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INDEPENDENT AUDITORS’ REPORT

Board of Education of Allegany County
Cumberland, Maryland

We have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Board of Education of Allegany County, Maryland (the Board), component
unit of Allegany County, Maryland, as of and for the year ended June 30, 2012, which collectively comprise
the Board’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Board of Education of Allegany County’s management. Our responsibility is to express
opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States and the standards prescribed by the Maryland State
Board of Education. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our

opinions.

In our opinion, the financial statements referred to previously present faitly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the Board of
Education of Allegany County, Maryland, as of June 30, 2012, and the respective changes in financial position,
and, where applicable, cash flows thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 1,
2012, on our consideration of the Board of Education of Allegany County, 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 to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing, and not to provide an
opinion on internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the

results of our audit,



Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Board of Education of Allegany County, Maryland’s financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional analysis as
required by U.8. Office of Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations, and is not a required part of the financial statements, Such information is the
responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
schedule of expenditures of federal awards is fairly stated, in all material respects, in relation to the financial

statements as a whole.

M«_, WZ.M an,fa?/-

Cumberland, Maryland
October 1, 2012
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BOARD OF EDUCATION OF ALLEGANY COUNTY

NOTES TO SUPPLEMENTARY SCHEDULE OF EXPENDITURES
OF FEDERAL AWARDS

NOTE I - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NOTE 2 -

NOTE 3 -

NOTE 4 -

Basis of Presentation

The accompanying schedule of expenditures of federal awards includes all
federal grants which had financial activity during fiscal year ended June 30, 2012. This
statement has been prepared in accordance with generally accepted accounting
principles.

SCOPE OF AUDIT PURSUANT TO OMB CIRCULAR A-133

All federal awards programs operated by the Board of Education of Allegany
County are included in the scope of the OMB Circular A-133 audit.

The Maryland State Department of Education is the Board of Education of
Allegany County's oversight agency for the single audit.

FISCAL PERIOD AUDITED

Single audit testing procedures were performed for program transactions
occurring during the fiscal year ended June 30, 2012.

REVENUE RECONCILIATION

Revenue recognized from federal sources per the schedule of expenditures of
federal awards does not include fee for service revenue. Federal revenue from fee for
services performed and Medicare D totaled $1,382,715 for the year ended June 30, 2012.

Total revenue from federal sources per the basic financial statements is
$13,650,187. Total revenue from federal sources per the schedule of expenditures of
federal awards is $12,267,472. The fee for service revenue accounts for the difference.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education of Allegany County
Cumberland, Maryland

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Board of Education of Allegany County, Maryland (the Board) as
of and for the year ended June 30, 2012, which collectively comprise the Board of Education of
Allegany County, Maryland’s basic financial statements and have issued our report thereon dated
October 1,2012. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the Board of Education of Allegany County, Maryland is responsible for
establishing and maintaining effective internal control over financial reporting. In planning and
performing our audit, we considered the Board's internal control over financial reporting as a basis

. for designing our auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Board’s
internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Board’s internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a deficiency,
or a combination of deficiencies, in internal control such that there is a reasonable possibility thata
material misstatement of the entity's financial statements will not be prevented, or detected and

corrected on a timely basis.



Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all deficiencies in
internal control over financial reporting that might be deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over financial reporting
that we consider to be material weaknesses, as previously defined. However, we identified certain
deficiencies in internal control over financial reporting, described in the accompanying schedule of
findings and questioned costs that we consider to be significant deficiencies in internal control over
financial reporting. The finding is referenced as 2012-1. A significant deficiency is a deficiency, or
a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Board's financial statements are
frec of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which would have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion
on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. The results of our tests disclosed one instance of noncompliance or other
matiers that is required to be reported under Government Auditing Standards and which is
described in the accompanying schedule of findings and questioned costs as item 2012-2.

We noted certain matters that we reported to management of the Board in a separate letter
dated October 1, 2012.

The Board's response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the Board's response and, accordingly,
We eXpress no opinion on it.

