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INDEPENDENT AUDITORS' REPORT 

 
 
 
Mayor and Town Commissioners 
Town of North East, Maryland 
North East, 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 Town of North East, Maryland (the Town), 
as of and for the year ended June 30, 2021, and the related notes to the financial statements, which collectively 
comprise the Town’s basic financial statements as listed in the table 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 America; 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 to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit 
in accordance with auditing standards generally accepted in the United States of America and the standards 
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller General of 
the United States. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free 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 auditors’ 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 to 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 
statements. 

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

 



Mayor and Town Commissioners 
Town of North East, Maryland 
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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 Town of North East, Maryland as of June 30, 2021, 
and the respective changes in financial position and, where applicable, cash flows thereof for the year then 
ended in accordance with accounting principles generally accepted in the United States of America. 

Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the management’s 
discussion and analysis on pages 8-15 and the budgetary comparison schedule of the general fund on pages 
50-51 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 purpose of forming opinions on the financial statements that collectively 
comprise the Town of North East, Maryland’s basic financial statements. The combining nonmajor 
governmental fund financial statements are presented for purposes of additional analysis and are not a 
required part of the basic financial statements. 

The combining nonmajor governmental fund financial statements are the responsibility of management and 
was derived from and relates directly to the underlying accounting and other records used to 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 combining nonmajor governmental fund financial statements are fairly stated, in all material respects, 
in relation to the basic financial statements as a whole. 

  



Mayor and Town Commissioners 
Town of North East, Maryland 
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Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated October 28, 2021, 
on our consideration of the Town of North East, Maryland's internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters. The purpose of that report is solely to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion on the 
effectiveness of Town of North East, Maryland’s 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 Town of North East, Maryland’s internal control over financial reporting and compliance. 
 

 

 
CliftonLarsonAllen LLP 
 
Baltimore, Maryland 
October 28, 2021 
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 Management’s Discussion and Analysis  

Introduction 
 

As management of the Town of North East, Maryland, 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, 2021. We encourage readers to consider the information presented here in conjunction with additional 
information that we have furnished in our letter of transmittal, which can be found on pages 2-5 of this 
report.  
 
Financial Highlights 
 
 The assets and deferred outflows of resources of the Town exceeded its liabilities and deferred 

inflows at the close of fiscal year 2021 by $36.4 million (net position).  
 The Town’s total net position increased by $2.2 million. This includes $1.8 million increase in net 

position for fiscal year 2021 activities and $0.4 million in donated infrastructure assets from 
developers. 

 As of the close of fiscal year 2021, the Town’s governmental funds reported combined ending fund 
balances of $7.7 million; an increase of $327,000 in comparison with the prior year. Approximately 
44% of the governmental funds combined ending fund balance is available for spending at the 
Town’s discretion (unassigned fund balance).  

 At the end of fiscal year 2021, the unrestricted fund balance (committed, assigned and unassigned 
component of fund balance) for the general fund was $5.4 million or approximately 184% of the 
total general fund expenditures.  

 The Town’s government-wide long-term liabilities decreased by $1.1 million during fiscal year 
2021 due to principal payments on outstanding bonds and notes of $693,060, a net decrease in 
compensated absences of $20,463 (due to several large payouts during the year) and a net decrease 
in the Town’s other post-employment benefit liability of $375,280 (due to the termination of the 
OPEB plan during 2021), as detailed on pages 42-44.   

 
Overview of Financial Statements 
 
This discussion and analysis provided here is intended to serve as an introduction to the Town’s basic 
financial statements. The basic financial statements consist of three components: 1) government-wide 
financial statements, 2) fund financial statements, and 3) notes to the financial statements. This report also 
contains other supplementary information intended to furnish additional detail to the basic financial 
statements themselves.  
 
Government-wide Financial Statements  
 
The government-wide financial statements are 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 position presents financial information on all of the Town’s assets, liabilities, and 
deferred inflows/outflows of resources, with the difference reported as net position. Over time, increases or 
decreases in net position 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 position changed during the 
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise 
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are 
reported for some items that will only result in cash flows in future fiscal periods (i.e., uncollected taxes 
and earned but unused vacation time).  
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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 
activities). The governmental activities of the Town include general government, public safety, public 
works, health, and culture and recreation. The business-type activities of the Town are water services and 
stormwater management.  
 
The government-wide financial statements can be found on pages 18-19 of this report.  
 
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.  
 
Governmental Funds 
 
Governmental funds 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 assessing 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 doing so, readers may better 
understand the long-term impact of the government’s near-term financing decisions. Both the governmental 
fund balance sheet and the governmental fund statement of revenues, expenditures, and changes in fund 
balances provide a reconciliation to facilitate this comparison between governmental funds and 
governmental activities.  
 
The Town maintains five individual governmental funds. Information is presented separately in the 
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and 
changes in fund balances for all funds. The general, special revenue-loans, and capital projects funds are 
all considered to be major funds. There are two non-major special revenue funds for developer inspection 
fees and the Cecil County Christmas Parade. Individual fund data for each of these non-major governmental 
funds is provided in the form of combining statements in the combining and individual fund statements and 
schedules section of this report. 
 
The Town adopts an annual appropriated budget for its general fund. A budgetary comparison schedule has 
been provided for the general fund to demonstrate compliance with this budget.   
 
The basic governmental fund financial statements can be found on pages 20-23 of this report.  
 
Proprietary Funds  
 
The Town maintains two enterprise funds which are used to report the same functions presented as business-
type activities in the government-wide financial statements. The Town uses the enterprise funds to account 
for its water services and stormwater management operations.  
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Proprietary funds provide the same information as the government-wide financial statements, only in more 
detail.  
 
The basic proprietary fund financial statements can be found on pages 24-26 of this report.  
 
Notes to the Financial Statements 
 
The notes provide additional information that is necessary to acquire a full understanding of the data 
provided in the government-wide and fund financial statements.  
 
The notes to the financial statements can be found on pages 27-46 of this report.  
 
Other Information 
 
In addition to the basic financial statements and accompanying notes, this report also presents required 
supplementary information and other supplementary information. The general fund schedule of revenues, 
expenditures, and changes in fund balance – budget to actual, schedule of changes in total other post-
employment benefit liabilities and related ratios, and combining balance sheet and combining  statement of 
revenues, expenditures, and changes in fund balances for non-major governmental funds 
 
 Required supplementary information and other supplementary information can be found on pages 55-61 
of this report.  
 
Government-wide Overall Financial Analysis 
 
As noted earlier, net position over time, may serve as a useful indicator of a government’s financial position. 
In the case of the Town, assets and deferred outflows of resources exceeded liabilities and deferred inflows 
by $36.4 million, at the close of fiscal year 2021.  
 
Town of North East, Maryland’s Net Position  
 

2021 2020 2021 2020 2021 2020
Current and other assets 9,459,831$     8,840,347$     5,252,568$    4,419,408$    14,712,399$  13,259,755$  
Capital assets, net 8,854,945       8,490,908       25,962,875    26,348,695    34,817,820    34,839,603    

Total assets 18,314,776     17,331,255     31,215,443    30,768,103    49,530,219    48,099,358    

Long-term liabilities outstanding 1,605,543       1,965,290       9,730,790     10,459,846    11,336,333    12,425,136    
Other liabilities 191,777         94,787           154,515        141,035        346,292        235,822        

Total liabilities 1,797,320       2,060,077       9,885,305     10,600,881    11,682,625    12,660,958    
Total deferred inflows of resources 1,399,646       1,216,086       -              -              1,399,646     1,216,086     

Net position:
Net invested in capital assets 7,383,494       6,926,029       16,306,031    16,092,279    23,689,525    23,018,308    
Restricted 1,197,468       1,215,874       715,099        715,099        1,912,567     1,930,973     
Unrestricted 6,536,848       5,913,189       4,309,008     3,359,844     10,845,856    9,273,033     

Total net position 15,117,810$   14,055,092$   21,330,138$  20,167,222$  36,447,948$  34,222,314$  

Governmental Activities Business-type Activities Total

 
 
By far, the largest portion of the Town’s net position reflects its investment in capital assets (e.g., land, 
buildings, improvements, infrastructure, machinery and equipment), less any related outstanding debt that 
was used to acquire those assets. The Town uses these capital assets to provide a variety of services to its 
citizens. Accordingly, these assets are not available for future spending. Although the Town’s investment 
in capital assets is reported net of related debt, it should be noted that the resources used to repay this debt 
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must be provided from other sources since the capital assets themselves cannot be used to liquidate these 
liabilities.  
 
An additional portion of the Town’s net position, $1.9 million or 5.2% represents resources that are subject 
to external restrictions on how they may be used. The majority of restricted net position include funds for 
inventory, prepaid items, conservation of natural resources, and capital improvements.  
 
Unrestricted net position is that portion of the Town’s net position that is available to fund expenditures 
should the Town decide to utilize those funds.  
 
The town’s overall net position increased by $2.2 million. The reasons for this overall increase are discussed 
in the following sections for governmental and business-type activities.  
 
Governmental Activities  
 
During fiscal year 2021, the net position for governmental activities increased by $1.1 million from the 
prior fiscal year. The Town received $0.3 million in donated capital assets from developers (capital grants 
& contributions) which resulted in an ending net position of $15.1 million. 
 
Town of North East, Maryland Changes in Net Position 
 

2021 2020 2021 2020 2021 2020
Revenues:

Program revenues:
Charges for services 318,024$      404,597$      3,560,154$    3,377,719$    3,878,178$    3,782,316$    
Operating grants and contributions 275,014        195,965        -              17,097          275,014        213,062        
Capital grants and contributions 275,585        4,916,619     153,824        1,985,520     429,409        6,902,139     

General revenues:
Property taxes 2,023,009     1,740,989     -              -              2,023,009     1,740,989     
Income and other taxes 491,322        337,347        -              -              491,322        337,347        
Other revenues 511,921        604,634        514,576        286,192        1,026,497     890,826        

Total revenues 3,894,875     8,200,151     4,228,554     5,666,528     8,123,429     13,866,679    

Expenses:
General government 534,036        487,150        -              -              534,036        487,150        
Public safety 1,209,826     1,445,954     -              -              1,209,826     1,445,954     

Public works 924,107        1,096,795     -              -              924,107        1,096,795     
Health 1,750           1,890           -              -              1,750           1,890           
Culture and recreation 108,402        69,267          -              -              108,402        69,267          
Debt service - interest 54,036          62,056          54,036          62,056          
Water services -              -              2,928,025     2,971,764     2,928,025     2,971,764     
Stormwater management -              -              137,613        125,402        137,613        125,402        

Total expenses 2,832,157     3,163,112     3,065,638     3,097,166     5,897,795     6,260,278     

Excess in revenues over expenses 1,062,718     5,037,039     1,162,916     2,569,362     2,225,634     7,606,401     

Transfers -              (390,796)       -              390,796        -              -              

Increase in net position 1,062,718     4,646,243     1,162,916     2,960,158     2,225,634     7,606,401     

Net position - beginning 14,055,092    9,408,849     20,167,222    17,207,064    34,222,314    26,615,913    
Net position - ending 15,117,810$  14,055,092$  21,330,138$  20,167,222$  36,447,948$  34,222,314$  

Governmental Activities Business-type Activities Total
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Expenses and Program Revenues – Governmental Activities  
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Business-type Activities 
 
For the Town’s business-type activities, the results for fiscal year 2021 were positive in that overall net 
position increased, to reach an ending balance of $21.3 million. The total increase in net position for 
business-type activities (water services and stormwater management) was $1.2 million which includes a 
$1.0 million increase from operations and a $0.2 million donation of capital assets from developers. The 
$1.0 million increase from operations is mainly the result of a delay in starting several system improvement 
projects which were to be funded by charges to customers.  
 
