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INDEPENDENT AUDITOR’S REPORT

The Board of Education of Worcester County
Newark, Maryland

Report on the Financial Statements

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 Board of Education of Worcester County, Maryland (a
component unit of Worcester County), as of and for the year ended June 30, 2018, and the related notes to the financial
statements, which collectively comprise the Board's basic financial statements as listed in the tabie of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of Armerica; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due 10 fraud or error.

Auditor’s Responsibility

Qur responsibility is 1o express opinions on these financial statements based on our audit. We conducted our audit in

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

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial

position of the governmental activities, the business-type activities, each major fund, and the aggregate remaining fund
information of The Board of Education of Worcester County, as of June 30, 2018, and the respective changes in
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financial position and, where applicable, cash flows thereof for the year then ended in accordance with accounting
principles generaily accepted in the United States of America.

Change in Accounting Principle

As described in Notes 7 and 8 to the financial statements, in 2018, The Board of Education of Worcester County
adopted new accounting guidance, GASB No. 75, Accounting and Financial Reporting for Postemployment Benefits Other
Than Pensions. Our opinion is not modified with respect to this matter.

Other Matters
Regquired Supplementary Information

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

Other Information

Our audit was conducted for the purpese of forming opinions on the financial statements that collectively comprise the
Board of Education of Worcester County's basic financial statements. The additional supplementary information, as
listed in the 1able of contents, is presented for purposes of additional analysis and is not a required part of the basic
financial statements,

The additional supplementaty information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used o prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the
information is fairly stated, in all material respects, in relation to the basic financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated September 28, 2018, on our
consideration of The Board of Education of Worcester County's internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards in
considering The Board of Education of Worcester County’s internal control over financial reporting and compliance.

Salisbury, Marylanz

September 28, 2018
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

The Board of Education of Worcester County
Newark, Maryland

We have audited, in accordance with the auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Comptrolier General of the
United States, the financial statements of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of The Board of Education of Worcester County, Maryland (the “Board”), a
component unit of Worcester County, Maryland, as of and for the year ended June 30, 2018, and the related notes to the
financial statements, which collectively comprise the Board’s basic financial statements, and have issued our report thereon
dated September 28, 2018,

Internal Control Over Financial Reporting

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

A deficiency in internal control exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent, or detect and correct, misstatements on a timely basis.
A material weakness is a deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented, or detected and corrected on
a timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to merit attention by those charged with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies and
therefore, material weaknesses or significant deficiencies may exist that have not been identified. Given these limitations,
during our audit we did not identify any deficiencies in internal control that we consider to be material weaknesses.

Compliance and Other Matters

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

955 Mi. Hermon Road | Salisbury, MD 21804 | 410-742-1328 | 1-888-546-1574
114 Bay Street, Building A | PO Box 627 | Easton, MD 21607 | 410-822-4008



We noted certain matters that we reported to management of the Board in a separate letter dated September 27, 2018.

Purpose of this Report

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

Salisbury, M.
September 28, 2018
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

This section of the Board of Education of Worcester County’ s annual financial report presents our discussion
y port p

and analysis of the district’ s financial performance during the fiscal year that ended on June 30,2018, and a
comparison with the results of the fiscal year ended June 30, 2017. Please read this section in conjunction
with the District” s financial statements, notes to the financial statements, and supplemental information,
which immediately follows this section.

FINANCIAL HIGHLIGHTS

Key financial highlights for the fiscal year (FY) ended June 30, 2018 include the following:

* Due to the implementation of GASB Statement No. 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions, the government-wide statements reflect a restated
beginning net position of ($153,345,753) per the Statement of Activities. This is a decrease of
$226,389,011 from the June 30, 2017 ending net position of $73,043,258, as previously reported.

® Net position is ($171,081,619), a decrease of $17,735,866 or 11.5% over the prior year, as restated.

» Total General Fund balance equals $1,594,83 8, a decrease of $383,262 from the prior year.

» Unassigned General Fund balance equals $650,724, an increase of $13,990 from the prior year.

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial section of the annual report consists of four parts; (1) Independent Auditor’ s Report, (2)
required supplementary information which includes the management’ s discussion and analysis (this
section), (3) the basic financial statements, and (4) supplemental information. The basic financial
statements include two kinds of statements that present different views of the District:
* The first two statements are district-wide financial statements that provide both short-term and
long-term information about the District’ s overall financial status.
* The remaining statements are fund financial statements that focus on individual paris of the
District, reporting the District’ s operations in more detail than the district-wide statements.
* The governmental funds statements tell how basic services such as regular and special
education were financed in the short term as well as what remains for future spending,
» Proprietary funds statements offer short-and long-term financial information about the
activities the district operates like businesses.
* Fiduciary funds statements provide information about the financial relationships in which the
District acts solely as a trustee or agent for the benefit of others to whom the resources belong.



The financial statements also include notes that explain some of
the information in the statements and provide more detailed data.

THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis

As an example Figure 1 shows how the various parts of this
annual report are arranged and related to one another. F igure 2
summarizes the major features of the District’ s financial
statements, including the portion of the District’ s activities
they cover and the types of information they contain. The
remainder of this overview section of management” s
discussion and analysis highlights the structure and contents
of each of the statements.

Year Ended June 30, 2018

Figure 1 -
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Figure 2
Major Features of the District-Wide and Fund Financial Statements
District-wide Fund Financial Statements
Statements Governmental Funds  Proprietary Funds F iduciary Funds
Scope Entire district (except The activities of the district | Activities the district Instances in which the
fiduciary funds) that are not proprietary or operates similar to district administers
fiduciary, such as private businesses: resources on behalf of
instruction, special Food Service Operation | someone else, such as
education and building scholarships and Student
maintenance, and Activities Fund
community education
Required * Statements of net * Balance sheet * Statement of net * Statements of Fiduciary
financial position position net position
statements * Statement of revenue,
* Statement of activities | expenditures and changes * Statement of * Statement of changes in
in fund balances TEVENUE, eXpenses, fiduciary net position
and changes in fund
net position
* Statement of cash
flows
Accounting Accrual accounting and Modified accrual Accrual accounting Accrual accounting and
Basis and economic resources focus | accounting and current and economic economic resources focus
measurement financial focus resources focus
focus




THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Figure 2 (Continued)

Major Features of the District-Wide and Fund Financial Statements

District-wide
Statements

Fund Financial Statements
Proprietary Funds Fiduciary Funds

Governmental Funds

Type of
asset/liability
information

All assets and liabilities,
both financial and capital,
short term and long-term

Generally assets expected
to be used up and liabilities
that come due during the
year or soon thereafter; no
capital assets or long-term
liabilities included.

