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Independent Auditors' Repott

To the Town Commissioners
Town of Charlestown

We have audited the accompanying financial statements of the governmental activities, the business-
type activities and each major fund of the Town of Charlestown as of and for the year ended June 30,
2011, which collectively comprise the Town of Charlestown’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of Town of Charlestown's manage-
ment. 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. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and 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 opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities and each major
fund of the Town of Charlestown as of June 30, 2011, and the respective changes in financial position
and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 2 through 7 and 30 through 32
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 hot express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to expense an opinion or provide any

: MJ\J)&M/’%\%‘}K

October 7, 2011

5CPA) Certified Public Accountunts ¢ Business Consultants




TOWN OF CHARLESTOWN

Management’s Discussion and Analysis
June 30, 2011

As management of the Town of Charlestown, Maryland ("the Town"), we offer readers of the Town’s
financial statements this narrative overview and analysis of the financial activities of the Town for the
fiscal year ended June 30, 2011, The Management’s Discussion and Analysis (MD&A) is best understood if
read in conjunction with the Town’s basic financial statements.

Financial Highlights

The assets of the Town exceeded its liabilities at the close of the 2011 fiscal year by $5,136,619 (net
assets). Approximately 67% of this amount is attributable to the Utility Fund. Of the total net assets,
$1,191,466 (unrestricted net assets) may be used to meet the Town's ongoing obligations to citizens and
creditors (63% of this amount is attributable to the Utility Fund), and $3,933,653 Is invested in capital
assets, net of related debt. As of June 30, 2011, the Town's governmental funds reported combined
ending fund balances of $453,279. Of this total amount, $441,779 or 97% Is available to meet the Town’s
current and future needs and is classified as unrestricted fund balance. As of June 30, 2011, the
unrestricted fund balance for the General Fund (primary operating fund) was $512,684 or 71% of total
General Fund expenditures, The Town's total long-term debt decreased by ($30,109) during the current

fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Town's basic financial
statements. The basic financial statements are comprised of three components: 1) government-wide
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report
also contains other required supplementary information in addition to the basic financial statements

themselves.

Government-wide financial statements. The government-wide financial statementsare designed to
provide readers with a broad overview of the Town’s finances, in a manner similar to a private sector
business. The Statement of Net Assets presents information on all of the Town's assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases in net
assets may serve as a useful indicator of whether the financial position of the Town is improving or
deteriorating.

The Statement of Activities presents information showing how the Town’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise
to the change occurs, regardiess of the timing of related cash flows, Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes).

Both of the government-wide financial statements distinguish functions of the Town that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-
type activitles). The governmental activities of the Town include general government, public safety, public
works, and parks and recreation. The business-type activities of the Town include Water and Sewer
operations.

Fund financial statements. 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, like other state
and local governments, uses fund accounting to ensure and demonstrate compliance with finance-related
legal requirements. All of the funds of the Town can be divided into two categories: governmental funds
and proprietary funds,




TOWN OF CHARLESTOWN

Management’s Discussion and Analysis
June 30, 2011

Governmental funds. Governmenta/ finds are used to account for essentially the same functions
reported as governmental activities In the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near term inflows
and outflows of spendable resources, as well as on balances of spendable resources available at the end
of the fiscal year. Such information may be useful in evaluating a government's near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By so
doing, readers may better understand the long-term impact of the government’s near-term financing
decisions. Both the Governmental Fund Balance Sheet and Governmental Fund Statement of Reveriues,
Expenditures and Changes in Fund Balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities. The Town maintains two individual governmental funds,
the General and the Special Revenue Funds.

Information is presented separately in the Governmental Fund Balance Sheet and in the Governmental
Fund Statements of Revenues, Expenditures and Changes in Fund Balances for both of the governmental
funds. The Town adopts an annual appropriated budget for its General Fund. A budgetary comparison
statement has been provided for the General Fund to demonstrate compliance with this budget. The basic
governmental fund financial statements can be found on pages 10-13. The budgetary comparison can be
found as other required supplementary information on pages 30-32.

Proprietary funds. The Town maintains one proprietary-type fund: an enterprise fund. Enterprise funds
are used to report the same functions presented as business-type activities In the governmental-wide
financial statements. The Town uses an enterprise fund to account for its utilities (water and sewer)
activities. The basic proprietary fund financial statements can be found on pages 14-17 of this report.

summary of significant accounting policies and notes to the financial statements. The
summary and notes provide additional information that is essential to a full understanding of the data
provided In the government-wide and fund financial statements. The summary and notes are part of the
basic financial statements and can be found of pages 18 - 29 of this report.