Financial Analysis of the Governmental 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 the near-term inflows, outflows, 
and balances of 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 discretionary use as it represents the portion of fund balance which has not yet been 
limited to use for a particular purpose by either an external or internal party, the Town itself, or a group or 
individual that has been delegated authority to assign resources for use for a particular purpose by the Board.  
 
As of the end of fiscal year 2021, the Town’s governmental funds reported combined fund balances of $7.7 
million, an increase of $327,000 in comparison with the prior year, as a result of an increase from 
operations. The increase from operations is the result of a delay in starting several projects which were 
budgeted in FY 2021. Approximately 44% of the fund balance ($3.4 million) constitutes unassigned fund 
balance, which is available for spending at the Town’s discretion. The remainder of the fund balance is 
either nonspendable, restricted, committed, or assigned to indicate that it is 1) not in spendable form 
($27,763), 2) restricted for a particular purposes ($1,222,001), 3) committed for particular purposes 
($1,474,709) or 4) assigned for particular purposes ($1,197,468).  
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The general fund is the chief operating fund of the Town. At the end of fiscal year 2021, unassigned fund 
balance of the general fund was $3.4 million, while total fund balance was $5.4 million. As a measure of 
the general fund’s liquidity, it may be useful to compare both unassigned and total general fund 
expenditures. Unassigned fund balance represents approximately 116% of total expenditures, while total 
fund balance represents approximately 185% of that same amount.  
 
The fund balance of the Town’s general fund increased by $448,080. This was primarily due to a delay in 
starting several projects which were budgeted in fiscal year 2021. 
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The Town’s other governmental funds, the capital projects fund, and special revenue funds had various 
changes in their fund balances for 2021. The capital projects fund had a fund balance of $305,759 which 
was a decrease of $113,246 from the prior year, related the renovation of the Jackson House which occurred 
during 2021. The fund balance of the major special revenue fund increased by $9,068 to $1.8 million as a 
result of investment revenue. The parade special revenue fund had a fund balance of $7,890 which remained 
the same as the prior year related to no annual Cecil County Christmas Parade. The developer inspection 
fund had a fund balance of $147,377, a decrease of $16,794 from operations.  
 
Proprietary Funds 
 
The Town’s proprietary fund statements provide the same type of information in the government-wide 
financial statements, but in more detail.  
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The net position of the Town’s water services fund at the end of the fiscal year was $19,821,266, while the 
net position of the stormwater management fund was $1,508,872. The total increase in net position of $1.2 
million was discussed on page 12. 
 
General Fund Budgetary Highlights  
 
Original budget compared to final budget 
The original general fund expenditure budget of $3,339,372 was amended by $194,735 to a final general 
fund expenditure budget of $3,534,107. The major amendments to the budget were: 
 
 $164,060 – Increased costs related to the Jackson House renovation 
 $  75,000 – Increase cost related to a donation to the Cecil County library 
 $  35,056 – Increased costs related to CARES act expenses related to grant received 
 $  29,354 – Increased costs related to new HR and officer positions 
 $  25,192 – Increased costs to authorize a retirement incentive for eligible employees. 
 $  20,850 – Increased costs related to replacing the HVAC system at the plant 

 
Final budget compared to actual results  
 
Actual expenditures for the year were $597,782 less than estimated. The most significant differences 
occurred in the following areas: 
 
 $299,000 in Public works mainly due to the rehabilitation of Lums Road which was deferred until 

FY 2022 and the VMS Board not being purchased. 
 $142,000 in Police for operating supplies savings. 
 $  64,000 in General services for “contingency” which was not needed in FY 2021. 
 $  24,000 in Parks and Recreation for operating supplies savings. 

 
Capital Assets and Debt Administration  
 
The Town’s investment in capital assets for its governmental and business-type activities as of June 30, 
2021, amounts to $34,817,820 (net of accumulated depreciation). This investment in capital assets includes 
land, construction in progress, buildings, machinery, equipment, vehicles, park facilities, and infrastructure. 
The total decrease in capital assets for the current fiscal year was 0.06%.  
 
Town of North East, Maryland, Capital Assets (net of depreciation) 
 

 
 
Major capital asset events during the current fiscal year included the following: 
 
 The Town completed the renovations on the Jackson House totaling $324,310. 
 The Town accepted donations of infrastructure assets (sidewalks, roads, water mains, storm drains) 

from developers totaling $429,409. 
 The Town installed 5 tank mixers totaling $474,784. 
 The Town purchased a 2021 Interceptor Utility for the police department for $42,020.  

 

2021 2020 2021 2020 2021 2020
Land 3,730,789$    3,730,789$    960,450$      960,450$      4,691,239$    4,691,239$    
Construction in Progress 5,000           5,000           45,576          -              50,576          5,000           
Buildings 848,645        878,983        77,579          86,899          926,224        965,882        
Equipment 548,632        232,898        508,670        47,902          1,057,302     280,800        
Infrastructure 3,721,879     3,643,238     24,370,600    25,253,444    28,092,479    28,896,682    
Total 8,854,945$    8,490,908$    25,962,875$  26,348,695$  34,817,820$  34,839,603$  

Governmental Activities Business-type Activities Total
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Additional information on the Town’s capital assets can be found on pages 39-40 of this report.  
Long-term Debt 
 
At the end of the current fiscal year, the Town had total debt outstanding of $11,128,235. 
 
Town of North East, Maryland’s Outstanding Debt 
 

 
 
During the current fiscal year, the Town’s total debt decreased by $693,060. The Town’s significant debt 
activities included: 
 

 $93,428 of governmental activities debt was retired. 
 $599,632 of enterprise fund debt was retired.  

 
The Town’s debt policy limits total general obligation debt to under 10% of its total taxable assessable base. 
In 2021 the limit was $34,675,203. The Town did not issue any new debt in fiscal year 2021. 
 
Additional information on the Town’s long-term debt can be found on pages 42-44 of this report.  
 
Economic Factors and Next Year’s Budgets and Rates 
 
The following economic factors currently affect the Town and were considered in developing the 2022 
fiscal year budget.  
 
 The effects of the SARS-CoV-2 (COVID-19) pandemic continue to be closely monitored.  
 Property tax revenues for fiscal year 2022 are expected to rise due to the construction of Ridgely 

Forest and the completion of a new warehouse building. 
 The Town made a downward revision of revenue estimates to account for some more volatile 

revenue streams that will most likely be affected by the economic impact of pandemic restrictions 
including: income tax, hotel tax, and highway user revenues.  

 The Town will use $568,958 of fund balance resources in fiscal year 2022 for capital 
projects/equipment needs and onetime non-recurring expenditures  

 The fiscal year 2022 property tax rate remains $0.48 per $100 of assessed property value.  
 The fiscal year 2022 water rates were not increased for both in town and out of town customers.  

 

Request for Information 
 

This financial report is designed to provide a general overview of the Town’s finances 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 information should be addressed to: 
 

Town of North East 
106 South Main Street 
North East, Maryland 21901 
 

 

 

2021 2020 2021 2020 2021 2020
35,424$        39,852$        -$             -$             35,424$        39,852$        

1,436,027     1,525,027     9,656,784     10,256,416    11,092,811    11,781,443    
1,471,451$    1,564,879$    9,656,784$    10,256,416$  11,128,235$  11,821,295$  

Business-type Activities Total

General obligation bonds
Total

Notes from direct borrowings and direct placements

Governmental Activities
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Basic Financial Statements 
 
 

Government-wide financial statements combine all of the Town 
of North East’s governmental and business-type activities. 
 
Fund financial statements show the financial position and 
operating results by fund.  
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Town of North East, Maryland 
Statement of Net Position 

June 30, 2021 
 
Governmental Business-Type

Activities Activities Total

ASSETS
Cash and cash equivalents 3,703,017$        2,537,353$        6,240,370$        
Equity in pooled cash 3,139,361 800,061 3,939,422          
Restricted cash 32,817 1,020,455 1,053,272          
Property taxes receivable 6,442 -                   6,442                
Intergovernmental receivable 261,500 -                   261,500            
Loans receivable 801,664 -                   801,664            
Other receivables 1,487,267 745,292 2,232,559          
Inventories -                   133,851 133,851            
Prepaids 27,763 15,556 43,319              
Capital assets not being depreciated:

Land 3,730,789          960,450 4,691,239          
Construction in progress 5,000                45,576 50,576              

Capital assets net of accumulated depreciation:
Buildings 848,645            77,579 926,224            
Equipment 548,632            508,670 1,057,302          
Infrastructure 3,721,879          24,370,600 28,092,479        

Total Assets 18,314,776        31,215,443        49,530,219        

LIABILITIES
Accounts payable 179,701 114,960 294,661            
Accrued liabilities 11,841 39,509 51,350              
Intergovernmental payable 235 46 281                  
Noncurrent liabilities:

Due within one year 111,179            609,273            720,452            
Due in more than one year 1,494,364          9,121,517          10,615,881        

Total Liabilities 1,797,320          9,885,305          11,682,625        

DEFERRED INFLOWS OF RESOURCES
Lease related 1,399,646          -                   1,399,646          

1,399,646          -                   1,399,646          

NET POSITION
Net investment in capital assets 7,383,494          16,306,031        23,689,525        
Restricted for:

Off site mitigation 35,251              -                   35,251              
Capital projects 4,500                715,099            719,599            
Special events 10,340              -                   10,340              
Inspections 147,377            -                   147,377            
Housing & community development 1,000,000          -                   1,000,000          

Unrestricted 6,536,848          4,309,008          10,845,856        
Total Net Position 15,117,810$      21,330,138$      36,447,948$       
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Town of North East, Maryland 
Statement of Activities 

For the Year Ended June 30, 2021 
 

Operating Capital
Charges for Grants and Grants and Governmental Business-type

Expenses Services Contributions Contributions Activities Activities Total
Functions/Programs:

Governmental activities:
General government 534,036$          31,080$           80,704$           275,585$          (146,667)$        -$                (146,667)$        
Public safety 1,209,826         490                 68,401             -                  (1,140,935)        -                  (1,140,935)        
Public works 924,107           285,829           125,909           -                  (512,369)          -                  (512,369)          
Health 1,750               -                  -                  -                  (1,750)              -                  (1,750)              
Culture and recreation 108,402           625                 -                  -                  (107,777)          -                  (107,777)          
Debt service - interest 54,036             -                  -                  -                  (54,036)            -                  (54,036)            

Total governmental activities 2,832,157         318,024           275,014           275,585           (1,963,534)        -                  (1,963,534)        

Business-type activities:
Water services 2,928,025         3,384,522         -                  62,975             -                  519,472           519,472           
Stormwater management 137,613           175,632           -                  90,849             -                  128,868           128,868           

Total business-type activities 3,065,638         3,560,154         -                  153,824           -                  648,340           648,340           
Total primary government 5,897,795$       3,878,178$       275,014$          429,409$          (1,963,534)$      648,340$          (1,315,194)$      

General revenues:
Property Taxes 2,023,009         -                  2,023,009         
Income and other taxes 491,322           -                  491,322           
Grants and contributions not restricted to specific programs 300,316           -                  300,316           
Investment income 9,201               3,783               12,984             
Miscellaneous 202,404           510,793           713,197           

Total general revenues 3,026,252         514,576           3,540,828         

Change in net position 1,062,718         1,162,916         2,225,634         

Net position - beginning 14,055,092       20,167,222       34,222,314       

Net position - ending 15,117,810$     21,330,138$     36,447,948$     

Program Revenues Net (Expense) Revenue and Change in Net Position

The notes to financial statements are an integral part of this statement.
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Town of North East, Maryland 
Balance Sheet – Governmental Funds 

June 30, 2021 
NonMajor Total 

Special Capital Special Governmental
General Revenue Projects Revenue Funds

ASSETS
Cash and cash equivalents 2,682,253$     1,020,764$     -$              -$              3,703,017$            
Equity in pooled cash 2,652,368       1,434             305,759          179,800          3,139,361              
Restricted cash 32,817           -                -                -                32,817                  
Property taxes receivable 6,442 -                -                -                6,442                    
Intergovernmental receivable 261,500 -                -                -                261,500                 
Other receivables 1,487,267 -                -                -                1,487,267              
Prepaid items 27,763           -                -                -                27,763                  
Loan receivable -                801,664          -                -                801,664                 

Total assets 7,150,410$     1,823,862$     305,759$        179,800$        9,459,831$            

LIABILITIES
Accounts payable 155,168$        -$              -$              24,533$          179,701$               
Accrued liabilities 3,097 -                -                -                3,097                    
Intergovernmental payable 235 -                -                -                235                       

Total liabilities 158,500          -                -                24,533           183,033                 

DEFERRED INFLOWS OF RESOURCES
Unavailable revenue - taxes 169,875 -                -                -                169,875                 
Unavailable leases receivable 1,399,646 -                -                -                1,399,646              

Total deferred inflows of resources 1,569,521       -                -                -                1,569,521              

FUND BALANCES
Nonspendable:

Prepaid expenditures 27,763           -                -                -                27,763                  
Restricted:

Capital improvements 4,500             -                -                -                4,500                    
Resource conservation 35,251           -                -                -                35,251                  
Special events 2,450             -                -                7,890             10,340                  
Inspections -                -                -                147,377          147,377                 
Housing and community development -                1,000,000       -                -                1,000,000              

Committed:

General government 38,709           -                -                -                38,709                  
General obligation debt 1,436,000       -                -                -                1,436,000              

Assigned:
Appropriation of fund balance 477,958          -                -                -                477,958                 
Capital improvements -                -                305,759          -                305,759                 
Housing and community development -                823,862          -                -                823,862                 

Unassigned 3,399,758       -                -                -                3,399,758              
Total fund balances 5,422,389       1,823,862       305,759          155,267          7,707,277              

Total liabilities, deferred inflows of
resources and fund balances 7,150,410$     1,823,862$     305,759$        179,800$        9,459,831$             
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Town of North East, Maryland 
Reconciliation of the Balance Sheet of Governmental Funds to the Statement of Net Position 

June 30, 2021 
 

Total fund balance - governmental funds (page 20) 7,707,277$     

Capital assets used in governmental activities are not financial resources and, 
therefore, are not reported in the funds:

Nondepreciable capital assets:
Land 3,730,789$     
Construction in progress 5,000             

Depreciable capital assets:
Buildings 1,439,453       
Equipment 1,377,193       
Infrastructure 6,260,970       

Total capital assets 12,813,405     
Less accumulated depreciation (3,958,460)      8,854,945       

Long-term liabilities, including bonds payable, are not due and payable
in the current period and, therefore, are not reported in the funds:

General obligation bonds and notes payable (1,471,451)      
Compensated absences (134,092)        
Accrued interest payable (8,744)            

(1,614,287)      
Other long-term assets are not available to pay for current period expenditures
and, therefore, are reported as unavailable revenue in the funds 

Taxes 169,875         

Net position of governmental activities (page 18) 15,117,810$   

Amounts reported for governmental activities in the statement of net position (page 18) are different because:
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Town of North East, Maryland 
Statement of Revenues, Expenditures and Changes in Fund Balances – Governmental Funds 

For the Year Ended June 30, 2021 
 

Total
Special Capital Nonmajor Governmental

General Revenue Projects Funds Funds
REVENUES

Taxes 2,480,505$     -$              -$              -$              2,480,505$     
Licenses and permits 82,088           -                -                -                82,088           
Intergovernmental 572,027          -                -                -                572,027          
Charges for services 287,054          -                -                11,991           299,045          
Fines and forfeitures 450                -                -                -                450                
Miscellaneous 160,826 9,068             -                -                169,894          

Total Revenues 3,582,950       9,068             -                11,991           3,604,009       

EXPENDITURES
Current:

General government 477,686          -                -                28,785           506,471          
Public safety 1,337,090       -                -                -                1,337,090       
Public works 838,520          -                -                -                838,520          
Health 1,750             -                -                -                1,750             
Recreation and culture 93,795           -                13,858 -                107,653          

Debt service:
Principal 93,428 -                -                -                93,428           
Interest 54,036 -                -                -                54,036           

Capital outlay:
Public safety 42,020 -                -                -                42,020           
Recreation and culture -                -                299,388 -                299,388          

Total expenditures 2,938,325       -                313,246          28,785           3,280,356       

Excess (deficiency) of revenues
over expenditures 644,625          9,068             (313,246)        (16,794)          323,653          

OTHER FINANCING SOURCES (USES)
Sale of capital assets 3,455             -                -                -                3,455             
Transfer in (out) (200,000)        -                200,000          -                -                

Total other financing sources (uses) (196,545)        -                200,000          -                3,455             

Net change in fund balances 448,080          9,068             (113,246)        (16,794)          327,108          

Fund balances - beginning 4,974,309 1,814,794 419,005 172,061          7,380,169       

Fund balances - ending 5,422,389$     1,823,862$     305,759$        155,267$        7,707,277$     
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Town of North East, Maryland 
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, 2021 

 

Net change in fund balances - total governmental funds (page 22) 327,108$    

Governmental funds report capital outlays as expenditures. However, in the statement of
activities, the cost of these assets is allocated over their estimated useful lives and reported as
depreciation expense. 

Capital outlay 380,565$    
Depreciation expense (292,113)    

88,452       

Revenues in the statement of activities that do not provide current financial resources are 
not reported as revenue in the funds because they are not received within 60 days of year end.

Federal Grants (22,000)      
Taxes 33,826       

Some revenues reported in the statement of activities do not provide current financial resources 
in governmental funds.

Acceptance of donated assets (land and infrastructure) 275,585     

The issuance of long-term debt (e.g. bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt consumes the
current financial resources of governmental funds. Neither transaction, however, has any
effect on net position. 

Principal payments:
General obligation bonds payable 93,428       

Some expenses reported in the statement of activities do not require the use of current
financial resources and, therefore, are not reported as expenditures in the governmental funds:

Accrued Total other post-employment benefits liability 230,056     
Accrued compensated absences 36,263       

266,319     
Change in net position of governmental activities (page 19) 1,062,718$ 

Amounts reported for governmental activities in the statement of activities (page 19) are different because:
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Town of North East, Maryland 
Statement of Net Position – Proprietary Funds 

June 30, 2021 
Total

Stormwater Enterprise
Water Services Management Funds

ASSETS
Current assets:

Cash and cash equivalents 2,537,353$           -$                    2,537,353$           
Equity in pooled cash 553,695 246,366 800,061               
Restricted cash 1,020,455 -                     1,020,455            
Accounts receivable 696,845 48,447 745,292               
Inventories 133,851 -                     133,851               
Prepaids 15,246 310 15,556                 

Total current assets 4,957,445            295,123               5,252,568            

Noncurrent assets:
Capital assets
Land 960,450 -                     960,450               
Construction in progress 45,576 -                     45,576                 
Buildings 264,516 -                     264,516               
Equipment 668,999 -                     668,999               
Infrastructure 38,769,075 2,190,329            40,959,404           

Less accumulated depreciation (15,962,338)         (973,732)              (16,936,070)         
Total noncurrent assets 24,746,278           1,216,597            25,962,875           

Total assets 29,703,723           1,511,720            31,215,443           

LIABILITIES
Current liabilities:

Accounts payable 114,501 459 114,960               
Accrued liabilities 39,475 34 39,509                 
Compensated absences 7,020                  497                     7,517                  
Bonds payable 601,756               -                     601,756               
Intergovernmental payable 46                       -                     46                       

Total current liabilities 762,798               990                     763,788               

Noncurrent liabilities:
Compensated absences 64,631 1,858 66,489                 
Bonds payable 9,055,028 -                     9,055,028            

Total noncurrent liabilities 9,119,659            1,858                  9,121,517            
Total liabilities 9,882,457            2,848                  9,885,305            

NET POSITION
Net investment in capital assets 15,089,434 1,216,597            16,306,031           
Restricted for capital projects 715,099 -                     715,099               
Unrestricted 4,016,733 292,275               4,309,008            

Total net position 19,821,266$         1,508,872$           21,330,138$         

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

Enterprise Funds
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Town of North East, Maryland 
Statement of Revenues, Expenses and Changes in Net Position – Proprietary Funds 

For the Year Ended June 30, 2021 
 
 

Total
Stormwater Enterprise

Water Services Management Funds

Operating revenues:
Charges for services

Water sales 2,973,240$           -$                    2,973,240$           
Stormwater management -                     175,632               175,632               
Connection fees 348,450 -                     348,450               
Service charge penalties 62,592 -                     62,592                 

Miscellaneous 17,383 -                     17,383                 
Total operating revenues 3,401,665            175,632               3,577,297            

Operating expenses:
Salaries and benefits 781,120 21,810 802,930               
Repairs and maintenance 375,607 25,144 400,751               
Supplies 259,984 5,006                  264,990               
Utilities 240,446 -                     240,446               
Insurance 21,142 -                     21,142                 
Professional fees 154,509 -                     154,509               
Administraion 45,254 -                     45,254                 
Miscellaneous 4,135 -                     4,135                  
Depreciation 980,452               85,653                 1,066,105            