All assets and
liabilities, both
financial and capital,
and short-term and
long-term

All assets and liabilities,
both short-term and long-
term; funds do not
currently contain capital
assets, although they can

Type of
inflow/out
flow
information

All revenues and
expenses during vear,
regardless of when cash is
received or paid

Revenues for which cash is
received during or soon
after the end of the year;
expenditures when poods
or services have been
received and the related
liability is due and payable.

All revenues and
expenses during the
year, regardless of
when cash is received
or paid.

All additions and
dedications during the
vear, regardless of when
cash is received or paid.

District-wide Statements

The district-wide statements report information about the District as a whole using accounting methods
similar to those used by private-sector companies. The statement of net position includes a// of the
District’ s assets and liabilities. All of the current year’ s revenues and expenses are accounted for in the
statement of activities regardless of when cash is received or paid. The two district-wide statements
report the District’ s net position and any changes. Net position, which is the difference between the
District” s assets and liabilities, is one way to measure the District’ s financial health or position. District-

wide statements provide a means to analyze the district’s financial activities as follows:

* Over time, increases or decreases in the District’ s net position are an indicator of whether its
financial position is improving or deteriorating, respectively.

* To assess the overall health of the District you need to consider additional non-financial factors
such as changes in the condition of school buildings and other facilities. In the district-wide
financial statements the District’ s activities are shown in one category.

o  Governmental activities - Most of the District’ s basic services are included here, such as
regular and special education, transportation, maintenance and operation of plant,
administration, and student services. County and state aid funds most of these activities.

10




THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Fund Financial Statements

The fund financial statements provide more detailed information about the District’ s finds - focusing on
its most significant or major funds - not the District as a whole. Fund accounting is a method the District
uses to keep track of specific sources of funding and spending on particular programs:
» State law requires some funds.
o The District establishes other funds to control and manage money for particular purposes or to
show that it is properly using certain revenues (e.g., federal grants).
The District has three kinds of funds:

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

2. Proprietary funds - The Food Service operation is the only fund accounted for as proprietary
funds. Proprietary funds are reported in the same way as the district-wide statements.

3. Fiduciary funds - The District is the trustee, or agent, for assets that belong to others, which
include several scholarship finds to assist students in continuing their education past high school.
The Student Activities Fund and the OPEB Trust Fund are also accounted for as fiduciary funds.
The District is responsible for ensuring that the assets reported in these funds are used only for
their intended purposes and by those to whom the assets belong. We exclude these activities from
the district-wide financial statements because the District cannot use these assets to finance its
operations.

FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE

Net position. The District’ s combined net position was ($171,081,619) on June 30, 2018. This
represents a decrease of 11.5 percent from the prior year, as restated. (See Table 1.)

11



THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis

Year Ended June 30, 2018
Table 1
THE BOARD OF EDUCATION OF WORCESTER COUNTY
STATEMENT OF NET POSITION
JUNE 30, 2018
GOVERNMENTAL BUSINESS-TYPE
ACTIVITIES ACTIVITIES TOTAL
ASSETS 2018 2017, as restated 2018 2017, as restated 2018 2017, as restated

Current and Other Assets § 15,644,292 $ 10,766,954 $ 38,877 $ 18,933 5 15,683,169 $ 10,785,887
Capital Assets 163.595.978 163.752,128 24,523 29,026 163.620.501 163.781.154

TOTAIL ASSETS 179,240.270 174.519.082 63,400 47,959 179.303.670 174,567.04]

LIABILITIES
Current Liabilities i7.35 1.638 7.571,808 21,127 i,127 27,372,765 7,572,935
Long-Term Liabilities 323,012,524 320.339,859 - - 323,012,524 320,339,859

TOTAL LIABILITIES 350.364.162 327.811.667 21.127 1.127 350.385.289 327,912,794

NET POSITION
Investment in Capital Assets,
Net of Related Debt 163,595,978 163,752,128 24,523 29,026 163,620,501 163,781,154

Restricted 53,091 52,928 17,750 17,806 70,841 70,734
Unrestricted (334.772.96 1) {317.197.641) - - (334.772,961) (317.197.641)

TOTALNET POSITION S (171,123,892) § {(153392,585) § 42273 5 46,832 $ (171.081619) S (153.345,753)

Changes in net position. The District’ s total revenues were $127,644,969 for the year ended June 30,
2018. (See Table 2.) The county appropriations of $83,870,125 accounted for approximately 66 percent
of total revenue for the year. Another 18 percent came from federal, state and local grant program
revenues of $22,534,002. General state aid was $14,245.887 or 11.16 percent of total funding. Capital
contributions of $3,649,151 represented 4.83% of total revenue. The remainder came from charges for
services, and investment earnings. The total cost of all programs and services was $145,380,835.
Approximately 77.32 percent of the District’s expenses were related to providing direct educational
services to students. Administrative activities of the District accounted for approximately 1.82 percent of
total expenses. Total expenditures exceeded revenues, decreasing net position by $17,735,866 from last
year.

12



THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis

Year Ended June 30, 2018
Table 2
THE BOARD OF EDUCATION OF WORCESTER COUNTY
CHANGES IN NET POSITION
JUNE 30, 2018
GOVERNMENTAL BUSINESS-TYPE BOARD OF EDUCATION
ACTIVITIES ACTIVITIES TOTAL PERCENT
2018 2017 2018 2017 2018 2017 OF CHANGE
REVENUES
Program Revenues:
Charges for Services ] 84,583 % 64,192 5 640,687 § 643465 § 725270 8 707,657 2.5%
Federal and State Grants 20,494,522 21,042,125 2,039,480 2,064,871 22,534,002 23,106,996 -2.5%
County OPEB Contribution 2,500,000 1,500,000 - - 2,500,000 1,500,000 66.7%
Capital Contributions 3,649,151 8,247,608 3,649,151 8,247 608 -55.8%
General Revenues:
County Appropriation 83,870,125 81,193,802 - - 83,870,125 81,193,802 33%
State Formula Aid 14,245 887 14,206,797 - - 14,245,887 14,206,797 0.3%
Otber 104,287 133,894 16,247 920 120,534 134,814 -10.6%
TOTAL REVENUES 124,948,555 126,388,418 2696414 2709256 127,644,969 129,097,674 -1.1%
EXPENSES
Instruction and Special
Education 112,401,578 110,402,198 - - 1§2,401,578 110,402,198 1.8%
Administration 2,639,298 2,745,593 - - 2,639,298 2,745,593 -3.9%
Support Services 27,638,986 26.920.098 2,700,973 2,704,599 30,339,959 29,624,697 2.4%
142,679,862 140,067,889 2,700,973 2,704,599 145,380,835 142,772,488 1.8%