This report is intended solely for the information and use of management, the Board, others
within the entity, Maryland State Department of Education, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified

Lhlee, PP ihre ""W

Cumberland, Maryland
October 1, 2012



Hub er, Michaels -
& Company o Certified Public Accountants |
110 S. Centre Street, Cumberland, MD 21502 « PH (301)722-4455  FAX (301)722-5004 *» www. hmccpa com

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS
‘THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education of Allegany County
Cumberiand, Maryland

- Compliance

We have audited the Board of Education of Allegany County, Maryland's (the Board's)
compliance with the types of compliance requirements described in the OMB Circular A-133
Compliance Supplement that could have a direct and material effect on each of the Board's major
federal programs for the year ended June 30, 2012. The Board's major federal programs are
identifted in the summary of auditors' results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts and grants
applicable to each of its major federal programs is the responsibility of the Board's management.
Our responsibility is to express an opinion on the Board's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and OMB
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those

“ standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the Board's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances, We believe that
our audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination of the Board's compliance with those requirements.



In our opinion, the Board complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major
federal programs for the year ended June 30, 2012. However, the results of our auditing procedures
disclosed one instance of noncompliance with those requirements, which is required to be reported in
accordance with OMB Circular A-133 and which is described in the accompanying schedule of
findings and questioned costs as item 2012-2.

Internal Control Over Compliance

Management of the Board is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants applicable
to federal programs. In planning and performing our audit, we considered the Board's internal
control over compliance with the requirements that could have a direct and material effect on a major
federal program to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
Board’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a
conirol over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, ona

timely basis.

Our consideration of internal control over compliance was for the limited purpose described
in the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deficiencies or material weaknesses.
We did not identify any deficiencies in internal control over compliance that we consider to be
material weaknesses, as defined above. However, we identified certain deficiencies in internal
control over compliance that we consider to be significant deficiencies as described in the
accompanying schedule of findings and questioned costs as item 2012-1. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control
over compliance with a type of compliance requirement of a federal program that s less severe than
a material weakness in internal control over compliance, yet important enough to merit attention by
those charged with governance.
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Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Board of Education of Allegany County, Maryland (the Board) as
of and for the year ended June 30, 2012, and have issued our report thereon dated October 1, 2012,
which contained an unqualified opinion on those financial statements. Our audit was conducted for
the purpose of forming our opinions on the financial statements that collectively comprise. the
Board’s financial statements. The accompanying schedule of expenditures of federal awards is
presented for purposes of additional analysis as required by OMB Circular A-133, and is not a
required part of the financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare
the financial statements. The information has been subjected to the auditing procedures applied in
the audit of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our
opinion, the schedule of expenditures of federal awards is fairly stated in all material respects in
relation to the financial statements taken as a whole.

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

This report is intended solely for the information and use of management, the Board, others
within the entity, Maryland State Department of Education, and federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than these specified

#ﬁ..} MM ¥ (7%’—

Cumberland, Maryland
October 1, 2012
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BOARD OF EDUCATION OF ALLEGANY COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2012

SUMMARY OF AUDITORS' RESULTS

We have issued an unqualified opinion on the basic financial statements.

Our audit disclosed no instances of noncompliance that is material to the financial
statements.

We have issued an unqualified opinion on compliance for major programs.

Title I, CFDA numbers 84.010; Special Education Cluster, CFDA numbers 84.027, 84.173,
84.391, and 84.392; Title 1I, CFDA number 84.367; 21st Century Community Learning
Centers, CFDA number 84.287; Education Jobs Fund, CFDA number 84.410; Race to the
Top, CFDA number 84.395; and the Child Nutrition Cluster Programs (National School
Lunch, CFDA number 10.555, School Breakfast Program, CFDA number 10.553, and
Summer Food Service Program, CFDA number 10.559), were tested as major programs.

The audit of financial statements disclosed a significant deficiency in internal control which
is reported in section II.

The audit disclosed findings or questioned costs which are required to be reported under
section 510 of OMB Circular A-133 and are reported in section IIL

A significant deficiency in internal control over major programs was disclosed which is
required to be reported in accordance with GAGAS and section 510 of the OMB Circular A-

133. The significant deficiency is reported in section III

The dollar threshold used to distinguish between Type A and Type B programs was
$368,024.