Total operating expenses 2,862,649            137,613               3,000,262            
Operating income 539,016               38,019                 577,035               

Nonoperating revenues (expenses):
Major facilites fees 483,000 -                     483,000               
Interest income 3,783 -                     3,783                  
Interest expense (65,376)               -                     (65,376)               
Intergovernmental revenues 10,650                 -                     10,650                 

Total nonoperating revenues 432,057               -                     432,057               
Income before capital contributions 971,073               38,019                 1,009,092            

Capital contributions 62,975 90,849 153,824               

Change in net position 1,034,048            128,868               1,162,916            

Net position - beginning 18,787,218 1,380,004 20,167,222

Net position - ending 19,821,266$         1,508,872$           21,330,138$         

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

Enterprise Funds
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Town of North East, Maryland 
Statement of Cash Flows – Proprietary Funds 

For the Year Ended June 30, 2021 
Total

Water Stormwater Enterprise
Services Management Funds

CASH FLOWS FROM OPERATING ACTIVITIES 

Receipts from customers 3,603,088$           169,833$             3,772,921$           
Payments to suppliers for goods and services (1,236,537)           (31,772)               (1,268,309)$         
Payments to employees for salaries and benefits (918,987)              (24,250)               (943,237)$            

Net cash provided by operating activities 1,447,564            113,811               1,561,375            

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Acquisition and construction of capital assets (526,462)              -                     (526,462)              
Receipts from customers for future capital improvements 483,000               -                     483,000               
Principal paid on capital debt (599,632)              -                     (599,632)              
Intergovernmental revenues 10,604                 
Interest paid on capital debt (65,376)               -                     (65,376)               

Net cash used for capital and related financing activities (697,866)              -                     (708,470)              

CASH FLOWS FROM INVESTING ACTIVITIES

Interest on investments 3,783                  -                     3,783                  
Net cash provided by investing activities 3,783                  -                     3,783                  

Net increase in cash and cash equivalents 753,481               113,811               867,292               

Cash and cash equivalents July 1 (including $715,099 reported in restricted accounts) 3,358,022            132,555               3,490,577            

Cash and cash equivalents June 30 (including $1,020,455 reported in restricted accounts). 4,111,503$           246,366$             4,357,869$           

Reconciliation of operating income (loss) to net cash provided by (used for) operating activities:

Operating income 539,016$             38,019$               577,035$             

Adjustments to reconcile operating income (loss) to net cash provided by (used for) operating activities:
Depreciation expense 980,452               85,653                 1,066,105            
(Increase) decrease in accounts recevable 201,423               (5,799)                 195,624               
(Increase) decrease in inventories (52,868)               -                     (52,868)               
(Increase) decrease in prepaid items (3,393)                 (37)                     (3,430)                 
(Decrease) increase in accounts payable 25,995                 (1,585)                 24,410                 
(Decrease) increase in accrued liabilities (10,647)               (238)                    (10,885)               
(Decrease) increase in compensated absences 15,722                 78                       15,800                 
(Decrease) increase in due to other funds (105,194)              -                     (105,194)              
Incerease (decrease) in other post-employment benefits liability (142,942)              (2,280)                 (145,222)              
Total adjustments 908,548               75,792                 984,340               
Net Cash Provided by Operating Activities 1,447,564$           113,811$             1,561,375$           

Schedule of non-cash capital and related financing activities:

Contributions of capital assets 62,975                 90,849                 153,824               

Enterprise Funds

 
 

  



 
 

27 
 

 
 

Notes to Basic Financial Statements 
 

I. Summary of significant accounting policies ……………………………………………. 28 
A. Description of government wide financial statements ……….……………………...... 28 
B. Reporting entity ……………………………………………………………...……....... 28 
C. Basis of presentation – government-wide financial statements ……………….………. 28 
D. Basis of presentation – fund financial statements ………………………...…………… 28 
E. Measurement focus and basis of accounting ………………………..………………… 29 
F. Budgetary information ………………………………………………………………… 30 
G. Assets, liabilities, deferred outflows/inflows of resources and net position/fund 

balance ………………………………………………………………………………… 
 

30 
H. Revenues and expenditures/expenses…………………………………………….......... 34 
I. Implementation of new accounting principles ………………………………...……..... 35 

II. Reconciliation of government-wide and fund financial statements 35 
A. Explanation of certain differences between the governmental fund balance sheet and 

the government-wide statement of net position………………….……………………... 
 

36 
B. Explanation of certain differences between the governmental fund statement of 

revenues, expenditures and changes in fund balances and the government-wide 
statement of activities ...………………………………………………………………… 

 
 

36 
III. Detailed notes on all activities and funds ………...……………………………………… 36 

A. Cash deposits and investments with financial institutions …………………………..…. 36 
B. Receivables……………………………………………………………………………… 38 
C. Lease Receivables  ...…………………………………………………………………… 39 
D. Capital assets …………………………………………………………………………… 39 
E. Accrued liabilities …………………………..………………………………………….. 40 
F. Other post-employment benefits (OPEB) liability ………………………………...…… 40 
G. Defined contribution pension plan ..……………………………………………………. 40 
H. Construction and other significant commitments……………………………………….. 
I. Risk management ………………………………………………………………………. 

41 
41 

J. Lease liabilities     ………………………….…………………………………………... 42 
K. Long term liabilities ……..…………………………………………………………….. 42 
L. Fund balance …………………………………………………………………………… 44 
M. Interfund Activity   …………………………………………………………………… 45 
N. Agreements ……………………………………………………………………………... 45 
O. Contingencies …………………………………………………………………………... 45 
P. Subsequent events ……………………………………………………………………… 46 

  
  
  
  
  
  

  
  

 
  



 
 

28 
 

TOWN OF NORTH EAST, MARYLAND 
Notes to the Financial Statements 

June 30, 2021 
 

I. Summary of significant accounting policies 
 

A. Description of government-wide financial statements 
 

The government-wide financial statements (i.e., the statement of net position and the statement of 
activities) report information on all of the activities of the government. Governmental activities, which 
normally are supported by taxes, intergovernmental revenues, and other nonexchange transactions, are 
reported separately from business-type activities, which rely to a significant extent on fees and charges 
to external customers for support. 

 
B. Reporting entity 
 

The Town of North East (the Town) is a municipal corporation (incorporated in 1850) located in Cecil 
County, Maryland. The Town is governed by an elected mayor and four-member commission (the 
Board). The Board assumes responsibilities conferred upon them by the Maryland General Assembly 
and provides the following services: public safety, public works, sanitation, recreation, public water, 
stormwater management, and general administration.  

 
In evaluating how to define the Town for financial reporting purposes, management has considered all 
potential component units. The basis for determining component units is the governing body’s ability 
to exercise oversight responsibility or the existence of special financing relationships, regardless of 
whether the governing body is able to exercise oversight responsibilities. Based on this criteria, 
management has concluded there are no component units of the Town.   

 
C. Basis of presentation – government-wide financial statements 
 

While separate government-wide and fund financial statements are presented, they are interrelated. 
The governmental activities column incorporates data from governmental funds, while business-type 
activities incorporate data from the Town’s enterprise funds. Separate financial statements are provided 
for governmental funds and proprietary funds.  

 
As a general rule, the effect of interfund activity has been eliminated from the government-wide 
financial statements. Exceptions to this general rule are charges for interfund services provided and 
used.  

 
D. Basis of presentation – fund financial statements 
 

The fund financial statements provide information about the Town’s funds. Separate statements for 
each fund category – governmental and proprietary – are presented. The emphasis of fund financial 
statements is on major governmental and enterprise funds, each displayed in a separate column. All 
remaining governmental and enterprise funds are aggregated and reported as non-major funds. Major 
individual governmental and enterprise funds are reported as separate columns in the fund financial 
statements.   

 
The Town reports the following major governmental funds: 

 
The general fund is the Town’s primary operating fund. It accounts for all financial resources 
of the general government except those accounted for in another fund.  
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The capital projects fund accounts for the acquisition and construction of the Town’s major 
capital facilities, other than those financed by proprietary funds.  

 
The special revenue loan fund accounts for financial resources associated with a loan program 
for the rehabilitation of private properties as well as Community Development Block Grant 
loans for assisted housing projects.  

 
The Town reports the following nonmajor governmental funds: 

 
The special revenue parade fund accounts for financial resources associated with the Cecil 
County Christmas Parade.  
 
The special revenue developer inspection fund accounts for financial resources associated with 
inspection and other related fees paid for by developers for their projects.  
 

The Town reports the following major enterprise funds: 
 

The water services fund accounts for the activities of the Town’s water service operations.  
 
The stormwater management fund accounts for the activities of the Town’s stormwater 
management operations.  

 
During the course of operations, the Town has activity between funds for various purposes. Any 
residual balances outstanding at year end are reported as due to/from other funds. While these balances 
are reported in fund financial statements, certain eliminations are made in the preparation of the 
government-wide financial statements. Balances between the funds included in the governmental 
activities are eliminated so that only the net amount is included as internal balances in the governmental 
activities column. Similarly, balances between funds included in business-type activities are eliminated 
so that only the net amount is included in the business-type activities column.  
 
Further, certain activity occurs during the year involving transfers of resources between funds. In fund 
financial statements these amounts are reported at gross amounts as transfers in/out. While reported in 
fund financial statements, certain eliminations are made in the preparation of the government-wide 
financial statements. Transfers between the funds included in governmental activities are eliminated 
so that only the net amount is included as transfers in the governmental activities column. Similarly, 
balances between the funds included in business-type activities are eliminated so that only the net 
amount is included as transfers in the business-type activities column.   

 
E. Measurement focus and basis of accounting 
 

The financial statements of the Town are prepared in accordance with accounting principles generally 
accepted in the United States of America (GAAP) as applicable to local governments. The 
Governmental Accounting Standards Board (GASB) is responsible for establishing GAAP for state 
and local governments through its pronouncements.  
 
The accounting and financial reporting treatment is determined by the applicable measurement focus 
and basis of accounting. Measurement focus indicates the type of resources being measured such as 
current financial resources or economic resources. The basis of accounting indicates the timing of 
transactions or events for recognition in the financial statements.  
 
The government-wide financial statements are reported using the economic resources measurement 
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are 
recorded when a liability is incurred, regardless of the timing of related cash flows. Property taxes are 
recognized as revenues in the year for which they are levied. Grants and similar items are recognized 
as revenues as soon as all eligibility requirements imposed by the provider have been met.  
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The governmental fund financial statements are reported using the current financial resources 
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as 
they are both measurable and available. Revenues are considered to be available when they are 
collectible within the current period or soon enough thereafter to pay liabilities of the current period. 
For this purpose, the Town considers revenues to be available if they are collected within 60 days of 
the end of the current fiscal period. Expenditures are generally recorded when a liability is incurred, as 
under accrual accounting. However, debt service expenditures, as well as expenditures related to 
compensated absences, and claims and judgements are recorded only when payment is due. General 
capital asset acquisitions are reported as expenditures in governmental funds. Issuance of long-term 
debt and acquisitions under leases are reported as other financing sources.   