TOTAL EXPENSES

INCREASE (DECREASE)  § (17,731,307} § (13,679,471} § (4,559) § 4,657 5§ (17,735.866) § (13,674,814)
N NET POSITION*

Governmental Activities
The decrease in net position for governmental activities was $17,731,307 in 2018. Charts 1 and 2 present a breakdown of the
District’s revenues for 2018 and 2017. Charts 3 and 4 present a breakdown of the District’s expenses for 2018 and 2017.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Chart 1
Board of Education of Worcester County
Revenues- FY 2018
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Chart 2
Board of Education of Worcester County
Revenues- FY 2017
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Chart 3
Board of Education of Worcester County
Expenditures - FY 2018

Support Services
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Chart 4
Board of Education of Worcester C ounty
Expenditures - FY 2017
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Business-type Activities

Revenues of the District’ s only business-type activity, the food service operation, decreased by $12,842
to 82,696,414 and expenses decreased by $3,626 to $2,700,973. (Refer to Table 2.). This resulted in a
loss 0f $4,559 for the current year. Based on both increasing food costs and other costs of doing business,
the Board approved an increase in lunch prices for FY19 as shown below. (Table 3).

TABLE 3 School Year 2018-2019
School Year 2017-2018 MEAL PRICES

MEAL PRICES

Elementary | Secondary | Elementary Secondary

Paid Breakfast ) 140] § 1.40 $1.40 $ 1.40
Paid Lunch 2.35 2.75 2.45 2.85
Paid Milk .35 35 .55 kh)

FINANCIAL ANALYSIS OF THE DISTRICT’S FUNDS

As the District completed the year, its governmental funds reported a combined find balance of $1,647,929, a
decrease of $383,099 over last year’s ending fund balance. Revenues for the District’ s governmental funds
were $122,448,555 a decrease of $1,564,863 over last year. Total expenditures were $122,831,654 for the year
a decrease of $1,026,427 over the prior year. General revenues and expenditures were higher due to salary
increases and rising health insurance and pension costs. Overall, governmental revenues and expenditures were
less in FY18 due to the change in capital projects activity. The decrease in capital projects related to the
completion of the Snow Hill High School renovation and addition project in 2017 and the beginning of the
Showell Elementary replacement school project in 2018.

3

General Fund

The General Fund includes the primary operations of the District in providing educational services to students
from pre-kindergarten through grade 12 including pupil transportation activities and maintenance and
operations of all school facilities. See Table 4 for a summary of General Fund revenues and expenditures. The
school system continues to efficiently manage the funds provided from various funding agencies,
predominately our local government (the Worcester County Commissioners) and the State of Maryland.
General fund revenues were up $3,033,503. The majority of this was the $2,650,485 increase in local
appropriations to support our FY18 employee salary increase and to fund the health insurance increase. The
most significant variances under expenditures were in the areas of Other Instructional Costs and Capital Outlay.

16



THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Other Instructional Costs expenditures were higher due to the additional Math and Science partnership grants
received in FY18. Expenditures in the area of Capital Outlay were higher due to the utilization of FY17 fund
balance to complete one-time projects including a partial roof replacement at Worcester Technical Hi gh.

|

Table 4
GENERAL FUND REVENUES
Fiscal Year Fiscal Y ear Increase %

REVENUES 2018 2017 {Decrease) Incr. {Decr.)
Worcester County Appropriations 5 81,732,966 S 79082481 % 2,650,485 314%
Worcester County Retirement & Pension Contribution 2,619,525 2,550,603 68,922 2.7%
State of Maryland 19,062,262 18,967,262 95,000 0.5%
State of Maryland Share of Retiremem & Pension Contribution 6,672,989 6,929246 (256,257) -3.7%
Restricted Federal, State, & Other Programs 8,522,792 8,038,132 484,660 6.0%
Other Sources 188,713 198,020 (9,307} -4.7%

TOTAL REVENUES $ 118799247 § 115,765,744 § 3,033,503 26%
GENERAL FUND EXPENDITURES

EXPENDITURES
Administration 5 1,567,922 § 1,529.950 § 37972 2.5%
Mid-Level Administration 7,134,563 6,917,149 217414 3.1%
Instructional Salaries 41,264,505 40,280,507 983,998 2.4%
Textbooks and Classroom Supplies 2,312,197 2,431,668 (119471) 4.9%
Other Instructional Costs 1,044,600 654,658 389,942 59.6%
Special Education 10,158,470 9,696,057 462,413 4.8%
Pupil Personnel Services 342,415 334,137 8,278 25%
Health Services 877,470 852,467 25,003 2.9%
Pupil Transportation 6,526,397 6,344,000 182,397 2.9%
Operation of Plant 8083276 7,958,463 124,813 1.6%
Maintenance of Plant 1,100,895 1,146,717 (45,822) -4.0%
Fixed Charges 20,592,717 19,759,932 832,785 4.2%
Capital OQutlay 361,776 186,787 174,989 93.7%
Restricted Programs 8,522,792 8.038,132 484,660 6.0%
Worcester County Retirement & Pension Contribution 2,619,525 2,550,603 68,922 2.7%
State of Maryland Share of Retirement & Pension Contribution 6,672,989 6,929,246 (256257) -3.7%

TOTAL EXPENDITURES $ 119,182,509 S 115610473 § 3,572,036 31%

EXCESS {DEFICICIENCY) OF REVENUES

(USES) OVER EXPENDITURES $ (383,262) § 155271 § {538,533)
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Capital Projects Fund

All funds for school construction come from either the Worcester County Commissioners or the State of
Maryland. Both levels of government allocate either general tax revenue proceeds or provide bond
proceeds for specific school construction projects. The Board has no legal authority to borrow fiunds.
During FY 2018, the Board received county funding of $3,636,795. These funds were used to pay costs
related to the renovation and addition to Snow Hill High School, install energy management systems at
Buckingham Elementary and Snow Hill Middle School, replace a chiller unit at Stephen Decatur Middle
School, complete a partial roof replacement at Worcester Technical High School to install a shaded swing
set at Cedar Chapel Special School, and architect and engineering costs for the Showell Elementary school
replacement project. The school system also received $12,356 in State aging school funding to support roof
repairs at Stephen Decatur High School. The Capital Projects School Construction Fund revenues exceeded
FY 2018 expenditures by $163 resulting in a fund balance of $53,091 at June 30, 2018.