Other information. In addition to the basic financial statements and accompanying summary and notes,
this report also presents the budgetary comparison for the general fund as required supplementary
information on pages 30-32.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s overall financial
condition and position. In the case of the Town, assets exceeded liabilities by $5,136,619 at the close of
the current fiscal year. The Town of Charlestown’s net assets are divided into three categories - invested
in capital assets, net of related debt, restricted and unrestricted net assets. The largest portion of the
Town’s net assets (77%) reflects its investment in capital assets {(e.g., land, improvements, buildings,
machinery, equipment, vehicles, and sewer system), less accumulated depreciation and any unmatured
debt used to acquire those assets. The Town uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending, Although the Town’s investment in its
capital assets is reported net of related debt, it should be noted that the resources needed to repay this
debt must be provided from other sources, since the capital assets themselves cannot be used to liquidate
these itabilities. Restricted net assets are resources that are subject to external restrictions on how they
may be used.
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TOWN OF CHARLESTOWN

Management’s Discussion and Analysls
June 30, 2011

Financial Analysis of the Town's Funds
As noted earlier, the Town uses fund accounting to ensure and demonstrate compliance with finance

related legal requirements,

Governmental funds. The focus of the Town's governmental funds is to provide information on current
inflows, outflows, and balances of available, spendable resources. Such information is useful in assessing
the Town's financing requirements. In particular, unassigned fund balance may serve as a useful measure
of a government's net resources available for spending at the end of the fiscal year-end. At June 30,
2011, the Town's governmental funds reported a combined ending fund balance of $453,279, a decrease
of $66,656 in comparison with the prior year. Approximately 97% of this total amount ($441,779)
constitutes unassigned fund balance, which is available for spending at the government's discretion. The
remainder of fund balance ($11,500) Is nonspendable to indicate that itis not avallable for new spending
because it has already been committed and dedicated for a restricted purpose, The nonspendable fund
balance, at 3% of total fund balance, does not significantly affect the availability of fund resources for
future use,

The General Fund is the chief operating fund of the Town of Charlestown, At the end of the current fiscal
year, unassigned fund balance of the General Fund was $512,684. As a measure of the General Fund's
liquidity, it may be useful to compare both unassigned fund balance and total fund balance to total fund
expenditures, Unassigned fund balance represents 71% of total General Fund expenditures. The fund
balance of the Town of Charlestown’s General Fund increased by $38,440 during the current fiscal year.
The Special Revenue Fund has a total fund deficit of $59,405, which is entirely restricted for fund

purposes.

Proprietary funds. The Town'’s proprietary fund statements provide the same type of information found
in the government-wide financial statements, but in more detall. Total net assets of the Utility Fund
totaled $3,441,257. Other factors concerning these fund finances have been addressed in the discussion
of the Town’s business-type activities.

General Fund Budgetary Highlights

A budget and actual comparison schedule is provided as other required supplemental information. The
budget and actual comparison schedules show the original adopted budgets, the final revised budget,
actual results, and variance between the final budget and actual results for the general fund.




TOWN OF CHARLESTOWN

Management's Discussion and Analysis
June 30, 2011

Capital Assets and Debt Administration

Capital assets. The Town's investment in capital assets for its governmental and business-type activities
as of June 30, 2011, was $5,103,738 (net of accumulated depreciation). This investment in capital assets
indudes fand, buildings, improvements, machinery, equipment, furniture, fixtures, vehides, and water and
sewer system.

The following table of the Town's capital assets is listed below. Additional information can be found in Note
4 on page 25 and 26 of this report.

Capital Assets
(net of depreciation)

Governmental Business-Type

Activities Activities Total
Land $ 420,702 $ -0- ¢ 420,702
Historic Building and Artifacts 220,000 220,000
Building and improvements 913,472 -0- 913,472
Machinery and equipment 84,972 84,972
Water and sewer systems -0- 3,464,592 3,464,592
Total net assets, net of depreciation $ 1639,146  $ 3,464,592 ¢ 5,103,738

Debt administration. At June 30, 2011, the Town had a note payable relating to Maryland Department of
Housing and Community Development, Infrastructure Financing Bonds totaling $699,700. There was also a
note payable to Maryland Department of Natural Resources for $73,322. A note payable for the December
2008 purchase of the Historic Ced! Hotel in the amount of $125,836. An interest-free project financing loan
payable to the Maryland Department of Natural Resources for the financing of the Stone Warf Project in the
amount of $14,034 which represents the amount spent and disbursed to the Town.