 
Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all 
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal 
period. Entitlements are recorded as revenues when all eligibility requirements are met, including any 
time requirements, and the amount is received during the period or within the availability period for 
this revenue source (within 60 days of yearend). Expenditure-driven grants are recognized as revenue 
when the qualifying expenditures have been incurred and all other eligibility requirements have been 
met, and the amount is received during the period or within the availability period for this revenue 
source (within 60 days of yearend). All other revenue items are considered to be measurable and 
available only when cash is received by the Town.  
 
The proprietary funds are reported using the economic resources measurement focus and the accrual 
basis of accounting.  

 
F. Budgetary information 
 

1. Budgetary basis of accounting 
 

Annual budgets are adopted on a basis consistent with generally accepted accounting principles 
for the general, capital projects, and enterprise funds. The capital projects fund is appropriated on 
a project-length basis. Special revenue funds do not have appropriated budgets since other means 
control the use of these resources (e.g., grant awards and endowment requirements) and sometimes 
span a period of more than one fiscal year.  
 
The appropriated budget is prepared by fund, function and department. Town department heads 
may make transfers within a department. Transfers of appropriations between departments require 
the approval of the Board. The legal level of budgetary control (i.e., the level at which expenditures 
may not legally exceed appropriations) is the department level.  
 
Appropriations in all budgeted funds lapse at that end of the fiscal year even if they have related 
encumbrances. Encumbrances are commitments related to unperformed (executory) contracts for 
goods or services (i.e. purchase orders, contracts, and commitments). Encumbrance accounting is 
utilized to the extent necessary to assure effective budgetary control and accountability and to 
facilitate effective cash planning and control. While all appropriations and encumbrances lapse at 
year end, valid outstanding encumbrances (those for which performance under the executory 
contract is expected in the next year) are re-appropriated and become part of the subsequent year’s 
budget.  

 
G. Assets, liabilities, deferred outflows/inflows of resources, and net position/fund balance 
 

1.  Cash and cash equivalents 
 

The Town’s cash and cash equivalents are considered to be cash on hand, demand deposits, 
deposits in the Maryland Local Government Investment Pool, and short-term investments with 
original maturities of three months or less from the date of acquisition.  
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2. Investments 
 

State regulations authorize the Town to invest in U.S. treasury obligations, U.S. government 
agency and instrumentality obligations, repurchase agreements (collateralized), certificates of 
deposit, bankers’ acceptances, commercial paper, money market mutual funds and the Maryland 
Local Government Investment Pool.  

 
The Maryland Local Government Investment Pool (MLGIP) was created by the state legislature 
though Section 22G of Article 95 of the Annotated Code of Maryland, and more recently defined 
by Title 17, Subtitle 3 of the Local Government Article of the Annotated Code of Maryland. The 
pool is under the supervision of the state treasurer. MLGIP is a 2a-7 like pool, which is not 
registered with the Securities Exchange Commission, but generally operates in a manner consistent 
with the SEC’s rule 2a-7 of the Investment Company Act of 1940 (Rule 2a-7). Unit value is 
computed using the amortized cost method and maintains a $1.00 per share value. The pool has a 
credit rating of AAAm from Standard and Poor’s Financial Services. Local government investment 
pools in this category meet the highest standards for credit quality, conservative investment 
policies, and safety of principal.  
 
The Town has multiple segregated sub accounts with the MLGIP which allows for earnings to be 
allocated to each fund based on the source of the funds invested.  
 
Investments for the Town are reported at fair value (generally based on quoted market prices) 
except for the position in the MLGIP. As of June 30, 2021, all pool holdings are in cash and cash 
equivalents.  

 
3. Inventories and prepaid items 

 
Inventories are valued at cost using the average cost method and consist of expendable supplies 
and repair items. The cost of such inventories is recorded as expenditures/expenses when 
consumed rather than when purchased.  
 
Certain payments to vendors reflect costs applicable to future accounting periods and are recorded 
as prepaid items in both the government-wide and fund financial statements. The cost of prepaid 
items is recorded as expenditures/expense when consumed rather than when purchased.  

 
4. Capital assets 

 
Capital assets, which include property, plant, equipment, and infrastructure assets (e.g., roads, 
bridges, sidewalks, and similar items), are reported in the applicable governmental or business-
type activities column in the government-wide financial statements. Capital assets are defined by 
the Town as assets with an initial individual cost of more than $5,000 and an estimated useful life 
in excess of one year. Proprietary fund capital assets are also reported in their fund financial 
statements.  
 
The Town has been exempted from retroactively reporting infrastructure assets. As the Town 
constructs or acquires additional capital assets each period, including infrastructure assets, they 
are capitalized and reported at historical cost. The reported value excludes normal maintenance 
and repairs which are essentially amounts spent in relation to capital assets that do not increase 
capacity or efficiency of the item or increase its estimated useful life. Donated capital assets 
received on or before June 30, 2015 are recorded at the estimated fair value at the date of donation. 
Donated capital assets received on or after July 1, 2015 are recorded at acquisition value. 
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Land and construction in progress are not depreciated. The other property, plant, equipment, and 
infrastructure of the government are depreciated using the straight line method over the following 
useful lives: 
     
        Useful 

Capital asset classes                                    Lives_ 
Infrastructure       15-80 
Buildings and improvements    30-50 
Equipment        5-10 
 

5. Deferred outflows/inflows of resources 
 

In addition to assets, the statement of net position will sometimes report a separate section for 
deferred outflows of resources. This separate financial statement element, deferred outflows of 
resources, represents a consumption of net position that applies to a future period(s) and so will 
not be recognized as an outflow of resources (expense/expenditure) until then. The Town did not 
have any deferred outflows of resources for the current year.  
 
In addition to liabilities, the statement of net position will sometimes report a separate section for 
deferred inflows of resources. This separate financial statement element, deferred inflows of 
resources, represents an acquisition of net position that applies to future period(s) and so will not 
be recognized as an inflow of resources (revenue) until that time. The Town reports a deferred 
inflow of resources for unavailable revenue. The governmental funds report unavailable revenues 
from income taxes and lease receivables. The amount is deferred and recognized as an inflow of 
resources in the period the amount becomes available. The government wide statements report 
unavailable revenue from lease receivables.  

 
6. Net position flow assumption 

 
Sometimes the Town will fund outlays for a particular purpose from both restricted (e.g., 
restricted bond or grant proceeds) and unrestricted resources. In order to calculate amounts 
reported as restricted – net position and unrestricted – net position in the government-wide and 
proprietary fund financial statements, a flow assumption must be made about the order in which 
the resources are considered to be applied. It is the Town’s policy to consider restricted – net 
position to have been depleted before unrestricted – net position is applied.  

 
7. Fund balance flow assumptions 

 
Sometimes the Town will fund outlays for a particular purpose from both restricted and 
unrestricted resources (the total of committed, assigned, and unassigned fund balance). In order 
to calculate the amounts to report as restricted, committed, assigned, and unassigned fund balance 
in the governmental fund financial statements a flow assumption must be made about the order 
in which the resources are considered to be applied. It is the Town’s policy to consider restricted 
fund balance to have been depleted before using any of the components of unrestricted fund 
balance. Further, when the components of unrestricted fund balance can be used for the same 
purpose, committed fund balance is depleted first, followed by assigned fund balance. Unassigned 
fund balance is applied last.  
 

8. Fund balance policies 
 

Fund balance of the governmental funds is reported in various categories based on the nature of 
any limitations requiring the use of resources for specific purposes. The Town reports the 
following fund balances in governmental activities: 
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Nonspendable – Amounts that cannot be spent either because they are in a nonspendable form or 
because they are legally or contractually required to be maintained intact. The Town reports the 
following nonspendable fund balances: 
         Fund 
Fund    Balance  Nonspendable Category 
General Fund    $  27,763 Prepaid Expenditures 
 
Restricted – Amounts that can only be spent for specific purposes because of enabling legislation, 
constitutional provisions, or externally imposed conditions by grantors, creditors, or contributors. 
The Town reports the following restricted fund balances: 
      Fund 
Fund    Balance  Restricted by 

General Fund 
   Offsite mitigation  $     35,251 Natural Resources Article 5-1610 
    Walking path at park  $       3,500 Grant from Walmart, Inc. 
   Old town lock-up   $       1,000 Grant from Women’s Civic League  
 Fishing tournament  $       2,450 Grant from Cecil County  
    

           Special revenue fund-loans 
Housing & Community  

Development  $1,000,000 Community Development Block Grants 
 

Non-major special revenue funds 
   Christmas Parade  $       7,890 Donations from parade sponsors 
   Inspection fees   $   147,377 Escrow agreements with developers 

 
Committed – Amounts that can only be used for specific purposes pursuant to constraints imposed 
by formal action such as an ordinance or resolution of the Town’s highest level of decision-
making authority, the Mayor and Commissioners, are reported as committed fund balance. Both 
of the above actions require a majority vote of the Mayor and Commissioners to impose or remove 
a restriction, and thus either action could establish the most binding constraint. The Town reported 
the following committed fund balances: 
         Fund 
Fund    Balance  Committed by 

General Fund 
     CDA 2014 Series A Bond $1,436,000 Resolution 2015-05-10 
     Sick leave payouts   $    38,709 Resolution 2015-08-01 

 
Assigned – Amounts in the assigned fund balance classification are intended to be used by the 
Town for specific purposes but do not meet the criteria to be classified as committed. Unlike 
commitments, assignments generally only exist temporarily. In other words, an additional action 
does not normally have to be taken for the removal of an assignment. Conversely, as discussed 
above, additional action is essential to either remove or revise a commitment. The Town reported 
the following assigned fund balances: 
       Fund 
Fund    Balance  Assigned by 

General Fund 
Appropriation for FY 2022 $477,958 Town of North East Budget 

 
Special Revenue Fund 
     Revitalization Loans   $238,122 Town of North East Budget 
     Housing & Community 
  Development  $585,740 Town of North East Budget 
Capital Projects Fund  $305,759 Town of North East Budget 
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Unassigned – Amounts that are not included in other fund balance classifications. The General 
fund is the only fund that reports a positive unassigned fund balance amount. In other 
governmental funds it is not appropriate to report a positive unassigned fund balance amount. 
However, in governmental funds other than the general fund, if expenditures incurred for specific 
purposes exceed the amounts that are restricted, committed, or assigned to those purposes, it may 
be necessary to report a negative unassigned fund balance in that fund.  
 