FiduciaryFund
The following funds are accounted for as Fiduciary Funds:

(1) Private Purpose Trust Funds: Funds held in trust for specific purposes such as student scholarships
and awards total $333,520 as of June 30, 2018.

(2)  Agency Funds: During FY2018 the schools collected revenues and incurred expenditures for
various student activities (see Table 5).

Table 5§
SCHOOL ACTVITIES FUND
Fiscal Year Fiscal Year Increase %

2018 2017 {Decrease) Incr. (Decr.)
Revenues $2,673,342 $2,570,578 $102,764 4.0%
Expenditures (2,717,227) (2,693,553) (23,674) 0.9%
Beginning Fund Balance $869,970 992 945 {(122,975) -12.4%
Ending Fund Balance $826,085 $869,970 -$43,885 -5.0%
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

GENERAL FUND BUDGETARY HIGHLIGHTS

Three categories of our FY 18 budget had actual expenditures that exceeded the original budget. The
category of Special Education had higher than planned expenditures due to an increase in the number of
staff required to adequately address the needs of our students with disabilities. Student Transportation had
expenditures higher than budgeted related to athletic transportation increases, after-school program
transportation and transportation costs for our homeless students. The category of Maintenance of Plant
had higher than budgeted expenditures due to the increasing cost of repairs and supplies to aging HVAC
units and the Capital Outlay category had higher than budgeted expenditures due to the utilization of FY
2017 fund balance to complete one time projects at various schools. The inter-category and intra-category
budget transfers were approved by our Board at the August meeting. The inter-category budget transfers
were approved by our County Commissioners at their September 4, 2018 meeting. The Board ended the
year with an unassigned fund balance totaling $650,724. This balance will be utilized to address future
school system budgetary needs and will be assigned by the Board as part of the FY20 budget process. To
remain revenue neutral in FY20, $567,011 of this tota] will need to be included as a source of revenue.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

By the end 0f 2018, the District has invested over $234 million in a broad range of capital assets, including
land, school buildings, athletic facilities, furniture and equipment. (More detailed information about
capital assets can be found in Note 2 to the financial statements.) Total depreciation expense for the year
totaled $3.9 million.

Construction - Next Five Years

Annually, the Board of Education prepares and submits to the State Interagency Committee for School
Construction and our local county government a 5-Year Capital Improvement Program (CIP). Funding for
a new Showell Elementary School was approved by the Worcester County Commissioners and the State of
Maryland in FY'19. The construction bids totaling $39 million were approved by the Worcester County
Commissioners in August, 2018. The total cost of the new school is $47.5 million. Construction on this
project is scheduled to begin in October 2018 with estimated completion in September 2020. Future
projects included in our FY20 CIP include roof replacement projects at Pocomoke Middle and Snow Hill
Middle Schools, an addition at Stephen Decatur Middle School and a replacement Buckingham Elementary
School.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

Long-Term Liabilities

At year-end, the District had $323,012,524 for amounts due or payable after one year, This amount
consists of the following:

(1

)

* $242,191 of accrued compensated absences which is an obligation resulting primarily from accrued

annual leave which is due and payable to employees upon termination, $4,666,979 in net pension
liability and $318,103,354 for other post-employment benefits.

FACTORS BEARING ON THE DISTRICTS’ FUTURE

Worcester County Public Schools (WCPS) provides post-employment health insurance benefits to
their retirees. During fiscal year 2018, WCPS implemented GASB Statement No. 75, Accounting
and Financial Reporting for Postemployment Benefits Other Than Pensions, which resulted in a
restatement of the net OPEB liability for the period June 30, 2017 of $226,389,011. Implementation
of GASB Statement No. 75 resulted in a Net OPEB liability on our district-wide financial
statements of $318,103,354 as of June 30, 2018. Our local government has historically funded the
cost of health insurance for all school system employees including retirees. As part of this
partnership, the Worcester County Government established and funded a trust to pay the costs of
retiree health insurance. This continued partnership will be crucial as we work to ensure adequate
resources are available to continue to meet our obligations to current and future retirees.

The Board of Education has a growing list of capital projects. The list includes:

® Replacement of Showell Elementary School — Funding for the new replacement school totaling
47.5 million was approved by our County and State in FY19. Construction of this project is
currently scheduled to begin in October 2018.Estimated completion date is September 2020.

» Addition to Stephen Decatur Middle School

* Roof Replacements at Pocomoke Middle and Snow Hill Middle Schools

* Replacement of Buckingham Elementary School

As more buildings age, delays in funding projects will compound the costs and logistics of the
Capital Program.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

Management’ s Discussion and Analysis
Year Ended June 30, 2018

CONTACTING THE DISTRICT’S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors with a general
overview of the District’ s finances and to demonstrate the District’ s accountability for the money it
receives. If you have questions about this report or need additional financial information, contact the

Finance Office, at the Board of Education of Worcester County, 6270 Worcester Highway, Newark,
Maryland 21841.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF NET POSITION

June 30, 2018

ASSETS

Cash and cash equivalents

Investments

Accounts receivable:
Federal, state and other restricted funds
Miscellaneous

Internal balances

Non depreciable capital assets

Depreciable captial assets, net

TOTAL ASSETS

DEFERRED CUTFLOWS OF RESOURCES
Pensions (see Note 4)
Other post employment benefits (OPEB) (see Note 7)

TOTAL DEFERRED OUTFLOWS OF RESOURCES

LIABILITIES
Accounts payable:
Vendors
Others
Payroll deductions and withholdings
Payable to external parties
Unearned revenue
Long-term liabilities:
Portion due or payable within one year:
Accrued compensated absences
Early incentive payment
Portion due or payable after one year:
Other post employment benefits
Pensions
Accrued compensated absences

