

5 323,969



Town of Denton, Maryland
Notes to Financial Statements
Year Ended June 30, 2007

Note 7 - Long-term obligations

The Town issues general obligation bonds and notes to provide for the acquisition and construction of major capital
projects. Repayment of state notes and bonds under governmental activities are funded by the Highway Projects Fund.
All other liabilities associated with the governmental activities are liquidated by the General Fund.

Details of the general obligation bonds and notes of the Town at June 30, 2007 are as follows:

Governmental activities:
Slate notes and bonds: Armount
$207,900 issued, Town contractual share of Caroline County
CDA Bonds, due in annual installments through May 1, 2010,
interest at 5.84%. $ 53,889

$265,000 issued, Town contractual share of Caroline County
CDA Bonds, due in annual installments through May 2017,

interest at 5.52% 172,159

$20,000 issued, Communilty Legacy Program Mote, entire

principal amount due December 2009, no interest 20,000
Tolal state notes and bonds 246,048

Installment notes:
$81,000 installment note payable, due in monthly payments
of $427 until January 2008, interest at 3.93% with a final
balloon payment of $70,964 71,619

$55,000 installment note payable, due in monthly payments
of $308 until January 2008, interest at 4.50% with a final
balloon payment of $48,681 48,416

$72,249 installment note payable due in annual paymenls of
$9,725 until January 2013, interest at 3.96% 50,896

$25,000 installment note payable, due in monthly payments of
$552 until February 2008, interest at 2.90% 4,373

$50,167 installment note payable, due in monthly payments of
$924 until August 2010, interest al 3.95% 33,569

$28,797 installment note payable, due in monthly payments of
$659 until Seplember 2009, interest at 4.68% 16,859
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Town of Denton, Maryland
MNotes to Financial Statements
Year Ended June 30, 2007
MNote 7 - Long-term obligations (continued)

Governmental activities (continued):

Installment notes (continued): Amount
$21,000 installment note payable, due in monthly payments of
$384 until December 2009, interest at 3.61% $ 10,978

$26,000 installment note payable, due in monthly payments of
$593 until May 2009, interesl at 4.45% 13,457

$185,000 note payable, due at maturity on July 27, 2008,
interest at 8.25% 8,721

$29,945 installment note payable, due in monthly payments of
£562 until October 2011, interest at 4.74% 26,350

Total installment notes 285,238

Federal notes and loans:
$750,000 police facility loan, issued by the USDA, due in monthly
payments of $3,495 until September 2043, interest at 4.75% 730,676

5750,000 intermediary relending program note, issued by the USDA,
of which $150,000 was drawn down, interest at 1% 150,000

Intermeadiary relending program note, issued by the USDA,
of which $130,000 was drawn down, interest at 5% 130,000

Intermediary relending program note, issued by the USDA,

of which $150,000 was drawn down, interest at 5% 150,000
Total federal notes and loans 1,160,676
Total governmental activities $ 1,691,962




Town of Denton, Maryland
Motes to Financial Statements
Year Ended June 30, 2007

Note 7 - Long-term obligations (continued)

Business-type aclivities:
General obligation notes:
State of Maryland:
$62,000 issued September 23, 1980, due in annual installments
of $4,672 including interest at 6.1%, through October 2010, 5 16,132

$52,775 issued May, 15, 1981, due in annual installments
of $3,977 including interest at 6.1% through May 2011. 13,730

$28,000 issued June 30, 1981, due in annual installments
of $2,110 including interest at 6.1%, through June 2011. 7,296

$2.332,577 issued September 23, 2004, due in semi-annual installments
of $121,589 including interest at 0.4% through February 2024. 1,994 451

$140,000, Rural Development Loan due in quarterly installments of
$1,892 including interest at 4.5%, through September 2027. 99,501

State of Maryland:
$370.000 state note to be repaid from net proceeds of the sale of lots in the
new industrial park after the first $125,000 is retained by the Town. All proceeds

in excess of that is to go towards the repayment which is due August 2020, no interest 370,000

Total proprietary funds 2,501,110

Total long-term debt § 4,193,072
e
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Town of Denton, Maryland
MNotes to Financial Statements
Year Ended June 30, 2007

MNote 7 - Long-term obligations {continued)
Annual requirements to amortize long-term debt and related interest are as follows:

Govemmental Activities

Year Ended State Motes & Bonds Other Notes and Loans Total
June 30 Principal Interest Principal Interest Principal Interest
2008 5 2462 % 12,845 $§ 178972 § 54,897 F 21144 5 67742
2009 33,030 11,038 65,680 58,708 101,719 69,746
2010 53,598 9,173 47,775 50,344 101,373 68,517
2011 15,343 7,264 38,785 58,048 52,128 65,312
2012 16,480 6,420 M133 57,086 47,613 63,506
2013-2017 95,135 17,206 121,202 276,132 216,337 293,338
2018-2022 - - 136,812 264,039 136,812 264,039
2023-2027 - - 167,947 249,341 167,947 248 341
2028-2032 - - 207,144 230,875 207,144 230,875
2033-2037 - - 176,932 212,052 176,932 212,052
2038-2042 - - 159,223 209,700 159,223 209,700
20432047 - - 113,300 124 265 113,300 124,265
Total $ 24648 3 63,546 $ 1445914 § 1,854,487 51691962 51918433
Business-type Adtivities
Year Ended General Obligation Noles Other Notes Total
June 30 Principal Interest Principal Interest Principal Interest
2008 $ 125,283 5 14,634 $ - $ - 3 125283 5 14,634
2009 126,400 13,516 - - 126,400 13,516
2010 127,558 12,358 - - 127,558 12,358
201 128,707 11,158 - - 128,707 11,158
20$12 118,241 9,917 - - 119,241 9917
213207 605,940 39,846 370,000 - 975,940 39,846
2018-2022 623177 22,609 - - 623,177 22,609
2023-2027 274,804 5226 - - 274,804 5,276

Total $ 2131110 5 129,264 & 37000 § - $2501,110 § 129264




Town of Denton, Maryland
Notes to Financial Statements
Year Ended June 30, 2007

Note 7 - Long-term obligations {continued)

The following is a summary of changes in long-term liabilities of the Town for the year ended June 30, 2007:

Balance Balance Due Within
July 1, 2006 Addition Reductions June 30, 2007 One Year

Governmental aclivilies:
State notes and bonds $ 275020 5 - % (268972) § 246048 § 32462
Installment note 294,027 214,945 (223,734) 285,238 173,161
Federal loans and notes 888,167 280,000 (7.491) 1,160,676 5,810
Capital lease 8,658 - (7.871) 787 787
Compensated absences 86,780 26,359 - 113,139 -
Total $ 1,552,652 $ 521,304 $ (268.068) $ 1,805,888 $ 212,220

Business-type activities:
Capital lease 3 5332 5 = 5 (5.332) § - 3 -
Notes 2,625,280 - (124,170} 2,501,110 125,283
Compensated absences 41,803 4,939 - 46,742 -
Total $ 2672415 % 4,939 $ (129,502) § 2,547,852 $ 125,283

The Town entered into a capital lease agreement for certain equipment in the governmental activities as well as the
business-type activities. The Town acquired a backhoe operator through a capital lease for the amount of $54,535. The
allocation of the expense related to the capital lease is 40% from the Highway Fund, 30% from Water and 30% from
Sewer. At June 30, 2007, future minimum lease payments are $787 for governmental activities and 50 for business-type
activities.

Note 8 — Line of credit

The Town obtained a promissory note in the amount of $1,031,967 dated December 10, 2004 for the acquisition of
capital assets. During the year ended June 30, 2007, the Town did not make any draws from the note for interim
financing. Interest is payable monthly at 2.76%.

The summary of activities of the short term debt is shown below:

Balance Balance Interest
July 1, 2006 Addition Reductions June 30, 2007 Paid
Governmental activities:
Short term note % 1,031,967 ] - % - % 1031967 § 52758
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Town of Denton, Maryland
MNotes to Financial Statements
Year Ended June 30, 2007

Note 9 — Conduit debt

The Town has issued economic development revenue bonds pursuant to the Maryland Economic Development
Revenue Bond Act. All responsibility for the payment of this debt rests with the Borrower. The Town, as issuer, has no
responsibility for the payment of this debt. The amount outstanding at June 30, 2007 is as follows:

Outstanding,
Description Original issue June 30, 2007
Shore Nursing & Rehabilitation bonds, series 1997 54,150,000 $0
Caroline Nursing/the Gables, series 1999 2,750,000 2223707
Channel Markers Foundation, series 2001 628,200 MNIA

Mote 10 - Retirement plan

Effective July 1, 2001, the Town elected to participate in the statewide contributory system of the State of Maryland. The
State Retirement Agency (the Agency) is the administrator of the System, a cost sharing multiple-employer public
employee retirement system. The System was established by the State Personnel and Pension Articles of the
Annotated Code of Maryland Rules and Regulations and provides retirement allowances to System members and
beneficiaries.