H. Revenues and expenditures/expenses 
 

1. Program revenues 
 

Amounts reported as program revenues include 1) charges to customers or applicants who 
purchase, use, or directly benefit from goods, services, or privileges provided by a given function 
or segment and 2) grants and contributions (including special assessments) that are restricted to 
meeting the operational or capital requirements of a particular function or segment. All taxes, 
including those dedicated for specific purposes, and other internally dedicated resources are 
reported as general revenues rather than program revenues.  

 
2. Property taxes  

 
Property taxes attach as an enforceable lien on real property and are levied as of July 1st. Payments 
are due by September 30th for all non-principal residences and commercial properties not 
classified as qualified small businesses. Beginning October 1st, interest is charged each month the 
taxes remain unpaid. For principal residences and qualifying small businesses (tax liabilities less 
than $100,000 with certain commercial use designations), a two part installment plan is offered. 
The first installment is due by September 30th. Beginning October 1st, interest is charged on the 
amount of the first installment only. The second installment is due by December 31st. Beginning 
on January 1st, interest is charged on all outstanding balances. Property taxes are levied at rates 
enacted by the Mayor and Commissioners in the annual budget on the assessed value as 
determined by the Maryland Department of Assessments and Taxation. The tax rate for the fiscal 
year ended June 30, 2021 was $0.48 per $100 of assessed value for real property and $1.20 per 
$100 of assessed value for public utility and railroad operating property. Taxes not collected and 
remitted to the Town within the availability period are immaterial.  
 
The State of Maryland has designated certain parcels within the corporate limits of the Town as 
“Enterprise Zones” pursuant to the Economic Development Article, Sections 5-701 through 5-
708 of the Annotated Code of Maryland. Businesses located in the Enterprise Zone may qualify 
for a tax credit equal to the amount of real property tax imposed on the eligible assessment of the 
qualified property as defined in Section 9-103 of the Tax – Property Article for a period of ten 
years. The percentage of the credit is as follows: 
 

Year  Credit 
1-5  80% 
6  70% 
7  60% 
8  50% 
9  40% 
10  30% 

 
Companies applying for the credit must submit data as required by the local zoning administrator 
who is responsible for determining the firm continues to meet the eligibility criteria. There is no 
recapture provision. If the zoning administrator determines the firm is not in compliance with the 
terms of the program it will lose the credit for those years not in compliance. The State of 
Maryland reimburses the Town for 50% of the lost revenue that results from this program. During 
the year ended June 30, 2021 no real property taxes were abated as part of this program.  
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3. Compensated absences  
 

Vacation Leave Time. The Town’s policy permits employees to accumulate earned but unused 
vacation time benefits, up to 400 hours, which are eligible for payment upon separation from 
Town service. The liability for such leave is reported as incurred in the government-wide and 
proprietary fund financial statements. A liability for such leave is reported as incurred in the 
governmental funds only if the liability has matured as a result of employee resignations or 
retirements. The liability for compensated absences includes salary-related benefits where 
applicable. As of June 30, 2021, a total of $169,160 in unused vacation time has been recorded 
as compensated absences payable on the Statement of Net Position.  
 
Sick Leave. The Town’s policy is to permit employees to accumulate earned but unused sick leave 
without limitation. The Town will pay employees that had ten years of service as of January 1, 
2015 unused sick leave up to 500 hours upon retirement. The accumulated sick leave liability is 
based on the amount that is expected to ultimately be paid. A liability for such leave is reported 
as incurred in the government-wide and proprietary fund financial statements. A liability for such 
leave is reported as incurred in the governmental funds only if the liability has matured as a result 
of employee retirements. The liability for compensated absences includes salary-related benefits 
where applicable. As of June 30, 2021, a total of $38,938 in unused sick leave has been recorded 
as compensated absences on the Statement of Net Position.  

 
4. Proprietary funds operating and nonoperating revenues and expenses 

 
Proprietary funds distinguish operating revenues and expenses from nonoperating items. 
Operating revenues and expenses generally result from providing services and producing and 
delivering goods in connection with a proprietary fund’s principal ongoing operations. The 
principal operating revenues of the water services and stormwater management funds are charges 
to customers for the sale of water and treating stormwater runoff. 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 
nonoperating revenues and expenses.  

 
I. Implementation of new accounting principles 

 
The Town is reviewing GASB Statement No. 91 Conduit Debt Obligations and intends to implement 
it by the effective dates. 
 

II. Reconciliation of government-wide and fund financial statements 
 

A. Explanation of certain differences between the governmental fund balance sheet and the 
government-wide statement of net position.  
 
The governmental fund balance sheet includes reconciliation between fund balance – total 
governmental funds and net position – governmental activities as reported in the government-wide 
statement of net position. Reconciling items include the following: 
 

Capital assets used in governmental activities are not financial resources and, therefore, are not 
reported in the funds.  
 
Long-term liabilities, including bonds payable, are not due and payable in the current period and, 
therefore, are not reported in the funds.  
 
Other long-term assets are not available to pay for current period expenditures and, therefore, are 
reported as unavailable revenue in the funds.  
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Deferred outflows of resources represent a consumption of net position that applies to a future 
period(s) and, therefore, are not reported in the funds.  
 
Deferred inflows of resources represent acquisition of net position that applies to a future 
period(s) and, therefore are not reported in the funds.  

 
Details of these reconciling transactions can be found on page 21.  
 

B. Explanation of certain differences between the governmental fund statement of revenues, 
expenditures and, changes in fund balances and the government-wide statement of activities  
 
The governmental fund statement of revenues, expenditures, and changes in fund balances 
includes reconciliation between net changes in fund balances – total governmental funds and 
changes in net position of governmental activities as reported in the government-wide statement 
of activities. Reconciling items include the following: 
 

Governmental funds report capital outlays as expenditures. However, in the statement of 
activities, the cost of these assets is allocated over their estimated useful lives and reported as 
depreciation expense.  
 
The net effect of various miscellaneous transactions involving capital assets (i.e. sales and 
donations) is to increase net position.  
 
The issuance of long-term debt (i.e. bonds, leases) provides current financial resources to 
governmental funds, while the repayment of principal of long-term debt consumes current 
financial resources of the governmental funds. Neither transaction, however, has any effect 
on net position. Also, governmental funds report the effect of premiums, discounts, and similar 
items when debt is first issued, whereas these amounts are deferred and amortized in the 
statement of activities.  
 
Some expenses reported in the statement of activities do not require current financial resources 
and, therefore, are not reported in the funds.  
 
Deferred inflows of resources represent an acquisition of net position that applies to a future 
period(s) and, therefore, are not reported in the funds.  

 
Detail of these reconciling transactions can be found on page 23.  

 
III. Detailed notes on all activities and funds 

 
A. Cash deposits and investments with financial institutions  

 
Custodial credit risk-deposits. In the case of deposits, this is the risk that in the event of a bank 
failure, the Town’s deposits may not be returned to it. The Town maintains the following accounts: 
 

          Bank Balance 
Financial Institution        June 30, 2021 
Howard Bank (main operating account)      $ 4,047,248 
Cecil Bank (Offsite Mitigation Checking)              32,817 
Cecil Bank (Major Facilities Checking)                3,026 
Cecil Bank (Revitalization Loan Checking)                  978 
PNC (Maryland Local Government Investment Pool)       7,255,121 
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None of the Town’s deposits are exposed to custodial credit risk. The deposits at Howard Bank 
are covered by the Federal Deposit Insurance Corporation and collateralized with securities held 
in the Town’s name by an independent third party in a three party agreement. The deposits at Cecil 
Bank are insured by the Federal Deposit Insurance Corporation. For more information about the 
Maryland Local Government Investment Pool see note I.G.2., Investments.  
 
The Town maintains a cash pool (Howard Bank main operating account) that is available for use 
by all funds. All interest earned accrues to the general fund, while all associated fees for the 
account are also charged to the general fund. Each fund’s position in the pool is displayed as equity 
in pooled cash on the balance sheet and statement of net position. 

 
Interest rate risk. The Town manages its exposure to declines in fair values by investing primarily 
in short-term holdings, including demand deposits and the Maryland Local Government 
Investment Pool.  
 
Credit risk. As of June 30, 2021, the Town was not exposed to credit risk.  
 
Concentration of credit risk. The Town manages concentration of credit risk by investing 
primarily in the Maryland Local Government Investment Pool or other collateralized investments 
as outlined in the Town’s Investment Policy and Maryland Law.  
 
Custodial credit risk – investments. For an investment, this is the risk that, in the event of the 
failure of the counterparty, the Town will not be able to recover the value of its investments or 
collateral securities that are in the possession of an outside party. As of June 30, 2021, the Town 
was not exposed to any custodial credit risk.  
 
Investment policy. The Town has adopted an investment policy that is designed to provide 
maximum safety and liquidity of funds while providing a reasonable rate of return. Permissible 
investments include U.S. Treasury Obligations, U.S. Government Agency and U.S. Government-
Sponsored Enterprises, repurchase agreements, collateralized certificates of deposit, the Maryland 
Local Government Investment Pool, and mutual funds dealing in government securities. The 
Town’s policy and State law requires that the underlying collateral for repurchase agreements and 
certificates of deposit must have a market value of at least 102% of the investment’s cost plus 
accrued interest.   
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B. Receivables  
 
Below is the detail of receivables for the governmental and business-type activities:  

Total
Special Governmental Business-type

Receivables General Fund Revenue Fund Funds Funds Total

Property tax 6,442$             -$                6,442$             -$                6,442$             

Intergovernmental
Collected taxes 15,696$           -$                15,696$           -$                15,696$           
State grants 1,544               -                  1,544               -                  1,544               
Motel tax 23,771             -                  23,771             -                  23,771             
Admission and amusement taxes 2,080               -                  2,080               -                  2,080               
Income taxes 169,875           -                  169,875           -                  169,875           
State Aid for Police Protection 15,134             -                  15,134             -                  15,134             
Business licenses 678                 -                  678                 -                  678                 
Highway user revenues 32,722             -                  32,722             -                  32,722             

261,500$          -$                261,500$          -$                261,500$          

Other accounts
Reimbursements 960$                -$                960$                -$                960$                
Customer service charges 2,430               -                  2,430               745,292           747,722           
Leases - Cell Tower 1,483,877         -                  1,483,877         -                  1,483,877         

1,487,267$       -$                1,487,267$       745,292$          2,232,559$       

Loans
Assisted housing loans -$                801,664$          801,664$          -$                801,664$          

-$                801,664$          801,664$          -$                801,664$          

 
 
The Town does not have any allowance for doubtful accounts related to the above receivables. 
The Town expects to receive all the receivables listed above within one year except for the 
following: 
 

1. The State has estimated that they are holding $169,875 of the Town’s income tax revenue 
for tax years 2020 and prior. It will take several years for the State to remit these monies to 
the Town; however, the State estimates their liability to the Town and the Town reports this 
receivable in accordance with generally accepted accounting principles.  
 