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES
Pensions (see Note 4)
Other post employment benefits (OPEB) (see Note 7)

TOTAL DEFERRED INFLOWS OF RESOURCES

NET POSITION
Net investment in capital assets
Restricted for:
Food service acrivities
Restricted funds
Capital projecis
Unrestricted

TOTAL NET POSITION

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

Business-
Governmenial Type
Activities Activities Total
6,720,825 § 458,987 % 7,179,792
235,155 - 235,155
1,266,770 104,550 1,371,320
66,861 5,275 72,136
529,915 (529,915) -
4,187,696 - 4,187,696
159,408,282 24,523 159,432,805
172,415,504 63,400 172,478,904
1,298,762 - 1,208,762
5,526,004 - 5,526,004
6,824,766 - 6,824,766
491 899 - 491 899
453,529 1,127 454,656
4,664,603 - 4,664,693
345,959 - 345 959
1,173,324 20,000 1,193,324
42,193 - 42,193
152,857 - 152,857
318,103,354 - 318,103,354
4,666,979 - 4,666,979
242,191 S 242,191
330,336,978 21,127 330,358,105
625,391 - 625,391
19,401,793 - 19,401,793
20,027,184 - 20,027,184
163,595,978 24,523 163,620,501
- 17,750 17,750
53,091 - 53,091
(334,772,961} - (334,772,961)
$ (171,123,892) § 42,273 & (171,081,619




THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF ACTIVITIES
Year Ended June 30, 2018

Program Revenues

Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions Contributions
Governmental Activities
Current:

Administration 5 1,700,046 3% - 5 92,634 % e
Mid-Level Administration 7,229,200 - 94,637 -
Instructional services 52,753,715 84,583 4,380,854 -
Special education 12,418,102 - 4 000,725 -
Student personnel services 342,415 = c e
Health services 951,784 - 74,314 -
Student transportation 6,886,663 - 3,435,548 e
Operation of plant and equipment 8,249,487 - 8,251 -
Maintenance of plant 1,100,895 - e G
Fixed charges 43,620,396 - 1,198,462 2,500.000
Community services 23,638 - 23,638 -
Capital outlay 218,062 - - 3,649,151
Food services 30,104 - 30,104 -

State of Maryland and county share of
retirement and pension contribution 7,155,355 - 7,155,355 &
Total Governmental Activities 142,679,862 84,583 20,494 522 6,149,151

Business-Type Activities

Food Services 2,700,973 640,687 2,039,480 15,000
Totals 5 145,380,835 % 725,270 % 22534,002 % 6,164,151

General Revenues
State of Maryland
Worcester County appropriation
Other revenue
Unrestricted investment earnings
Total General Revenues
Change in Net Position
Net Position Beginning of Year, as restated

Net Position End of Year

The Notes to Financial Statements are an integral part of this statement.
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Net (Expenses) Revenue
and changes in Net Position

Governmental Business-Type

Activities Activities Total
% (1,607,412) § - 5 (1,607,412)
(7,134,563) - (7,134,563)
(48,288,278) - (48,288,278)
(8,417,377) - (8,417,377
(342,415) - (342,415)
(877,470) - (877.,470)
(3,451,115) - (3,451,115)
(8,241,236) - (8.241,236)
(1,100,895) - (1,100,895)
(39,921,934) - (39,921,934)
3,431,089 - 3,431,089
(115,951,606) - {115,951,606)
S (5,806) (5,806)
(115,951,606) (5,806) (115,957,412)
14,245,887 - 14,245,887
83,870,125 - 83,870,125
34,140 - 34,140
70,147 1,247 71,394
98,220,299 1,247 98,221,546
(17,731,307) (4,559) (17,735,866)
{153,392 585) 46,832 (153,345,753)
$ (171,123.892) $ 42,273 $ (171,081,619
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

BALANCE SHEET - GOVERNMENTAL FUNDS

ASSETS
Cash and cash equivalents
lovestments
Accounts receivable:
Federal, state and other resiricted funds
Other
Due from other funds

TOTAL ASSETS

LIABILITIES AND FUND BALANCES
LIABILITIES
Accounts payable:
Vendors
Others
Payroll deductions and withholdings
Due to other funds
Deferred revenue - Federal, state and other
restricted funds

TOTAL LIABILITIES
COMMITMENTS AND CONTINGENCIES

FUND BALANCES
Fund Balance:

Restricted for fund purposes

Assigned to:
Insurance reserve
Subsequent year's expendinures
Capital and technology projects
Other purposes (encumbrances)}

Unassigned

TOTAL FUND BALANCES

TOTAL LIABILITIES AND FUND BALANCES

June 30, 2018

Total
Capital Governmental

Genera] Projects Funds
6,720,825 % - 8 6,720,825
235,155 - 235,155
931,540 335,230 1,266,770
62,400 4,461 66,861
727,696 12,606 740,302
8,677.616 § 352,297 5 9,029,913
300,474 § 101,425 § 491,899
453,529 - 453,529
4,706,886 - 4,706,886
358,565 197,781 556,346
1,173,324 - 1,173,324
7.082.778 299.206 7.381.984
- 53,091 53,091
22,024 - 22,024
567,011 - 567,011
95,103 - 95,103
259,976 - 259,976
650,724 - 650,724
1,594,838 53,091 1,647,929
8,677,616 % 352297 § 9,025 913

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



—] THE BOARD OF EDUCATION OF WORCESTER COUNTY

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET TO THE
STATEMENT OF NET POSITION
- , June 30, 2018

Total fund balances, governmental funds % 1,647,929

L J

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

Capital assets used in governmental activities are not financial resources and are
- therefore not reported in the fund financial statements, but are reported in the

governmental activities of the Statement of Net Position. 163,595,978
- Deferred outflow of resources - pensions (see Note 4) 1,298,762
Deferred outflow of resources - OPEB (see Note 7) 5,526,004

Some liabilities are not due and payable in the current period and therefore are
not reported in the fund financial statements, but are reported in the governmental
activities of the Statement of Net Position.