Members may retire with full benefits after completing 30 years of eligible services regardless of age or at age sixty-two
or older with specified years of service. On retirement from service, a member shall receive an annual service
retirement allowance based on the member's average final compensation and years of creditable service. A member
may retire with reduced benefits after attaining age fifty-five and completing fifteen years of eligible service.

The System issues a publicly available financial report thal includes disclosures regarding: actuarial value of assets;
total actuarial accrued liability; unfunded actuarial accrued liability, if any; and funded liability ratio. This report may be
obtained from the Maryland State Retirement and Pension System, 301 West Preston Street, Baltimore, Maryland
21201,

Funding Policy. Town employees contribute 2% of their gross employee compensation. Required contributions not
funded by employee contributions are funded entirely by the Town. Employer contributions are based upon salaries for
the preceding fiscal year. The Town's contribution for fiscal year 2007 was based on the salaries for the year ended
June 30, 2006. The Town also is required to pay a special accrued liability to cover the cost of the past service liability
that has been brought into the system. The Town paid $144,006 in fiscal year 2007. Annual payments in future years
will increase by 5% per year through December 2020.

Contributions for the fiscal year ended June 30, 2007 and two preceding years were equal to the actuarially
determined amounts as follows:

June 30 June 30, June 30,
2007 2006 2005
Total covered payroll 51,099,030 5 971,065 & 799,138
Employer normal contributions 81,548 70,111 58,257
Employer special accrued liability 62,458 59,484 56,651

The Town also offers a voluntary defined contribution plan to accept employee contributions. The Town does not
contribute to this plan.



Town of Denton, Maryland
Notes to Financial Statements
Year Ended June 30, 2007

MNote 11 — Fund deficit
The following funds had a deficit fund equity balance at June 30, 2007:
Special Projects Fund $ (760,129)

The Town anticipates the elimination of the fund deficit once the proceeds of state and federal long term borrowing is
used to pay off the line of credit.

MNote 12 - 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. Property and liability coverages are provided through third party
insurance. The Town carries a broad range of insurance coverages, which management considers prudent for the
protection of the Town's assets and operations. Coverages currently include $2,000,000 commercial general liability,
1,000,000 automobile liability, and 51,000,000 public officials’ liability. The property policy provides insurance coverage
for all of the Town's real and personal property up to the replacement cost value of the asset.
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Town of Denton, Maryland

Combining Balance Sheet
NMonmajor Governmental Funds
June 30, 2007

Total
Nonmajor
Capital Governmental
Highway Improvement Funds
Assets
Cash and cash equivalents 3 39,394 $ 21919 § 61,313
Due from other governmeants 58,928 - 58,828
Total agsets % 08322 § 21,919 % 120,241
Liabilities and fund balances
Liabilities:
Accounts payable and accrued expenses 5 26141 % - % 26,141
Total liahilities 26,141 - 26,141
Fund balances:
Unreserved:;
Designated 72,181 21,919 94,100
Total fund balances 72,181 21,919 94 100
Total liabilities and fund balances 3 98,322 § 21,919 § 120,241
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Town of Denton, Maryland

Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Governmental Funds
Year Ended June 30, 2007

Revenues
Taxes
Licenses and permits
Revenue from other agencies
Miscellaneous
Total revenues

Expenditures
Current:
Public works
Debt service
Total expenditures
Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (uses)
Operating transfers in (out)
Total other financing sources (uses)
Net change in fund balances

Fund balance - beginning (deficit)

Fund balance - ending (deficit)
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Total
Monmajor
Capital Governmental
Highway Improvement Funds
296,078 % - % 296,078
- 21,809 21,809
121,655 - 121,655
2,276 110 2,386
420,009 21,919 441,928
372,621 - 372,621
51,688 - 51,688
424,309 - 424,309
(4,300) 21,919 17,619
(2,500) - (2,500)
{2,500) - {2,500)
(6,800) 21,919 15,119
78,981 - 78,981
72,181 % 21919 § 94,100 =




CERTIFIED PUBLIC
ACCOUNTANTS &
CONSULTANTS

Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

To the Council of the Town of Denton
Denton, Maryland

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Town of Denton
(the “Town"} as of and for the year ended June 30, 2007, which collectively comprise the Town's
basic financial statements, and have issued our report thereon dated Movember 28, 2007, 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

In planning and performing our audit, we considered the Town's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Town's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Town's internal control over financial reporting.