2. The Town has a loan agreement with an assisted housing project located in the corporate 
limits of the Town. Proceeds of a grant from the U.S Department of Housing and Community 
Development’s Community Development Block Grant ($750,000) were loaned to the 
developer of the project in prior years. The promissory note bears interest at 1% and is to be 
repaid in annual installments of principal and interest based on the availability of funds as 
defined in the promissory note. The note is secured by a deed of trust that is subordinate to 
senior debt. No principal or interest payments were received during the year ended June 30, 
2021. The loan has a maturity date of August 1, 2055. No adjustment to the fair value of the 
note has been reflected in these financial statements as management has determined fair value 
approximates cost basis. 

 
3. The Town has lease agreements with several cellular telephone companies as well as Cecil 

County. See Note III.C. 
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C. Lease Receivables 

The Town is the lessor to several cellular telephone companies as well as Cecil County. The 
companies lease space at the Town’s water towers for antenna’s and ancillary equipment. The 
lease agreements have lease escalation clauses which range from 0.00% to 3.00%, and can only 
be canceled at the end of five year intervals. The Town also entered into a new lease for 300 
Cherry Street to the County during 2021.  During the year ended June 30, 2021 the Town received 
$32,573 in lease revenue and $38,876 in interest revenue. As of June 30, 2021, the outstanding 
lease receivables totaled $1,483,877. 
  

D. Capital assets 
 
Capital assets activity for the year ended June 30, 2021 was as follows:  
Governmental activities:

Balance Balance
July 1, 2020 Increases Decreases June 30, 2021

Capital assets, not being depreciated:
Land 3,730,789$       -$                -$                3,730,789$       
Construction in progress 5,000               -                  -                  5,000               

Total capital assets, not being depreciated 3,735,789         -                  -                  3,735,789         

Capital assets, being depreciated:
Buildings 1,445,259         -                  5,806               1,439,453         
Equipment 997,209            380,565            581                  1,377,193         
Infrastructure 5,985,385         275,585            -                  6,260,970         

Total capital assets, being depreciated 8,427,853         656,150            6,387               9,077,616         

Less accumulated depreciation for:
Buildings 566,276            30,338             5,806               590,808            
Equipment 764,311            64,831             581                  828,561            
Infrastructure 2,342,147         196,944            -                  2,539,091         

Total accumulated depreciation 3,672,734         292,113            6,387               3,958,460         

Total capital assets being depreciated, net 4,755,119         364,037            -                  5,119,156         

Governmental activities capital assets, net 8,490,908$       364,037$          -$                8,854,945$       

 
 

Depreciation expense was charged to the functions/programs of the governmental activities as 
follows:  

General government 47,746$            
Public safety 51,524             
Public works 192,094            
Parks and recreation 749                  
Total depreciation expense - governmental activities 292,113$          
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E. Accrued liabilities 
 
Accrued liabilities reported in the fund financial statements at June 30, 2021 were as follows: 

General Proprietary
Fund Funds

Salaries and employee benefits 3,097$                 2,094
Interest -                     37,415
Total accrued liabilities 3,097$                 39,509$               

 
 

F. Other post-employment benefits (OPEB) liability 
 
The Town had a defined benefit OPEB plan, Town of North East Retiree Health Benefits Plan that 
provided monetary contributions towards the continuation of coverage for medical insurance premiums 
for employees who have retired from the Town. During 2021, the Town terminated the plan and thus 
removed the OPEB liability from the statements.  
 

G. Defined contribution pension plan 
 
The Town offers employees a deferred compensation plan created in accordance with Internal 
Revenue Code Section 401(a) and 457(b). The plan, available to all full time employees of the 
Town, permits them to defer a portion of their salary until future years. The deferred compensation 
is not available to employees until termination, retirement, or death. The Town contributes $1,500 
to the 401(a) plan for each full time employee who had completed six months of employment. In 
addition, the Town contributes up to an additional $1,500 to the 401(a) plan as a match for 

Business-type activities:
Balance Balance

July 1, 2020 Increases Decreases June 30, 2021
Capital assets, not being depreciated: .

Land 960,450$          -$                -$                960,450$          
Construction in progress -                  45,576             -                  45,576             

Total capital assets, not being depreciated 960,450            -                  -                  1,006,026         

Capital assets, being depreciated:
Buildings 264,516            -                  -                  264,516            
Equipment 188,114            480,885            -                  668,999            
Infrastructure 40,805,580       153,824            -                  40,959,404       

Total capital assets, being depreciated 41,258,210       634,709            -                  41,892,919       

Less accumulated depreciation for:
Buildings 177,617            9,320               -                  186,937            
Equipment 140,212            20,117             -                  160,329            
Infrastructure 15,552,136       1,036,668         -                  16,588,804       

Total accumulated depreciation 15,869,965       1,066,105         -                  16,936,070       

Total capital assets being depreciated, net 25,388,245       (431,396)          -                  24,956,849       

Business-type activities capital assets, net 26,348,695$      (431,396)$         -$                25,962,875$      
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employee contributions to their 457(b) plan. Town contributions to the plan may be amended by 
Town annually as part of the budget process. All Town contributions are fully vested at the time 
they are made and there are no forfeiture provisions. During the year ended June 30, 2021, there 
were 31 employees who participated in and made contributions to the plan. Employees made 
contributions totaling $127,635 while the Town contributions were $72,452. All Town 
contributions were paid each week as part of the normal payroll process.  
 
All amounts of compensation deferred and Town contributions under the plan as well as all 
property and rights purchased with those amounts, and all income attributable to those amounts, 
property or rights are solely the property and rights of the participants. The Town has no liability 
for losses under the plan.  
 
Investments are managed by the plan’s administrator, Nationwide Retirement Solutions, under 
several different investment options, or combinations thereof. The choice of the investment 
option(s) is made by the participants.  
 

H. Construction and other significant commitments 
 
The Town has an active construction project as of June 30, 2021 to install tank mixers in water 
tanks around the Town. The total amount of the contract is $607,360. At year end, the remaining 
commitment was $172,000. The remaining commitment amount of $172,000 was re-appropriated 
in fiscal year 2022. As discussed earlier in note I.F.1, Budgetary Information, Budgetary Basis of 
Accounting, the encumbrances and related appropriations technically lapse at the end of the year, 
but are re-appropriated and become part of a subsequent year’s budget because performance under 
the executory contract is expected in the next year.     
 

I. Risk management 
 
The Town is exposed to various risks related to torts: theft of, damage to; and destruction of assets; 
errors and omissions; and natural disasters. The Town’s risk financing techniques include 
participation in a public entity risk pool and the purchase of commercial insurance. During the 
year ended June 30, 2021, there was no significant reduction in insurance coverage. Settled claims 
resulting from these risks have not exceeded insurance coverage in any of the past three years.  
 
For property, general excess and environmental liability coverage, the Town is a member of the 
Maryland Local Government Insurance Trust (LGIT). This trust is a public entity risk pool, which 
is owned and directed by the local governments that subscribe to its coverages and operates under 
the terms of a Trust Agreement.  
 
Subscribers to coverage provided by LGIT share the risk among the participants of the pools. As 
a result, the Town’s annual premium requirements will be affected by the loss experience of the 
various insurance pools in which it participates. Also, the Town may be subjected to additional 
assessments from time to time. These amounts would be recorded as expenditures when they are 
probable and can be reasonably estimated. Conversely, favorable performance of certain pools 
may result in reduced premiums.  
 
The Town pays LGIT an annual premium. Claims are processed and recoveries and administrative 
costs are paid by LGIT. Similar to a commercial insurance carrier, recoveries are subject to 
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deductibles and to annual aggregate/per occurrence dollar limits. No insurance settlement has 
exceeded the coverage to date. 
Complete financial statements can be obtained from their administrative offices: 
 

Local Government Insurance Trust 
7225 Parkway Drive 
Hanover, MD 21076 

 
The Town is fully insured for worker’s compensation through Chesapeake Employers Insurance 
Company. Employees are bonded and insured through Standard Insurance.  
 

J. Lease liabilities  
 
The Town has implemented GASB Statement No. 87. The Mayor and Commissioners of the Town 
of North East adopted Resolution 2019-03-01 to establish a capitalization threshold of $5,000. 
Management has reviewed all contracts and agreements that may meet the definition of a lease 
under GASB Statement No. 87 and determined there are no agreements meeting the requirements 
for recognition of a lease liability. 
 

K. Long-term liabilities 
 
General Obligation Bonds, Notes, Other Post-Employment Benefits, Compensated Absences 
 
The Town issues general obligation bonds and notes payable to provide funds for the acquisition 
and construction of major capital facilities. General obligation bonds have been issued for both 
governmental and business-type activities. General obligation bonds are direct obligations and 
pledge the full faith and credit of the Town. These bonds generally are issued as serial bonds with 
equal amounts of principal maturing each year with maturities that range from 5 to 40 years. The 
Town’s outstanding bonds contain acceleration provisions that in the event of default the full 
amount outstanding becomes due and payable. Defaults would be triggered by events such as 
bankruptcy or failure to pay principal and interest when due, or failure to maintain the assets 
financed by the bond. In the event of default, the trustee could intercept revenues due from the 
State (such as income taxes) to satisfy the debt. The Town’s outstanding note from direct 
borrowing contains no such default provisions. General obligation bonds and notes payable 
outstanding at June 30, 2021, are as follows: 
 
Business-type Activities

Issue Interest Maturity
Date Rate Date

04/30/09 0.00% 02/01/26
Annual principal payments of $68,750

03/28/07 0.40% 02/01/38
Annual principal and semiannual interest payments of $570,434

9,656,784$       

Original Outstanding

FY 2007 Water System Improvements Phase 6, 6a, & 7 15,590,777  9,356,942         

Maryland Water Quality Financing Administration

General Obligation Bonds

FY 2009 Water System Improvements Phase 5 1,375,000$  299,842$          

Description Borrowing 6/30/2021
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Governmental Activities:

Issue Interest Maturity
Date Rate Date

08/28/14 3.51% 05/01/34
Annual principal and semiannual interest payment of $142,627

07/01/09 0.00% 07/01/29

1,471,451$       

Outstanding
6/30/2021

35,424             Shore Erocision Control - North East Community Park

1,436,027$       FY 2014 Streets & Sidewalks Repair

Annual principal payments of $4,428

2,018,940$  

Original 
Borrowing

88,560        

Description

General Obligation Bonds

Community Development Administration

Maryland Department of Natural Resources

Notes from Direct Borrowings and Direct Placements

 

The debt services requirement for the Town’s bonds, loans, and notes are as follows: 

Fiscal
Year Ending

June 30, Principal Interest Principal Interest Principal Interest

2022 91,000$           51,616$           4,428$             -$                601,756$          37,428$           
2023 93,500             49,332             4,428               -                  603,888           35,296             

2024 96,000             46,751             4,428               -                  606,029           33,156             
2025 98,500             43,958             4,428               -                  608,178           31,006             
2026 101,500           40,894             4,428               -                  566,428           28,666             