Early incentive payment (152,857)

Accrued compensated absences (242,191)

Net pension liability (4,666,979)

= Other post retirement employment benefits (318,103,354)
Total long-term liabilities {323,165,381)
Deferred inflow of resources - pensions (see Note 4) (625,391)
" Deferred inflow of resources - OPEB (see Note 7) (19,401,793)
" Net assets of governmental activities in the Staternent of Net Position 3 (171,123,892)

The Notes to Financial Statements are an integral part of this statement.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS
Year Ended June 30, 2018

Total
Restricted Capital Governmental
General Grants Projects Funds
REVENUES
Worcester County Appropriations $ 83,870,125 §% - % 3,636,795 5 87,506,920
State of Maryland 19,062,262 - 12,356 19,074,618
On behalf State of Maryland - retirement and
pension contribution 6,672,989 - - 6,672,989
On behalf County - retirement and
pension contribution 482,366 - - 482,366
Restricted Federal, state and other local funds - 8,522,792 - 8,522,792
Other sources 188,713 - 157 188,870
TOTAL REVENUES 110,276,455 8,522,792 3,649,308 122,448,555
EXPENDITURES
Administration 1,567,922 92,634 - 1,660,556
Mid-level administration 7,134,563 94,637 - 7,229,200
Instructional salaries and wages 41,264,505 2,539,069 - 43,803,574
Textbooks and instructional supplies 2,312,197 907,718 - 3,219,915
Other instructional costs 1,044 600 934,067 - 1,978,667
Student personnel services 342,415 - - 342,415
Health services 877,470 74,314 - 951,784
Student transportation 6,526,397 360,266 - 6,886,663
Operation of plant and equipment 8,083,276 8,251 - B,091,527
Maintenance of plant 1,100,895 - - 1,100,895
Fixed charges 22,729,876 1,198,462 - 23,028,338
Capital outlay 361,776 - 3,649,145 4,010,921
Special education 10,158,470 2,259,632 - 12,418,102
Food services - 30,104 - 30,104
Community services - 23,638 - 23,638
On behalf County - retirement and
pension contribution 482,366 - - 482,366
On behalf State of Maryland - retirement and
pension contribution 6,672,989 - - 6,672,989
TOTAL EXPENDITURES 110,659,717 8,522,792 3,649,145 122,831,654
Net Change in fund balances (383,262) - 163 (383,099)
Fund balances, beginning 1,978,100 - 52,928 2,031,028
Fund balances, ending $ 1,594,838 $ - 5§ 53,091 § 1,647,929

The Notes to Financial Statements are an integral part of this statement.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

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

TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2018

Net change in fund balances, governmental funds

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

Governmenta] 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. In the current period, these amounts are:

Capital outlay

Depreciation expense

Total

Loss on disposal of assets

Some items reported in the Statement of Activities do not require the use of current
financial resources and therefore are not reporied as expenditures in governmental
funds, These activities consist of:

Increase in early incentive payment

Decrease in compensated absences

Decrease in pension expense

Net Increase in other post-retirement benefits

Change in net position of governmental activities

The Notes to Financial Statements are an integral part of this statement.
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5 (383,099)

3,804,821
(3,949,009)
(144,188)
(11,962)

(123,327)
4,828
427,320

{17.500,879)

{17,192,058)

$  (17,731,307)
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF FUND NET POSITION
PROPRIETARY FUNDS

ASSETS
Current assets:
Cash and cash equivalents
Due from other governments
Other receivables

Total current assets
Noncurrent assets:
Fumiture and equipment
Less: accurnulated depreciation
Total noncurrent assets
TOTAL ASSETS
LIABILITIES
Current liabilities:
Due to general fund
Accounts payable

Deferred revenue

Total current liabilities

COMMITMENTS AND CONTINGENCIES

NET POSITION
Invested in capital assets
Unrestricted

TOTAL NET POSITION

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

June 30, 2018
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Enterprise Fund
Food Services

$ 458,967

104,550
5,275

568,792

265,957
(241,434)

24,523

593,315

529,915
1,127
20,000

551,042

24,523
17,750

$

42,273




THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET POSITION
BUSINESS-TYPE ACTIVITIES
Year Ended June 30, 2018

OPERATING REVENUES
Food service sales

OPERATING EXPENSES
Salaries and wages
Fringe benefits
Contracted services
Food and food related supplies
Nonfood supplies
Value of USDA commodities donated
Commodity processing
Depreciation

TOTAL OPERATING EXPENSES
OPERATING LOSS
NONOPERATING REVENUES
Interest income
Grant revenue
State of Maryland:
Reimbursement of food costs
Federal through state:

Reimbursement of food costs
Donation of food commodities
Total Federal through state

TOTAL NONOPERATING REVENUES
Change in net position
Net position beginning of year

Net position end of year

The Notes to Financial Statements are an integral part of this statement.
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Enierprise Fund
Food Services

3 640,687

084,145
361,186
3,466
1,124,514
41,954
163,757
17,448
4,503

2,700,973

(2,060,286)

1,247
15,600

118,220

1,757,503
163,757

1,921,260

2,055,727

(4,559)

46,832

$ 42,273
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
Year Ended June 30, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from user charges
Cash payments 10 employees for services
Cash payments for health and other insurances
Cash payments to suppliers for goods and services
Cash payments for facility use and maintenance
Net cash used in operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Non operating grants received
Net loans (repayments) to other funds
Net cash provided by noncapital financing activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments

Net change in cash
Cash and investmnents, beginning of year

Cash and investments, end of year

RECONCILIATION OF OPERATING LOSS TO NET CASH
USED IN OPERATING ACTIVITIES
Operating loss
Adjustments to reconcile operating loss to net cash
used in operating activities:
Depreciation
Donated commodities used
Changes in assets and liabilities:
Receivables

Net cash used in operating activities

NONCASH NONCAPITAL FINANCING ACTIVITIES
During the year the board received food commodities
from the U.S. Department of Agriculture

The Notes to Financial Statements are an integral part of this statement.
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Enterprise Fund
Food Services

3 637,330
(984,145)
(361,186)

(1,183,916)
(3,466)

(1,895,383)

1,919,029
(20,948)

1,858,081

1,247

3,945

455,022

$ 458,967

$ {2.,060,286)

4,503
163,757

(3,357)

3 (1,895,383)

S 163,751
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF FIDUCIARY NET POSITION

FIDUCIARY FUNDS
June 30, 2018
Agency
Fund
Private School
Purpose Retiree Benefit Activities
Trust Fund Trust Fund Fund
ASSETS
Cash $ - % 749,670 $ 813,646
Trust investments:
Money market funds - 369,467 -
Fixed income securities - 5,787,731 -
Equities securities : - 12,154,380 -
Due from other funds 333,520 S 12,439
TOTAL ASSETS 333,520 19,061,248 826,085
LIABILITIES
Due to school activities funds - - 826,085
TOTAL LIABILITIES - - 826,085
NET POSITION
Held in trust for:
Other postemployment benefits - 19,061,248 -
Scholarships, etc. 333,520 & S
TOTAL NET POSITION $ 333,520 § 19,061,248 & -