Our consideration of internal control aver financial reporting was for the limited purpose described
in the preceding paragraph and would not necessarily identify all deficiencies in internal control
over financial reporting that might be significant deficiencies or material weaknesses. However,
as discussed below, we identified certain deficiencies in internal control over financial reporting
that we consider to be significant deficiencies.

A control deficiency 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
misstaterments on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Town's ability to initiate, authorize, record, process,
or report financial data reliably in accordance with generally accepted accounting principles such
that there is more than a remote likelihood that a misstatement of the Town's financial statements
that is more than inconsequential will not be prevented or detected by the Town's internal control.
We consider deficiency 2007-1 described in the accompanying schedule of findings and
questioned cosls to be a significant deficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstaterment of the financial statements
will not be prevented or detected by the Town's internal control. We consider deficiency 20071
in the accompanying schedule of findings and questioned costs to be a material weakness in
internal control over financial reporting.
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Compliance and Other Matters

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

We noted certain matters that we reported to management of the Town in a separale letter dated
November 28, 2007.

The Town's responses to the findings identified in our audit are described in the accompanying
schedule of findings and responses. We did not audit the Town's response and, accordingly, we
express no opinion on it.

This report is intended solely for the information and use of, management, the Town Council,
others within the Town, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone olher than these specified parties.

Beec AW M L2 0

Richmond, Virginia
Movember 28, 2007



Report on Compliance With Requirements
Applicable to Each Major Program and on Internal Control
Over Compliance in Accordance With OMB Circular A-133

To the Council of the Town of Denton
Centon, Maryland

Compliance

We have audited the compliance of the Town of Denton (the "Town™) with the types of compliance
requirements described in the U.S, Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2007.
The Town's major federal programs are identified in the summary of auditor's 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 Town's management. Our responsibility is to express an opinion on the Town's compliance based on
our audit.

We conductad 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 OMEBE Circular A-133, Audifs of
Stafes, Local Governments, and Non-Prafit 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
Town'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.
Cur audit does not provide a legal determination of the Town's compliance with those requirements.

In our opinion, the Town complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2007. However, the
results of our auditing procedures disclosed an instance of noncompliance with those reguirements,
which are required to be reported in accordance with OMB Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as item 2007-02.

Internal Control Over Compliance

The management of the Town is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal
programs. In planning and performing our audit, we considered the Town's internal control over
compliance with the requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance,
but not for the purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Town's internal control over
compliance.
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A control deficiency in an entity's internal control over compliance 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 noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity's ability to administer a federal program such that there is more than a
remole likelihood that noncompliance with a type of compliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likellhood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be 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, management, the Town Council, others
within the Town, and 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.

ke > N oMo, 43 €

Richmond, Virginia
Movember 28, 2007
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TOWN OF DENTON, MARYLAND

Schedule of Expenditures of Federal Awards
Year Ended June 30, 2007

Federal
Federal Grantor/Pass-through CFDA Federal
Grantor/Program Title Number Expenditures
Department of Agriculture
Direct payment
Intermediary Relending Program Loan 10.767 3 280,000
Department of Commerce
Pass-through payment
Formula Grant - Coastal Zone Management Administration 11.419 73,650
Department of Justice
Pass-through payment
Public Safety Partnership and Community Policing Grant 16.710 34,968
Department of Housing and Urban Development
Pass-through payment
Department of Housing and Community Developmeant
Community Development Block Grant 14.219
Market Street Phase Il Grant 800,000
Economic Development - Old School Acquisition Grant 12,564
Total federal awards $ 1,201,182

Mote to Schedule of Expenditures of Federal Awards - Basis of Accounting

The accompanying schedule of expenditures of federal awards is prepared on the modified accrual

basis of accounting.
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TOWN OF DENTON, MARYLAND
Schedule of Findings and Questioned Costs