Outstanding Debt
Governmental Business-Type
Activities Activities Total
Total bonds and notes payable 4 139,870 $ 773,022 3 912,892

Requests for Information

This tinancial report is designed to provide a general overview of the Town of Charlestown's tinances for all
those with an interest in the Town's finances. Questions concerning any of the information provided In this
report or requests for additional financial Information should be directed to Wib Pumpaly, Town
Administrator. Town of Charlestown, 241 Market Street, P.O. Box 154, Charlestown, MD, 21514, or send an
e-mail to townadmin21914@comcast.net.




TOWN OF CHARLESTOWN

Statement of Net Assets
June 30, 2011

Governmental  Business-Type

Activities Activities Totals
CURRENT ASSETS
Cash and cash equivalents $ 569,560 $ 522,484 $ 1,092,044
Service charges receivable -0- 76,173 76,173
Accounts receivable 22,026 -0- 22,026
Prepaid expenses -0- 58,346 58,346
Due from other Governments 28,685 “0- 28,685
Internal balances (145,017) 145,017 -0-
Other assets -0- 18,119 18,119
Total Current Assets 475,254 820,139 1,295,393
CAPITAL ASSETS .
Land, building and equipment 3,446,872 5,492,872 8,939,744
Less: accumulated depreciation (1,807,726) (2,028,280) (3,836,006)
Total Capital Assets 1,639,146 3,464,592 5,103,738
TOTAL ASSETS 2,114,400 4,284,731 6,399,131
CURRENT LIABILITIES
Accounts payable and accrued expenses 21,975 38,119 60,094
Uneamed revenue 257,193 32,333 289,526
Current portion - bond payable -0- 28,192 28,192
Current portion - note payable 5,090 -0- 5,090
Total Current Liabilities 284,258 98,644 382,902
NONCURRENT LIABILITIES
Bonds payable, net of current portion -0- 744,830 744,830
Note payable, net of current portion 134,780 -0 - 134,780
TOTAL LIABILITIES 419,038 843,474 1,262,512
NET ASSETS
Invested in capital assets,
net of related debt 1,242,083 2,691,570 3,933,653
Restricted 11,500 -0- 11,500
Unrestricted 441,779 749,687 1,191,466
TOTAL NET ASSETS $ 1695362 § 3441,257 § 5136619

See accompanying notes to financial statements
-8-




sjuswajels jepueuy o} sajou Buituedwoloe aas

Iml

619'0ET’'s $  /STIMPE $ 29£'669°T  §
006°cHE’S E6EPPS'E 205’6641
(187°£02) (os1’€0T) (sp1'v0T1)
y1£7295 £ST'6b 191°€TS
Y 1€8°T 105C
1856 -0- /856
$6£'90T s’y Uy'es
788'6/ -0- 788'6L
6T4'19¢ -0- 612'19¢
{s65'692) (687°781) (00£'219) 18698 $  e€1p $ 1158 $  b296/Z’T $
{6827z51) {6827751) -0- -0- -0- 98T’61E SL¥'10S
(687°251) (687°2ST) -0- -0- -0- 981’6bE S/b'105
(90€’£19) e {o0£'/19) 18698 [E€° Y 575°9¢ 6v1'84L
(5€1769) -0 - (s€1769) 06,792 -0- -0- S76'S6
{812'8¢c1) -0- (sre'sen) 6£9'6€ 292'1T -0- 611'681
{662'9/) -0 - {662'92) -0- -0- ~0- 662'9/
(vs9'cgs) ¢ -0- $ (bso'cee)  $ TS0z $ sL0'9¢ $ §z5'9t $  908'9Tp $
1210 SaNIARDY SORIAIDY SUORNQGLIUOD suogngLuUo) SRIIAIRS sesuadx3
adA) -ssauisng [2IUDLILIBACD » sueIn R sjueD) 104 sabueyd
jeyden bunesado