The Notes to Financial Statements are an integral part of this statement.
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THE BOARD OF EDUCATION OF WORCESTER COUNTY

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION

FIDUCIARY FUNDS
Year Ended June 30, 2018

ADDITIONS
Contributions:
Donations and fees
Worcester County contributions
Plan member contributions
Total contributions
Investment earnings:
Interest
Increase in fair value of investments
Total investment earnings

Total additions
DEDUCTIONS
Pian benefit payments
Professional fees
Scholarships, etc.
Total deductions
Change in net position
Net position held in trust, beginning

Net position held in trust, ending

The Notes to Financial Statements are an integral part of this statement.
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Private
Purpose Retiree Benefit
Trust Fund Trust Fund
3 02,441 § -
= 2,500,000
- 663,826
92,441 3,163,826
4,046 14,772
- 1,568,149
4,046 1,582,921
96,487 4,746,747
- 6,639,440
69,532 -
69,532 6,639,440
26,955 (1,892,693)
306,565 20,953,941
3 333,520 % 19,061,248
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies
A. Reporting Entity

The Board of Education of Worcester County, Maryland is a component unit of Worcester County, Maryland. These
separate financial statements are also included within the basic financial statements of Worcester County.

The Board of Education receives substantial appropriations from and is subject to the indirect control of Worcester
County, although the Board has its own separate governing board.

B. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net position and the statement of changes in net
position) report information on all of the nonfiduciary activities of the Board. For the most part, the effect of interfund
activity has been removed from these statements. Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a significant extent on
fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment are offset
by program revenues. Direcl expenses are those that are clearly idemtifiable with a specific function or segment.
Program revenues include 1) charges to recipients who purchase, use, or directly benefit from goods, services or
privileges provided by a given function or segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Grants and other revenues not properly
included among program revenues are reported instead as general revenues.

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

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and the accrual
basis of accounting, as are the proprietary fund and fiduciary fund financial statements. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. Grants and
similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the current period or soon enough thereafter to
pay liabilities of the current period. Expenditures generally are recorded when a Hability is incurred, as under accrual
accounting. However, expenditures related to compensated absences and claims and judgments, are recorded only
when payment is due,

Revenues-Exchange and Non-exchange Transactions - Revenue resulting from exchange transactions, in which each
party gives and receives essentially equal value, is recorded on the accrual basis when the exchange takes place. Ona
modified accrual basis, revenue is recorded in the fiscal year in which the resources are measurable and become
available. Available means that the resources will be collected within the current fiscal year or are expected to be
collected soon enough thereafter to be used to pay liabilities of the current fiscal year.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation {continved)

Nonexchange transactions, in which the Board receives value without directly giving equal value in return, include
primarily grants. Revenue from grants is recognized in the fiscal year in which all eligibility requirements have been
satisfied. Eligibility requirements include timing requirements, which specify the year when the resources are required
10 be used or the year when use is first permitted, matching requirements, in which the Board must provide local
resources to be used for a specified purpose, and expenditure requirements, in which the resources are provided to the
Board on a reimbursable basis. On a modified accrual basis, revenue from nonexchange transactions must also be
available before it can be recognized.

Under the modified accrual basis, the following revenue sources are considered to be both measurable and available at
year end: interest, tuition, grants, fees and rentals.

Unearned revenue — Unearned revenue arises when assets are recognized before revenue recognition criteria have been
satisfied.

Grants received before the eligibility requirements are met are also recorded as uneammed revenue.

On governmental fund financial statements, receivables that will not be collected within the available period have also
been reported as unearned revenue,

Expenses/Expenditures - On the accrual basis of accounting, expenses are recognized at the time they are incurred. The
fair value of donated commodities used during the year is reported in the operating statement as an expense with a like
amount reported as donated commodities revenue. Unused donated commodities are reported as unearned revenue.

The measurement focus of governmental fund accounting is on decreases in net financial resources (expenditures) rather
than expenses. Expenditures are generally recognized in the accounting period in which the related fund liability is

incurred, if measurable. Allocations of cost, such as depreciation and amortization, are noi recognized in governmental
funds.

The government reports the following major governmental funds:

General and Restricted Funds

All financial resources appropriated for current operating expenditures, including restricted grant funds, are accounted
for in the General and Restricted Funds.

Capital Projects Fund

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

The Board reports the following major proprietary fund:

Food Service Fund

This fund accounts for the activity of the Board’s Food Service operation which operates cafeterias in the Board’s
schools.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation {continued)
The Board also reports the following fund types:

Agency Fund

Funds of the School Activity Fund are administered by the individual schools in a fiduciary capacity.

Private Purpose Trust Fund

These funds are held by the Board for scholarships and other student awards.

Retiree Benefit Trust Fund

These funds are held in trust by Worcester County, Maryland, on behalf of the Board, for the benefits of retirees.

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

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues and
expenses generally result from providing services and producing and delivering goods in comnection with a proprietary
fund’s principal ongoing operations. The principal operating revenues of the Board are charges for lunch, breakfast and
catered meals. Operating expenses for enterprise funds include the cost of sales and services, administrative expenses,
and depreciation on capital assets. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses, '

D. Assets, Liabilities and Net Position

Cash and Investments

The Board is authorized to invest any monies in any fund or account over which it has custody or control. The type of
investments are specified in accordance with Section 6-222 of the Maryland State Finance and Procurement Article.

Cash in the General Fund and Food Service Funds are pooled into one account in order to maximize investment
opportunities. Each fund whose monies are deposited in the account has an equity therein, and interest earned on the
investment of these monies is allocated based upon relative equity at month end. An individual fund’s pooled cash and
cash investments are available upon demand and are considered to be “cash equivalents” when preparing these financial
statements.

Accounts Receivable

The Board has amounts due from governmental agencies of $1,371,320 at June 30, 2018. These receivables are due
primarily from the Maryland State Department of Education and from Worcester County.