The auditee did not qualify as a low-risk auditee.
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II.

BOARD OF EDUCATION OF ALLEGANY COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2012

FINANCIAL STATEMENT FINDINGS

2012-1 Monitoring of Internal Controls

Criteria; Management should have a formal system in place to monitor the adequacy and
effectiveness of the Board’s system of internal controls.

Condition; Management does not have an adequate system in place to provide ongoing
or separate evaluations of the effectiveness of the Board’s system of internal controls.
The current system does not routinely monitor and test the controls in place and is
performed by the Finance Department who reports to management.

Context: During our inquiries of management we noted that the Board does not perform
on-going evaluations of the system of internal control.

Effect: The Board’s system of internal controls may not be operating effectively or as
intended. Monitoring of internal controls is essential to provide reasonable assurance that
controls will prevent or detect material misstatements in the financial statements in a

timely manner.

Cause: The Board does not have an employee independent of the Finance Department
who is responsible for monitoring the system of internal controls and who reports directly

to the governing Board.

Recommendation: We recommend the Board of Education employ an individual to
perform internal audit functions on a periodic basis. The individual should be from
outside the finance department and would report directly to the Board Officials.

Views of Responsible Officials and Planned Corrective Action: At this time, due to a
budget constraint, the Board does not plan to implement an internal audit/monitoring
function.
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IIL

BOARD OF EDUCATION OF ALLEGANY COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2012

FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

2012-1 All Major Programs
Monitoring of Internal Controls over Federal Awards

Criteria: Management should have a formal system in place to monitor the adequacy and
effectiveness of the Board’s system of internal controls over federal awards.

Condition: Management does not have an adequate system in place to provide ongoing
or separate evaluations of the effectiveness of the Board’s system of internal controls.
The current system does not routinely monitor and test the controls in place and is
performed by the Finance Department who reports to management.

Context: During our inquiries of management we noted that the Board does not perform
on-going evaluations of the system of internal control.

Effect: The Board’s system of internal controls may not be operating effectively or as
intended. Monitoring of internal controls is essential to provide reasonable assurance that
controls will prevent or detect material misstatements in the financial statements in a

timely manner.

Cause: The Board does not have an employee independent of the Finance Department
who is responsible for monitoring the system of internal controls and who reports directly
to the governing Board.

Recommendation: We recommend the Board of Education employ an individual to
perform internal audit functions on a periodic basis. The individual should be from
outside the finance department and would report directly to the Board Officials.

Views of Responsible Officials and Planned Corrective Action: At this time, due to a

budget constraint, the Board does not plan to implement an internal audit/monitoring
function.
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ITI.

BOARD OF EDUCATION OF ALLEGANY COUNTY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2012

FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

2012-2 21st Century Community Learning Centers
Compliance with Time and Effort Requirements

Criteria: An employee who works on a single federal award must furnish a semi-annual
certification that he/she has been engaged solely in activities related to the award. The
certification must be signed by the employee or a supervisory official having first-hand
knowledge of the work performed by the employee.

Condition: For 21st Century Community Learning Centers MSAFE Maryland School
Student and Families Excelling Extended Day, semi-annual certifications were not

maintained.

Context: During our compliance testing, we discovered that semi-annual certifications
were not maintained for this program.

Effect: The cost of the employees' salaries and related benefits could be disallowed.
Cause: Staff was not aware of this requirement.
Recommendation: We recommend that the program director retroactively obtain semi-

annual certifications and continue to do so in order to comply with the time and effort
requirements.

Views of Responsible Officials and Planned Corrective Action: The program director

agreed with our recommendation.
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BOARD OF EDUCATION OF ALLEGANY COUNTY

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
June 30,2012

08-01 Moeonitoring of Internal Controls

All Major Programs

Finding: Management does not have an adequate system in place to provide

ongoing or separate evaluations of the effectiveness of the Board’s system of
internal controls. The current system does not routinely monitor and test the

controls in place and is performed by the Finance Department who reports to
management.

Current Status: The Board has not implemented an internal audit/monitoring
function.
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