$195sY 19N Ul sabuey)
PUB SNUSAJY (3suadxz) 1sN

SeNUBASY Wiesboid

TT0Z “0€ BUN( Papul JesA 3R Jod
SSIIADY JO JuBURIe)S

NMOLSITUVYHD 40 NMOL

ONIQNT - S13SSV 13N

ONINNIO38 - S1ASSY 13N

S13SSY 13N NI 3ONVHD
SINNIAIY TVHINID TVIO0L

BLWOUY JUDLUISIAL]
SNOBLB|ISIN
aWoouy ejusy

JBU10 pue Swodu]

Auedayg
153Xey
SANNIATY TWAINID

LNIWNYIAOD AUVIIUd WIOL
SSNIAIDY adAL-ssalsng (e1o)

WS]SAS JOMIS pue Jaiem
SALLIALLDY 3AdA1-SSANISNd

SSIALDY [EIUSLLILIBAOYD (@10}

LOReaIa) PUBR SHHRY
SyHoM Dliand
Awges olang
Juswusenob jelsuss

SILIALLIY TVANIWNYIAQD

SWY490Ud/SNOLLONMA




TOWN OF CHARLESTOWN

Balance Sheet
Governmental Funds
June 30, 2011

Total
General Special Governmental
Fund Fund Funds
ASSETS
Cash and cash equivalents $ 387,419 § 182,141 % 569,560
Interfund receivables 288,714 ~0- 288,714
Accounts receivable 9,153 1,798 10,951
Property taxes receivable 11,075 -0- 11,075
Due from other governments 28,685 -0- 28,685
Due from other funds -0- 50,993 50,993
Total Assets $ 725046  $ 234932 % 959,978
LIABILITIES AND FUND BALANCES
LIABILITIES:
Accounts payable and »
accrued expenses $ 16,352 § 5623 % 21,975
Interfund payable -0- 288,714 288,714
Due to other funds 196,010 -0- 196,010
Total Liabilities 212,362 294,337 506,699
FUND BALANCES:
Nonspendable -0- 11,500 11,500
Unassigned 512,684 (70,905) 441,779
Total Fund Balances 512,684 (59,405) 453,279

$ 725046 & 234932 § 959,978

See accompanying notes to financial statements
-10 -




TOWN OF CHARLESTOWN

Reconciliation of Governmental Funds to the Statement of Net Assets
June 30, 2011

TOTAL FUND BALANCE - TOTAL GOVERNMENTAL FUNDS $ 453,279

Amounts reported for Governmental Activities
in the Statement of Net Assets are different
because:

Capital assets used in Governmental
Activities are not financial resources
and, therefore, are not reported in
the governmental funds.

Governmental capital assets $ 3,446,872
Less accumulated depreciation {1,807,726)
1,635,146

Liabilities associated with the acquisition

of capital assets are not reported in the

governmental funds. (139,870)
Revenues that are deferred in the governmental

activities because they have not been earned.

This is the amount of lease payments which

were used to construct capital assets under

lease. (257,193)
NET ASSETS OF GOVERNMENTAL ACTIVITIES g 1‘695‘362

See accompanying notes to financial statements
- 11 -




TOWN OF CHARLESTOWN

Statement of Revenue, Expenditures and Changes In Fund Balance
Governmental Funds
For the Year Ended June 30, 2011

General Special
Fund Fund Totals
REVENUES
Property taxes $ 361,719 $ -0- 3 361,719
Income taxes 79,073 -0- 79,073
Other local taxes 809 Q- 809
Licenses and permits 26,525 -0~ 26,525
Intergovernmental 83,417 11,262 94,679
Grants -0- 39,639 39,639
Miscellaneous 28,653 30,239 58,892
Total Revenues 580,196 81,140 661,336
EXPENDITURES
Current operating :
General government 561,897 -0- 561,897
Public safety 67,330 -0- 67,330
Parks and recreation 29,860 -0- 29,860
Capital outlay 61,101 21,318 82,419
Spedial revenue fund -0- 164,918 164,918
Total Expenditures 720,188 186,236 906,424
EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES {139,992) (105,096) (245,088)
OTHER FINANCING SOURCES AND USES
Reimbursements from other funds 175,510 -0- 175,510
Loan proceeds 2,922 ~-0- 2,922
TOTAL OTHER FINANCING SOURCES AND USES 178,432 -0- 178,432
NET CHANGE IN FUND BALANCES 38,440 (105,096) (66,656)
FUND BALANCES - BEGINNING 474,244 45,691 519,935
FUND BALANCES - ENDING $ 512 684 $ (59,405) $ 453 279

See accompanying notes to financial statements
- 12 -




TOWN OF CHARLESTOWN

Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund

Balances of Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2011

NET CHANGE IN FUND BALANCE - TOTAL GOVERNMENTAL FUNDS

Amounts reported for Governmenta! Activities
in the Statement of Activities are different
because:

Governmental funds report capital outlays as
expenditures. However, in the Statement of
Activities, the cost of those assets is allocated
over thelr estimated useful lives and reported
as depreciation expense. This Is the amount
by which depreciation of $134,493 exceeded
capital outlays of $82,419 in the current period.