2027-2031 562,000           149,500           13,284             -                  2,740,597         111,574           
2032-2036 393,527           33,088             -                  -                  2,795,849         57,221             
2037-2041 -                  -                  -                  -                  1,134,059         6,808               

1,436,027$       415,139$          35,424$           -$                9,656,784$       341,155$          

Bonds and Direct Placements Bonds

Governmental Activities Business-type Activities
Notes from Direct Borrowings

 
Legal Debt Margin 
 
In accordance with the Town’s Debt Policy which was established by Resolution 2009-12-01 
adopted on December 21, 2009 and amended by Resolution 2018-04-01 the Town’s total general 
obligation debt cannot exceed 10% of the assessed valuation of taxable property as certified in the 
annual Constant Yield Rate Certification from the State of Maryland. During fiscal year 2021, the 
Town’s assessed valuation of taxable property was $346,752,032 while the Town’s total 
outstanding debt was $11,128,235, which is 3.2% of assessed values.   
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Changes in Long-Term Liabilities 
 
Changes in the town’s long-term liabilities for the year ended June 30, 2021, are as follows: 
 

Balance Balance Due Within
July 1, 2020 Additions Reductions June 30, 2021 One Year

Governmental Activities:
General obligation bonds 1,525,027$     -$          (89,000)$     1,436,027$   91,000$     
Notes from direct borrowings and direct placements 39,852           -            (4,428)         35,424         4,428         
Compensated absences 170,355         112,391     (148,654)     134,092       15,751       
Net other post-employment benefit liability 230,056         -            (230,056)     -              -            
Governmental activities long-term liabilities 1,965,290$     112,391$   (472,138)$    1,605,543$   111,179$   

 
Balance Balance Due Within

July 1, 2020 Additions Reductions June 30, 2021 One Year
Business-type Activities:
General obligation bonds 10,256,416$   -$          (599,632)$    9,656,784$   601,756$   
Compensated absences 58,206           62,769       (46,969)       74,006         7,517         
Net other post-employment benefit liability 145,224         -            (145,224)     -              -            

Business-type activities long-term liabilities 10,459,846$   62,769$     (791,825)$    9,730,790$   609,273$   

 
Funding Sources for Other Non-Debt Related Liabilities 
 
Compensated absences liabilities are liquidated by the fund that incurred the personnel cost (i.e. 
general or water services funds).  
 

L. Fund balance 
 
Minimum fund balance policy. Section 2-605(2) of the Code of Ordinances of the Town of North 
East requires an unassigned/unrestricted fund balance of 90 days (25%) of annual 
expenditures/expenses in both the general and enterprise funds to provide fiscal stability when 
economic downturns and other unexpected events occur. The Town maintained an unrestricted 
fund balance above the 25% requirement during fiscal year 2021. 
 
Stabilization arrangement. Section 2-606 of the Code of Ordinances of the Town of North East 
requires a budgetary stabilization fund in an amount equal to 10% of the upcoming year’s budget 
in both the general and enterprise funds, as the Town’s budget in those funds goes up or down 
from year to year, the fund will be adjusted. At the end of 2021, the Town was in compliance with 
the ordinance.  
 

Expenditure of the amounts in the revenue stabilization fund may occur only when specific 
circumstances exist. The Ordinance states funds may be used in the event of an unexpected drop 
in revenues or increase in expenditures as a result of a natural disaster or service delivery costs 
that are short-term or temporary in nature which would adversely affect the level of service the 
Town provides.  
 

Use of the funds is contingent upon a declaration of a fiscal emergency by the Mayor, after which 
a plan must be submitted to the Board for approval which details how the funds are to be spent 
and what will be done long-term to correct any ongoing or underlying issues that caused the funds 
to be used, and plan to replenish the funds within two years from the date of the declaration of the 
emergency.  



 
 

45 
 

M. Interfund Activity 
 
Interfund transfers represent a transfer of resources from one fund to another without expectation 
of repayment. Usually, these transfers are undertaken to enable the receiving fund to provide 
services that the government has determined to be in the best interest of the Town. The 
composition of interfund transfers for the year ended June 30, 2021, is as follows: 
 

 Transfers 
In 

Transfers 
Out 

General Fund $            - $ 200,000 
Capital Projects Fund    200,000  
Total $ 200,000 $ 200,000 

 
Significant interfund transfers in 2021 included: 
 

 $200,000 from the general fund to the capital project fund to cover the cost of the 
renovation on the Jackson House.  
 

N. Agreements 
 
The Town has an agreement with Cecil County to provide water services to a service area outside 
the corporate limits of the Town and which sets the rate for those customers at two times the rate 
the Town charges in town customers. The Town owns and maintains the lines, towers, pump 
stations and other related infrastructure to serve those customers.  
 
The Town has an interconnection agreement with Artesian Water Maryland, Inc. to sell a 
minimum of 35,000 gallons of water per day (up to 105,000 gallons per day) at a rate of $4.46 per 
thousand gallons based on an agreed upon methodology for setting the rate to ensure Artesian 
Water Maryland, Inc. bears the full cost of the additional water the Town needs to produce to 
provide water in accordance with the agreement. The Town owns the meter vault, meter and all 
facilities on the Town’s side of the meter. All infrastructure past the meter is owned and 
maintained by Artesian Water Maryland, Inc. Construction of the interconnection was completed 
in March 2019 with service beginning on April 1, 2019. In fiscal year 2021, Artesian Water 
Maryland, Inc. was billed $56,196. 
 

O. Contingencies  
 
The Town is the recipient of various federal and state grant and/or loan programs, which are 
governed by various rules and regulations of grantor agencies. Costs charged to the respective 
grant programs are subject to audit and adjustment by the grantor agencies. If the Town has not 
complied with the rules and regulations governing the programs, refunds of money received may 
be required and the collectability of any related receivable may be impaired. To date, the Town 
has not been notified of any significant unallowable costs relating to its grants or contracts. In the 
opinion of the Town, adjustments for unallowable costs, if any, resulting from such audits will not 
have a material effect on the accompanying financial statements.  
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P. Subsequent events 
 
In preparing the accompanying financial statements, the Town has evaluated events and 
transactions for potential recognition through October 28, 2021 the date the financial statements 
were available to be issued.  
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Town of North East, Maryland 
General Fund – Schedule of Revenues, Expenditures, and Changes in Fund Balance – Budget to Actual 

For the Year Ended June 30, 2021 
 

Variance with
Original Final Actual Final Budget

REVENUES
Taxes

Property 1,883,776$       1,903,405$       2,023,009$       119,604$          
Other 248,000           270,981           457,496 186,515           

Licenses and permits 74,540             74,540             82,088             7,548               
Intergovernmental 402,718           477,843           572,027           94,184             
Charges for services 307,948           307,948           287,054           (20,894)            
Fines and forfeitures 150                 150                 450                 300                 
Miscellaneous 102,950           102,950           160,826 57,876             

Total revenues 3,020,082         3,137,817         3,582,950         445,133           

EXPENDITURES
General government

Mayor and commissioners 34,080             34,080             17,887             16,193             
Administration 98,896             112,565           85,475             27,090             
Elections 2,000               1,000               393                 607                 

Finance 81,634             81,730             75,537             6,193               
Accounting and auditing 14,535             14,765             12,255             2,510               
Law 8,742               10,742             7,167               3,575               
Planning and zoning 177,621           172,325           151,453           20,872             

General services 126,937           192,001           127,519           64,482             
Total general government 544,445           619,208           477,686           141,522           

Public safety
Police 1,485,610         1,511,591         1,371,610         139,981           
Fire 7,500               7,500               7,500               -                  

Total public safety 1,493,110         1,519,091         1,379,110         139,981           

Public works
Highways and streets 843,152           847,031           574,574           272,457           
Sanitation 280,000           280,000           263,946           16,054             

Total public works 1,123,152         1,127,031         838,520           288,511           

Health
Mosquito control 4,000               4,000               1,750               2,250               

Total health 4,000               4,000               1,750               2,250               

Recreation and culture
Parks 27,200             117,312           93,795             23,517             

Total recreation and culture 27,200             117,312           93,795             23,517             

The notes to financial statements are an integral part of this statement. (Continued)

Budgeted Amounts
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Town of North East, Maryland 
General Fund – Schedule of Revenues, Expenditures, and Changes in Fund Balance – Budget to Actual 

For the Year Ended June 30, 2021 
 
 

Variance with
Original Final Actual Final Budget

Debt service
Debt service principal 93,428$           93,428$           93,428$           -$                
Debt service interest 54,037             54,037             54,036             1                     

Total debt service 147,465           147,465           147,464           1                     

Total expenditures 3,339,372         3,534,107         2,938,325         595,782           

Excess (deficiency) of revenues over expenditures (319,290)          (396,290)          644,625           1,040,915         

OTHER FINANCING SOURCES (USES)
Transfers out (2,000)              (202,000)          (200,000)          (2,000)              
Sale of capital asset -                  1,000               3,455 (2,455)              

Total other financing sources (uses) (2,000)              (201,000)          (196,545)          (2,000)              

Net change in fund balances * (321,290)$        (597,290)$        448,080           1,038,915$       

Fund balance - beginning 4,974,309         
Fund balance - ending 5,422,389$       

Notes to Schedule:
The Town's basis of budgeting is GAAP.
*The net change in fund balance was included in the budget as an appropriation of fund balance. 

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

Budgeted Amounts
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Nonmajor Governmental Funds 
 

Special Revenue Funds 
 

Special revenue funds are used to account for specific revenue sources that are  
restricted, committed, or assigned to expenditures for particular purposes.  
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Town of North East, Maryland 
Combining Balance Sheet – Nonmajor Governmental Funds 

June 30, 2021 
 

Total 
Nonmajor

Developer Governmental
Parade Inspections Funds

ASSETS
Equity in pooled cash 7,890$             171,910$          179,800$          

Total assets 7,890               171,910           179,800           

LIABILITIES
Accounts payable -                  24,533 24,533             

Total liabilities -                  24,533             24,533             

FUND BALANCES
Restricted:

Special events 7,890               -                  7,890               
Inspections -                  147,377           147,377           
Total fund balances 7,890               147,377           155,267           

Total liabilities, deferred inflows of
resources and fund balances 7,890$             171,910$          179,800$          

The notes to financial statements are an integral part of this statement.
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Town of North East, Maryland 
Combining Statement of Revenues, Expenditures, and Changes in Fund Balances – Nonmajor 

Governmental Funds 
June 30, 2021 

Total 
Nonmajor

Developer Governmental
Parade Inspections Funds

REVENUES
Charges for services -$                11,991$           11,991$           

Total Revenues -                  11,991             11,991             

EXPENDITURES
Current:

General government -                  28,785             28,785             
Total expenditures -                  28,785             28,785             

Excess (deficiency) of revenues
over expenditures -                  (16,794)            (16,794)            

Net change in fund balances -                  (16,794)            (16,794)            

Fund balances - beginning 7,890               164,171           172,061           

Fund balances - ending 7,890$             147,377$          155,267$          

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