Capital Assets

Capital assets, which include property, plant and equipment, are reported in the applicable governmental or business-type
activities columns in the government-wide financial statements. Capital assets are defined by the government as assets
with an initial, individual cost of more than $5,000 and an estimated useful life in excess of two years. Such assets are
recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital assets are recorded at
estimated fair market value at the date of donation.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)
D. Assets, Liabilities and Net Position (continued)

Capital Assets (continued)

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

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Property, plant and equipment of the Board is depreciated using the straight-line method over the following estimated
useful lives:

ASSETS YEARS
Improvements 20-25
Buildings 50
Vehicles B
Furniture, Fixtures And Equipment 5-15

Compensated Absences

Compensated absences are reported as accrued in the government wide financial statements. Governmental funds report
only matured compensated absences payable to currently terminating employees.

Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities and long-term obligations are reported in the government-wide statements, and all
payables, accrued liabilities and long-term obligations payable from proprietary funds are reported on the proprietary
fund financial statements.

In general, governmental fund payables and accrued liabilities that, once incurred, are paid in a timely manner and in
full from current financial resources, are reported as obligations of the funds. However, claims and Jjudgments and
compensated absences that will be paid from governmental funds are reported as a liability in the fund financial
statements only to the extent that they are due for payment during the current year.

Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results may differ from those estimates.

Net Position

In the government-wide financial statements, net position represents the difference between assets plus deferred outflows
of resources and liabilities plus deferred inflows of resources. Net investment in capital assets consists of capital assets,
net of accumulated depreciation, reduced by the outstanding balances of any borrowings used for the acquisition,
construction or improvement of those assets. Net position is reported as restricted when there are limitations imposed on
their use either through the enabling legislation adopted by the Board or through external restrictions imposed by
grantors, creditors or laws or regulations of other governments.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summarsr of Significant Accounting Policies (continued)
D. Assets, Liabilities and Net Position (continued)

Net Position (continued)

The Board applies restricted resources first when an expense is incurred for purposes for which both restricted and
unrestricted net position is available. Furthermore, committed fund balances are reduced first, followed by assigned
amounts, and then unassigned amounts when expenditures are incurred for purposes for which amournts in any of those
unrestricted fund balance classifications can be used.

Deferred Outflows and Inflows of Resources

In addition to assets, the statement of net position reports a separate section for deferred outflows of resources.
Deferred outflows of resources represent a consumption of net position that applies to a funure period and so will not be
recognized as an outflow of resources {expense/expenditure) unti} that period. The Board has two items that qualify for
reporting in this category. The Board recognizes a deferred outflow of resources related 1o its pension obligation {(Note
4) and OPEB liability (Note 7) for changes in assumptions and the net difference between projected and actual
investment earnings on plan investments. These amounts are deferred and recognized as an outflow from resources in
the period that the amounts become available.

In addition to liabilities, the statement of net position reports a separate section for deferred inflows of resources.
Deferred inflows of resources represent an acquisition of net position that applies to a future period and so will not be
recognized as an inflow of resources (revenue) until that time. The Board has two items that qualify for reporting in this
category. The Board recognizes a deferred inflow of resources related 1o its pension obligation (Note 4) and OPEB
liability (Note 7) for the net difference between projected and actual investment earnings on pension plan investments,
changes in assumptions, and differences between expected and actual experience. This item is deferred and recognized
as an inflow from resources in the period that the amounts become available.

The deferred outflows and inflows of resources represent recorciling items between the governmental fund financial
statements and the government-wide financial statements.

Interfund Receivables and Payables

Activities between funds that are representative of lending or borrowing arrangements outstanding at the end of the fiscal
year are referred to as due to/from other funds. Transfers are fund balance amournts reserved and/or designaied in the
prior year that received County approval to be spent on capital projects.

Fund Balance

Fund balances are reported separately within classifications based on a hierarchy of the constraints placed on the use of
those resources. The classifications are based on the relative strength of the constraints that control how the specific
amounts can be spent. The classifications are nonspendable (i.e. inventory or long term receivables), restricted (by
external parties or legislation), committed (by resolution of the Board of Education), assigned (by management approval
for specific purposes) and unassigned. Nonspendable fund balance cannot be spent because of its form. Restricted fund
balance has limitations imposed by creditors, grantors, or contributors or by enabling legislation or constitutional
provisions. Committed fund balance is a limitation imposed by the Board. Assigned fund balances js a limitation
imposed by a designee of the Board, Unassigned fund balance in the General Fund is the net resources in excess of
what can be properly classified in one of the above four categories. Proprietary fund equity is classified the same as in
the governmeni-wide statements.
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NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (continued)

D. Assets, Liabilities and Net Position (continued)

Encumbrance Accounting

Encumbrances for goods or purchased services are documented by purchase orders or contracts. Encumbrances are
reported as assigned fund balance in the governmental fund financial statements. Encumbrances outstanding at June 30,
2018 that were provided for in the current year’s budget for the budgetary basis of accounting but will be accounted for
under generally accepted accounting principles in the subsequent year totaled $259,976.

E. Budgetary Data

All funds, other than agency funds, are legally required to be budgeted and appropriated. The budget is prepared on the
budgetary basis of accounting. The budget establishes a limit on the amounts that the Board may appropriate and sets
annual limits as to the amount of expenditures at a level of control selected by the Board. The legal level of control has
been established by the Board at the category level within each fund.

The budget may be amended during the year if projected increases or decreases in revenue are identified. The amounts
reported as the original budgeted amounts in the budgetary statements reflect the amounts when the original budget was
adopted. The amounts reported in the final budgeted amounts reflect amendments approved by the County government
during the year between categories and those approved by the Board within categories.

Note 2. Detailed Notes on All Funds
A. Deposits and Investments
Custodial Risk

The Annotated Code of Maryland (Article 95, Section 22) requires that deposits with financial instirutions by local
boards of education be collateralized. Collateral for repurchase agreements must be at least 102% of market value of
principal and accrued interest. The Board’s collateral is held by a custodian in accordance with Section 6-209(c) of the
State Finance and Procurement Article of the Annotated Code of Maryland and acceptable coliateral is as specified under
Section 6-202 of the same document.

These collateralization requirements are established to reduce custodial risk which is the risk that in the event of a bank
failure, the Board’s deposits may not be returned to it.

At June 30, 2018, the Board’s funds were invested as follows:

CARRYING
VALUE
Cash and cash equivalents 5 7,179,792
Invested in Maryland Local Government
Investment Pool $ 235,155
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