Proceeds from notes payable of $2,922, net of
principal payments of $5,840, were utilized
to acquire capital assets.

Revenues previously deferred in the governmental
activities, which were earned during the
current period.

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES

See accompanying notes to financial statements

-13 -

$  (66,656)

(52,074)

2,918

11,667

$ (104,145)




TOWN OF CHARLESTOWN

Statement of Net Assets Major Proprietary Funds
For the Year Ended June 30, 2011

CURRENT ASSETS
Cash and cash equivalents
Service charges receivable
Prepaid Expenses
Due from other funds
Other assets

Total Current Assets
CAPITAL ASSETS
Land, building and equipment
Less: accumulated depreciation
Total Capital Assets
TOTAL ASSETS
CURRENT LIABILITIES
Accounts payable
Deferred revenue
Current portion, bonds payable
Total Current Liabilities

NONCURRENT LIABILITIES
Bonds payable, net of current portion

Total Noncurrent Liabilities
TOTAL LIABILITIES

NET ASSETS
Invested in capital assets,
net of related debt
Unrestricted

TOTAL NET ASSETS

See accompanying notes to financial statements
-14 -

Utllity
Fund

s 522,484
76,173
58,346

145,017

18,119

820,139

5,492,872
(2,028,280}

3,464,592

4,284,731

38,119
32,333

28,192

98,644

744,830
744,830

843,474

2,691,570

749,687

$ 3,441,257




TOWN OF CHARLESTOWN

Statement of Revenues, Expenses and Changes in Fund Net Assets - Proprietary Funds

For the Year Ended June 30, 2011

OPERATING REVENUES
Service fees
Connection fees and misc. charges
Miscellaneous

Total Operating Revenue

OPERATING EXPENSES
Salaries
Maintenance
User fees - county
Contracted service
Utilities
General and administrative
Miscellaneous
Depreciation and amortization

Total Operating Expenses
OPERATING LOSS
NONOPERATING REVENUES (EXPENSES)
Rental income
Interest expense
Investment income
Totai Nonoperating Revenue (Expense)
CHANGE IN NET ASSETS
TOTAL NET ASSETS - BEGINNING

TOTAL NET ASSETS - ENDING

See accompanying notes to financial statements
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Utility
Funds

$ 275,584
72,762
840

349,186

129,130
54,654
106,142
39,137
15,570
2,493
600
116,629

464,355

(115,169)

47,322
(37,120)
1,831

12,033

(103,136)

3,544,393

_$ 3,441,257




TOWN OF CHARLESTOWN

Statement of Cash Flows - Proprietary Funds
For the Year Ended June 30, 2011

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from customers
Cash payments to suppliers for goods and services
Cash payments to general fund for salaries

NET CASH FLOWS FROM OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL
FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Repayments of bonds
Rental income received
Cash recelved for capital projects
Interest payments and administrative
fees paid on bond

NET CASH FLOWS FROM CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditures
Receipt of interest
NET CASH FLOWS FROM INVESTING ACTIVITIES
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - BEGINNING

CASH AND CASH EQUIVALENTS - END

See accompanying notes to financial statements
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Utility
Funds

(282,951)
(129,130)

(71,140)

$ 340,941 ! t
|
|
|

-0-

(27,191)
47,322
32,333

(36,090)

16,374

(14,452)
1,831

(12,621)
(67,387)

589,871

$ 522,484




TOWN OF CHARLESTOWN

Statement of Cash Flows - Proprietary Funds
For the Year Ended June 30, 2011

Reconciliation of operating loss to net cash flows
from operating activities
Operating loss
Add depreciation and amortization expense
Increase in current assets
Accounts receivable
Prepaid expenses
Decrease in current liabilities
Accounts payable

Net cash used in operating activities

See accompanying notes to financlal statements
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Utility
Funds

$ (115,169)
116,629

(8,245)
(58,346)

(6,009)
$ (71,140)