Year ended June 30, 2007

A. Summary of Auditors’ Results

1. The type of report issued on the basic financial statements: Unqualified opinions
2. Significant deficiencies in internal control disclosed by the audit of the financial statements: Yes
3. Moncompliance, which is material to the financial statements: No
4. Significant Deficiencies in internal control over major programs: No
Material weaknesses: No
5. The type of report issued on compliance for major programs: Unqualified opinion

6. Any audit findings which are required to be reported under Section 510(1) of OMB Circular A-133:
Yes

7. The programs tested as major programs were:

Name of Program CFDA #
CDBG 14.219

8. Dollar threshold to distinguish between Type A and Type B Programs: $300,000

9. The Town of Denton was not determined to be a low risk auditee.
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TOWN OF DENTON, MARYLAND
Schedule of Findings and Questioned Costs

Year ended June 30, 2007

B. Findings Relating to the Financial Statements Reported in Accordance with
Government Auditing Standards

2007-01 Internal Control over Financial Reporting

Criteria:

Management of the Town has responsibility for the preparation of year end financial statements and
note disclosures in accordance with accounting principles generally accepted in the United States of
America (GAAP). While it is routine for small and medium size governments to rely on the auditors
for the preparation of their financial statements, new audit requirements now require auditors to
identify a weakness in internal centrol if the auditee relies on the auditor for the preparation and
review of the year end financial statements and disclosures

Condition:
The Town does not prepare its own financial statements and instead relies on the audilor to prepare
the year end financial statements and note disclosures in accordance with GAAP.

Cause:

The Town maintains its accounts and ledgers, and does its monthly reporting on a budgetary basis of
accounting for its governmental and proprietary funds. Due to a limited number of staff and
resources, the Town does not have the capacity or expertise to convert these statements for year end
GAAP-basis reporting or prepare all the related note disclosures,

Effect:
The Town does not have a process in place to review and verify the financial statements and note
disclosures prepared by the external auditor.

Recommendation:

We recommend that, a process be established to review and approve the financial statements and
note disclosures prepared by the external auditor. If it is not cost effective to have the expertise on
staff on a full time basis, consider outsourcing the financial statement preparation andfor review
process to a L party.

Management Response:

Staff received knowledge of this new requirement during the FY2007 auditing process. In the future
the Town will consider the external auditor's recommendation and will seek the most cost efficient
way to comply and through the procurement process look to outsource the financial statement
preparation in the future.
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C.

TOWN OF DENTON, MARYLAND
Schedule of Findings and Questioned Costs
Year ended June 30, 2007
Findings and Questioned Costs Relating to Federal Awards:

2007-2: Period of Availability of Funds

Criferia:
In accordance with requirements of the Department of Housing and Community Development, COBG
funds should be disbursed during a period of no longer than five business days upon receipt.

Condition:
In one of four cash drawdowns tested, CDBG funds were not disbursed in the required period of time.
Funds received on February 5, 2007 were disbursed on February 15, 2007.

Cause:

The Town currently deposits CDBG drawdowns into the CDBG bank account, then writes a check to
transfer the funds to the Town's general checking account from which a check is written to the
contractor. In this instance, the funds were transferred on a timely basis from the COBG account to
the general fund; however, the check to the contractor was not made until the Town's next regular
check run which extended the time period beyond the five business day requirement.

Effect:
There are no known questioned costs as a result of the above noncompliance.

Recommendation:

Because funds are deposited then transferred from one bank account to ancther, the timing on the
disbursement to comply with the 5 day requirement will always be tight. We recommend that a
special check run be made if waiting until the regular check run will extend the pay period beyond five
business days. The Town should also consider whether the CDBG drawdowns can be deposited
directly into the general account, thus eliminating the delay caused by the transfer of funds from one
account to the other.

Management Response:

CDBG grant funds are required to be placed into a non-interest bearing account and are distributed
directly to the financial institution. The funds are then transferred to the General bank account and the
expense is run through the accounting software to provide full tracking and report capabilities.
Because the funds are sent directly to the bank we usually have to call regularly to see if they have
been received. Usually we receive a deposit receipt from the bank sometime in person when a teller
hands it to us or in the mail. Once the funds are confirmed then the process begins to fransfer to the
general account and process a check for the expense. Checks from the general account are normally
processed every two weeks. This particular fransaction occurred in between check runs.

The Town will monitor more closely and process a special check run if necessary to comply with the
CDBG requirements.

Resolution of Prior Year's Findings

There were no findings reported in the prior year.

20



